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FOREWORD

This book introduces foundation topics on public finance and a broad range of topics in taxation
theory and laws. A number of taxation Acts have been covered. Tax Acts such as the Incgme tax Act
2004 as amended, the VAT Act 2014, The EPZ Act 2002, TIC Act 1997, _and oth_er mxscellane‘:ous
tax laws in Tanzania are interpreted and discussed in details. Example‘s and 1lluvstrat10ns are prp\‘fzded
as guide to interpretation and application of the tax laws. The topics are dlscusse.d in details -to
provide optimal benefits to readers. The book provides a good .num_ber of quantitative worked
examples and a rich bank of questions at the end of each chapter which give f:hance for the readers to~
practice the knowledge and skills gained in the chapter and thus enhancing .the.competences of
readers and practitioners. The book also contains a complete set of sample examinations as mock for
university students taking taxation and for accounting professional candidates.

The importance of public finance and taxation knowledge to e_canomists, finance, accountants,
businessmen and other professionals cannot be over emphasised. A clear understanding of theories,
concepts, computations, and tax laws outlined in this book is valuable to students, individual citizens,
business community, tax consultants, and tax authorities’ officials. Tax knowledge is also important
for overall voluntary tax compliance in a country and economic growth of a nation. Public Finance
on the other hand provides valuable knowledge to policymakers, budget preparers, controllers, civil
societies and business community. :

The authors recognise the dynamics in the subject of Public Finance and Taxation. they thus invite
contributions and comments to enable them improve the quality of the subsequent editions of the
book.

PREFACE

The importance of public finance and taxation knowledge to economists, financial analysts,
accountants, businessmen and other professionals cannot be over emphasised. A clear understanding
of theories, concepts, computations, and tax laws outlined in this book is valuable to students,
individual citizens, business community, tax consultants, and tax authorities’ staff for smooth
compliance and implementation of fiscal policy in a country. Tax knowledge is also important for
overall voluntary tax compliance in a country and economic growth of a nation. Public finance on
the other hand provides valuable knowledge, decision making ability and competence to
policymakers, legislators, budget preparers, controllers, civil societies and business community.

This book introduces foundation topics on public finance and a broad range of topics in taxation
theory and tax laws in Tanzania. The book intends to fill a gap that exists as a result of several
developments in public revenue and expenditure policy reforms and changes in fiscal policy and tax
laws in Tanzania. New tax laws have been enacted such as the Tax Administration Act 2015, and
existing laws have been repealed (e.g. Value Added Tax 1997) and replaced with new tax laws (e.g.
the Value Added Tax Act of 2014). Similarly, there have been several legislative developments in
the existing tax laws which amend existing tax laws. All these reforms necessitate for amendment of
existing tax textbooks and/or development of new taxation textbooks that would provide
comprehensive material on the interpretation and application of the new tax laws and the amended
tax laws. This book fills this gap and the book comes at a time when lecturers, university students,
professionals, and practitioners are in urgent need of such books. Most of the books written before
these changes are outdated and cannot provide adequate guidance on the interpretation and
application of the new and amended tax laws and current trends in public finance administration.

Thus, this textbook provides a detailed discussion on the Income Tax Act 2004 (including
amendments made by the Finance Act 2017), the Value Added Tax (VAT) Act 2014 (including
amendments made by the Finance Act 2017). The Tax Administration Act 2015 and other tax laws in
Tanzania are interpreted and discussed in details. Examples and illustrations are provided as a guide
to interpretation and application of the tax laws. The topics are discussed in details to provide clear
understanding of basic facts, concepts and issues to readers. The book provides a good number of
quantitative worked examples in some chapters and revision questions at the end of each chapter.
These questions give the readers opportunity to translate the knowledge and skills gained in the
chapter. To practice the book also contains complete sets of sample examinations as mock for
university students taking taxation subjects and for accounting professional bodies’ examination
candidates. The book is organised into two parts, namely Part One and Part Two. Part One of the
book deals with introductory topics in public finance and Part Two deals with topics in theories of
taxation and tax laws in Tanzania. The public finance part of the book contain four topics, namely
introduction to public finance; national income accounts; market imperfection and the role of the
government; and public expenditure, budgets and public debts. The second part of the book which
deals with taxation theory and tax laws in Tanzania contains twelve chapters, namely theory of
taxation; tax administration in Tanzania, introduction to Income Tax Act 2004; Taxable income from

- employment; taxable income from businesses; depreciation allowances and inclusions; taxable

investment income; returns of income and tax assessments; Value Added Tax; international taxation;
other tax laws administered by the Tanzania Revenue Authority and the last chapter is local
government taxes. The references used by the authors are placed after the end of chapters. The book
ends with a rich bank of sample examinations in public finance and taxation profession.

The authors recognise the dynamics in the subject of Public Finance and Taxation, they thus invite
contributions and comments to enable them improve the quality of the subsequent editions of the
book.

Authors: Dr. Haruni Jeremia Mapesa and Dr. J oseph Simon Kiria
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CHAPTER ONE

INTRODUCTION TO PUBLIC FINANCE

Introduction

This chapter introduces the concept and nature of public finance. Specifically, it covers definition,
scope and division of the public finance: role of the government in an economy and distinction
between private and public finance. The chapter also provides a brief description of the tools of
public finance in achieving its intended objectives. The role of the government in an economy is also
introduced. Introduction to fiscal policy measures and tools is presented to provide foundation for the
subsequent topics in the textbook.

Learning outcomes

After successful completion of this chapter readers should be able to:
Describe the meaning and nature of public finance

Describe the divisions of public finance

Distinguish between private finance and public finance

Describe the traditional and economic role of government in society
Discuss the role of public finance in an economy

Explain the instruments used in fiscal policy
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The definition of Public Finance
According to economics literature, public finance can be defined as the science which deals with the
manner in which public authorities acquire and allocate resources to various sectors of economy.

Scope of Public Finance

According to laissez-faire philosophy, public finance deals with a limited field of analysing the ways
the treasury operates. That is, the field does not basically deal with deciding on the basic allocation
of economic activities between public and private sector but rather it is mainly about the way in
which operations of the treasury interfere with the working of the private sector of the economy and
the way in which to keep such interference harmoniously and to the minimum.

Public finance deals with the finance of the public as an organised group under the institution of the
government. Therefore, it deals only with the finances of the government, which encompasses
raising and disbursement of government funds. Public finance also deals with policies and activities
for regulating the overall economic variables such as employment rates, interest rates, investments,
price levels, economic growth rates, markets for goods and services and other macro-economic
variables. The objectives of public finance are allotation of resources: adjustments in the distribution
of income and wealth; and stabilisation of prices and employment.

Divisions of Public Finance
Public finance can be divided into and explained by the following theories:

The Theory of Public Revenue

Public revenue theory deals with sources of government revenue such as taxation and other non-tax
revenues, such as grants, profits from public undertakings, fees, fines, dividends, royalties, and
interest receipts.



Theory of Public Expenditure ;
Public expenditure theory deals with how'
expenditures. It also deals with the financia

supply patterns.

the government allocate the various revenues into varigyg
| flows of the economy and its influences on demand apg

-

Financial Administration

Financial administrations deal with all financial activities that ensure the public funds are ygeq-

efficiently and for the purposes intended. Activities in financial administrations include publjc
budget preparation, approval (its passing), implementation, auditing etc.

Stabilisation, Growth and Distributive Justice i : grider,
This part of public finance addresses the issues pertaining to price stability in a country and growth

of all economic activities. The role of the government is to establish policies and regulations that
control prices and ensure balanced growth of economic activities. Aspects of appropriate
redistribution of income are also covered in this division of public finance. :

Public Revenue

The theory of public revenue recognises the following as types and sources of government revenues:
Taxes ‘

Borrowing (both foreign and local)

Retained profit: Profit from public enterprises

Administrative revenue; this include fines by courts, and police traffic penalties

Foreign funds in form of grants, aid, (Project grants, and/or Programme grants)

Other sources: Dividends, Royalties, Fees, Charges, Voluntary contributions, and State
lottery. :
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Distinction between Private and Public Finances

Private finance means the financial affairs and policies of an individual economic unit. It deals with
how individual economic entities (corporations, partnerships and households) obtain funds to finance
the operating and investment activities. Public finance means finance that concerns a society,
community, and nation as a whole. [t refers to the process, theories, policies and laws of soliciting
and using funds for financing economic and social activities of a society or nation as a whole. The
objective of private finance is to obtain profits out of operations, while the objectives of public
finance are to finance government operations in providing public goods and services.

Role of the Government in the Economy

Th.e traditional roles of governments are based on Laissez-faire philosophy. According to this
philosophy the role of the government is not to interfere with the working of market forces but to
limit 1ts own activities to the minimum possible. Such minimum role of government is limited to the
following: -
% To protect the society against internal disruption, and ensure
Therefore, the state is traditionally responsible for creating
police set-ups.

To protect society against foreign aggression.

To create and run social overheads or infrastructural facilities where private sector has failed to
do so due to commercial non-viability. ' ‘

that effective law and order prevail.
administrative organs, judicial and

-
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Role of Public Finance in the Economy

The focus of public finance in the economy is to achieve the follo
% To facilitate resource pooling and capital formation

& Technological progress

& Resource allocation

& Redistribution of income (income and wealth redistribution)
« To facilitate efficient use of resources, e.g. to discourage wasteful competition
To regulate the market where competition is inefficjent due to decreasing costs.

» " Provision of social goods because of thejr joint-ness of their consumptions and merit goods
because of ignorance and externalities,

wing:
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-
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% Solutions to market mechanism (systems) failure to bring about full employment, price level

stability, socially required rate of economic growth.

Tools of Public Finance

The tools of public finance are policy instruments, commonly used as vehicles in facilitating public
finance in the economy. It is important that the effective tools of public finance be designed and used
with judicious discretion and with thoughtful planning. In its content, any such tool must conform to
the principle of maximum social advantage. The principle deals with the question of the size of
public budget, the level at which the state should operate, and the boundaries of state activities. The
purpose should be to design the policy and operations of the state so as to achieve maximum possible
advaniage for the society as a whole. The common policy instrument is fiscal policy.

Fiscal Policy

Fiscal policy can be defined as covering many different types of public expenditure and different
ways of financing them. It refers to changes in taxes and government expenditures. It is a direct way
through which the government can influence tendency of the economy by changing the level and
direction of government spending, tax instruments and rates. Fiscal policy instruments are
categorised by purpose as reflationary fiscal policy and deflationary fiscal policy.

Reflationary Fiscal Policy

Government uses reflationary policy in times of general down turn in economic activities (recession).
Reflationary fiscal policy is used to boost the level of economic activities in the economy. This can
be achieved by lowering taxes in some ways or increasing government expenditures. Approaches
used should be non-distortionary taxation and productive expenditure.

Non- distortionary taxation

Tax serves as incentive for savings in the present and encourages future consumptions hence positive
effect on the economy. Taxes which encourage savings are therefore good for economic growth. Tax
policy on domestic goods and services (VAT, excise duties and others) should be designed and
amended from time to time to ensure no distortion on the consumption and saving patterns of
cconomic units and households. '

Productive expenditure

Productive expenditure ends up in the production function of the private sector. They increase
returns to investment, thereby fostering economic growth. Expenditure on construction of roads,
machinery and equipment, laws and order are good examples of productive expenditure. Productive

_&xpenditure influences the marginal product of private capital and hence boosting growth.

Expenditures on public order, and safety, expenditure on education, health, transport, communication



housing and community amenities and social security benefits have far reaching effect on €Conomje
ousin

growth. s

* Deflationary Fiscal Policy

Deflationary fiscal policy is used to manage an economy which is %)r]owmg St fellbtc?ve us‘ c;ipacity, &}nd
which is likely to cause inflation and/or balance of payment problems. Defla mna;ry 15cal policy
measures may involve increasing taxes to reduce dlqusable income (mcomc.:ha t‘e\rd tax)' and/or
decreasing government spending. Progressive tax system is the common approach used to incregse

tax on income and profits.

Economic Functions of the Government : : . o T
The economic functions of the government fall into three major categories allocation, distribution,

and stabilisation functions.

Allocation Function { .

Government represents people and therefore aims to save the interest of the 'people by allocating
them with resources and services they need. In order to facilitate this function government uses
budgets as the main tools. Through the budgetary process and especially during parliament budget
sessions the needs of the people are presented to the government. Through budget the government
allocates the expected resources to various budgeted needs.

The allocation function of the government involves a systematic distribution of limited quantity of
resources over various operations for consumption and investments over the period of time. The
government has a duty to allocate resources to the public through provision of public goods and
services. The goods and services commonly provided by governments include: Construction and
maintenance of roads, railways, health, education, defence administration of Jjustice and other service
that are essential for the society.

Distribution Function

Government policies aimed at changing the final distribution of goods and services across
consumers, usually with the intention of realising a “fairer” apportionment of

consu_mp.tion/income/wealth. Thus, distribution function is concerned with the measures to be taken
for bringing about an equitable distribution of income in the economy.

among individual in the society. This is done

mon . through “progressive income tax system” where by a
high income earners pay a higher tax rate and |

OWwer income earners pays lower tax rate.

provision of goods or services (such as health

duals the consumption of goods and services to such
ualities in the country, .

care, education and food) to certain individuals alters
individuals and therefore removes ineq

Stabilisation Function

The stabilisation function explains the macroeconomic aspect of budgetary policy. In other words,
the stabilisation function deals with the use of budgetary policy as a means of maintaining high
employment rate, a reasonable degree of price stability, exchange rate stability, correcting negative
externalities, protecting infant industries, stability in economic growth, with allowances for effects

on trade and balance of payments. The major instruments of stabilisation policy are monetary and
fiscal policy

Chapter Summary

The main ideas presented in this chapter are summarized below:

% Public finance is a science which focuses on effective and efficient management of public
revenues and expenditure. It deals with appropriate strategies, tools and techniques for
acquisition and distribution of resources to various economic sectors of a nation. The ultimate
objective is to ensure maximum satisfaction of public needs and wants.

* Public finance deals with the art and science of creating policies and activities that regulate
the overall economic variables such as employment rate, interest rates, investments, price
levels and stability, economic growth rates and market for goods and services.

% The major concerns of governments are to ensure economic efficiency and effectiveness in
resource pooling, capital formation, technological progress, resource allocation, distribution,
and stabilisation. Through budgetary process the government allocates the available resources
to various needs, establishes policies which ensure fair distribution of national income to all
groups in the society. Fiscal and expenditure policies in turn can affect the level of economic
activities which has an important bearing on maintaining economic stability.
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CHAPTER TWO

PUBLIC SECTOR AND NATIONAL INCOME ACCOUNTS

Introduction

This chapter deals with the methods of determining a national income and the importance of national
income statistics in public finance and national economic decisions. At the household level one can
determine the household income by taking the aggregate value of all incomes in monetary terms
earned by all members of the houschold such as salaries and wages, sale of household produce (e.g.
crops), profits from family business, dividends from shares in a corporation, interest from a bank and
financial institutions and others. In same vein it is possible to determine the income of the whole
nation or society for a specified period of time by looking at the nation or society as composed of
individual economic units whose income is determinable. We cover several issues in this chapter
around methods of determining national income, the role of the government in circular flow of
income, the influence of the government on gross domestic income and national income, and the
benefits of having national income statistics in economic decisions.

Learning Outcome

Alter successful completion of this chapter readers should be able to:

*%* Explain the major methods of calculating national income

Describe the importance of national income accounts to public finance decisions
Identify the ways through which the government can influence national income

** Describe the circular flow of income in an economy and the role of the government

*

\/ &
PO

*

Meaning of National Income

National Income is a total value of a country’s final output of all new goods and services produced in
one period. Normally, this period consists of one year, as a year is neither too short nor too long a
period. National product is usually used synonymous with National Income, and it is ofien
considered the true net national income of the country.

National Income Accounting

National Income Accounting is the set of rules and definitions for measuring economic activity in the
aggregate economy, that is, in the economy as a whole. National income accounting is the way of
measuring aggregate production. The purpose of National Income Accounting is to obtain some
measure of the performance of the aggregate economy. In macroeconomics we study phenomena for
which there are natural analogues in the real world. However, the phenomena are constructs
informed by theory. You cannot observe the price level or gross national product (GNP). In
empirical work, however, we do have to measure these variables. Gross Domestic Product (GDP) is
the total value of all final goods and services produced in an economy in a one-year period. It is the
single most used economic measure. GDP is output produced within a country’s borders. Gross
National Product (GNP) is the aggregate final output of citizens (Nationals) and businesses of an
economy in one year. GNP is for example equal to GDP plus receipt of factor income from the rest
of the world and net of payments of factor income to the rests of the world.



ethods of Calculating National Incomf: '
'I\I“/kllere are three (3) methodsgof accounting for national income:
1. Income Approach
2. Expenditure Approach
3. Output/ Value added approach

Income Approach - .
¢ from the distribution side. In other words, this method

ution and appears as income _reccivgd by individu{als
his method national income 18 obtafned. by summing
duals earn incomes by contributing their own
and and capital to the national production.

This method approaches national income Lrot
measures national income at the phase of distrib
and economic units of the country. Thus, under t ne
up of the incomes of all individuals of a country. Indivi

. ‘. - . 1
services and the services of their property Such' as _ v e o i
Therefore nafional income is calculated by adding up the rent of land. wag

employees, interest on capital, profit of entrepreneurs (m.cludmg, unclh.Su lbufi ;:;p;;:;:g;ojit;)};ﬁ
income of self-employed people. This method of estimating nationa mcgm i
of indicating the distribution of national inccnlne among il;iff;;e;:ltcigzggc group 3

j capits kers entrepreneurs. Income approac . . iy
owners \(;fa(;ga‘i lfrll,de(;llﬁzlssagg): Thilz; is also known as compﬁeniaFion of _c:mployccs 1nf:1ud11ng‘ mcl:o:ine
of the self-employed. This is represented by letter “W” in the income equation. It includes
wages and salaries paid by businesses and government to workers.

1.

1. Operating sturplus which melude Profits, Renit atid HeIEst. . .. oe sovns s sonamansussnit (R)+(D+HP)

The variable “R” which stands for rent is a type of income received by landlore_:!s. Re.nts are palc‘1 by
households, businesses and government. The variable “I” stands for interest \i\fﬂhICh 15'111001{r}ewderlved
by way of interest payments to housecholds on their bank deposits or bonds. The \farlgblc 'P stands
for profit. Profit can be classified into proprietors' income and corporate profits. P_ropnctors incomes
are their reported net profits while corporate profits are corporations' net ecarnings aﬁe’r business
expenses. Corporate profits are divided into (i) corporate income taxes (ii) distributed dividends and
(iii) retained (undistributed) profits.

iii.  Provision for Depreciation / Capital consumption........... (D)
Capital consumption allowances which are represented by letter “D”, are the total costs of the wear
and depreciation of the capital stocks. Capital stocks include: machinery, tools, plants, roads,
buildings, trains, railways etc within an economy usually within a given year. Depreciation is added
because it is regarded as part of undistributed profit.

The Income approach reports GDP at factor costs because calculations are based on factor payments
(See Table 2.1)

i e e i i - N (1)

production such as labour, capital, energy that ar
cconomy. Thus the term GDP at factor cost refer
services produced within the national frontiers
production.

Table 2.1: [llustration of the income a

S/No  Item Amount (Tsh. Billion)

I. Compensation of Employees (W) 6,165

2. Proprietors’ Income (N 582
3. Rental Income (R ) 153
4. Corporation Profits (P) 1023
5. Net Interest (1) 839
6. Indirect taxes minus subsidies 782
7. Capital consumption (D) 1,303

Gross domestic product 10,847

Example 2.1

The fo_llowing table presents statistical information drawn from certain country. From this table
determine the GDP using the income approach and show the percentage contribution of each

component of income to total economy. (Figures in Billions).

S/No  Income component

Amount (Tsh. Billion)

Compensation of Employees
Proprietors’ Income

Rental Income

Corporation Profits

Net Interest

Indirect taxes minus subsidies
Net business transfer payments
Surplus of government enterprises

= IS I Y R N I S

Answer 2.1

The GDP can be obtained by adding the payments to all factors of production that is, salaries and.
wages, interest, profits, taxes and depreciation. From the above given information GDP is

determined as follows:

pproach of computing Gross Domestic Product

S/No  Income component Amount Percentage of National
(Tsh. Billion) Income
| I. | Salaries and Wages (Compensation of 7.900 64.48
l Employees)
2. | Profits (Proprietors’ Income- individual 1,050 8.57
L and Households)
LS. Rents (Rental Income) 66 0.54
4. | Profits (Corporation Profits) 1,590 12.98
5. | Investments (Net Interest) ' 603 4.92
6. | Net Taxes (Indirect taxes minus 962 7.85
subsidies)
7. | Net business transfer payments (Income 95 0.78
of others)
8. | Surplus of government enterprises -15 -0.12
(Profits/losses) -
GDhpP 12,251 100




Expenditure Approach .
ses on finding the total output of a nation by
d by economists because like income

t of money spent on goods.

This approach is basically based on output and f.oc'u
determining the total amount of money spent. This 18 preferre
approach the total value of all goods is equal to the total amoun

Expenditure Approach consists of:-

»  Consumption (C)

%+ Investment (I)

++ Government Purchases (G)

%+ Net Exports (Xn) = X - M)

Where: '
% C=Households' spending on durable and non-durable goods and services.

% G=Government purchases include spending by all levels of governments on
and services. All government transfers are excluded. )

& 1=Gross Private Domestic Investment include all final purchases of tools, equipment, ar}d
machinery by businesses, all (private) construction including new homes, and changes in
inventory. ‘

% Note: Purchase of stocks and bonds and depositing money in a bank are not considered as
investment. _

% (X — M) = Net Export: The difference between a country's sales to other countries (exports
(X)) and its purchases from other countries (imports (M}).

- 0.0

* e

- e

* e

finished goods

* e

These components give rise to the following equation:

GOP =C4 £ FGH TE M esonein vensivsspmmmssnse semmmmsimmanesss s 68 458 Sbasiignsgavan (2

The GDP under expenditure approach is valued at market prices. Market prices are the prices at
which goods and services are sold in various markets to households and firms. GDP at market price
therefore refers to the total value of all final goods and services produced within the national
frontiers of a country that are valued at market prices. Table 2.2 provides an illustration on how GDP
is determined using the expenditure method.

Table 2.1: Illustration of the expenditure approach for computing Gross Domestic Product

S/No  Expenditure category Symbol Amount (Tsh Billions)

1. Personal consumption expenditure C 7,674

2. Gross private domestic investment 1 1,624

3. Government purchase of goods G 2,054
and services

4. Net exports of goods and services X-M -505

Gross Domestic Product (GDP) 10,847

Example 2.2

The fol%owing tab_le presents hypothetical data on aggregate national expenditure of two countries of
Tanzania and United States of America for the year 2015. Using the given information in the table

determine the Gross Domestic Product (GDP) of the two e g " :
rthad: ( ) countries in that year usin g the expenditure

10

Category of expenditure

Individual expenditure (US $ | Total expenditure per
Billions) category
Tanzania us Tanzania- Us
“Consumption(C):
Durable Goods 187.8 1,218.9
Non-durable goods 457 .9 2,564.2
“Services 686.2 73365 1,281.9 11,119.6
Investments (I):
“Fixed investments 118.2 2,004.2
' Changes in inventory 2.1 58.1 120.3 2,063.3
Government
Expenditure {G)
Central Government 1587 1,214.3
Local Government 68.5 1,848.5 227.2 3,068.8
Net Exportl{lmport)
Import 98.8 2,184
Export 155 -2,744 -56.2 -559

Solution to example 2.2
GDP by the expenditure approach is given by the formula:
GDP = C + I+ G+ (E-])

Tanzania:

Taking the total figures for each component from the table (4™ column), GDP can be calculated as

follows;

GDP=1,281.9 +120.3 +227.2 -56.2=$ 1,573.2 Billions

U8

GDP=11,119.6 + 2,063.3 +3,068.8 -559=$ 15,684.8 Billions

11




‘ alue Added Method : ; > ning the value
?l:lfﬂ;;;th‘z}ilgéa::r:sethe total money value of goods and scrvices produced by summing

: ices. The output
of goods and services by an industry and deducting "Lhe cosﬁs o.f go}??ioigldvzila{;lg?an i gﬂ] .
app:roach focuses on finding the output of a nation by directly finding the &

G : in the production of a
services a nation produces. Because of the complication of the multiple stages in the p

TR : ut. This avoids
good or service, only the final value of a good or service 18 included in the total outp

is 1 d several times in
an issue ofien called double counting; where in the total valuc of a gootqolr? include
S ; ; -oduction.
the national output by counting it repeatedly in several stages of prodv

Example 2.3 Lt : old to
In lglepproductiou of meat, the value of good from the farm was r[’sh;nllO.,OOOérilI‘lllasr E;Saszgafhz -
the butcher which then sells the same to supermarket at Tsh. 30,000. The sup

meat to individual consumers at Tsh. 60.,000.

Answer 2.3 f
The value that should be included in the final national output should be Tshs. 60,000, not the sum of

all those numbers, i.e. Tshs. 100.000. The values added at cach stage of pl."oductior} (')ver thelprevxt(i)zz
stage are respectively Tshs.10, 000: Tshs. 20.000, and Tshs. 30.000. This sum gives an alterna
way of calculating the value of final output.

The three different methods of estimating NI are equivalent in the sense that they yield that same
results.

Circular Flow of Income and Expenditures :

The circular flow of income is a model of the economy in which the major exchanges are represented
as flows of money. goods and services etc. between economic .unils. The ﬂlows .of money and‘goolds
exchanges in a closed circuit and correspond in value, but run in :uhc opposxte direction. The circular
flow analysis is the basis of National Accounts and macroeconomic variables.

Types of circular flow models
Basically there are four circular flow models namely two sector model, three sector model, four
sector model and five sector model.

National income accounts for two sector model ‘ .
In this model the national income is measured in reference to two sector economies which are
households and business sector.
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Output (Goods and Services)
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Households
Income

F Y

Expenditure

Figure 1: Two sector circular flow model of income

Assumptions of the two sector model

No government interventions

No international trade

All productions occur in business sector
All firms are corporate

Households owns factors of production; that is land, labor, capital and entrepreneurship
Business distributes a profit in terms of dividends payments.
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In this model Net National Product (NNP), National Income (NI), Personal Income (PI) and

Disposable National income (DNI) will be the same. Only Gross National Product (GNP) will differ
by the amount of depreciation of capital expenditure.

National income
NI

1

Personal Consumption +  Total net investment
C ¥ I

I

National income account for the three sector model

This model measures the national income comprising three sectors which are household, business
and financial institutions. In this model it is assumed that all productions occur in a business sector
and firms are corporations and financial institutions (banks) provide finances to support investments
to corporations. Households’ savings on the other hand provide additional loanable funds to banks.

I

National income Savings + Consumption + Investment

NI =

w2
!

e
1

13



Output (Goods and Services) National income account for the Jfour sector model
The four sector model in

cludes houscholds, business sector, financial institutions (banks) and
government.
Output (Goods and Services)
Resources .
Businesses
i )
Households Resources :
Income » Businesses
> 7'y Households Income
& A
A
Expenditure Expenditure
Savings
Savings ; - Banks
o 4 . . Lt A
i Banks/Financial institutions Investments
Investments
: ! , Taxes Government
Figure 2: Three sector circular flow model of income %
Spending

Figure 3: Four sector circular flow model of income
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] t
National income accoun

It includes househol .
r. The income Iecetv

the form of payments for
LT e becomes identical to aggregat

secto

d sect

odel ; v
for the five sector m ncial institutions, government sector and foreign

. i fina .
or, busm;ss S?;fnmenf sector flows to producing and household sectoy in
ed from the go

¢ purchases of goods and services as well as payment of
goveIniER: & ent has a receipt in response of 1t by w_hich_ aggregates
nts. Every paym e income and makes this circular flow

expenditure of an economy

unending.
Output (Goods and Services)
e »| Businesses
Households . Income ]
Expenditure
Savings
g b Investments
Taxes Government
A
> Spending
e International/ Foreign
: Export

Figure 4: The Five sector circular flow model flow of income
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Components of the Circular Flow

Taxation

Taxation comes from compulsory contributions from the targeted incomes or consumption of an
individual or a corporation. It is normally imposed by the government to individuals (households) or
firms {business sector). Taxation is normally carried out in two forms which are direct taxes and
indirect taxes.

The public sector (government) plays its role of taxation in income circular flow by using taxes as
the instrument to regulate the income flow in the economy. The government imposes tax to the
household sector and the business sector in order to collect revenue for the aim of meeting its
revenue goals and non-revenue goals such as financing the provision of public services such as
health, education, defence, administration of justice, etc. The following effects in the economy are
the outcomes of imposition of taxes to the sectors of the economy:

Consumption and saving

Consumption and savings are also related with taxation in many ways. For example, an increase in
the personal income tax rate would tend to lower after-tax income (disposable income) and, in turn,
the amount of income households allocate to spending and saving. Higher taxes discourage consumer
spending and increase saving. On the other hand, the reduction of taxes to household and business
sectors will result in high consumption and saving due to high disposable income.

Investment and production

Investment and production are closely linked with taxation. An increase in corporate tax rate for

instance would tend to discourage investors to invest because the government through tax will take a

huge share of income. Also, as higher taxes discourage consumer spending, business firms will-
generally cut back on production rather than being stuck with unsold inventories of output. In turn, -
the rate of production will decrease. On the other hand, the decrease in corporate tax rate would tend

to encourage investors to invest more because the business sector will remain with high income in

their hands, and also production will increase because of the availability of high demand from

households after remaining with high disposable income. All these are done by the government so as

to encourage investment and hence economic growth. ;

Employment

Due to the discouragement of investments and cut of production in some firms as a result of
increased taxes to the business sector and the household sector, most of the people will be
unemployed. This results in low income to the household sector. In turn the demand for goods and -
services will decrease. On the other hand, when the government reduces the corporation tax or
provides tax relaxation, investors remain with high income and use it in investment activities, hence
more employment opportunities. All these effects of taxation in income flow circular happen when
the government is trying to meet its revenue and non-revenue goals such as stabilisation of the
economy, distribution of income, discouraging’of the consumption of harmful goods and collection
of market imperfection.

Government Spending

Whether the public sector acquires privately produced goods and services for distribution or
produces the output itself, government spending as well as government taxation result in the public
sector's claim over a portion of society's relatively” scarce economic resources; thus becoming
unavailable for private use and private production. As a rule, the government sector provides the
private sector with goods and services that the market generally does not or cannot provide. For

17



example, private business firms generally will not provide goods and_servwes to customers wh(.) dP
not pay yet benefit from their availability. If such goqu and services are pi’OVlded'at all, it is
generally done by the public sector. They are called public or collective goods and services becaus'e
individuals "collectively" benefit from their availability whether or not they pay. Nat}onalAdefence is
an example of a public good provided by the central government. A change in the level .of
government spending affects the economy's flows. If the government sector were to step up its
demand for goods and services produced by businesses, resource employment Would increase, as
would the levels of household and business income, spending and saving. Tax receipts may even rise
without a change in tax rates as households and businesses pay more taxes on higher incomes.

As with a reduction in taxes, an increase in government spending will generally economic activity
and the associated flows. Similarly, a slowing or reduction in government spending (or an increase in
taxes) would tend to slow the economy's flows as well. An important fiscal function of the
government is to stabilise the economy's private spending and production flows to avoid too rapid or
too slow a growth in the economy, price instability and unemployment. The government contributes
to the stability of the economy when the level of its spending runs counter to the level of economic
activity. For example, as the economy turns down with a slowing in the flows of production and
consumption, a deliberate increase in government spending and/or a decrease in taxation will tend to
stimulate the economy's flows. However, when the economy is expanding rapidly, a deliberate
reduction of government spending and or increases in taxes work to slow the economy's flows. Not
all government spending moves in a direction opposite to that of the economy. Some programs, such
as national defence, social security benefits and transfer payments, and interest payments on past
government borrowing tend to grow unrelated to the cyclical swings in the economy.

Borrowing

The circular flow of income model highlights borfowing as one among the role played by the
government sector. When government sector buys a portion of gross domestic product such as
national defence, education, health services which are financed from taxes collected, sometimes tax
revenue falls short of these expenditures. This situation forces the government sector to seek for

other sources of income to finance its expenditures, therefore the public sector is also prone to
borrow through the financial markets.

Government borrowing is the demand for loans (e.g. obtained through the financial markets) by the
government §ectpr to finance government expenditure over and above taxes. Governments usually
borrow by issuing securities, government bonds and bills; sometimes they practise domestic

l?orrowing (money comes from lenders within the country) and foreign borrowing (money comes
from foreigm lenders).

Although government borrowings are important, high government debts have a negative effect on
long term economic growth of a nation. When government debt grows, private investment shrinks
lowering future growth and future wages. The logic is that if the government borrows more, they wili
have to compete for funds with private sector, so the more the government borrows the },1igher the

: nds leading to low demand for loans from private sector. More
government borrowings mean more interest €xpenses to pay in the future. As a result the government

will have to increase taxes so as to collect i
' more revenue to pay off debts instead of investino ;
Important sectors for development of the nation. EStll}g -
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Exports and Imports payments .

The public sector is involved in foreign sector through exports and imports of goods and services. It
is involved when it charges tax to exporters and importers which include custom duties and tariffs so
as to raise the revenue of the country. When exports exceed imports there is favourable balance of
payments and when imports exceed exports then the opposite occurs. In the later case the total flow
is smaller and less income is available for consumption expenditures, saving, taxes, and investment
expenditure and government purchases.

Role of the Government in GNP and NI ]
The government can influence the Gross National Product (GNP) and National income (NI) in a
number of ways, which includes:

Maintaining Political Stability and Good International Relations _
Political stability means the absence of violence and terrorism. It further means good political
policies, procedures, rules and regulations and a strong and stable defence of the nation. The country
with political stability attracts or creates conducive environment for investments. Maintaining
stability means increasing the level of investment and employment hence income of the nation is
raised. '

The foreign countries are more convinced to invest more in countries which are free from social and
political unrest. This is because they expect more returns from countries with stable political well-
being. Furthermore, good relations of the country with other nations created by the government calls
for more investment by not only the nations but also multinational corporations and non-
governmental organisations. International relations increase the exports by expanding the market
through international trade for exchanging goods among nations.

Maintaining Favourable Balance of Payments

The balance of payments is an accounting statement that records transactions for trade in goods.
services, and financial assets between a country’s residents and the rest of the world. The balance of
payment transactions consist of receipts and payments on international trade. They represent credit
entries that bring foreign exchange into the country and debit entries that record an outflow of
foreign exchange outside the country. Balance-of-payments data usually are reported quarterly in
national publications and also are published by the International Monetary Fund.

The roles of government are to ensure the modern global economy with well-developed financial
markets and large-scale capital flows are encouraged in a country’s cross border trades. Financial
assets play an important role in the analysis of the balance of payments. The lifting of controls on the
movement of capital and financial flows has been fundamental in promoting world trade and
eventually greater incomes. The unrestricted movement of capital allows governments, businesses,
and individuals to invest capital in other countries, thus promoting not only foreign direct investment
but also portfolio investment in the capital market leading to the growth of GNP and NI. For
cxample, governments may try to keep the national currency overvalued so as to keep foreign
exchange cheap. Other examples are price ceilings, negative real interest rates and rent controls.
Therefore, the government encourages financial programming with the essence of finding the right
combination of monetary, fiscal, and structural policy measures that improve the balance of
payments without damaging other important macroeconomic variables, including output and
employment.
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Promoting favourable balance of trade
The balance of trade, or net exports, is
minus. the- total value of its imports. Typically,
exceed imports, and unfavourable balance of pay

the total value of a country’s exports in a given time period
favourable balance of trade happens when exports
ments is when imports exceed exports. Many other

factors are also relevant; such as the structure of imports and exports, the total time the balance has
been in surplus or deficit, and the current stage of the business cy'(:k:. The ballance of trade, or net
exports, is a component of both the GNP and GDP. If net exports rise, GNP w.xll allso rise, and if net
exports fall, so will GNP. Many governments use various resources undqr their d_1sposa1'to promote
the favourable balance of payments; for example, a government may decide to raise the import duty
on imports to discourage imports and reduce excise duty to promote produc-tlon within the country
hence encourage exports. Also, the government can discourage the exportation of raw material and
continue to improve and increase the level of foreign investment. This helps .the country to move
away from trade deficit relatives to the business cycle and economy. In regessmn, cou_ntrles choose
to export more, creating jobs and demand. In strong expansion, countries wo‘uld 1’rr}port more,
providing price competition, but without providing goods beyond the economy s ablhjty to meet
supply. Thus, a trade deficit is not good during a recession but may help during an expansion.

Improvement in the Banking System % .

A responsible and well regulated banking system is essential to any economy. Governments through
central bank can use monetary policies to improve the banking systems. In order to ensure that a
banking system is more resilient and customers obtain banking services with confidence
governments should introduce reforms to the banking sector to make banks more resilient to shocks,
easier to fix when faced with difficulties and reduce the severity of financial crises. The Tanzania
banking sector for instance embarked on a plan for financial liberalization in 1992 in order to sustain
its economic growth. This has been accomplished through the mobilization of financial resources as
well as by increasing competition in the financial market and by enhancing the quality and efficiency
of credit allocation. As a result of the liberalization, the banking sector in Tanzania has been
booming, particularly over the last fifteen years.

Local banks primarily service local customers while foreign banks tend to operate as subsidiaries of
large groups, such as Citigroup and Barclays, using strategies oriented to the international market. As
a consequence, foreign banks focus on international customers and national clients who prefer to
keep their deposits in foreign currencies. There are four categories of banks oriented towards
different markets and clientele operating in Tanzania: local private banks, regional banks,
international banks and multinational banks. Overall, the outlook for the banking industry in
Tanzania is very positive and there are appealing opportunities for new comers to the sector.
Currently, there is a positive trend in lending to SMEs that is producing greater confidence in their
growth potential among financial institutions and, more generally, in the economy as well, which is
generating a positive spiral.

Increasing Quality of Human Capital

Human capital is the stock of knowledge, habits, social and personality attributes including creativity
embodied in the ability to perform labour so as to produce economic value. Human capital refers to
the knowledge, skills, attitude, physical and managerial effort required to manipulate capital,
technology and land among other things to produce goods and services for human consumption. For
human resource to develop there should be investment in health services and facilities, on job
?rai‘ni‘ng, formally organised education at elementary, secondary and higher levels, and migration of
individuals to adjust to changing job opportunities development. Government efforts to increase

qua-lit_v' of human c'apitat. plays a major role in increasing the NI and GNP as it leads to increase in per
capita income, savings, investment hence development.
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Improvement of Institutional Infrastructures

The government also plays a big role in GNP and NI through improving the institutional
infrastructu@s such as hl.gher learning institution as well as health centres and hospitals. The
governlpent myests much in higher learning institutions since education is an economic good as it is
not easily obtalnal?le and thus needs to be apportioned. Also, economists regard education as both a
consumer'and capital go_od; it is being regarded as an engine of growth and key to development in
every society based on its quality. Government invests in education, on the job training and work
experience of th_e labour force which yield income and other benefit over a long time such
investments provide returns to the individual as well as country hence improve the living standards
of the people, increase level of employment and increase GNP and NI. Government investment in
the health sector leads to improvements of the living standards of the people, decrease in mortality

rates an'd increrf.lse level of production as majority of the people will be healthy and involved in
production leading to higher GNP and NI

Promote and Maintain Production Standard of Goods and Services

The government influences the GNP and NI through promoting and maintaining production
standards of goods and services. For instance in Tanzania, agents such as Tanzania Bureau of
Standards (TBS), Tanzania Food and Drugs Authority (TFDA) are used by the government to
ensures that only quality and standard goods are traded within the country hence promoting high

standards of living for its citizens. This may also ensure quality goods are exported hence increase in
net export.

Improve Physical Infrastructures of the Country

The government plays a great role in promoting the growth of GNP and NI through constructions of
phys:ca.i structures such as roads, railways and buildings. These infrastructures are very essential in
promoting economic development as they enable easy accessibility of different areas of the country

hence promote trade, communication and attract foreign investment within the country hence lead to
growth in NI and GNP.

Promote Investment

_The government should ensure that there is favourable investment environment. In Tanzania for
Instance the Tanzania Investment Centre (TIC), Zanzibar Investment Promotion Agency (ZIPA), and
Export Processing Zone Authority (EPZA) are involved in promoting the business environment in
Tanzapia.. They provide both tax and non-tax incentives with an objective of increasing investment in
the priority sector of manufacturing, agriculture, trade, tourism, mining and forestry. The ultimate

goal is increase investments which in turn provide employment and increase country exports and
thus GNP and NI.

Government Tools for Promoting GNP and NI
There are severa}l tools that are used by governments in promoting and maintaining Gross National
Product and National Income of a country. They include following:

Monetary Policy

This i_s the process by which the monetary authority of a country controls the supply of money, often
targeting an inflation rate or interest rate to ensure price stability. Of all the instruments in the
sovernment, monetary policy is by far the most powerful. Unfortunately, it is also the most
Imprecise. The government can do some fine control with tax policy to move capital between
mvestments by granting favourable tax status. On the whole, governments tend to go for large
Sweeping changes by altering the monetary landscape. ’
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Goals of the monetary policies include promoting econgmic growth an'd stzriglht):. mc;ln;:na:itlivelt 0110
employment and maintain favourable exchange rates w1t}? (:}ther countries. he goaver il SorLll rod
money through expansionary or contraction monetary policies whereby epipans_i;)]r} ryciz) - rg sel
during recession and to reduce unemployment to m_crease money supply within e ; y W lh e
contraction monetary policy is used during inflation. Hence, through monetary policies the
government influences the GNP and NI of the country.

Currency Inflation Control

Governments are the only entities that can legally print their respective currencies. Sometimes t'he
government tends to inflate its currency since it provides a short-term economic bpost as companies
charge more for their products leading to higher profits her%ce_: growth and expansion of compafnes,
increase employment, increase per capita income and high living standards. 'It also reducgs the value
of the government bonds issued in the inflated currency and owned by investors. This tends to
influence the GNP and NI of the country.

Fiscal Policy and Interest Rate

Interest rates are another popular weapon even though they are often used to counteract inﬂatiop.
This is because they can spur the economy separately from inflation. Dropping interest rates via
the central bank as opposed to raising them encourages companies and individuals to borro“i more
and buy more. Unfortunately, this leads to asset bubbles where, unlike the gradual erosion of
inflation, huge amounts of capital are destroyed.

Bailouts

Bailouts can skew the market by changing the rules to allow poorly run companies to survive. Often,
these bailouts can hurt shareholders of the rescued company and/or the company's lenders. In normal
market conditions, these firms would go out of business and see their assets sold to more efficient
firms in order to pay creditors and - if possible - shareholders. Fortunately, the government only uses

its ability to protect the most systemically important industries like banks, commercial crops
producers, and insurers.

The Importance of NIA Data in Policy and Development Analysis

The development of NIA statistics provide the potential for converting economic policy making from
a rule-of-thumb-based guessing game to a quantitatively based science. Policy remains, in part, a
normative decision process, and rival politicians, as advocate of conflicting policy agendas,
frequently assess the economy’s performance differently and argue for divergent policies, even when
citing the same NIA data. People’s disagreements often are based on the distribution of income as
opposed to its average level. Nevertheless, quantitative assessments of the economy and its growth

bring discipline to the discussion. The importance of accurate and accessible NIA implies that all
economic processes are manageable.

Limitation of National Income Accounts (NIA)

Per capita GDP is frequently used as a measure of welfare, both for indicating the rate of
improvement over time and for comparisons across nations. Yet per capita GDP is an imperfect
indicator of welfare of the representative individual. GDP does not account for nonmarket production
in the household—for example, meal preparation, cleaning, laundry, and childcare. Therefore, when
these activities are, because of greater labor force participation, shifted to the market—as restaurant
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meals and semi-prepared foods in grocery stores, cleaning and laundry services, and day care—the
change in the value of production is overstated due to the decline in nonmarket (household)
production. Second, gray market and illegal activities—such as production and distribution of
marijuana or gambling—can be significant sources of sustenance in economies but are not included.
Third, in benign climates, clothing and heating are less costly, so comparing across countries (or
across regions within the same large country) will distort the relative level of well-being. Fourth,
government services, because not subject to a market test, will typically be worth less than they cost,
even though cost is used as a measure of value. Fifth, per capita income—an average measure—can
be a misleading image of the representative resident’s well-being if the distribution of income is very
unequal. A better measure is the median income level and, for many analytic purposes, the income
level by quintiles of the income distribution; however, such distributional measures cannot be
directly obtained from GDP data and population and require separate surveys.
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Chapter Summary

This chapter has discussed methods of determining national income and the importance of national
income statistics in public finance and national economic decisions. We summarise here few issues
covered in this chapter: )

& National Income is a total value of a country’s final output of all new goods and services
produced in one period. : ; : ' _

% National Income Accounting is the set of rules and definitions for measuring economic
activity in the aggregate economy that is in the economy as a whole. National income
accounting is the way of measuring aggregate production.

% The purpose of National Income Accounting is to obtain some measure of the performance of
the aggregate economy.

% GDP is output produced within a country’s borders. Gross National Product (GNP) is the
aggregate final output of citizens (Nationals) and businesses of an economy in one year. GNP
is equal to GDP plus receipt of factor income from the rest of the world and- subtracts
payments of factor income to the rests of the world.

%+ There are three (3) methods of accounting for national income: Income Approach;
Expenditure Approach, Output/ Value added approach. These methods are equivalent in that
they yield similar results. )

% The circular flow of income is a model of the economy in which the major exchanges are
represented as flows of money, goods and services etc. between economic units.

<+ The flows of money and goods exchange in a closed circuit and correspond in value, but run
in the opposite direction. The circular flow analysis'is the basis of National Accounts and

" other macroeconomic variables. A
* Basically there are four circular flow models namely two sector model, three sector model,
four sector model and five sector model.
%+ The sectors in the circular flow models "are the households, the firms/ businesses,
banks/financial institutions, government, and international sector (Exports and imports)
The major components in the circular flow models are: Taxation; consumptions and savings;
investments and productions; employments; government spending; borrowing; exports and
import payments.
# Governments can- influence gross national product (GNP) and national income (NI) in a
number of ways, which includes: Maintaining Political Stability and Good International
Relations; Maintaining Favourable Balance of Payments; Promoting Favourable Balance of
trade; Improvement in the Banking System; Increasing Quality of Human Capital;
Improvement of Institutional Infrastructures; Promoting and Maintain Production Standard of
Goods and Services; Improve Physical Infrastructures of the Country; Promote Investment.
The major tools used by governments to influence the GDP include: Monetary policy, fiscal
policy, and currency inflation control. :
X The.development of NIA statistics provide the potential for converting economic policy
maklng from a rule-of-thumb-based guessing game to a quantitatively evidence based science
and ultu.nately NI.A helps in ensuring that economic processes are manageable.
Per capita GDP is frequently used as a measure of welfare, both for indicating the rate of

improvement over time and for comparisons across nations. However, per capita GDP is an"

imperfect indicator of welfare of the re

- of presentative individual. GDP does not account for
nonmarket production in the household. -
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End of Chapter Two Reviston Questions

1. What do you understand by national income accounts? _ -

2. To what extent are national income accounts important in economic decision making
process? .

3. Describe the methods for calculating national income and examirie why the 3 methods are
considered equivalent.

4, Explain what it means by circular flow of income.

5. In the circular flow of expenditure and income, why must the value of total production in an
economy equal the value of total income?

6. Discuss the major components of the circular flow of income.

7. Describe the role of the government in promoting gross national income and national income.

8. Describe the tools used in promoting GNP and NI. To what extent are the tools effectively
used in Tanzania? '

9. Explain why imports are subtracted in the expenditure approach while calculating GDP.

10. National income accounting is a set of methods and prirciples used for measuring an
economy’s overall performance, focusing especially on the overall level of production of
goods and services. Discuss why it is important to analyses the National Income Accounts of
a country .

11. Using the expenditure and the income approach calculate the gross domestic product from the
following set of numbers and show that both methods leads to same figures (Figures in Tsh
Million).

Item ' Amount
Consumption 5,000,000
Investments 1,000,000
Depreciation 600,000
Profits 900,000
Exports : : 500,000
Compensation of employees \ 5,300,000
Government purchases i 1,000,000
Direct taxes L 800,000
Savings 1,100,000
Imports 700,000
12. Explain the concepts of leakages and injection from the circular flow of income.

13

14,

. If the Tanzania Bureau of Statistics added up the'values of every good and service sold

during the year, would the total be larger or smaller than GDP?

Describe-the four major components of expenditures in GDP and write the equation used to
represent the relationship between GDP and the four expenditure components.
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15. What is the different between the value of a firm’s final product and the value added by the
firm to the final product?

16. For the total value. of expenditures on final goods and services to equal the total value of
income generated from producing those final goods and services, all the money that a
business receives from the sale of its product must be paid out as income to the owners of the
factors of production. How can a business make a profit if it pays out as income all the

i . 3
money it receives?

17. How does the value added of a business differ from the profits of a business?

18. Why is GDP én_imperfect measure of economic well-being? What types of production does
GDP not measure? Even if GDP included these types of production, why would it still be an
imperfect measure of economic well-being?

-19. Which of the fbllowing are likely to increase measured GDP, and which are likely to reduce
it? = ;

a. The traction of people attending universities increase.

b. There is a decrease in people eating at restaurants
C: Stricter tax enforcement cause fewer people to hide income.

20. Use the following data to answer the following questions (all figures in billions of Tshs)

Item , Amount
Government Purchase of goods and services 17,216
Exports 10,963
Receipts of factor income from the rest of the world) . 3,827
Depreciation 9,908
Ne.t fixed-Investment = 6,882
Imports 14,758
Inventory change 565
Corporate Income Taxes 2,652
Consumption Expenditures : 67,394
_Social security Contributions 7,027
Undistributed Corporate Profits ! 1,303
Government Transfers and interest payments 13,663 -
Personal Interest Payment 2,862
Personal Taxes 12,357
Indirect Business Taxes 6,646

Payments of factor income to the rest of the world.

a) What is the Gross Domestic Product?
b) What is Gross National Product?

¢) What is Net Domestic Ingome?
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CHAPTER THREE

MARKET ECONOMY AND GOVERNMENT INTERVENTION

Introduction

This chapter deals with the economic role of the government in allocating resources and goods and
services under free market economy. The chapter covers aspects of public goods, quasi-public goods
and private goods. The chapter also describes the various forms and characteristics of market

- structures, and the rationale for government intervention to alleviate the problems caused by failure

of the free market economy to allocate resources and income among different sectors and within
sectors of the economy.

Learning Qutcomes

After completing this chapter readers should be able to:

Describe the characteristics of public goods

Describe the various forms of market organizations

Describe what it means by market imperfections

Explain the causes of market failures in an economy

Describe the rationale for government intervention in any economy
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Public Goods and Private Goods

Certain goods can be consumed on discriminatory manner due to the principle of exclusion of the
market which make them priced product. Thus, those who cannot pay for the market price are
prevented or excluded from consuming (i.e. these goods are divisible). On the other hand, there are
goods which by their nature each individual has access to their consumption. Thus, the use of such
goods does not reduce its availability to others (i.e. they are indivisible), e.g. security (defence) and
order, street lighting etc. '

2
Pure Public Goods

Public goods are indivisible goods whose benefits cannot be priced, and therefore, to which the
principle of exclusion does not apply. On the other hand, pure private goods are completely divisible
and to them the principle of exclusion applies in full measure.

Externalities

Pure public goods are characterised by the existence of externalities, that is, economic effects which
flow from their production or use to other parties of economic units not initially intended. Such
economic effects, also known as spill-over effects, neighbourhood effects or third party effect arise
on account of interdependence of economic units via inputs or output relationships.

Marginal cost.

Marginal cost of pure public goods is zero or close to zero. Thus additional member of the Soc1ety
can be benefited without appreciably adding to its total cost.
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Average Cost

Pure public goods are characterised by decreasing costs due to economies of scale. Usually tl}ey are
provided in large scale (to cover wide area or many people), hence less average costs of operating.

Public Goods and Government Intervention : _ '
The existence of pure public goods and quasi-public goods creates need for government intervention,
The rationale for government intervention in providing these goods is discussed below:

Provision of pure Public goods

Public sector should be entrusted with this job because if left in the hands of the private sector, the
system is likely to suffer from inefficiency. The market mechanism can supply only a priced good
" and users of public goods cannot be forced to reveal their demand preferences.

Provision of Quasi Public Goods

Role of government should be limited to providing those quasi -public goods which are more public.
Those which are predominantly private should be left to the private sector and market mechanism.
One example of such goods is infrastructure. Infrastructure (roads, electricity power stations,
railways) should be provided by government on the argument that such facilities are commercially-
non viable and require huge resources beyond the capacity of private sector.

Merit Goods

Due to overriding importance, provision of merit goods such as education and health services helps
the economy in attaining a high level of efficiency and contributes to achieving of basic objectives of
the government. The government should take a leading role of providing such services or goods or
facilitating the provision of such services. Thus, they should not be left to market mechanism of the
private sector. Alternatively to increase efficiency, the state may encourage greater production and
consumption of a merit good through state provision, regulation, and subsidies.

Free-riders

Free-riders are actors who take more than their fair share of the benefits or do not shoulder their fair
s_hare of the costs of their use of resources, involvement in a project, or economic activity. The free
rider problem arises when attempting to prevent it from taking place, or at least limit its effects.
Suppliers are faced with a problem of free riders. This means actors or participants in the market
cannot easily reveal their preferences because they cannot be excluded from the consumption by
other people due to joint-ness in consumption (regardless of whether one pays or not).

Addressing the problem of free-riders

There are several ways of addressing the free-rider problem. This includes government provision of
goods and services which have a fee-rider problem. The government can make this provision
mvoluq{ary and finance (through taxation) for the production of such public goods. The othgr way of
addressing free-rider problem is through subsidies. The government may subsidiée production gf a
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Market Economy and its Failures

The market economy, when certain conditions are met, serves to secure an efficient use of resources
in providing private goods. Consumers must bid for what they wish to buy and must reveal their
preferences to producers. In trying to maximize their profit, producers will produce what consumers
want to buy and will do so at least cost. Market may be subjected to imperfect competition,
production may be subject to decreasing costs, and consumers may lack sufficient information. For
this reason, the market mechanism is not ideal as a mean of providing private goods as it might be.
Before discussing the nature of market failure and the need for government intervention in the
market economy let identify the various market organisations under the free market economy.

Market Organisations
Market organisations are ways through which product or services market operates. That is, the way

buyers and sellers or market participants interact in free market economy. Markets are in two models
depending on firm behaviour and market structures.

Perfect Competition market Model

Perfect or pure competition market exists where demand for the product of individual firm is
markedly elastic. Assumptions of perfect competition market include: large number of buyers and
sellers; seller (producer firm) is a price taker; freedom of entry and exit; perfect knowledge;
homogeneous commodity (or closely so/similar); free mobility of resources.

Imperfect Competition Market Model

Imperfect competitions markets are composed of two major market structures, namely pure
monopolies and the oligopolies. Under the pure monopoly the market is characterised by having a
single supplier of the goods and services while under the oligopoly market there are two or very
limited number of buyers or sellers of a particular product or service. In some circumstances the
market may be composed of a single buyer of goods and services. Under each of the above market
structures the prices and quantity supplied and demanded are generally dependent on the decision of
the monopoly.

The concept, nature and causes of market failureg

Market failures (imperfections) are situations which disable markets to work Smoothly in the
economy. These are market problems which disable market to work smoothly in the economy as a
tool of allocating resources and satisfaction of people’s needs. Markets fail to work smoothly due to
inconformity of public ‘goods features and markets principles requirements. Also, markets fail to
work as planning mechanism. Sometimes the nature of goods and services required by people in
different societies make the markets mechanism inefficient and in effective.

These are market problems which disable market to work smoothly in the economy as a tool of
allocating resources and satisfaction of people’s needs. ;

Markets fail to work smoothly due to characteristics of public goods which make them unsuitable to

the market principles requirements. Elsewhere, market has failed to work as planning mechanism. In

a nutshell, free market tends to operate inefficiently due to: ‘
% Existence of public goods and absence of law of constant returns

7

%+ Existence of monopoly

-
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Chapter Summary

& Future uncertainties

& Incomplete information (both technical and economic) ! hni This chapter has discussed the implications of market failure and the economic role of the
& _Deliberate attempts by sellers to influence demand forces through selling techniques government in allocating resources and goods and services under free market economy. Key issues
: in the chapter include the following:
Markets as Planning Mechanism and the Role of Government ‘ . “ Pure Public goods are indivisible goods whose benefits cannot be priced, and therefore, to
Normally the market mechanism as planning tool in an economy may lead to the following failures: which the pr}nf:lple of exclusion does not apply. On the other hand, pure private goods are
% Monopolies ; Completeiy divisible and to them the principle of exclusion applies in full measure.
o Situation where there exists only one seller in ﬂle market < Pure public goods are characterised by the existence of externalities, that is, economic effects
< Monopoly is not an effective tool of public policy lench flow from their production or use to other parties of economic units not initially
< Monopoly raises prices by restricting output _ intended.
o This behaviour provides reason for government expenditure (state R Role. of government should be limited to providing those quasi -public goods which are more
intervention) for anti-trust activity {Antitrust Policy) : _ public. Those which are predominantly private should be left to the private sector and market
% Antitrust Policy, it is where public opinion is against any .pohcy that mechanism. : .
appears to impinge upon the rights defined in the law (constitution). < Market organisations are ways through which product or services market operates. The way
. buyers and sellers or market participants interact in free market economy are referred to as
% Wasteful competition among producers or suppliers of a particular good and service. market organisations. .
& TFailure of free market as a device for vocational planning. . ‘ % Market failures are market problems which disable market to work smoothly in the economy
& Uncontrolled private enterprise may lead to location of investments which is as a tool of allocating resources and satisfaction of people’s needs. Markets fail to work
incompatible with the public interest. smoothly due to characteristics of public goods which make them unsuitable to the market
% Failure to accelerate desired rate of growth principles requirements.
- Insufficiency of investment (private investment-PI) in free market % Market economy is prone to trade cycles, such as inflation and unemployment, thus some of
w Hence, governments often involve themselves in expenditure designed to the justifications for government intervention in an economy is to provide machinery for
accelerate the rate of growth smoothing out such cycles to avoid inflation and unemployment.

¢ Stabilisation

- Market economy is prone to trade cycles, i.e. successive periods of inflation and
unemployment

- Government provide machinery for smoothing out such cycles to avoid inflation and
unemployment

Implications of Government Interventions

Much public expenditures, including recurrent expenditures can contribute positively to economic
growth (Traditional Keynesian Mdcroeconomics theories). High levels of government consumptions
are likely to increase employment, profitability, and investment multiplier on aggregate demand.
Therefore, according to Keynesian macroeconomics, government spending raises aggregate demand,
leading to increased output depending on the size and effectiveness of expenditure multipliers.
However government interventions have negative implications. Higher taxes or further borrowing
required to finance growing government expenditure inhibit growth. High taxes serve as
disincentives for households to invest, take risk and find jobs. Borrowing can affect private
investment, sinc;e government accesses funds that could otherwise have been invested in the private
sector, thus crowding out private investment. A continuous expansion of government moves
expenditure into less and less productive activities. Eventually, government becomes too large and
carries out activities for which it is ill-suited.
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End of Chapter Three Revision Questions

i
2,
3
4.
Sk

What does it mean by market imperfections? ; il
What are the two major types of market structures? Explain the characteristics of each.

Why is the free market mechanism not necessarily a good- p_lanning tool in an economy?
What are social goods? Briefly discuss the theory of providing such gooFis .
The market often fails, but the government often does not succeed in correcting the
failures of the market. The recognition of the limitation of the government 1mp11e§ that
- the government should direct its focus only to those areas in which the. market faﬂures
are most significant and where there is evidence that the government mterventmn'can
make a significant difference. Describe the different schools of thought and perspectives
on the roles of the government in the economy.
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CHAPTER FOUR

PUBLIC EXPENDITURE, BUDGETS, AND PUBLIC DEBT

Introduction

This chapter deals with public expenditure, public budget and public debt. The chapter examines
theories of public expenditure and factors influencing the growth of government expenditure. In this
chapter we also focus on the public debt, its growth and its implication to an economy and future
genieration. The chapter also deals with nature, and the process of preparing governments budgets in
Tanzania.

Learning outcomes

After completing this chapter readers should be able to:

Describe the theories of public expenditure

Describe the factors determining the growth of public expenditure
Describe the major classification of public expenditure
Describe the principles of good government expenditure
Describe what is a government budget

Explain the types of government budgets

Explain the role of fiscal policy in stabilizing the economy
Explain the meanihg of public debt

Explain the factors giving rise to public debt

Explain the benefits of public debt

Explain the consequences of high public debt

Describe the methods of repaying public debt
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Public Expenditure
Public expenditure refers to the expenses which a government incurs for maintenance of government
activities and operations, law and social order, security, defence, regulation of the economy, and in
helping other countries.

Theories of Public Expenditure

There are two theories which explain the behaviour of government expenditure. These theories are
the Wagner’s Law of increasing state activities, and the Wiseman-Peacock Hypothesis.

The Wagner’s law of increasing state activities

Adolph Wagner was an economist who existed in the nineteenth century. He analysed data on public
sector expenditures of several European Countries and USA. He ultimately came out with a theory
which later was known as Wagner’s law of increasing state activities. According to this theory, there
are inherent tendencies for the activities of different layers of a government such as central and local
governments to increase expenditures both intensively and extensively. The following reasons
support inherent long-term tendency of increasing public expenditure.
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Expansion in the traditional functions of the government

Increase in coverage of the government activities (widening scope)

The need to provide and expand the sphere of public goods

Growing population

Increasing urbanisation

Prices tendency to go up

The size and nature of public service necessitates an ever increasing specialisation

Modern government considers it a part of its duty to protect the economy from the *failures’
of market mechanism. :
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Wiseman-Peacock Hypothesis

Peacock and Wiseman were British economists in early 1960s. They studied the time pattern of
public spending in developed countries for several years. They developed a thesis which indicated
that public expenditure does not increase in a smooth and continuous manner, but in jerks fashion.
Using empirical data for the British economy after 1890, they observed that the relative growth of
the British public sector has occurred on a step like rather than a continuous-growth basis, Thus, at
times, social or other disturbance takes place, creating a need for increased public expenditure which
the existing public revenue cannot meet.

Demand-Supply of government Services theory (Consumer theory)
Modern economists suggest that public expenditure is driven by demand for goods and services from
the public and a response to what the society can supply. Thus, there is a growing demand for private

goods which necessitates a corresponding demand for public goods as well e.g. demand for
education.

Factors Influencing a Country’s size of Government Expenditure

There are several factors which determine the.changes in the size of government expenditure. These
factors include the following:

* The concept of welfare state (a need to promote social welfare)
Growth of population

Rise in price level

Economic development (changes) purposes

Political role and other Diplomatic functions (spending by democratic institutions), e.g.
salaries and other allowances to MPs i ‘

Suppgrting the public organisations in order to make them exist.
Security purpose (military) and order.
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Kinds and classification of Public expenditure

There are two major ways of classifying public expenditures, namely accounting classification and
economic classification. The two classifications are discussed below:

Accounting classification
Government expenditure can be classifies wi

' th reference to the departme i iture i
incurred (departmental expenditures — hospit . e

al department, edqcation department etc) or according to
. Wages and Salaries, Water). Accounting classification

Criticisms of accounting classification
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The accounting classifications do not help to understand the effects of different malpractices, €.g.
effects of misappropriations. Hence, it is difficult to formulate appropriate expenditure policy. The
distinction between obligatory (or legally committed) expenditure and optional expenditure can only
highlight the constraints under which the government’s budgetary policy has to work (but not full
economic impact). Thus, it cannot bring out fully the possible effects of different expenditure
policies

Economic classification’ _
Public expenditure can be economically classified into three types; namely productive expenditure
and unproductive expenditure; transfer and non-transfer expenditures, recurrent, and development
expenditures. This classification is based on the effects of various government activities and policies
formulated to support such activities.

Productive and Unproductive Expenditure

It emphasises that while some expenditures are in the nature of consumption, others are in the nature
of investment and help economy in improving its productive capacity. Laissez-faire philosophy
recognises that the only productive public expenditures are those which are incurred to create and
maintain social overheads. Expenditures on administration, defence, justice, law and order, and the
maintenance of the government/state are unproductive.

Criticisms of productive and unproductive classification

Basically the government is a part and parcel of the economy as a whole and must be considered as
such. Hence, whether an asset is added to the ownership of the government or to that of private
sector should not be the determining factor in deciding about the productiveness or otherwise of any
public expenditure. There are many assets which do not yield income to the government, but which
would be really necessary for the productive efficiency of the economy, e.g. Public parking, water
works and similar goods and services. Such goods must be viewed as productive (although on
normal commercial considerations they are not) expenditure.

Transfer and Non-transfer Expenditure
Transfer expenditure (or payment) is a payment without corresponding receipt of goods and services
by the state (government), e.g. interest payments, old age pensions and unemployment benefits. Non-
fransfer expenditure is that by which the government pays for its purchase or use of goeds and
services, e.g. expenditure on defence, education and the like. These are considered as real
expenditures or investment expenditure.

Recurrent and Development Expenditure .
Types and classification of government expenditure can also be analysed and categorised on the
basis of recurrent expenditure and development expenditure.

Recurrent expenditure
This is expenditure for maintaining day to day activities of the government and its institutions. It
comprises consumption expenditure, wages, salaries, and subsidies.

Development expenditure

This is expenditure for maintaining investment activities for further maintenance of public activities.
It includes direct government involvement in production and undertaking economic infrastructure. It
covers expenditure on construction and acquisition of long term assets on water, power, transport,
communications, hospitals, schools and others.
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Security and Service Expenditure i . )
Security expenditure is expenditure on police and security, arms and arms preparations, €quipping

for both internal and external security and aggressive reasons, maintenance of 'the police, arms angq
prisons. Services expenditure is expenditure on items such as social services like education, heajty
and sanitation, economic infrastructures like roads, water, power, communication and others.

Canons of Government Expenditures

Canons of government expenditures are principles that govern the public expenditure decisiopg.
They reflect the philosophy of a judicious use of public funds with associated legal propriety. They
are either administrative or economical. The following are some of the canons of good government
expenditure:

Canon of Economy
The resources of the economy are always scarce compared with its need; therefore, no wastage
should be permitted.

Canon of Sanction
This principle says that no public funds should be used without proper authorisation and further that
funds must be used only for the purpose for which they have been sarctioned.

Canon of Benefit

This is clearly related to the canon of economy. Thus, any expenditure is to be viewed against the
benefits that will accrue from it.

Canon of Surplus

Government should try to be prudent and aim at meeting its current expenditure needs out of its

current revenues. That is, government should avoid deficit budgeting, at least the persistent one. It
should not over-spend and run into a debt.

Government Budgets

A budget is commonly understood as a forecast of expenditures that will have to be met in a given
financial year and revenues to be raised to meet those expenditures. This result in the establishment
of des}rable totals for expenditures and revenues coupled with plans to ensure that the actual
operations are kept within the prescribed limits. It also involves instant comparisons of actual
revenues and expenditures against the budget throughout the period under review. To the
government a budget is a statement of proposed expenditures and expected revenues for the coming

fiscal year together with data of actual expenditures and revenues for the current and past years.

L}

Attributes of a Good Budget

A good budget is one which is able to satisfy certain conditions, and is formulated according to

certain erll drawn principles. For example, such principles require that budgets should be
accompanied by an account of the performanc

government during the previous year. This provid
be done, what has been accomplished and what
budget proposal should also be accompanied b
situation of the country and the position of the tr

©S a necessary basis for deciding as to what was to
more should be aimed at and in what directions. The

y an analytical description of the current economic
easury.
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¢ of the fiscal policies and programmes of the -

Classification of Budgets

Government budgets are classified in a number of ways. These include economic, functional, and
accounting classifications.

Economic classification

Economic classification is the classification of expenditure and the mode of its financing in terms of
economic categories, e.g. expenditure on wages and salaries, receipts from borrowing, etc. This
classification enables to gather a variety of economic information relating to generation of savings,
investment, consumption, creation of financial assets and liabilities, etc from various budgetary items

Functional classification
Functional classification refers to the types of functions which the government performs or the
services which it provides, such as, economic services, social services, defence services and the like.

Economic and Functional classification of budget vs Accounting (or Traditional approach)
classification
Economic and functional classification of the budget can prove very helpful in arriving at various
decisions for achieving different goals in the economy particularly, when authorities are actively
engaged in regulating it in accelerating the process of its economic growth and imparting distributive
justice. In traditional approach, accounts are classified into categories corresponding to individual
ministries, departments and sections; and within each, there are further heads and sub-heads.
Traditional approach towards budgetary accounting is designed for an effective legislative control
over the executive, and to meet the requirements of fiscal management. Therefore, it is an excellent
aid to government auditors and an effective check against misappropriation of funds and other
fraudulent practices. However, the following shortcomings subject traditional approach to
nefficiencies, and therefore, less preferred:

%+ There is a lack of correspondence between the purpose and the account head

%+ Does not provide information required for the formulation of fiscal policy :

% Does not provide a basis for assessing the effect of alternative budgetary policies-and

operations and for devising improvements therein.

Due to these inefficiencies, a system of economic and functional classification of the budget on the
one hand, and the introduction of programme and performance budgeting, on the other are very
essential.

Types of Budget

There are three types of government budgets, namely balanced budget, deficit budget and surplus
budget. ’

Balanced Budget

The budget is balanced if its foral revenue equals its fofal expenditure, with some qualifications.
Thus, by qualifications, borrowings (both long term and short term, internal and external) are nof
included in revenue. Similarly, to make the concept of balanced budget internally consistent,
fepayments of the loans should not be counted towards the current year’s deficit, though interest
Payments on those loans should be so counted. In other words, we should look at the net change in
the public debt rather than at the new borrowings.

37



Arguments for Balanced Budget 2 : .
% Effective check upon any extravagance of authorities. Balanced budget is preferred especially

due to the tendency of the governments to resort to wasteful unnecessary expenditure.

% Deficit budget adds to the currency and money supply in the country and thereby strengtheng
inflationary pressures. It is argued that tax effort by the authorities meets with some
resistance by the taxpayers. Accordingly, this acts as a check on undue and wastefy]
expenditure proposals of the authorities.

< A government finds it much easier to extend its expenditure if it is to be financed through a
deficit. Thus, people are willing to lend to the government if offered high enough rate of
return on government loans. High interest cost may prevent a government from borrowing
unnecessarily. But there is no such check if the deficit is financed through creation of
currency. Moreover, since deficit budgets create inflationary pressures, the authorities find
their expenditure mounting up.

Arguments against Balanced Budget

* The inflationary impact of a deficit budget does not depend upon only the presence or
absence of deficit. It also depends on size of the deficit in relation to the overall size of the
National Income and its Persistence.

* There can be situations in which a budgetary deficit would be only reflationary in character
and would be only helping the economy in recovering from a depression.

** The change in the purchasing power of money depends upon demand for supply of goods and
services by both the public and private sectors. A surplus or deficit budget may be partly or
fully counter-balanced by the opposite behaviour of the private sector.

% These challenges are consistent with Keynes’ argument that ‘..an attempt to balance the
budget results in its imbalance and vice versa’

Deficit Budget
A deficit budget exists when government expenditure exceeds government revenue in a particular

buglget year. That is the government is expected to spend more on public goods and services than it is
going to collect from its revenue sources. The deficit is normally financed through borrowings.

Arguments for deficit budget

Deficit 'budge.t h}elps the economy in fighting a depression. It can be used to raise the level of
etl:onomlc.actwines and income. Governments are encouraged to resort to deficit financing since
direct saving capacity of the people is limited; therefore, the authorities find it easier to finance the
deficit for purpose of financing the growth of public sector.

Criticisms of deficit budgeting

Theory of balanced budget multiplier shows that with appropriate qualifying conditions even a

bayanced budget can raise the level of economic activities and income provided the size of the budget
1s Increased proportionately.

Ways of financing deficit budget

Qovemment may borrow from the financial market to finance its budget deficit. It can borrow from
internal sources or external sources. Internally the government can borrow from ﬁnancial institutions
such as bank‘s, pension funds, insurance companies, or can borrow from households lTh' is
normally aghleved through issuing treasury bills or government bonds. This procedure j i lfs t
to transferring the resources straight from the private hands in to tl;ose o? the s eqmtv a"i?fllle
government can as well borrow from external sources. External sources include fo%gg’,c:rfnl?;r?svfrom

38

other countries, International Financial Institutions (IFIs) such -as the World Bank, Africa_n
Development Bank, IMF, and many others, The government can also resort to printing money. This
technique can be used for re-allocating of the economy’s resources and thus accelerating the pace of
economic growth; in other words, to control a depression.

Surplus Budgert

A surplus budget exists when government revenues exceeds government expenditures in particular
budget year. That is the government is expected to collect from various sources of revenues more
than its expenditures on public goods and services. Surplus budgets are normally accompanied by
creating savings or reserves. However, experience has shown that very few countries in the world
have surplus budgets. This is due to the fact that public needs are generally in excess of resources
available. In Tanzania deficit budgeting has persistent and there has been no instance of surplus
budget in recent historical times.

Budgetary Policy and its Objectives

For whatever type of a budget a government chooses in a particular year, there are objectives which
the government wishes to achieve. These include controlling inflation, stimulating demand and
addressing recession among others. In this section the objectives of budget policy are discussed.

Budgetary policy and inflation

Taxes imposed by governments tend to reduce total demand. When stability in economy is sought,
and where there is inflation, the government will be able to bring about a reduction in total demand.
Higher taxes reduce disposable income and thus reducing inflation. Surplus budget could be an
appropriate policy. :

Budgetary policy and aggregate demand

Discretionary policy measures may be taken to affect the level of aggregate demand. The
government may increase expenditure if demand is to increase. Alternatively, it can reduce tax rates
which may give rise to increased demand. Such adjustments of expenditure and taxes may directly or
indirectly affect the consumption and investment in the private sector

Budgetary policy and built in responses

Changes in the economic activities may also affect public expenditure and tax revenue. The level of
expenditure under any given programme, say education, health, etc may vary with economic activity,
most likely in the cases of employment benefits and welfare, more significantly revenue obtained
from a given tax rate will either increase or decrease with changes in the levels of income.

Budgetary Process in Public sectors in Tanzania

The Tanzania budgetary process in public sectors of Tanzania is implemented by several institutions
(actors) and governed by several laws, guidelines, and circular issued from time to time by the
government through the Ministry of Finance and Economic Planning.

Laws Governing the Budget Preparation in Tanzania

The budget process is governed by a number of laws which enforce the process regulate format,
timing and procedure as well as the allocation of formal powers and rights in the budget process.

These laws are:
% Constitution of the United Republic of Tanzania of 1997 (as amended). The constitutions of
the United Republic of Tanzania provide that government budgets should be prepared on
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annual basis. The president shall cause the bufige'fsl to be prepared bvc; ’EHOIUS ms_ﬁ}utions and
organs and he shall approve the same after being discussed and passed by the parliament a5

& };ﬁ;lic Finance Act, 2001 (as amended in 2004). This provides procedures for budges
preparation and requires government institutions to participate in the blld'g_@l. 131'C?é}r€it10n. The
act also provides for Accounting Officers (Ads) with the resp(?[lsl‘blll})-’ ol approving
spending of the government in accordance_wﬂh the finance act. .l‘lu, act empowers the
minister for finance to issue budget guidelines and the responsibility of supervising the

S.

% %%igizgg?EZverme1lt Finance Act, 1982 (as amended). The A‘ct r;cquires logul government
authorities to prepare budget in line with ministry of finance guidelines and c1rcuviars., It also
provides authorised Accounting Officer to collect and spend government money in line with
approved budgets. _

& Finance Act: The finance act is an act which approves the collection and the use of
government money in a particular year. After the budget has been approved by parliament for

every financial year becomes a bill. This must be approved by the president to become a

finance act. The finance act of every year provides for sources of revenues, means of
collecting the revenues and procedures for government spending. No government money can
be spent without the finance act.

Major Actors in the Tanzania Budgetary Process in Public Sectors

A number of individuals and public institutions are involved in the annual preparation and
implementation of the Tanzania budgetary process in public sectors. The following are the major
actors in the Tanzania budgetary process.

The Tanzania Revenue Authority

The Tanzania Revenue Authority (TRA) is the central body for the assessment and collection of tax
revenue and administration of all tax laws. The authority provides advice on matters related with
government revenue in Tanzania mainland and Zanzibar. The authority is normally involved in
budgeting in the aspects of providing advisory services on tax policy reforms, accounting for
government revenues, introduction and replacement of tax laws, revenue projections and other roles.

President and Cabinet:

The Cabinet through the Minister for Finance and Economic.Affairs (MOFEA) is responsible for
pre;entmg t!?e budget before the legislature for approval. The various cabinet ministers also present
their respective sector budgets for their ministries, departments and agencies (MDAs) for debate and

apprgyal by the legislature. The Cabinet has the responsibility of defending the budget and ensuring
that it is passed by the legislature.

Ministry of Finance
The Ministry of Finance and Econemic Affairs
MOFEA makes projections, sets ceilin
departments, collects revenues, and disb
function through the Accountant Ge
transactions and reporting are done acc

(MOFEA) plays a central role in the budget process.
gs for budget allocations, negotiates priorities with all
urses funds. The Ministry also plays an important controlling

ne1:al, who is responsible for ensuring that all financial
ording to the proper regulations.
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Budget Guidelines Committee

The Budget Guidelines Committee includes representatives from MOFEA, Public Service
Management, and the Prime Minister’s Office - Regional Administration and Local Government
(PMO-RALG). This committee is responsible for developing the planning and budget Guidelines.

Donors
Given the sizeable contribution of foreign aid to Tanzania’s budget, donors also have an impact on
the way in which the budget is prepared and implemented. Donors (also called development partners

or DPs) participate in consultations that inform budget formulation, disburse funds, and monitor
public spending and expenditure systems.

Parliament

The main responsibilities of Parliament in relation to the budget process are: scrutinizing the budget
through various standing committees; adopting or rejecting the budget in Parliament; monitoring the
implementation of the budget and the performance of the MDAs; and overseeing the use of public
funds. Although the Parliament can refuse to adopt the budget presented by the executive; the
consequences of this step are profound including the possibility of the Presidential constitutional
power to dissolve the Parliament as a procedure response.

Controiler and Auditor General

The Controller and Auditor General (CAG) is the supreme audit institution in Tanzania. The CAG is
responsible for, among other things, ensuring that the expenditure of public monies has been
properly authorised and applied for the intended purposes. It should also ensure that economy,
efficiency and effectiveness have been achieved in the use of public resources. The CAG has
extensive powers to subpoena officials and to obtain information. The wilful obstruction of the work
of the CAG. or failure by any public official to provide the CAG with access to any item of
information, constitutes a criminal offence. :

Private Sector

In addition to contributing the majority of domestic tax revenue, the private sector plays a
consultative role in the budget process. Most notably, the private sector participates actively in an
annual consultation on the revenue framework, which occurs before the budget is formulated each
year. Their concerns are often taken on board when designing or revising tax policies.

Civil Society

Civil society plays a number of different roles in the budget process, though its formal role is limited
to a consultative one. The formal role of civil society has been participation in the Public
Expenditure Review (PER) and related processes. Informal roles include analysing public budgets,
producing simplified and popular versions of the budget and related documents, playing a watchdog
role, tracking expenditure at the local level, and advocating for improvements in terms of specific
requests and overall transparency and accountability. Civil society’s informal roles are arguably
more useful particularly when combined with strategic use of media and citizen engagement.

Key Stages of the Tanzania Budgetary Process in Public Sectors

The budget process is a cyclical process that is on-going throughout the year. It is comprised of
stages which feed into one another in a circular process. There are four main phases:
% Budget formulation (Planning how to spend the money)
% Debating and Approval of the Budget
%+ Budget Execution (Spending the money)

Oversight
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~ 1.BudgetFormulation
~ (October-March)

4. Oversight and Confrof

_ (Ongoing}

+ Within-yearmonitoring
+ External audit conducted by
+ Controller and Auditor Gene
-+ Auditreports tabled in parliament and

« (uly-June)
* MDA prepare action pl

Figure 1: Key stages of budgetary process in Tanzania public sectors

% The var%ous phases of the budget process overlap. At any given point in the year, there may
be rnult}ple .phases of the budget process occurring. For instance, while the coming year’s
budget is being prepared, the current year’s budget is being executed, and the previous year’s

!audget is_; being scrutinized and audited. This means there are multiple opportunities for
Intervention at any point during the year,

-~

** Budget Formulation (October — March)

%* The budget formulation stage is when decisions are made a
This stage may be thought of in terms of three phases:

- Formulation of budget policy and resource projections

- Issuance of planning and budget guidelines

- Estimating revenues and expenditure by MDA, Regions and LGAs

e

bout planning to spend the money.

Budget Policy Formulation and Resource Projections
This involves forecasting the size

of the economy and expect i i
budget frame. Forecasting of tax revenyes i ; [ e detemine e

! : : s carried out by the Minis f Fi 1 i
Affairs (MOFEA) in collaboration with the Tanzanian Revenye Author;t?'( (?FRfil)lance A

from economic imbalances in order to get a base of formulating next year’s budget. The review

information comes from an appropriation account, statement of revenue, statement of vote account
and statement of asset and liabilities.

The review report on pre_vious performance of government budget will be submitted to the Economic
Committee of the Cabinet (ECC) for the provisional approval. The ECC after approving the

reviewed paper, instructs the Treasury to formulate estimate for revenue collections and expenditure
for the next coming financial year.

Issuance of budget guidelines

After the ECC has scrutinised and approved the National Economic review, the Treasury initiates the
process by issuing a Treasury circular (Estimate Invitation Circular- EIC) to all accounting officers
authorised to collect revenue or spend public funds to prepare estimates of revenue collection and
expenditure for the coming year.

The circular (EIC) so issued is the Treasury circular no. 1 gives guidelines on how to prepare these
estimates. The EIC contain the following;

% The budget format

% The deadline for submission of estimates

%

s The document to be used

In this circular is given a limit known as the Treasury Ceiling beyond which an Accounting Officer
should not exceed his estimates amount for his vote.
Estimating Revenues and Expenditure
On receipt of the Treasury Circular the Accounting Officer and Receiver of Revenue who thereafter
submit it to their Sub-accounting officers, Warrant holders, Collector of Revenue, Sub- collectors of
revenue and functional officers.
Estimates are prepared from the lower level upwards and consolidated into draft estimates at each
level.
% Draft estimates prepared by functional officers are submitted to their Warrant holders where
they are consolidated into District draft estimates.
% District draft estimates are submitted and consolidated into Regional/Ministerial/Department

estimates iz 2

< The District development commission, District or Regional Development Committee
approve development expenditure estimates in regions.

% Respective budget committee in districts, regions and ministries scrutinises recurrent
expenditure budgets.

*% Ministerial draft estimates are submitted to the Treasury directly where as regional draft
estimates are submitted to the Treasury through Prime Minister’s office.

% The budget Division of the Treasury consolidates all draft estimates received from regions,

Ministries and departments into Territorial Draft Estimates

Debating and Approval of the Budget (April — June)

The authorisation of estimates, in this case refers to provision of an authority by Parliament to allow
the government collect its revenue from approved sources and spend the money in the execution of
government activities.

The Treasury submits the Territorial Draft Estimates to the ECC for discussion and approval. The

Territorial Draft Estimates is again submitted to the Finance and Economic Committee (FEC) of the
National Assembly by the finance minister for another discussion and approval.
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Finally the details of the entire estimates are printed into volumes of estimate book.
% Volume I: Revenue collection estimates
<+ Volume II: Recurrent expenditure
<+ Volume III: Statutory expenditure
% Volume IV: Development expenditure

After deliberation on the estimates by the Finance and Economic Con?mntcc‘ the cslil'nates are
drafted into parliamentary bill (i.e. Appropriation bill and Finance bill) by the_ Parhamemary
draftsman for discussion and approval. The approved bill will be presented to the ‘Natmnal. Assembly
by the minister of finance for discussion and if approval is given then the budget is {:llll'(hOI'ISCd by the
National Assembly and forwarded to the president of the United Republic of Tanzania for his assent
and hence become Finance and Appropriation Act.

Budget execution (July — June)

The execution of the parliamentary Act starts with the release of voted funds to Accounting officers
and other spending agencies. In Tanzania budget execution (spending the money) begins each year
on 1 July and ends on 30 June of the following year.

Following the approval of the national budget by Parliament, MDAs are supposed to prepare detailed
action plans, or work plans, which explain how they plan to implement their activities in the coming
budget year. The action plan is supported by a procurement plan, which describes when procurement
steps are expected to start and finish, and a monthly disbursement or cash flow plan, which describes

when funding or disbursement of funds is required by the institution. Budget execution in Tanzania
is based on a cash budget system.

Oversight and Control (On-going)

There are various ways in which budget execution is monitored, controlled and evaluated. These
processes are critical for enhancing accountability. Budget monitoring is or should be a continuous
process which starts immediately after approval of the budget by parliament and disbursement of

fun@s to the implementing agencies by Ministry of Finance and Economic Affairs (MOFEA). These
various ways for oversight and control are;

** Internal audit
** External audit
. % Social audits

*,

(]

..

Internal Audits
Internal audits are carried out by internal audit

departments within the implementing agencies and
government units, departments, and institution

: s. Every government institution has an audit unit
whose role is to review a] financial and non-fin

_ ancial transactions with objectives of ascertaining, if
such transactions conform to rules, regulations, policies and budget guidelines. ’

External Audit

The Accounting Officers of all MDAs t ' :
within three months of the close of t s - Conwolleing Auditor General (CAG)

. . he financial year. Theijr
expenditure against appropriated amouy :

statement of the MDA performance i i
in the Estimates of Revenue and Expenditure).

44

Medium Term Expenditure Framework (METF) in Tanzania

in Tanzania the Medium Term Expenditure Framework (MTEF) was reformed in 1998. The main

objectives of the MTEF are:

« Improve macroeconomic balance, especially fiscal discipline

« Better inter- and intra-sector resource allocation

« Greater budgetary predictability for line ministries

« More efficient use of public monies

+ Greater political accountability for public expenditure outcomes through more legitimate decision
making processes

+ Greater credibility of budgetary decision making (political restraint)

Strengths of the Tanzania Budgetary Process

The budgetary process in Tanzania has several features which makes it strong and reliable. These
include the following features:

Flexibility: The budgetary process of Tanzania is flexible in the sense that the proposed estimates
(Appropriation and Finance bill) submitted in the National Assembly can be adjusted. Once the
budget is approved (Ambit of Vote) the Parliament may make further approval of Supplementary
Appropriation. - :

Review process: The process of budget formulation begins with reviews and evaluation of previous
budgets in order to establish different macro-economic policies, and priorities. This e{lables to
measure the performance, weakness and strengths of the previous budgets which help in proper
allocation of resources.

Accountability is ensured in the process of oversight and control: The constitution authorises the
Controller and Auditor General (CAG) to assist Parliament in its oversight role over the budget and
spending processes. The CAG determines and reports on whether the use of pul_:lic funds by MDAs
Eomplies with the relevant laws and regulation. The Public Accounts Committee (PAC) and :[he
Local Authorities Accounts Committee (LAAC) have responsibility for scrutinising and respondn}g
to audit reports by the CAG. The CAG has extensive powers to subpoena officials and te qbtam
information. The wilful obstruction of the work of the CAG, or failure by any public official to
provide the CAG with access to any item of information, constitutes a criminal offence in terms of
the Public Finance Act s.44 (1).

The budget process sets visions and missions of the nation as a whole: The bu_dgcvat‘ formulation sets
visions through the process of formulation of budget policy objectives, priorities and resource
projections based on macroeconomic performance review. The macroeconomic targets conmdered in
the budget are periodically reviewed and updated to reflect the impact of recent developments in the
projected performange of the national economy and on the set fiscal programme for the year.

Weakness of the Tanzania budgetary process

The budgetary process in Tanzania is said to have several feature which can be deemed as major
cause for its weaknesses. The features include: :
Bureaucratic in nature: It undergoes a lot of processes before being approved or s.ubmltted to the
parliament for debate. For the budget of Tanzania to reach the stage of being drafted it passes a lot of
processes, it involves different actors from Village and Street (Mitaa) level to National level.

Time consuming: The whole process consumes much time as it involves several stages from
formulation stage (October to March of the next year) to Debating and approval (April to June).
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The proc:egk Ean be bigs: In the process of drafting the bt}dget, the vieyvs and opinions of_ the publjc
 are sometimes not taken into consideration from regional to national level. This is because
government officers who are much involved on the whole process, they prepare }mdget with their
own benefits thus making the budget bias and discriminatory on the part of the public.

Budgetary process does not support quick decision: Since the budget act as .the guideline for
financial decision making, the process may result delaying in decision making while other issues are
very sensitive and important which need quick decisions to be made.

The process is expensive: The budgeting process costing as much as 25% of the available
development funding, by one estimate — and resources are not always available for it.

Fiscal Policy
Fiscal policy consists of steps and measures which the government takes, both on the revenue and

expenditure sides of its budget. It involves adjustments in tax rates and types of taxes. Fiscal policy
has several implications on economic growth, stability and distribution of income.

Fiscal Policy and Stability

Economic instability refers to the recurring of cyclical phases of upward and downward cumulative
movement in income, employment, output, prices etc. To a greater extent fiscal policy can be
effectively used by the government to neutralize the destabilizing forces through the following
theoretical framework:

Fiscal policy and Depression

Depression is caused by a deficiency of effective demand. Fiscal policy can be used to address the
problem through/by increasing public expenditure; and encouraging private expenditure. Similarly,

fiscal policy can be used during boom to control demand through: Restricting public expenditure and
limiting/curbing private expenditures.

Fiscal Policy and Inflation

Inflation is caused by many factors including mismatch between production and consumption, thus
resulting in high prices of goods and services. Fiscal policy measures can control inflation by its
effects on disposable income. Fiscal policy measures leading to reduction of income on individuals
and corporations reduces the pressure on available goods and services thus lowering the prices in the
economy. Taxes do act to some extent as built in stabilisers curbing expenditure and demand.

Limitatiqns of the role of fiscal policy in underdeveloped countries and possible measures
Developing economies lack adequate flexibility and tend to develop pockets of inflationary
pressures. Therefore, the government has to device more specific measures of taxation and
expe.ndlture, coupled with additional selective credit control, to help the economy. In relation to
foreign trade a!so, exports and imports are likely to suffer from low elasticity and, therefore, the use
of customs duties and subsidies has to be supplemented with physical quotas, licen,ces, and Ot,hers.

Fiscal Policy and Economic growth

Budgetary flows forms an important portion of the flow-
profound role in directing the working of economy. Each
For this reason, steady increase in national income and e
stab_il.i_ty of the economy is important in that it helps in ac
decisions are affected more favourably under conditio

of-funds of an economy. Hence, has 2
country would like to grow and prosper.
mployment is very desirable. Therefore,
hieving this objective because investment
ns of stability. Note that an investor is

46

interested in not only the rate of return but also in safety and stability of the economy. With stability

the consumption expenditure does not fall below a certain minimum level and forms a cushion
(moderates) against economic contraction, =

Conflicting role of fiscal policy measures

There is always a conflict between stability and growth. The conflict is clearer in the case of
underdeveloped countries. In these countries, there is an express need to accelerate the process of
capital accumulation for which, therefore, it is the capital goods sector and the social overheads
which are to be given priority. Furthermore, capital goods industries are generally capital-intensive
and generate proporticnately lower employment. On the other hand, if labour-intensive industries are
encouraged so as to create more employment, there will be an increasé in consumption demand
without a corresponding increase in capital formation and the result would be a deceleration of the
growth rate.

Public Debt

Public debt refers to borrowings by governments to finance expenditures not covered by current tax
revenues and other government revenues sources. It is the total of the nation's debts. It is the total
financial obligations incurred by all governmental bodies of a nation, (i.e. the financial obligations of
a central government and local governments). The state indicates how much public spending is
financed by borrowing instead of tax collections. Public debt arises when a government borrows
from either internal sources or from external sources to finance its deficit budget.

Factors Giving Rise to Public Debt

A government like any other economic unit collects revenue and spends it. Alongside, it is a fact that
its revenue and expenditure flows may not match each other during any given time interval. There
may be a sudden spurt in government expenditure. There may be wars, or natural calamities in which
case the government would be forced to incur much larger expenditure and may run into a debt.
Modern governments do not subscribe to the philosophy of avoiding a surplus or deficit budget for -
its own sake. Rather they are ready to use them as a matter of policy. This approach is sometimes
referred to as that of functional finance in which the government is ready to have repeated surplus or
deficit budgets for achieving a variety of objectives including those of economic growth and
stabilisation. It is widely believed that the government of a developing economy should play an
active role in the development of the economy. In this view, budgetary policy is an important and
effective tool in accelerating the process of capital accumulation and economic growth. This may be
done through borrowing and investing those funds in various projects.

Classification of Public Debt

Public debt can be classified according to the following categories:
Internal and external debt

Internal (Domestic debt) -
Domestic debt is the amount of money raised by the Government, in local currency and from its own
residents. Generally, domestic debt consists of two categories, which are Bank and Non-Bank
borrowing.

External debt (Foreign debt)

The external loans are raised from foreign countries or international institutions. These loans are
repayable in foreign currencies. External loans help to take up various developmental programs in
developing and underdeveloped countries. These loans are usually voluntary. An external loan
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involves, initially a transfer of resources from foreign countries to the domestic country, but when
interest and principal amount are being repaid a transfer of resources takes place-in the reverse
direction.

Productive and Non-productive debt

Productive Debt : ,

Public debt is said to be productive when it is raised for productive purposes. It is used to add to the
productive capacity of the economy. If the borrowed money is invested in the gonstruction of
railways, irrigation projects, power generations or any other activity related to production we say it is
a productive debt and provides a continuous flow of income to the government. The interest and
principal amount is generally paid out of income eamed by the government from these projects.
Productive loans are self-liquidating, generally, such loans should be repaid within the lifetime of
property, and such loans do not cause any net burden in the communality. '

Unproductive debt

Unproductive debts are those which do not add to .the productive capacity of the economy.
Unproductive debts are not necessarily self-liquidating. The interest and the principal amount may
have to be paid from other sources of revenue, generally from tax collection, and therefore, such
debts are a burden to the community. For example, public debt used for war, famine relief, floods,
earthquake and social services. However, such expenditures are not always bad because they may
lead to improving well-being of the community. But such loans are net burden to the community
since they are repaid generally through additional taxes. :

Short, medium and long term debt
Shori-Term debt
Short-term debt matures within duration of 3 to 9 mohths. For instance, in Tanzania, Treasury Bills

of 91 days and 182 days are examples of short-term debts incurred to cover temporary shortages of
funds. Interest rates are generally low on such loans.

Medium-Term debt

The Government may borrow funds for medium term needs. These funds can be used for
development and non-development activities. The period of medium-term debt is normally for a

period above one year and up to 5 years. One of the main forms of medium-term debt is by way of
market loans. '

Long-Term debt

Long-term debt has a maturity period of ten years or more. Generally,

Such loans are raised for developmental projects sometimes t
authorities. '

the rate of interest is high.
0 meet other long-term needs of public

Rationale for the Growth of Public Débt in Tanzania

Factors which have contributed to the
external in nature. These include:

B i i i ‘ l
* Oil price shocks, the continuous droughts, exposure to climatic and price risks, human,

animal and crop disease are important ca i
: or uses of the growth of pub] t

Income mobility and poverty. - DDA i and downward
% Unfavorable terms of trade and an economic occurre

: nce where more i i
export per capital are. ore imports than their total

48

growth of the public debt in Tanzania are both internal and .

&,

< The influx of refugees. The highest refugee concentrations are in some of the poorest
- countries in the world. A large number of such movements are into Least Developed
Countries (LDCs). The presence of refugees compounds the already prevailing economic,
 environmental, social and,‘at times, political difficulties in these countries. Often such
countries are confronted by a combination of all four of these factors.

Justification for Government Debt

The Government spends money to finance various activities include construction of infrastructure,
defence of a national boundaries, provision of social services such as health, education, maintenance
of security, payments of salaries for employees and other contingent events.

To meet these expenditures the Government needs to have financial resources (revenue). Essentially
the Government would use its domestic revenue arising from tax and other sources. However, these
resources may not be enough to meet these expenditures. Expenditures might be greater than revenue
hence creating a gap known as deficit. To bridge this gap the Goverfiment is forced to borrow from
either internal or external sources referring to as Budget Financing. Sometimes the Government may
have balance of payments problems, whereby the country's exports are less compared to imports. The
Government may borrow to solve this problem through balance of payment financing (BOP).

Generally speaking, the government too, like individuals, desires to live within its means and dislike
to be under debt. But sometimes occasions arise when the government is forced to seek for loans. For
instance, when there is a deficiency in aggregate demand and income, output and employment are
falling rapidly, the state raises loans for investment expenditure and fills up the deflationary gap. If
the state faces any calamity such as flood, earthquake, draught, etc., it cannot meet these emergencies
out of the normal receipts. So, the state has to borrow funds. Other instances which necessitate the
government to borrow are war for a short or for a long period, or there is internal disorder in the
country leading to economic instability. i

Impact of Public Debt to an Economy

The burden that arises from a large public debt is the need to impose large tax collection for
payments of principal loans and interest. Normally, the tax payers should be prepared to pay high
taxes to enable the government to tepay its borrowings and sustain the current government
expenditures. Future generations can be faced with the responsibility of paying the accumulated
public debt, thus a possibility of paying high taxes in order to finance previous years’ debts and
current expenditure. This situation is possible when funds were not spent in long term investment
activities to increase the earning potenfial of the economy. In some cases high public debt limits
flexibility in future government budgets and sometimes failure to cope with emergences and
disasters.

External Debt and Economic Growth

When a country’s debt level is expected to exceed the country’s repayment ability with some
probability in the future, expected debt service is likely to be an increasing function of the country’s
output level. Thus, some of the returns from investing in the domestic economy are effectively
“taxed away” by existing foreign creditors; also investment by domestic and foreign investor is
discouraged. A high level of external debt can also reduce a government’s incentive to carry out
structural and fistal reforms, since any strengthening of the fiscal position could intensify pressures
10 repay foreign creditors. This creates tension on debt repayments. As the size of the public debt
increases, there is growing uncertainty about actions and policies that the government will resort or
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impose to in order to meet its debt servicing obligations, with adverse effects on investment such ag
on increased taxes.

High Debt Shocks

High debt shocks appear to affect growth through their dampening effects on both ph}isical capital
accumulation and total factor productivity growth. Doubling debt reduces both growth in per capita
physical capital and growth in total factor productivity. Lower total exterr.la] debt levels are
associated with higher growth rates. Further, when distinguishing between public gxtemal debt and
private external debt the negative relationship between total external debt and economic growth is
driven by the incidence of public external debt levels.

Benefits of Public Debt in the Economy

Despite the fact that high debt have severe economic short, still public debt plays a significant role in
economic growth of an economy. The following are some of the roles of public debt in an economy:

Promotes the growth of financial systems

Public debt is a key contributor to the growth of financial system of the economy. Economic
activities result in corresponding financial transactions. Accordingly, financial requirements of the
economy increase both absolutely and in relation to the national income. Financial assets may be
divided in to ‘inside money’ and ‘outside money’; therefore, existence of government debt becomes a
precondition for the existence of developed financial system of the economy.

Promotes savings o)

Public debt encourages the saving effort of the economic units in an economy. A developing
economy (country) is characterised by a shortage of capital resources. Since the saving capacity of
the majority is low. The authorities have to take appropriate measures to step rates of saving and
investment in the economy. If the public reduces its own consumption and lends its savings to the
government, the result will be a net increase in the rate,of savings. This may happen if people
voluntarily save more under the temptation of an interest income. When the authorities borrow from
the central bank of the country there will be addition to aggregate money supply in the country. This
causes an addition to demand and an upward pressure on prices.

Controls inflation

Most governments’ market borrowings only divert funds from the market into the hands of the
government. As a result there is no net addition to aggregate demand and hence no increased
pressure on prices. However, the validity of this advocate is questionable on the basis of the
following basic facts: Even if public debt does not add to aggregate demand, it is bound to be
inflationary because the economy’s productive resources get diverted from the production of
consul"n.ption goods into that of capital goods. Borrowings used for war activities, for meeting natural
calamities and for other relief measures are most likely to be inflationary in their impact because they
are bgsically consumption-oriented. When a government borrows from the central bank, there is ai}
addition in money supply which in turn adds to demand and pushes up prices. Holding Of, public debt
can a‘lg.o lead to an addition in demand and inflationary pressures, e.g. banks rate government
securities as highly liquid which can be cashed at time without much of capital loss. This assured

?iquid‘ity position, therefore, tempts them to increase their loans and advances and thus add to
inflationary pressures in the market.
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Methods of Debts Repayments

There are several ways through which the government can repa'y its debts. The main methods which
are adopted to pay off or reduce the public debt are as follows:

Sinking Funds
Sinking Fund is very important method for the redemption of public debt. It is a fund which is
created out of the general revenue for paying off the loans every year. The debtor country during the

life of debt sets apart a port.ioil of the current revenue every year. When the sum thus accumulated
becomes equal to the loan raised, it pays off the entire debt in one instalment.

Terminable Annuities

If a debtor country wi‘shes to repay a permanent debt, it may do so by fixing instalments over a
period of years. These instalment repayments are known as annuities.
Utilisation of Surplus Budget

If during a particular year, the country has surplus budget, it can be utilised in reducing the burden of
the debt. Surpluses can be used for redeeming the public debt, but favourable budgets are not
common with the debtor countries. If at all there is any surplus any year; it is generally so small. It
cannot make any significant reduction in the national debt.

Redemption by the Purchase of Government Stock
A Government can also lessen the burden of debt by the purchase of its own stocks in the market.
These stocks can be brought by fresh borrowing at low rates or by the utilisation of surplus revenues.

Debt Conversion

Another important method for reducing the burden of the public debt is to convert a loan bearing a
high rate of interest into another with a lower rate of interest. Debt conversion is not repayment; it is
only the exchange of new debt for old one. If a government has contracted a loan when the rate of

interest was high, it can reduce the annual interest payment by converting the old loan into a new
loan. )

o, .

Capital Levy

Another important method which has been suggested by economists for wiping off the public debt is
the establishment of a special debt redemption levy. The government can introduce a special tax on
accumulated wealth or capital of the people at a progressive rate and with the money thus raised pay
off all the existing debts. The advocates of capital levy believe that it is not possible to reduce the
burden of debt by means of a sinking fund or surplus revenues or by annuities.

Surplus Balance Q}"Paymem‘.s '

A government can pay off debt by increasing exports and reducing imports. The surplus balance can
be used to lessen the burden of debt.

Writing off loans
he government can also request the credited countries to write off loan. This means requesting for
remission of the loan completely by the giving part. :

-
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Chapter Summary . : m-
This I<:)hapter has covered aspects of public expenditure structure policy, public budget and public

debt, The chapter has examined theories of public expenc%i‘rure and faqtors inﬂue_ncing the growth of
government expenditure. The chapter can be summarised in the. following key points:

% Public expenditures are expenses which a government incurs for maintenance of government
activities and operations. Expenditure incurred on maintaining peace and order, security,
defence, education, health and regulation of the economy are examples of government
expenditure items. ; ' _

% Public expenditure can be classified in two major ways, namely accounting classification and
economic classification. Accounting classification makes reference to the department for
which expenditure is incurred (departmental expenditures — Hospital department, education
department etc) or according to nature of expenditure (Heading- Stationery, Wages and
Salaries, Water). Economic classification of public expenditure categorises public
expenditure into three types; namely productive expenditure and unproductive expenditure;
transfer and non-transfer expenditures, recurrent, and development expenditures.

% Recurrent expenditure: This is expenditure for maintaining day to day activities of the
government and its institutions. It comprises consumption expenditure, wages, salaries, and
subsidies.

%+ Development expenditure: This is expenditure for maintaining investment activities for
further maintenance of public activities. It includes direct government involvement in
production and undertaking economic infrastructure. Expenditure on construction and
acquisition of long term assets on water, power, transport, communications, hospitals, schools
and others. :

¢ Canons of Government Expenditures: Canons of government expenditures are principles or
conditions that govern the public expenditure decisions. They reflect the philosophy of a
judicious use of public funds with associated legal propriety.

% Cannons of government expenditure include: the cannon of economy, surplus, sanction and

benefit.

% Government budget is a forecast of expenditures that will have to be met in a given financial

year and revenues to be raised to meet those expenditures. It is a statement of proposed

expenditures and expected revenues for the coming fiscal year together with data of actual

expenditures and revenues for the current and past years. Government budget leads to the

establishment of desirable totals for expenditures and revenues coupled with plans to ensure

that the actual operations are kept within the prescribed limits.

Government budget is of three types, namely balanced budget, deficit budget and surplus

budget.

Baiapced budget exists when expected government total revenue equals its fotal expenditure.

In this context the government is neither expected to expand nor to decline.

A d.eﬁmt budget exists when government expenditure exceeds government revenue in a

part1.cular budgelt year. That is the government is expected to spend more on public goods and

services than it is going to collect from its revenue sources. The deficit is normally financed

through borrowings.

* A sprplus budget exists wl'llen government revenues exceed government expenditures in
f;i*sguu:r I‘t;x;cliei g:;rit’sfl:i p12 ntél;ﬁg\s/e:;menglils expeccited to colle.ct from various sources of

normally accompanied by ;;reating savin b R BERs, e ices, Sumlus Rdgets v

: gs Or reserves.
* The Tanzania budgetary process in public sectors of Tanzania is implemented by several

1n§t1tut1ons and governed by several laws, guidelines, and circulars issued from time to time
by the government through the ministry of Finance and Econo

S Leton : mic Planning. Institutions
involved in the budgetary process include: the president and the ¢ -

abinet; Ministry of Finance
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and economic planning; Tanzania Rey
Parliament; Controller and Auditor Gener
government  Authorities; Prime Minist
organisations.

enue Authority; Budget Guideline committee;
al; Ministries and departments; Regions and Local
ers’ office, Civil societies and Private sector

Public debt is the borrowings by governments to finance expenditures not covered by current
tax revenues ar'ld othc?r government revenue sources. It is the total of the nation's debts. It is
the tgtal financial obhga'tions incurred by all governmental bodies of a nation ‘
Public debt can b? classified according to the following categories: Internal a1.1d external debt
{m‘erna{ (Domestic debt): Domestic debt is the amount of money raised by the Governrnent.
in loca} currency and from its own residents. Generallv domestic debt consists of two’
categories, which are Bank and Non-Bank borrowing. i3

{’;x_zerna.l deb.f (Ewgign debt): The external loans are raised from foreign countries or
international Institutions. These loans are repayable in foreign currencies. External loans help
to taife up various developmental programs in developing and underdeveloped countries
Public debt is said to be productive when it is raised for productive purposes. It is used t‘0 add
to the pi_'oductlvc? capacity of the economy. If the borrowed money is. invested in the
construction of rallv}rays, irrigation projects, power generations or any other activity related to
production we say it is a productive debt and provides a continuous flow of income to the
government.

Unproductive debts are those government debts which do not add to the productive capacity
of the economy. The interest and the principal amount of debt may have to be paid from other
sources of revenue, generally from tax collection, and therefore, such debts are a burden to
the community.

Public debt is a key contributor to the growth of physical infrastructure, savings and financial
system of the economy.

Thp }?urden of large.: public debt is the need to impose large tax collection for payments of
Aprmc‘ipai loans and interest. Normally, the tax payers should be prepared to pay high taxes to
enable the government to repay its borrowings and sustain the current government

expe‘nditures. Future generations have a possibility of paying high taxes in order to finance
previous years’ debts
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End of Chapter Four Revision Questions

I.

2

(U8}

N LA

10.

12.
13,

Briefly describe the following terms:

a) Public finance

b) Public debt

c¢) Fiscal policies
Mention and briefly explain any four appropriate fiscal measures that government may use tg
bring about stability in the economy. ry
What are the roles of Public finance in developing like that of Tanzania?
The market often fails, but the government often does not succeed in correcting the failures of the
market. The recognition of the limitation of the government implies that the government should
direct its focus only to those areas in which the market failures are most significant and where
there is evidence that the government intervention can make a significant difference. Discuss the
different schools of thought and perspectives on the roles of the government in the economy.
With examples in Tanzania context explain how changes in public debt affects inflation rates?
Explain how budgetary policies can affect the level of unemployment in a country.
With examples in Tanzania context explain the factors determining changes in government
expenditures. i

Describe four methods used by governments to finance a budget deficit. Briefly explain the
cannons of government expenditures?

With examples give an account of the major sources of public funds in Tanzania and briefly

explain the limitation of each.

Public Finance deals with public revenues, budgets, administration. approval and
implementation. Discuss the extent to which this process is effective in Tanzania, and show areas
(institutions) of weaknesses and strengths in the process.

Discuss what it means by
public debt?

Discuss the various methods throu
Discuss the benefits and effects of

public debt? To what extent is the Tanzania government managing its

gh which governments can use to repay its debts.
high public debt to developing economies like Tanzania.
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TAXATION THEORY, LAWS AND PRACTICES IN TANZANIA
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CHAPTER FIVE

THEORY OF TAXATION

Introduction _ : |
This chapter deals with the rationale and implication of imposing taxes in an economy. The C}'lapt.er
discusses the principles of good tax systems, the major classes of taxes, 'and the effects of taxation in
any economy. The chapter provides basic facts which should be considered by tax policy makers

whenever designing tax laws and policies.

Learning Outcomes

After successful completing this chapter readers should be able to:
Describe the meaning of tax

Explain the objectives of imposing taxes in an economy

Describe the major classification of taxes

Differentiate between direct tax and indirect tax

Describe the principles of a good tax system

Explain the effects of taxes in an economy

Principles of apportioning government burden

Explain the incidénce and impact of tax

Explain the theories of tax shifting

Describe the factors determining the taxable capacity of a country
Explain the meaning of tax base, tax yield and tax rate
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Meaning of Taxation

Tax can be defined as a compulsory levy payable by an economic unit to the government without any
corresponding entitlement to receive a definite benefit in gpods or services; in other words, without a
direct quid pro quo from the government. The basic reason for taxation is the need to control private
expenditure or to allow the -government to use its scarce resources without causing inflation.
Taxation is concerned with two problems: How to raise finance for the provision of social goods and
meril goods which a market economy cannot easily provide, e.g. defence, law and order and

stabilisation of the economy that is seeking to address price instability, poverty, unemployment,
environmental issues and others. :

Objectives of Taxation in an Economy
Taxes are chosen on the foundation of how well they are consistent with other objectives of
government policies. The main objectives of taxation are:

% Redistribution of income and economic powers

.’0

consumption of harmful goods to nation and individuals, e.g. high taxes on alcohols, tobacco,
some cosmetics, etc
o Comp.ense'xtory_ﬁscal policy-the inducement of marginal changes in private consumption so as
to maintain private consumption in order to maintain the balance between the ability of the
o

¢conomy to produce goods and services and the private and public demands of the goods and
services. :

% To collect money to finance social goods and merit
characteristics which make them less suitable for m
% To spend money on supporting the poor

goods because some of these goods have
arket provision
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* Reduction in the consumption of demerit goods. Taxation is used as tool for discouraging

X k ; 3 2 ) :
¢ To take steps to correct certain failures of the market and to act successfully as a planning

mechanism.

< To promote-economic growth

% To fight economic shocks-Throu
(inflation, unemployment etc)

% To bring favourable Balance of Payment
on exports, etc

E3 :ff.} manage investment trend and inducing consumption behaviour. Offering special tax
incentives to special specific sectors (industries) and regions.

% To protect domestic industries and quality of products. This is normally achieved through
high import duty and suspended duty to discourage importation of substandard goods.

gh tax policies designed to smooth out market system shocks

(BoP)- through increased import duties, exemptions

Classification of Taxes

Taxes are cl.assiﬁed into three major categories. Firstly, on the bases of legal incidence and
economic incidence; secondly, is on the basis of the nature of tax levying (charging) method i.e.

progressive, proportion, and regressive; and thirdly, taxes can be classified on the basie upon which
tax is levied, 1.e. Income, expenditure and wealth.

Classification of Tax based on incidence

Direct Taxes

Direct taxes are those taxes whose legal and economic incidences are on the same person. That is the
person who is legally charged with tax is the same person who suffers the economic loss due to tax.
With direct taxes there is no possibility of shifting the tax burden (economic loss) to other person(s).
Individual or economic entities suffer directly on direct taxes such as PAYE, Corporation tax,
property tax and others. Direct taxes are easy to collect and allow an element of income
redistribution. There is consideration for the ability-to-pay. Direct taxes bring adequate social and
economic justice. They can also be used to reduce income and wealth inequalities. However, direct
taxes have some demerits. One of which is difficulties in measuring or estimating degree of
progression needed due to difficulties in measuring ability to pay and the subjective nature of the
marginal utility of income. Direct tax also fails in capturing employees/income from informal sector.
Sometimes the cost of preventing evasion may be high and more burdensome.

Indirect taxes

Indirect taxes are taxes whose legal incidence and economic incidence are on two or more different
persons depending on transferability of the tax economic loss or burden. The tax law can legally
charge one person but the economic burden (incidence) of such tax is shifted to another person or
can be shared by many persons in the consumption or production chain. Indirect taxes are taxes on
consumption of goods and services, tax on consumer expenditure. Examples of indirect taxes are
Value Added Tax—VAT, import duty, sales tax, and excise tax.

The merits of indirect taxes include: Convenience, Taxpayers pay in bits and generally during
tran§acti0ns of sales and purchases. Indirect taxes are usually hidden in the prices of goods and
Services; hence the pressure is not felt so much. Chances of tax evasion are less if there is proper
administration (difficult or impossible to evade). Indirect.taxes are a powerful tool in promoting the
Production and investment activities of the economy, i.e. they can guide the economy in its resource
allocation. Indirect taxes rates are flexible and their coverage can be quite selective and can be
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modified more readily to suit the occasion. One good example of the flexibility in indirect taxes gy,
the customs duties

However, just like direct taxes, indirect taxes have some demerits. The_s_e mcludgjz Rt{‘éress.i\(e i
nature (violate ability to pay principle), and so unjust to the poor. Indirect tax feed _mﬂaﬂonary
forces. They take away a part of the purchasing power of the taxpayer and that has the eft'"ect of
reducing demand and prices. On the other hand, indirect taxes begin \ylth adding Fo the sale prices of
the taxed goods without affecting the purchasing power in the first place. Fhl.? rcsull s that,
inflationary forces are fed through higher prices, higher costs, and wages and again higher priceg
burden. Indirect taxes are charged on consumer expenditure, e.g. VAT. They are also charged on the
activities of the entity.

Classification of Tax Based on Charging Methods

Proportion Tax: Taxes are considered or classified as proportional if the average charge rate of tax
remains constant regardless of changes in income or tax base. That is, there is a fixed percentage of

income which is taken as tax. The Corporation tax in Tanzania is a good example of proportion tax,
charged at the rate 30% on income.

Progressive Tax: It is a tax whose tax rate increases as income increases or as the tax base changes.
This means that, the amount of tax to be paid increases more than proportionately with income. For
instance, a tax payer with an income of Tsh. 200,000 can be charged at the rate of 20%, while a tax

payer with an income of say Tsh. 500,000 is charged at the rate of 30%. A good example of .

progressive tax in Tanzania is the employment income tax known as Pay As You Earn (PAYE).

Regressive Tax: It is a tax with an average charge rate falls as income or tax base increases. For
instance a taxpayer with an income of Tsh. 300,000 can suffer the tax burden on his income at the
rate of 15% while a taxpayer with an income of Tsh. 600,000 suffers the amount at the rate of 7.5%.
A good example is the excise tax on goods such as cement, salt, sugar, etc. Poor and rich pay the
same amount of tax. The tax payable forms a declining proportion as income increases.

Figure I1: Graphical representation of proportion, progressive and regressive taxes. -

Regressive tax

Tax

rate

rog ress}@ tax

EPrOpc}rtional tax

e

Taxable income/ tax base

Specific Tax: These are taxes whose rate

one tone of sugar. Items charged spec
petroleum products.

° Is based on tl}e tax base weight or size e.g. 200/= for every
ific rates are for instance cigarette, wine, spirits, beer, and
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Ad-valorem Tax: Tax based on value of the tax base e.g. 20% of the sales value. Taxes on
international trade are good examples. Import duty, levied on ad valorem rate on the CIF value of
goods imported, e.g. 0% on agricultural tractors, fertilizers, on raw materials imported, etc; 10% on
semi-processed goods and 25% on final consumer goods. Excise duty, charged either on specific ot
ad valorem rate on importation of certain consumer goods., e.g. 10% on saloon cars, station wagons
etc.

Classification of Tax According to Tax Base

Tax base means what is being taxed and what is not. Under this basis we have the following classes:

Income tax: taxed based on the amount of income earned or received by taxpayers at specific period
of time e.g. corporate tax, PAYE for employee etc. Income base taxes are most popular taxes all over
the world.

Wealth tax: taxed based on wealth accumulated by taxpayers. Examples are capital gain tax, property
taxes, etc. Sometimes wealth taxes can be easily measured and administered, for example land rent
taxes'which are based on square meters. Also, wealth tax can be used to tackle tax avoidance in the
tax system, for instance, if you buy shares in corporate entity you will only be taxed when you sell or
receive dividends. On the other hand, some of wealth taxes are difficult to administer; issues such as
inflation, valuation of properties without being sold for council taxes make the wealth tax complex to
determine and administer.

Expenditure or Consumption tax: taxed based on taxpayers spending their income or wealth
accumulated. For example, value added taxes and excise duties on purchase of alcohol and cigarette.
Expenditure taxes, unlike income and wealth taxes relate to taxes on consumption from an economy.
Thus. we do not have to worry about valuation of income in expenditure taxes; and since taxpayers
are taxed only if they spend the income or Wealth, they are somehow encouraged to save.

Principles of Taxation _
Principles or sometimes referred to as canons of taxation are attributes of good tax systems. These
principles were suggested and developed by early economist including Adarg Smith of Umte_d
Kingdom (Wealth of Nations, 1776). This economist through research and infensive study of public
finance and tax systems in developed economies found that in order for tax policies to be successful
and receive general acceptance from general public and tax payers they need to conform to these
attributes. However, it does not necessarily mean that a tax system or law or policy must confirm to
all of these principles, but great care must be taken so that a tax law meets a good number of these
principles. These principles are as presented below:

The principle of equality s
The meaning of this principle is equality of sacrifice. That is, amount of tax that neefis to be pald‘ is
proportional to the respective ability of the taxpayer. The principlf? suggests adoptmg. progressive
taxation whereby people with higher income are required to pay higher rates of taxation and vice
versa (vertical equity). Similarly, people with the same income should be taxed at equgi rates
(horizontal equity). Equality of persons should reasonably focus on relevance, neutrality, and
progressiveness.

Tax differentiation must be based upon a relevant difference between the two taxpayers. A relevant
difference is one which pertains to the relation of each of these taxpayers to the government and to
the payment of taxes, e.g. difference in their annual income.
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Justice in taxation can be achieved only if taxpayers are e'lss_umd of impartial trea}tlllr_itcant, {.el.ltlmpamal
between one person and another (similar treatment for similar persqns). Irr;ga;‘tm ity mig felem to
require idéntical treatment for everyone, in the first place, but this woul 1gn1(l)re rgar%}_f relevant
differences in circumstances. Hence, it is unjust to treat taxpayers ahke. when 16‘11 relevar}t
" circumstances are different, and it is likewise unjust to treai:' the.rn differently when thej;
circumstances are the same. For instance, corporate income tax is said to be un-neutral towarq

corporations as against partnership.

Profit against interest and distributed income against undistributed' inco_me : . oy
Progressive taxation is a measure that aims at equality of taxation, i.e. taxation that discriminate
taxpayers according to quantity of taxpayers’ income or wealth. It aims at equality of taxpayers after

taxation. It is a rational discrimination in the public interest.

The Principle of Certainty 4
Certainty of tax refers to time of payment, manner of payment and amount payable. Therefore, taxes
should be certain and not arbitrary; that is, clear and plain to the contributor anc‘i every other' person,
Otherwise, the taxpayer may be subject to expensive administration. Uncertainty in taxation may
encourage corruption (and so the principle is regarded to be important).

According to Smith, taxes should be intelligible (comprehensible or understandable) to the taxpgyelr.
This recognises the principle of simplicity as an important value. The tax base shoul'd be pl'am in
terms of tax base, computation of tax liability, statutory due dates and sanctions associated with the
fax.

The Principle of Convenience

Every tax has to be levied at the time or in the manner in which it will most likely be convenient for
a taxpayer to pay it. The principle states that, “the time of payment and manner of payment should be
convenient to the taxpayer.” For example, it is convenient to pay taxes on income when one is
getting his wage or income, and consumption taxes at the time of spending.

The Principle of Economy _
Taxes should be economical, that is, not too expensive to collect and not unduly obstructive and

discouraging to the taxpayer. Collection costs should not exceed the amount of tax collected. In other -

words, the administrative costs that are incurred in the exercise of collecting taxes should be
minimum compared to revenue collected.

Revenue (maximum) Principle

Later writers added this principle to Smith’s canons of taxation. It is based "on the argument that, a
perfect tax (that meets the above criteria) which does not bring in money has no financial usefulness.

inﬂatioq. "ll"heyefore, according to this principle, the first question to ask about a new tax is ‘how
much will it yield. s

Canon of buoyancy

Y to increase along with an increase in national
of taxes are not revised. .

Canon of flexibility
It should be possible for the authorities without undue delay
respect to its coverage and rates, to sujt the ch: ;
treasury.

to revise the tax structure, both with
anging requirements of the economy and of the

Canon of simplicity

Tax system should not be too complicated that makes it difficult to understand and administer
thereby resulting to problems in Interpretation and legal disputes,

Canon of diversity

public revenue. Therefore, if the tax revenue

; thep any reduction in tax revenue on account of any one may be
very small. However, too much multiplicity of taxes is to be avoided.

Principles of Distribution of the Tax Burden
Distribution of the tax burden is the process of allocati

goods and services to its beneficiaries. What the government spends must be paid for. It could be in

The Principle of Benefits Received

It is the rule of paying for what one gets (as applied in commercial world). It is argued that this
simple rule of paying for what one gets should be applied to the goods and services supplied by the
government as well as to those supplied by the private sector. Supporters of this approach argue that
if those who receive government benefits will pay for them, it would relief government from extra
burden. However, this principle is having some criticisms, one of which is measurement problem, ie.
how to measure benefit received. No definite measurement of benefits possible. Thus, it is difficult
or there is o very clear way of accounting for the benefits from many government goods and
services due to: Services are rendered for the benefit of all, and the particular interest of any taxpayer
1s not determinable. Many of the benefits of the government are indirect, e.g. public charity may
directly benefit relieved clients but it may also indirectly benefit others. Benefits may be greater or
less than the cost to the government. There is no clear consensus as to whether the rich receive more
benefit from the government than the poor, or vice versa. The benefit concept is ambiguous and it
encompasses several more or less distinguishable types, e.g. direct and separable benefit; the
subjective benefit associated with the satisfaction of an individual’s preference; the objective benefit
that one enjoys along with others.

The Ability-to-Pay Principle

The abi.lity to pay principle suggests that taxpayers should be charged taxes according to their
cconomic ability to pay such taxes. Those with high income or wealth for instance should be charged
more taxes than those with low income or wealth. This principle is considered more proper (natural
and appropriate) in distributing governmental taxes. Criticisms of the ability to pay principle include
Measurement of ability to pay. Like benefits received, does not easily lend itself to measurement. No
general agreement as to what should be the measuring rod; some advocate property or wealth as the
Proper criterion; others prefer net income; two or all three of these. The problem with net income
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approach is the definition of net income. Others would Iik.e to qualify nt;t' mcon::ea\;étzsilrli%\gances
for dependents. Some would also differentiate betweel} 'varlous sources of incom S more
ability to property income than to services income. Ability to pay does not give qua answers
to the question “how fast ability advances as income advances.

Equal and Proportional Sacrifice : i S
Under this principle, everyone would be required to make a contribution, but small contributions

from the poor would be assumed to equal in sacrifice the large contril?utions from the rich. In qther
words, some levy would be approved on smaller incomes, up to the point perhgps twhere the sacr%ﬁce
would equal that involved in levies on the larger incomes. The prmmp:al objection to all sacrifice
theories is that the utility of income is either immeasurable or,asa l?ractlcal. matter, not amenable to
any precision in measurement. It has been contended that sacrifice is a sul?]ecyve matter and that it
differs from individual to individual, even among those in the same economic circumstances.

Power of the individual approach : : :
Emphasis is laid on one’s capacity to bear responsibilities. Accordingly, one is expecte:d to shoulder
as much of the public burden as his capacity permits. This principle could be applied in a non-
monetary economy, which, would call for direct service to the common goods and Wtzuld expect
more from the powerful man than from the decrepit. It also may be argued that receipt of income or
the possession of wealth represents ability because it contains elements of privilege.

The Social Expediency Principle

This theory asserts that every tax proposed must pass the test of practicability. The key idea is that in
distributing the tax burden pressure from economic, social and political groups must be taken into
account. In most cases every group in an economy tries to protect its own interest and thus
authorities are forced to reshape tax structure to accommodate these pressures. In addition
administrative set ups must be efficient enough to allow collection of the tax at a reasonable costs
and yielding adequate revenues. Different practicable taxes and different practicable rates have to be
considered with reference to their possible effects on the working of the economy. However building
a tax system solely on consideration of expediency may results in a number of weaknesses and
drawbacks. Taxation provides a powerful. set of policy tools to authorities and is effectively used as
for remedying economic and social illness of socicties such as income inequalities, regional
disparities, unemployment, cyclical fluctuations and others.

Effects of Taxes in the Economy

It is assumed by economists that a competitive market economy with sufficient factor mobility would
result in an optimum allocation of its productive resources. Optimum allocation is defined as the one
in which the relevant marginal conditions are satisfied (marginal revenues should equal to marginal

distribution, labour, or capital.

Allocative effects of indirect taxes on income distribution

Indirect taxes have some effects on distribution of income and we
mechanism itself generates ever-widening income ine
and widens income and wealth inequalities in the €conomy. This in turns shifts demand relatively m
favot}r of luxuries which, ordinarily, a less developed €conomy cannot afford. Therefore. indirect
taxation of commodities should be highly selective with reference to coverage and rates. ,

alth due to the fact that market
qualities. Indirect taxation is pro-inflationary
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Allocative effects of taxes on capital
The allocative effects of taxes on cap
investment is the one the return from

Effects of taxes on capital assets

Different capital assets do not yield income at the same rate and some assets have no yield at all. An
annual tax on capital brings about a shift in the relative attractiveness of different capital assets.
Capital resources would tend to move out of Jess attractive in to more attractive forms of investment.
Another form of capital taxation is that of gift. That is when capital owner transfers its ownership
during his lifetime without a payment; the transfer is subject to a tax which may be imposed on the
giver with reference to the value of the gift or the paying capacity of the giver.

Effect of direct taxation on supply of labour

In progressive income tax, both average and marginal rates of tax increase with increasing income
and the marginal rate rises faster than the average one. Thus, at a given wage rate, as a worker earns
more, the after tax wage rate falls. Therefore, the substitution effect, among other things, depends
upon the progression of income-tax and the Wage rate. So, a greater progression and a higher wage
rate would cause a greater reduction in labour supply. As in the case of direct taxes, indirect taxes
also reduce the real income of the labour. Therefore, both taxes have the same effect on supply of
labour provided that both taxes impose the same tax liability on each taxpayer.

The Incidence and Impact of Tax
When the government imposes tax there are two issues which arise, namely impact and incidence of

‘tax. The impact and incidence are sometimes referred to as legal incidence and economic incidence

respectively. Tax incidence and impact of tax are key concept to be considered when designing tax
policy and tax laws. The acceptability of a tax will depend on who is going to legally pay tax (legal
incidence) and who is finally going to be affected in terms of fall in income ( economic incidence).

Impact of tax

Tax impact is the first point of contact with the taxpayers. It is sometimes referred to as the legal
incidence of tax. The impact of tax is upon those who have the statutory responsibility of paying tax
to the government collecting agent or authority. For instance, VAT in Tanzania is legally imposed on
VAT registered traders. Thus the VAT registered trader bears the impact of VAT. -

Incidence of a tax

Incidence of g tax, on the other hand, is defined as the tax’s final resting place. It is sometimes
referred to as economic incidence of tax. The incidence of tax is upon those economic units which
finally bear the economic burden of it and which are not able to pass it to others. Incidence lies upon
that final source from which the tax money comes. Tax incidence reflects the burden of tax, the
decline in real income that is suffered as result of tax imposed. For instance, for VAT the incidence
is on the buyer (consumer) of the product. For direct taxes the Incidence is on the income receiver
(earner or recipient). Such person’s income always is being reduced by the exact amount of tax, e.g.
PAYE. In the case of indirect taxes, Incidence can be either on the buyer or the seller, or both
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shared. For example, tax incidence on tax imposed on tobacco products is on the smoker and
likewise for alcohol the tax incidence thereon is on the drinker.

Tax Shifting

A particular tax such as excise duty is likely to- be borne by a large nurnbf‘tr of economicl units. A
single unit of tax excise duty collected on one unit of an item of production may be shifted and
finally shared by a number of economic units. Tax shifting may pass several stages 'an_d the final
incidence of a tax is scattered. The burden of a tax can be shifted, partially or fully. This is normally
by means of price variations, e.g. prices may be raised in the sales transactions or may be lowered in
purchase transactions. If sales transactions of a taxed good or service come to an end, theq there is no
possibility of shifting the incidence, and if the tax is on a commodity, service or/and item which
ceases to exist (L.e. for final consumption/no further stages), then there would be no incidence of the
tax upon anyone because the tax would not be collected in this case.

Forward and backward shifting

A tax may be shifted either through a sales transaction or through a purchase transaction by way of
price variation. Forward shifting is affected through sales transactions (price variation).If a producer
is asked to pay a tax, say an excise duty on his/her product; he/she may increase the sale price of the
product. In this case, the producer is collecting a portion of the tax from his/her customer and is
shifting a portion of tax burden forward. Backward shifting is effected through the vehicle of
purchase transactions. This happens if producer reduces purchase prices of inputs. This may be
facilitated by forcing (convincing by producer) suppliers of raw materials or other inputs to accept
lower prices. :

Theories of Tax Shifting

These are developed to address issues on who pays the tax in the final analysis. That is, on whom the
final incidence of tax rests. The following are prominent approaches to the issue:

The Concentration Theory

This approach maintains that there is an inherent tendency for the taxes to be absorbed by certain
income classes. According to Physiocrats and Classical economists, it is only those who are
appropriating a ‘surplus’ who could bear the taxes in the economy. To this understanding, other

f:lasses (except peasants) are not producers of surplus since in their case the value of the final output
is only equal to the value of inputs.

The Diffusion Theory
This theory states that “if we believe in the interdependence of various economic units in the

economy and if we believe that the wage rates are not setting at subsistence so that the surpluses
exist throughout, then it follows that a tax imposed at one place could shift to other sectors of the
economy’. It is also added that because of the constant interactio
eventually it becomes impossible to trace

diffused in the economic system.

stal n of sales/purchase transactions,
the final incidence of any tax and in reality all taxes get
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buyer or the seller, the share of the tax borne by
larger; and the share of the tax bome by the bu
Actually, the tax burden will be shared betwee
of supply and demand. t

the seller will be larger if the elasticity of demand is
yer will be larger if the elasticity of supply is larger.
n the buyer and the seller in the ratio of the elasticity

Taxable Capacity : -
Taxable capacity is defined as the maximum a
towards the expenditure of the government with
of squeezability. It is the maximum amount of
maximum economic welfare in the economy.

mount, which citizens of a country can contribute
out undergoing unbearable strain. It is the upper limit
taxation that can be raised and spent to produce the

Factors affecting taxable capacity
The tax capacity of a country depends on the following factors:

« The population size and the rate of growth

The size and growth of gross domestic product (GDP)

Method of taxation: A well designed tax system would offer diversity.

Income stability: If the income is uncertain and subject to fluctuations the taxable capacity
would as well be affected. ;

% Political stability: A country that enjoys political stability provides conducive environment

for its people to work (and also induce foreign investors) and contribute toward the GDP

The level and structure of trade (openness of the economy-subsistence vs market economy).

e Inflation: Inflation tends to lower the purchasing power of the people. Therefore during
inflation individuals will tend to spend more out of their incomes in order to remain at the
same standard of living. This reduces the level of income available for other purposes, i.c.

saving and investment. Consequently, inflation has adverse effect on taxable capacity.
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Tax Base, Tax Yield and Tax Rate
Tax Base

Each tax has a base upon which it is levied .Tax base can be defined as an object whose existence or
occurrence incepts the idea that tax should be imposed. It is the legal description of the object with
reference to which the tax is payable. Thus, legal description of the object to which the tax applies
such as net income of an individual, the value of the property, etc. For example, the base of income
tax is income; the base of VAT is the production, distribution, consumption; the base of an excise
duty is production, packing or processing of a specific good etc. For levying or charging purpose,
taxes are classified as either specific or ad valorem. Specific taxes are levied basing on the volume
(weight or size) of the tax base. Ad valorem taxes are levied on the value of the tax base. Thus,

popular examples of tax bases include: income, sales, wealth, production, distribution, consumption,
and people.

Tax yield

Tax yield is the amount of tax collectible from a tax system. It is the net amount of revenue collected
after deducting collection costs. It is important that public revenues be sufficient to maintain
essential governmental functions. Taxes should be adequate. That is, the best revenue source is the
one which yields the most revenue. Inadequate taxes may mean unbalanced budgets which in turn
May be the cause of inflation.
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Tax Rate

Taxes have a rate or series of rates. Tax rate is the amount of tax usually expressed in percentage
form, levied on per unit base. Thus the term is used to denote the amount of a tax per unit of the tay
base. Tax rates may be progressive, proportional, or regressive.

Progressive tax structure .

A progressive tax is one which takes an increasing proportion of income as income rises, ie.
proportion of income going to in tax rises with income. In other word, tax rate rises as the tax bagse
increases.

Proportional tax system
[t takes a constant proportion of income. Thus, tax rate remains unchanged for each unit of the tax
base :

Regressive tax system

This system takes a declining proportion of income as income rises, i.e tax rate diminishes as the
base increases E

De-regressive taxation

This is used to distinguish between certain forms of progressive rates. De-regressive progression
occurs when there is a declining degree of progression as the tax base increases. Forms of de-
regression are: Certain amount of tax base is exempted, and a single rate is applied to the rest. Where
the rate schedule does not rise fast enough as the tax base increases, i.e. where the degree of

progression is not constant throughout so that the addition to tax rate becomes slower as the tax base
imncreases.

growth; creatlnge an mv_estment friendly environment; and generating sufficient finances to fund
government Services.

Responsible tax policy formula'ti_on requires that tax policy be rational and have wider benefits in
mind. Any.mdicatlon of favoritisms in the tax policy and in the tax system undermines public
confidence in government and generates resistance to the taxes imposed by government. On the other

It is very critical that taxes are fairly imposed and that the public must see that fairness exhibited
both: in content of the tax laws and in the administration of the tax laws.

Features of Good Tax Policy

A good tax policy should have the following three features:
Amount to be collected by government
Ideally, the tax collected should be enough to meet public spending needs and contribute to fiscal

stability. but not so big as to encourage the government itself to be wasteful or to appropriate money
that could be better used in private hands.

Distributive effect of the tax burden among actual

A good tax policy should be fairly distributed among taxpayers. The tax burden should be fair. The
potential advantage of using tax policy is to help achieve other public policy goals such as
encouraging business to locate in certain regions (eg. poorer regions), invest in particular
underserved sectors; or redistributing income or wealth from one group of citizens to another.

Minimization and control of the potential adverse economic costs of taxation

Both taxpayers and legislators would want to know about the efficiency of the tax administration.
How much money that is raised is absorbed in the collection process? What are indirect costs of
raising revenue?: taxing any activity almost inevitably discourages it. For example, taxing coffee
exports may bias the whole economy in an inefficient way, against producing coffee for export. It is
probably more efficient simply to spread the tax burden more widely.

Chapter Summary

This chapter has dealt with the rationale and implication of imposing taxes in an economy. The
chapter has discussed the events or activities which give rise to imposition of taxes, principles of
good tax systems, the major classes of taxes, and the effects of taxation in any economy. The key
points presented in this chapter can be summarised as follows:

% Tax can be defined as a compulsory charge payable by an economic unit or citizens to the
government without any corresponding entitlement to receive a definite benefit in goods or
services. :

** Government imposes taxes for any of the following objectives; Redistribution of income and
economic powers; Reduction in the consumption of demerit goods. Means of collecting
money to finance social goods and merit goods; promote—economic growth, to maintain
economic stability (inflation, unemployment etc); bring favourable Balance of Payment
(BoP); protect domestic industries and quality of products.

% Taxes are classified into three major categories; namely on the bases of legal incidence and

€conomic incidence; on the basis of ‘the nature of tax levying (charging) method i.e.

Progressive, proportion, and regressive; and on the base upon which tax is levied, i.e. Income,

€xpenditure and wealth.

* Direct taxes are those taxes whose legal and economic incidences are on the same person.

That is the person who is legally charged with tax is the same person who suffers the
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economic loss due to tax. With direct taxes there is no possibil@t.y of shifting the tax bll_rd.en
(economic loss) to other person(s). Individual or economic entities suffer directly on direct
taxes such as PAYE, Corporation tax, property tax and others.

--Indirect taxes are taxes whose legal incidence and economic incidence are on two or more

different persons depending on transferability of the tax ec.onc.)mic loss or burden. .The tax law
can legally charge one person but the economic bu1.rden (incidence) .of such tax 1sjsh1fted‘tg
another person or can be shared by many persons in the consumption or production c.ham,
Indirect taxes are taxes on consumption of goods and services, tax on consumer exper}dlture‘
Examples of indirect taxes are Value Added Tax—VAT, import duty, sales tax_, al.ld excise tax.
Principles of taxation are attributes of good tax systems. Thf: well-kpox_vn principles of taxes
are principle of equality of sacrifice, principle of certainty; prmcq-)l? ‘of convenience;
principle of economy; principle of productivity; principle of flexibility; principle of
simplicity and principle of diversity. :

When government impose taxes in an economy normally leads to severai. gffects. These
include shifting of the existing resource allocation pattern. There is the possibility of a sub-
optimal allocation of resources between different industries. A locative effect may be on
income distribution, labour, and investment on capital and capital assets.

Tax impact is the first point of contact with the taxpayers. It is the people who bear the
responsibility of paying tax to the authorities, i.e. those who have the statutory responsibility
of paying tax to the government collecting agent or authority.

Incidence of a tax is the tax’s final resting place. It is those economic units which finally bear
the economic burden of tax. Incidence lies upon that final source from which the tax money
comes.

Tax base can be defined as an object whose existence or occurrence incepts the idea that tax
should be imposed. It is the legal description of the object with reference to which the tax is
payable. ;

Tax yield is the amount of tax collectible from a tax system. It is the net amount of revenue
collected after deducting collection costs. It is important that public revenues be sufficient to
maintain essential governmental functions.

Tax policy is a government perspective on tax matters. Tax policies provide a guide on
structure of taxes.

Tax policy intends to promote the economic policies of the Government or to prevent them
working out of harmony. with government objectives. Taxation policy aims at: Promoting

economic growth; creating an investment friendly environment; generating sufficient
finances to fund government services
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End of Chapter Five Revision Questions

1.

W

wn

Briefly explain the following concepts:
(a) Tax base
(b) Tax Capacity
(c) Tax structure
(d) Tax incidence
(e) Tax impact

Explain the Principles of an optimal tax system.

What are the main differences between direct and indirect taxes?

Explain how changes in tax rates or policy affect labour and investments in an economy.
‘However unpopular taxation may be, governments today are compelled to impose them’.

Required:

g,
10

i. Identify various reasons as to wh
tax on its citizens
ii.  For each reason so identified explain;
- The tax which is used to achieve the stated objective
- How such a tax is expected to achieve the identified reason
Identify and discuss the arguments for and against indirect form of taxation
There is no need for the Government of Tanzania to raise revenue for the provision of goods or
services for economic development through taxation. These activities should be left to the private
sector, since the price mechanism is the best device in providing goods and services for
development" Do you agree with the above statement? Give any four reasons to support your
answer.

Elasticity of demand and supply is an important determinant of the effects of taxation in the
economy. Discuss this statement.

Briefly explain the extent to which taxes can be used to counteract inflationary pressures.
Discuss the applicability of the theories of tax shifting in Tanzania.

I1. Explain why different countries have different taxable capacities.
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CHAPTER SIX

TAX ADMINISTRATION IN TANZANIA
Introduction

Tax administration in Tanzania is mainly vested under the Tanzania Revenue All_th'OI‘itY .( TRA) under
the supervision of the ministry of finance and economic develop_men‘f. Tax administration is ma'in}y
concerned with implementation of tax laws on issues such as registration of ta.x payers u{lder varioys
tax laws, tax assessments, tax audit, enforcement of tax laws, offences, pena1t1e§, CO]%GC‘[IOH of taxes,
accounting for taxes, and dispute resolution. This chapter deals with tax administration in Tar}zania
on issues such as taxpayer services, taxpayer identification number, tax assessments, tax audit and
investigation, dispute resolution, tax payment and recovery, and tax refund and remission. Other
matters on tax administration are non-compliance matters on tax laws. The major reference resource
on tax administration matters is the Tax Administration Act of 2015.

Learning Outcomes ‘

After completing this chapter readers should be able to:
“* Explain the functions and roles of Tanzania Revenue Authority

Describe the purpose of Taxpayer Identification Number

Describe the various tax assessments administered by the TRA

Describe the objective of tax audit and mvestigation

Describe the procedures involved in tax dispute resolution

Describe the manner and procedures for payment of tax to TRA

Describe the procedures involved in processing tax refund

Describe overdue tax recovery measures used by the Commissioner General

Describe taxpayer modernization programmes of TRA and the expected benefits

Describe tax avoidance and evasion practices in Tanzania
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Establishment and Functions of Tanzania Revenue Authority (TRA)

The Tanzania Revenue Authority was formed by the Act of Parliament No. 11 of 1995, and started
its operation on 1° July 1996. It was formed in order to bring the functions of the government
revenue collection under one umbrella; imparting some degree of autonomy to the function with
expectation of increasing revenue collections, improving voluntary compliance, minimizing
collection costs, widening the tax base and controlling evasion and fraud. Under the establishing Act
the authority is charged with the functions of: Assessing, collecting and accounting for all Central
Governrpent revenues and administering and give effective laws relating such revenues, monitoring,
overseeing and co-coordinating administration of revenue laws of the central government in the
jurisdiction of the URT, advising the government on matters related to fiscal policy, the
implementation of the policy and tax compliance to the highest degree possible. Other functions of

TRA include production of trade statistics and publications, improving the quality of services to the
taxpayers and counteract fraud and other forms of tax evasion.
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Organisation Structure of TRA

The Tanzania Revenue Authority is operationally organised in four revenue departments and seven
support departments under the overseeing of the Commissioner General assisted by Deputy
Commissioner General. The four revenue departments are Customs and Excise. Domestic Revenue,
Large Tax payers and Tax investigation departments. The support departments are the Internal Audit,
Taxpayer services and Education, Research and Policy, Board Secretariat and Legal services, Human
Resources and Administration, Finance, Information and Communication Technology.

Domestic Revenue Department

taxes and charges such as: Income tax for individuals and corporations, Value Added Taxes (VAT),
Excise Duty on locally produced/manufactured goods, Motor vehicle registration and transfer tax,

Skills and Development Levy (SD L). Driving License fees, Port Services Charges, Airport charges
and Stamp Duty.

Customs and Excise Department

This department is headed by Commissioner for customs and Excise department. The department
administers taxes and charges on internationa] trade, which are import duty, Excise duty on imported
goods and VAT on imports. Other responsibilities arc to control prohibited and restricted goods or
materials imported through borders, seaports and airports. It compiles Trade Statistics and facilitation
of International trade. The main tax laws administered under this department are the East African
Customs Management Act 2004, Value Added Tax 2014, Excise Management and Tariff Act and
others.

Large Taxpayers Department ;

Large Taxpayers Department serves as one stop shop for large corporate taxpayers. Taxpayers under
this department are those whose businesses are considered complex leading to complex tax affairs.
Taxpayers registered under this department are companies whose aggregate payment of VAT,

Income tax and Excise Duty exceeds Tsh. 400 million per annum or annual turnover of Tsh. 12
billion per annum.

Tax investigation Department

This department is charged with the responsibility of 1dentifying cases of tax fraud and tax evasion.
through investigations and recommending for criminal prosecution. The overall aim of the
department is to improve compliance with tax laws as well as maintaining high level of
professionalism in doing day-to-day activities to ensure that revenue targets are reached and
surpassed.

Stakeholders of TRA

TRA stakeholder include: Taxpayers; Government Ministries, government departments and its
agencies; Courts of laws; Tax consultants and clearing & Forwarding Agents, Tax Appeals Boards
and Tribunal; Financial Institutions; Private Sector Institution (Organisation); Development Partners;
Non-Governmental Organisation; and General Public.

Duties and Responsibilities of TRA

To administer tax laws through: ,
“* Assessing tax liability of companies and individuals

** Collection of taxes
** Accounting of the tax revenues
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To monitor, oversee and coordinate all tax administration activities to ensure:
+ Fairness
% Efficiency and
+ Effective tax management

To advice the government on tax laws and administration

To promote voluntary tax compliance ;

To take effective steps to counteract fraud and tax evasion

Obligations of the Tanzania Revenue Authority

In discharging its responsibilities of collecting government revenues, TRA observes a number of

obligations to its taxpayers and other stakeholders:
< To issue correct tax assessment in accordance with tax laws

To collect taxes according to the existing tax laws, regulations and procedures

To provide high quality services to taxpayers and stakeholders

To provide handle all inquiries from taxpayers and stakeholders so as to enable them

discharge their obligations

% To handle all complaints from taxpayers and stakeholders with a view to providing solutions
and enable TRA to improve services

% To educate taxpayers and stakeholders on their rights and obligations, issue tax form and
provide timely and accurate information in simple languages

% To cooperate with Tax Appeal Board/Tribunal and court of laws by ensuring timely
attendance and provision of evidence in order to resolve tax disputes.

+ To provide professional training on tax matters to taxpayers and stakeholders.

** To provide advice to the government and other government organs on matters pertaining to
fiscal policy and its implementation.
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The Tanzania Revenue Authority is vested with the responsibility of administering and giving effects
to all tax laws in Tanzania in accordance with the provisions of the Tanzania Revenue Authority Act
Cap 399. The Commissioner General may delegate his functions to tax officers in relation to tax
laws. In carrying out the functions and duties of TRA the TRA officers are issued identify cards
which bears the logo of the Authority and a passport size photograph of the tax officer. The tax

officers or authorised officers must wear and produce at all times the identity cards when executing
their official duties.

Taxpayer Identification Number (TIN)

Procedures for obtaining Taxpayer Identification Number

manner.

The purposes of the Taxpayer Identification Number are
regular basis. Thus, it is supposed to be quoted by tax
any other document submitted the TRA or used for p

to identify and recognise taxpayers on
payers in any claim, notice, return, statement or
urpose of a tax law.
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Caneellation of the Taxpayer Identification Number

There are several circumstances which may cause the Taxpayer Identification Number to be
cancelled. Section 25 of the TAA. 2015 stipulates the following circumstances:
<% Where the bearer of the number is dead or, in the case of a body corporate, is wound up;
¢ A person described in Taxpayer Identification Number certificate is fictitious;
% The identity of a person holding the certificate is different from the identity of a person to
whom the certificate was issued:

% The person to whom the Taxpayer Identification Number certificate was issued is a holder of
another number;

% There is reasonable ground to warrant a cancellation of the Taxpayer Identification Number.
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Official Communication between Taxpayers and Tanzania Revenue Authority

Part IV of the Tax Administration Act 2015 provide for official communications and documentation.

This part of the act describes the languages to be used in official communication, the manner of the
forms and notices to be issued both electronic and hard ones.

Official languages

The official language for the purposes of communicating tax matters between taxpayers and the
Tanzania Revenue Authority are Kiswahili and English. All taxpayer therefore must prepare their
returns and other relevant supporting documents in either Kiswahili or English. In the event a
taxpayer has furnished information in a language other than Kiswahili or English the Commissioner
General may in writing require the taxpayer to provide an official translation of the document.

Authorised TRA Documents

Any documents issued by the Commissioner General under a tax law is sufficiently authenticated if
the name or title of the Commissioner General or of the authorised officer of the authority is printed.
signed and stamped or in the case of electronic documents, imbedded in a document by way of
clectronic signature and a declaration made by a person under a tax law is sufficiently authentically
dully signed by that person.

Documents Filed with Commissioner General

A paper document filed by a tax payer to the Commissioner General under any of the tax law is
considered to have been filed and received when:

% Physically delivered to the office of the authority and received by an officer of TRA

< Sent by way of a registered post to an office of the authority, and ten days after posting
Sent at any other place as the Commissioner General may specify.
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Regular Information to the Commissioner General

Taxpayers are supposed to furnish information to the Commissioner General on regular basis. Such
information is referred to as tax returns. Taxpayers must file returns as provide for under the various
tax laws. That is different-tax laws provide the manner and timing of the returns to be furnished to
the Commissioner General. However, all returns to the Commissioner General must be prepared and
submitted with due regard to the following issues:
% The tax return filled by an individual must declare that the return is complete and accurate
and signed by a person who made it.
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& The tax return must be signed by a manager and a certified public accountanll in public
practice of the entity in case of an income return and must declare that the return is complete
and accurate and ;

< Signed by a person who prepared the tax return or an attachment to a tax return on behalf of
another person; _ .

% Where a person who prepared the return or an attachment to the rclurn‘ 1S not satisfied wity
the information contained in the document relevant for the preparation of the retym or
attachment, the person should furnish that other person with a statement in writing Starting
the reason for his dissatisfaction and proceed to sign the return noting that the signature ig
subject to such statement.

Tax Audit and Investigation
The Tax Administration, Act 2015 under section 45 provides for tax audit and investigation. Thjs
section empowers the Commissioner General to carry out tax audit or investigation to any tax payer
on tax affairs for any year of income or any information as he finds appropriate. The following are
some of issues subject to audit or investigation by the Commissioner General:

A person’s history of compliance or non-compliance with any tax law:;

** The class of business or other activity conducted by the taxpayer:

* Any other matter that the Commissioner General considers relevant for ensuring that
collection of tax is due.

% The amount of tax payable by the taxpayer:

The TAA, 2015 further empowers the Commissioner General to audit or investigate the taxpayer
[rom time to time even on matters that audit or investigation was carried out in previous periods.
Similarly tax audit or investigation can be carried out for purposes of more than one tax law.

Tax assessment
Assessment is defied under the Tax A
liability made under a tax law by the

three types of assessment under the
adjusted assessment.

dministration Act to mean a determination of the amount of tax
Commissioner General or by way of self-assessment. There are
T'AA, 2015, namely Self-assessment; jeopardy assessment; and

Self-Assessment

Self-assessment is a type of assessment which is made by
by the taxpayer filling the necessary information in the ta
There are different tax returns as provided for under
return, VAT return, withholding tax return ete (as req
laxpayer can only be adjusted by the Commissioner

the taxpayer himself. This is accomplished
X return before submitting to TRA offices.
various tax laws. Examples are the Income tax

uired by tax laws). The assessment made by the
General.

Jeopardy Assessment

j payable under respective tax laws;
* Where a person have failed to file tax return on time ag required by

* A taxpayer is about to leave the country per
crmanently or t ary
tax to be evaded: ot S g

a tax law;
and such event may cause
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« The happening of such event or subject matter as the Commissioner may specify in the notice
of assessment

Adjusted asscssment -

This type ol assessment is made by the Commissioner General on taxpayers. The TAA, 20} 5
empowers the Commissioner General to adjust an assessment to ensure that the taxpayer is liable for
the correct amount of tax in the circumstances to which the assessment refers. The assessment can be
made when the taxpayer has failed to pay any tax payable by reason of failure to keep proper books
of accounts, records or documents as required under the tax law, or incorrectness of the books.
records or documents; or failure to make or delay in making any return required under a tax law or
the incorrectness or inadequate or return. The Commissioner General will use best judgement and
available information in making an adjusted assessment.

Dispute Resolution on Tax Matters i
The TAA. 2015 provides for procedures in resolving disagreements between the Commissioner
General and taxpayers. Section 51 of the TAA, 2015 provides that a person. who is aggrieved by a
tax decision made by the Commissioner General, may object the decision by filing an objection to
the Commissioner General, within thirty days from the date of service of the tax decision. However,
the taxpayer may apply to the Commissioner General for extension of time for filing the objection.
The objection to a tax decision must be in writing and should state the ground upon which it is made.
Upon filing the tax objection the Commissioner General will consider the following matters on the
tax objection:
< Tax amount not in dispute must be paid within thirty days from the date of service of the tax
decision or one third of the assessed tax decision whichever amount is greater; otherwise the
objection will not be considered;
% Reduction in tax or waiver when the Commissioner General is satisfied that there are good
reason for doing so:
% Amend the assessment in accordance with the objection and further evidence that has been
received;
< Refuse to amend the assessment.

Whatever decision reached by the Commissioner General this must be communicated to the taxpayer
in writing, setting out the reason for the intention or decision. Upon receipt of the noti}:e from tl.le
Commissioner General the objector will within thirty days from the receipt of th'e notice make in
writing to the Commissioner General on his agrecement or disagreement with the amended
assessment or refusal.

Appeals against objection decision : i b

A person who is aggrieved by an objection decision or other decision or omission of the
Commissioner General may appeal to the Tax Appeals Tribunal in accordance with the Tax
Revenues Appeals Act.

Payment of Tax and Recovery of Tax : ; iy i

The taxpayer is supposed to pay tax as provided for under the various tax laws in Tgnzamg. Different
tax laws provide the manner and time for payment of the various taxes to the Tanzai}la Revcfnue
Authority. For instance, the Income Tax Act 2004 describes the time for payments of taxes from
various sources of income such as employment, investment, and business. The Value Added Tax
Act 2014 similarly provides the time of payment of value added tax to‘TRA. Other tax lg\afs m'c'lkc
Provision for the time of payment of tax to the Tanzania revenue authority. However, in this section
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we make reference to some provisions from the Tax Administration Act 2015 on payment of (g angd
tax recovery measures adopted by the Commissioner General.

Manner and Place of Paying Tax

The taxpayer is required to pay tax at any TRA tax office or at any bank apprmfcd for that purpose
by the Commissioner General. Payments for tax can also be made through mobile phgncs Paymen
s_\.-'stems. Payment can be made in cash, by cheque or direct aCC()lll.l‘[ tr‘z}nsljcr. l'gc‘)wcxrfffr_ In the eventy
cheque is dishonoured the payment of tax is deemed to be ' ineffective. The IA_/\, 2015 alsg
empowers the Commissioner General to operate an electronic paym_ex‘lt system for taxpayer’s
account. In this system the Commissioner General can make rules prescribing when the tax becomes
payable, the tax paid. and other matters similar to matters prescribed under any tax law.

Recovery of Tax from Taxpayers

When tax payable to the Tanzania Revenue Authority has not been paid on or before the due dates o

by dates specified in a notice, the Commissioner General can make recovery of such tax in severg]

ways:

Proceeding before a court of competent jurisdiction:

Create a charge in favour of the Government over assets owned by the taxpayer: :

Order the Director of Immigration Services to prevent that person from leaving the United

Republic until tax is paid if the taxpayers 1s about to flee the country:

Use reasonable force to restrain the use of assets such as the goods, vehicles, vessels.

premises, place, buildings, rooms, items of plant in any factory or any other assets:

*%* Serve on a third party debtors who owes money to the taxpayer a notice in writing requiring
that person to pay the money to the Commissioner General;

Serve an order to the manager or person who was the manager of the entity which fails to pay

tax over the period of twelve months prior to the entity default requiring him to be jointly and

severally liable with the entity for payment of the tax (However, this may not apply if the

manager exercised the degree of care, diligence, and skills that would have been exercised in
preventing the failure to pay tax);

» Serve a notice in Writing a person who has been appointed a receiver, specifying an amount
that appears to be sufficient to provide for any tax duc or that will become duc by the
taxpayer whose assets come into the receiver’s possession:

Serve a notice to the agent of the non-resident in writing requiring the agent who is in

possession of an asset owned by the non-resident taxpayer to pay tax on behalf of that
taxpayer. %

Remission and Refund of Tax o
The Tax Administration Act 2015, provide
arising from the various tax laws. Section 70
for Tanzania Revenue Authority i
payable by a person imposed und
exceeding 50 per cent of the inter

cst payable by a person. Remission ;
part of penalties payable by L e

; owed on the whole or
4 person imposed under any tax law to a tax,

the evaluation of the evidences submitted and with other available information w%th 'thC
Commissioner General. Upon satisfaction the Commission General may: Reject the apphca‘EIOH:
request for further information as may be reasonable in order to make final decision, agree to 1'ei:und
the money paid in excess in part or in full. The Commissioner General will serve the apphcan? wx?ih a
written notice of the refund decision within ninety days from the receipt of the refund application.
However, the Commissioner General can refund the paid money in excess by applying the excess to

offset any tax due from the taxpayer under any tax law; and refund the balance, within fourteen days
of making the decision.

The Commissioner General is empowered to demand any amount erroncously paid as refund (S. 7_'4
of TAA, 2015). The amount erroneously paid as refund shall be recovered as if it were a tax in
relation to which the amount was erroneously refunded. However. this may apply when ﬂ:lC demand
is made by the Commissioner General within five years from the date of such erroneous refund.

Taxpayer Services Modernisation Initiatives of Tanzania Revepuc Authority

The Tanzania Revenue Authority has been implementing several modernisation programmes whose
objectives are to enhance efficient and effectiveness in revenue collection. reduce tax evasion, Ic;eate
an environment conducive to investment and business, enhance private-public partner.shlp spirits at
the same time promote broad based participation in production and trade, facilitate trad? in
international markets. A number of taxpayer modernisation initiatives have been introducefi by TRA.
However. we only highlight a few modernisation initiatives in the department of domestic revenue
which we consider the modernisation to be of great interest to students, business men, accountants,
tax experts and consultants.

Modernisation Technologies under the Domestic Tax Administration

TRA has instated a number of modernisations in the domestic revenue tax administration. Th_ese
include: TANCIS, E-filing of VAT returns. Electronic Fiscal Devices (EFD), Central Motor \felncle
Registration System (CMVRS), Computerised Drivers’ License System (CDLS), Electronic Tax
Payment through Mobile Phones.

E-filing of VAT Returns iy -

This system enables the taxpayer to fill a VAT return form anc.i submit it to TI?A electronically. 'l_“he
aim of implementing the e-filing module is to improve integrity of taxpayers’ returns by captmfmg
data at source and submit the same to TRA electronically. The system also eases docm'nentatl_on,
reduces transaction processing time and enables taxpayers to conduct business without their physical
presence at TRA offices.

Electronic Fiscal Device (EFD : _
The EFD machines were(effec)tively introduced by the government through TRA in July 2010. The
objective of introducing EFD machines was to ensure that taxpz_iy'ers acquire and use EFD mac:hmes
on every sale made, increase tax collections, simplify tax adml.mstratlon, and ease tax compliance.
EFD machines intend to eliminate manual receipting and jmgoicg\ng among taxpayers. Users of EFDs
are supposed to issue fiscal receipt/invoice, keep records of alktrgmsactions and ensure that the end of
the day all sales are transmitted to TRA through ‘Z’ reporting system. -

Benefits of EFDs - ; hose fi
The benefits oF using EFDs can be grouped into those specifically for Trader, buyers, and those for
government,

Benefits to Traders

77



% EFD provides business security for traders as all information entered into the machine is
stored in a fiscal memory that cannot be altered.

Traders can keep track of all business transactions.

Enhances fairness in tax assessment since all tax information is automatically transmitted t,
TRA system.

Modern way of keeping records after immigration from manual register.

Provides for easy retrieval of sales reports on daily, weekly or monthly basis.

Provides for permanent storage of data.

A trader can use EFD machines for other services such as effecting payments and g
communication tool.

Simplifics refund as information is contained in fiscal document.

Reduces number of objections and disputes.

Minimizes pilferage commonly practiced by shop attendance.
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Benefits to Buyers :
% The receipts issued by EFD machine provide for legal benefit of ownership of goods
procured.
Provides for assurance that tax has been remitted to the government.
Taxes paid by consumers of goods and services enables the government to provide social and
cconomic needs.
Demanding for receipt is a legal obligation of the buyer hence by acquiring a receipt a buyer
will have fulfilled the requirement of the law.
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Benefits to Government

Taxes collected through EFD machines enable the government to provide social services.
Provides basis for fair assessment of taxes payabile.

Easy monitoring of taxes. -

Provides easy and cost effective means of collecting taxes.

Enables the government in economic planning and revenue forecasting by sectors.
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Persons obliged to use EFDs

'l‘hc? clectronic Fiscal Devices are supposed to be used by both VAT registered traders and Non-VAT
registered traders whose annual turnovers amounting to 14 million and above. The taxpayers include,

mentioning a.fe.w. manufacturers, wholesalers, retailers of all kinds. Other persons may be appointed
by the commissioners to be eligible persons for EFD. )

Penalties for failure to comply with EFD regulations

The laws require every person who qualifies to use EFD machine to ensure that the machine is

bought and usled in a manner required. Any person who goes contrary to the requirements of the laws
shall be penalised accordingly.

Regulation 20 -22 of the EFD regulation provide an offence
person who fails to comply with the regulation commits an
fine of not less than Tsh. 3 million or to imprisonment for a
fine and imprisonment. The regulation further provides fo

Sg:&gsi,crs?n J«ho fraud‘ulc_:nﬂy uses an EFD in a manner aimed at misleading the system or the
ner. Upon conviction a person shall in addition to tax payments which would have been

]

for failure to use and acquire EFDs. Any
offence and upon conviction is liable o
term not exceeding 12 months or to both
I penalties of fine, or imprisonment, or
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flectronic Tax Payment System Through Mobile Phones

TRA iaunched_a system of electronic bayments of taxes through mobile phones with effect from
June. 2011, This system allows the taxpayer under the presumptive tax regime and property taxpayer

pay personal in(:'ome tax and property tax through mobile phones. It reduces the queues at TRA
offices and banking halls for payment of such taxes.

The Computerised Drivers’ License System

The introduction of this system has modernised the issuance of Drivers® License through automation.
The CDLS [acilitates access and exchange of information amongst institutions. facilitates
maintenance of reliable data. provides readily accessible drivers’ license database for casy
monitoring of compliance with Traffic Regulation and enhances revenue collection.

Tax Compliance in Tanzania

One of the challenges for any tax authority is to enhance voluntary compliance minimizes tax
evasion and avoidance. This is a particular problem in developing countries like Tanzania, as there is
poor culture of payment of taxes. Compliance literally means fulfilment of some requirement to be it
legal, social. cultural. institutional or any other obligation. That is, fulfilment by taxpayers of their
tax obligations through paying their rightful taxes and following all the required procedures as
stipulated under the laws which they are registered.

TRA is responsible with ensuring that tax administration environment achieves maximum
compliance and revenue yield. In order to maximize revenue yield. tax compliance is very important,
L.e.. taxpayers should. either voluntarily or involuntarily, abide by the requirements of tax laws.
These tax laws are intended to achieve either revenue objectives or non-revenue objectives of
taxation

Aspects of Tax Compliance

&

>

¢ Registration of business to TRA for Tax Identification Number (TIN) s

Filing various returns and documents by the statutory due dates, accompanied by reporting

correct income or tax due and avoiding understatement. _

R Payment of the correct tax on or before the statutory due dates (Filing without payment is
not sufficient). ; :

% Tax avoidance, mitigation and planning are form of non-compliance practice.

*
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Types of Tax Compliance

"/
0.0

Voluntary compliance
% Forced compliance

\J

% Induced compliance

Voluntary Tax Compliance 5 - ;
Situation whereby taxpayers and their advisors faithfully abide by the requirements ot fherrasidams
without compulsion. Voluntary tax compliance saves the government the costs of revenue collection,
promotes the realisation of other tax policy, it also guarantees steady flow of revenue for
development.
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Forced Tax Compliance i . |
Forced tax compliance involves punitive measures on defaulters. With forced tax compliance the

government collecting agent is required to use force to recover the tax revenues. Go.vcrnment organs
such police and the courts are used to collect the tax revenues. Less superior to voluntary
compliance, and may result in high cost of tax administration

Induced Tax Compliance ' ; _ ‘
Induced tax compliance arises when taxpayer realise tangible benefits from their taxes: {or example
good roads, hospitals, water supply and schools. they get induced to taxes.

Factors Contributing to Non-compliance

The following tax compliance model is designed to explain relationship between different variableg
(independent variables) and non-compliance (dependent variable). That is, the model analyses
different causes of and the extent of their contribution to non-compliance

Tax compliance model

IIndependent variables --
Corruption s
High tax rates

Tax laws, regulations and procedures
Traditional of not paying taxes
Inducement by non-complying partners and friends >_
Technological development

Perception about impartiality
Literacy level

Higher compliance costs

[Dependent variable
Non-compliance
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Benefits of Voluntary Tax Compliance

Voluntary tax compliance saves the government the costs of revenue collection. It promotes the
realisation of other tax theory (non-revenue goal). It Guarantees steady flow of revenue for

development and taxpayers avoid unnecessary penalties. Forced tax compliance is less superior to
voluntary compliance and may result in to high cost of tax administration.

Measures to Enhance Voluntary Tax Compliance -

Maximum voluntary compliance ma

: 1 : y be achieved through a number of measures. Education to
taxpayers through interview, radio, an

d TV’s, seminars, workshops, training, publications, ctc

Theories of Tax Compliance
These are theories that altempt to explain w

compliance. They explain the foundation o
compliance model.

hy people cheat on their taxes, and therefore, non-
f non-compliance as amplified by the variables of

Economic Theory
l:,t\km;rlus;:; acigu: Ilt;atd;:?ec)pl'c would commit evasion when expected utility of their criminal act
CAXCCL(S 3 )

pected disutility (some sort of cost-benefit relationship). This theory, however,
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overlooks the habit of the people who feel hap

. - ; Py for not paying tax regardless of the gain or loss
which they get from evasion,

psychological Theory

psychologists believe (assume) that human behaviour
variables like probability of detection and size of fines
and perceptions. Weakness of this theory
not to comply with tax payments.

would affect payment of taxes. In this case
_ would cause non-compliance through attitude
1s that it does not consider other factors that cause people

Sociolegical Theory

Sociologists argue and believe that taxpayers live and work in society and social forces shape
behaviour of individuals. In this case, if in society there is a certain malpractice behaviour, say
cheating, corruption and similar acts, then everyone will behave in the same way if there is an

opportunity to do so. In contrast, if the society is clean, there is a possibility that everyone will pay
tax accordingly for fearing social disapproval.

Tax Avoidance Practices in Tanzania

Tax avoidance is 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 law. Tax avoidance includes the
following practices: Measures which reduce, postpone, or relieve any liability to income tax or alter

the incidence of income tax; and taking advantage of any weaknesses and loopholes; deficiencies and
loose clauses or vague clauses in the tax legislation.

When tax avoidance is detected by the tax authority the only solution is to amend the law to
climinate the weaknesses and loopholes which allow the possibility of avoidance. It is legally
allowed/accepted, but it does not mean that the tax authority will allow the practice. Where an
arrangement is void. the Commissioner is given power under section 8 of the Tax Administraticn Act
2015. to adjust the assessable income of any person so as to counteract any tax advantage obtained
by that person. If a tax avoidance scheme relies on misrepresentation. deception and concealment of

the full facts, the avoidance is misnomer; and the scheme would be more accurately described as
fraud.

Tax Evasion Practices in Tanzania

Tax evasion is the deliberate contravention of the tax law(s) in order to minimize or eliminate tax
liability (i.e. pay no or little tax by breaking the law). It involves the application of fraud}llegt
practices in order to minimize or eliminate tax liabilities; therefore it is illegal. The starting point is
always that a liability has already arisen, so concern is how to eliminate or reduce it.
Tax evasion practices
Tax evasion practices include the following: :

» Making a false return of income by omitting or understating income or ove.rstatmg expenses

g Making a false statement in return affecting tax liability, e.g. false declaration
*  Giving false information on any matter affecting tax liability
% Preparation or maintenance of false books of accounts or records (paralle} books) ‘
% Application of fraud, e.g. manipulation of stock sheets and valuations, destruction of

accounting records, non-issue of receipts, etc

Consequences of Tax Avoidance and Evasion

The main consequences of tax avoidance and evasion are as follows:
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% Loss of government revenue leading to non-realisation of budget plans and objectives for
economic and social development : : HEE e

<+ Non realisation of other non-revenue goals of taxation, e.g. inequality in taxation (progressiye
VErsus regressive tax structures).

General causes of tax avoidance and evasion

In general terms tax avoidance and tax evasion are caused by the following factors:
% High marginal tax rates and frequent changes in tax rates
% Administrative inefficiency, collusion with taxpayers and bribery of tax officials: Inadequate
training and experience of tax administrators coupled with lack of exposure to business
practices may limit their abilities to analyse complex issues, e.g. international schemes
% Multiplicity of taxes: It is difficult to comply correctly with too many taxes, e.g. due to lack
of knowledge of the detailed provisions of all the laws: too many statutory due dates: tog
many returns to complete, etc.
% Low prospect of detection and punishment: The lower the chance of detection, the more
likely the taxpayers are to join the game. Ensure sufficiently deterrent punishment
*  Deficiencies in the legal structure of the tax laws and complexity which allow tax avoidance
I'raditional and cultural tendency to hate and evade tax (low tax morality)

Wasteful manner in which the revenue is spent and lack of clear benefits to taxpayers through
improved social services

ot
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Practices which minimize tax avoidance and evasion

Tax avoidance and evasion can be minimized when tax authorities resort to the following measures
and actions:

Keeping the marginal tax rates low, realistic and not subject to frequent changes

Promote administrative efficiency. e.g.. by providing better tools, motivating staff, etc.
I'echnical staff training, e.g., tax laws: accountancy; exchange visits with other countries
Avoid multiplicity of taxes by retaining the major taxes only

Serious punishment to evaders and corrupted tax officials

Judicious expenditure of revenue by the government because where tax monies are well
Spent. may improve voluntary compliance
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Chapter Summary

Taxpayer ldentification Number, tax asses
payment and recovery, and tax refund and remission.
chapter have been drawn from the Tax Administrati
presented and discussed in this chapter is presented here:

-
0.'

The Tanzania Revenue Authority was forme
started its operation on 1% July 199 Th
Assessing, collecting and accounting for aj]

d by the Act of Parliament No. 11 of 1995, and
¢ authority is charged with the functions of:
>, < N Central Government revenues and administering
lax laWS_- The authority b 31_50 advising the government on matters related to fiscal policy and
production of trade statistics and publications, improving the quality of services to: the
taxpayers and counteract fraud and other forms of tax evasion, :

Taxpayer [dem_lﬁcaupn Number (TIN): The Tax Administration Act 2015 requires all people
who are potcntlfcllly I{able to tax by reason of carrying on business or investment to apply for
Taxpayel‘—[dcntlﬁ(l_a'tl(?n Number within fourteen days from the date of commencing the
business. The application for Taxpayer Identification Number must be in the prescribed form,
and must be supported with documentary evidences of the person’s identity and filled in the
prescribed manner. The purposes of the Taxpayer Identification Number are to identify and
recognise taxpayers on regular basis. The TIN js supposed to be quoted by taxpayers in any
claim, notice, return, statement or any other document submitted the TRA or used for purpbse
of a tax law.

The Tax Administration Act 2015 provides for tax audit and investi gation. The act empowers
the Commissioner General to carry out tax audit or investigation to any tax payer on tax
alfairs for any year of income or any information as he finds appropriate.

Tax asscssment is defined under the Tax Administration Act 2015 to mean a determination of
the amount of tax liability made under a tax law by the Commissioner General or by way of
self-assessment. There are three types of assessment under the TAA. 2015. namely: Self-
assessment; jeopardy assessment: and adjusted assessment.

Taxpayers are required to pay tax at any tax office or at any bank approved for that purpose
by the Commissioner General. Payments for tax can also be made through mobile phones
payment systems. Payment can be made in cash. by cheque or direct account transfer.

The Tax Administration Act 2015 allows remission and refund for tax arising from the
various tax laws. The Minister responsible for Tanzania Revenue Authority in consultation
with the Commissioner General may remit interest payable by a person imposed under any
tax law.

The Tanzania Revenue Authority has been implementing several modernisation programmes.
The objectives of the modernisations are to enhance cfficiency and effectiveness in revenue
collection, reduce tax evasion, create an environment conducive to investment and business,
enhance private-public partnership spirits at the same time promote broad based participation
in production and trade, facilitate trade in international markets. A number of taxpayer
modernisation initiatives have been introduced by TRA. These include: TANCIS, E-filing of
VAT returns. Electronic Fiscal Devices (EFD), Central Motor vehicle Registration System
(CMVRS), Computerised Drivers’ License System (CDLS), Electronic Tax Payment through
Mobile Phones.

Tax evasion is the deliberate contravention of the tax law(s) in order to minimize or eliminate
tax liability (i.e. pay no or little tax by breaking the law). It involves thg gpplication of
fraudulent practices in order to minimize or eliminate tax liabilities; thc.refore it is tllega@.

Tax evasion practices include the following: Making a false return of Income by omitting or
understating income or overstating expenses; Making a false statement in return afTec'tm‘.g tax
liability, ¢.g. false declaration; Giving false information on any matter affecting tax liability;
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Preparation or maintenance of false books of accounts or records (parallel books);
Application of fraud, e.g. manipulation of stock sheets and valuations, destruction o%
accounting records, non-issue of receipts, etc.

General causes of tax avoidance and evasion in Tanzania include: ITigh marginal tax rateg
and frequent changes in tax rates; Administrative inefficiency. collusion with taxpayers anq
bribery of tax officials: Multiplicity of taxes; Low prospect of detection and punishmen:
Deficiencies in the legal structure of the tax laws and complexity which allow tax avoidance:
Traditional and cultural tendency to hate and evade tax (low tax morality) :
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End of Chapter Six Revision Question

1. What are functions and reg AR
2. What are modernisati -
i —— ofl programmes adopted by TRA and what a th -
ks Wik major aspects of voluntary tax compliance? TEine expacted benefits.
;;' i lt, 0::;( 312&1 &S, laCCOIunt for poor voluntary tax compliaﬁce in Tanzania

. S W :

¥ 1at should be done to enhance voluntary t i : .

6 ¥ tax compliance in Tanzania.

. Explain the main theories ] i
1at explain non-tax i
- . . C 5 : I
able to explain the situation in Tanzania context‘;)mphance. s

7. What are the main types and met
would you give to minimize them?
8. What is the dlftc_rencc between tax evasion and tax avoidance?
9. What are the main causes of tax evasion? b
10. Identify general practices through wh
liability through avoidance and evasion
1. f?flﬁicg;\c jlv? prtlavtsml_ls under the Income Tax Act 2004 that are designed to combat
ax ¢ =. Clearly stating the type of avoi ich is i
G S yp oidance which is intended to be fought by the
12. Identify ¢ '] ifferent practi i
e ;1113(1 dfarfcu;)e dlffgcnt pr act1c§s that a Multinationa] company can use in avoiding
1 g lax in lanzania and explain how the ITA. 2004 can be used to combat th
practices (i.e. relevant provisions). - g
1{;. !;x_p!au.l how multinationals can use transfer pricing to evade tax
14. What is tax planning? Explain why tax planning is not tax evasion

hod of international Tax evasion? What suggestions

ich a taxpayer can eliminate or minimize tax
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CHAPTER SEVEN

INTRODUCTION TO INCOME TAX

Introduction : _ '

This chapter deals with the introductory issues on income tax. It is a steppn?g stone to the pey
chapters in this book. The chapter covers aspects of income cl_largeable to income {ax exempt
income to income tax. residential status of tax payers, and year of income. Income tax ;nﬁianzania is
governed by the Income Tax Act of 2004 as amended {rom time to tl'me by 1_he annual {inance acts
In this chapter we deal with the provisions of the Income tax Act that impose income tax to the stateg
sources of income at the applicable rates, the tax bases and sources of income which are exempt frop
income taxes, year of income for tax purposes, and residential status of a taxpayers.

1

Learning Outcomes

After completing this chapter readers should be able to:

Describe income chargeable to income tax

Describe total income under the Income Tax Act 2004
Determine the residential status of a person

Describe the meaning of year of income for tax purposes
Identify conditions of residence of tax payers for tax purposes
Describe exempt income under the Income Tax Act 2004
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Income Chargeable to Income Tax
Section 4 of ITA 2004 is the main charging section under the Income Tax Act 2004. By definition.
‘charging' means imposition of income tax or levy or subjection of particular source of income or
person to income tax. Charge to tax under section 4 is limited to-

¢ Total income for a year of income.

* Repatriated income of a domestic permanent establishment (defined under section 3 of ITA
2004) for a year of income.
Final withholding tax payments during the year which satisfies the needs of the
Commissioner and thus needs no further assessment i.e., are regarded as final withholding
payments e.g.. interest from savings bank account for individuals.

Therefore, amount of income tax payable for a year of income by a taxable person is the sum of the

total income; repatriated income of a domestic permanent establishment and final withholding
payment.

Example 7.1

{%-L is a subs1d1§ry of a nop-remdent corporation (a domestic permanent establishment) which earned
income for certain year of income as follows:

ncome fromibusiness e L G T Tsh. 1200m
DrvidendfromilOl -0 0 T Tsh. 50m

TOL is a company listed in the DSE Company and the dividends suffered 5% final withholding tax

:i?duction. The subsidiary’s repatriated income for the year of income was determined to be Tsh
350.0m. A-Z Inc. tax for the year would be calculated as follows:

Corporation tax on Business income; Tsh. 1,200m x 30%

= usessancome; Tsh. 1,200m x 30%....... Tsh. 360.0
Tax on repatriated Income Tsh. 0B - e dsh; 35 011:11
Final withholding tax on dividends: ... Tsh. 50m x S0 Tsh: 2'5m
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Total tax

............................................................................. Tsh. 397.5m
Total Income Chargeable to Income Tax

Subsection (1) of section (5) of the act defines 'tota] income' as the su
income from business, investment and employment.
Income tax is charged on a person’s total income for a
vear of income is calculated by aggregating the incom
i{(}wev(}l’ these three componenis of income should
provisions of the income tax Act 2004. The calculation
discussed in the next chapters (Income from employme

m of the person's chargeable

year of income. A person’s total income for a
¢ from business, employment and investment.
be calculated separately in accordance the
for each these components of income shall be
nt, business and business).

=

Example 7.2
For the vear of income 2015,

‘ C Mr. Juma received net income from employment of Tsh. 59.0m: from
business Tsh. 200m and from

investments Tsh. 50m. Then Mr. Juma’s total income for tax purposes

would be:

Employmment Income......ve il 8 Tsh. 59.0m
Business Income .............oooee..., Tsh. 200.0m
Investment Income.................. ... Tsh. 50.0m

................................................. Tsh. 309.0m

Scope of chargeability of Taxable Income of a Person

The scope of chargeability of income tax depends very much on the residential status of a person
(individual or entities). Section 6 of the Act provides the extent of chargeability on the chargeable
income of a person for year of income (from any employment, business or investment).

* In the case of resident person: The person’s income from employment. business or
investment for the year of income irrespective of the source of the income. This means that
resident persons are taxed on income earned both in United Republic of Tanzania and
outside Tanzania. In other words both income from foreign sources and home sources are
taxed at the applicable rate in the year of income.

® In the case of non-resident person: Person’s income from the employment, business or

investment for the year of income, but only to the extent that the income has a source in the
United Republic of Tanzania.

From the ITA 2004 all income earned from foreign sources and from Tanzania sources are both
taxed if the corporation or individual is a resident person. For non-resident person the only income
which is taxed is the one whose source is in Tanzania.

Example 7.3
ABC Ltd is a resident corporation. For the year of income 2015 it earned income as follows:

Country Business Income Investment Income
Rwanda Tsh. 50,000,000 15,000,000
Kenya 100,000,000 20,000,000
Zambia 25,000,000 65,000,000
Tanzania 500,000,000 120,000,000
Total worldwide income 675,000,000 220,000,000

F{'Om the above information, the taxable income would be determined as follows:
Since the corporation is a resident corporation of Tanzania, then;
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Total worldwide income of ABC;

LAl BUSTHESS INCOMIE. ... ... coiiisins oo visioin 675,000,000
tataltinvesiiCn icCOme - ..o i e 220, 000,000

lloial taxableiificome .. so i e 895,000,000

Taxation procedure:

fdonlerdeincame 0 el b s 895,000,000

Less: Tanzania Income (To be taxed at 30%)....620,000,000 x 30%......ovvvv..... 124,000,000
Borerentineome t - v le i R 275,000,000

Tax on foreign income; at 30% thereof (275,000,000 x30%).........................82.500.000
Total tax on both foreign income and Home income for ABC......... 206,500,000.

This foreign income is taxed as per S8.77 of ITA, 2004. (i.c a tax credit is given if income was taxed
in the foreign countries).

Determination of Residential Status of a Taxable Person
The law under section 66 of ITA 2004 provides the rules and criteria for determining the residentia]

status of a person with respect to a person for income tax purposes. The Act provides for residence of

individuals, partnerships, trusts, and corporations. The conditions for each of these are discussed here

below:

Residential status of an individual: According to section 66 (1) of the Income Tax Act 2004, an

individual is a resident in the United Republic of Tanzania (URT) for a year of income if the

individual:

“*  Has a permanent home in the URT and is present in the URT during any part of the year of
income: This rule requires the individual to have a permanent home and physical y present
in the United Republic of T anzania during any part of the year for whatever period
duration of the year of income. The term permanent home is normally considered as having
a place where one frequents and can dwell permanently or for considerable time it could be
a house, a hut, a room in a hote] ete.

% Is present in the URT during the year of income for a period or periods amounting i
aggregate to 183 days of more or more, this rule applies when an individual does not «
havg a permanent home but was physically present in the United Republic of Tanzaniu
during the year of income for the stated period. .'

* Is present in th.e URT during the year of income and in each of the two preceding years o
income for periods averaging more than 122 days in each such year of income?

w  Isan employee or an official of the government of the URT posted abroad during the year

of mcome’j’_This rule does not require the employee to be physically present in URT during
the year of income. :

These rules are exclusjve and independent of each other.

but has no permanent home. But he
asanja normally comes to Tanzania
matters. In 2012 he stayed in URT for 200 days; in 2013, 2014 and

01 dential status of My Masanja for the year of Income 2012, 2013, 2014

Solution to example 7.4

Residential Status of My Masar.'ja_fbr the year of income 20] 2 E
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Number of days present in URT 200,

o e P —— + 5 sl | .
Minimum average number of days for g person to be a resident is 183 days; since Mr Masanja stayed

for 200 days ‘\-fv'mch Is greater than the minimum number of days, therefore he was a resident person
in the vear of mcome 2012,

Residential status of Mr. Masanja for yeqr of income 2013

Number of days present in URT' ........ 150 days, then Mr. Masanja was not a resident in 2013
because the number of days spent in URT was less than the minimum average number of 183 days.

Residential status for year of income 20] 4

Number of day in UI}TZ 170 days, then Mr. Masanja was not a resident in 2014 because the number
of days spent in URT was less than the minimuyy average number of 183 days.

Residential status for year of income 20] 2
Number of days in URT= 120 days, this is again less than 183 days however the average number of

days spent by Mr. Masanja in URT for the last two preceding year exceeds 122 [ (150+170)/2=160
days] therefore Mr. Masanja was a resident person in the year of income 2015.

Resident Partnership: According 1o section 66 (2) of ITA 2004, a partnership is a resident partnership
if at any time during the year of income a partner is a resident of the URT.
Corporation: A corporation is a resident corporation if:
** It is incorporated or formed under the laws of the URT
% At any time during the year of income the management and control of the affairs of
the corporation are exercised in the URT

Resident Trust: If it was established in the URT:
< If at any time during the year of income, a trustee of the trust is a resident person; or

< If at any time during the year of income a resident person directs or may direct senior
managerial decisions of the trust.

Permanent establishment: Permanent establishment means a place where a person carries on
business and includes:
% A place where a person is carrying out business through an agent (other than a general

agent of independent status acting in the ordinary course of business as such).

** A place where a person has used or installed, or is using or installing substantial
cquipment or substantial machinery;

% A place where a person is engaged in construction, assembly or installation projects
for six months or more, including a place where a person is conducting supervisory
activities in relation to such project.

Domestic permanent  establishment. Means all permanent establishments of a non-resident
individual, partnership, trust or corporation situated in the United Republic. :

Trust: means an arrangement under which a trustee holds assets but excludes a partnership and a
Corporation

Trustee: Means an individual or body corporate holding assets in a fiduciary capacity for the benefit
O person or for some object permitted by law. Such individual or body corporate includes:
* Any executor, administrator, tutor or curator (guar.diap:_warden, keeper);
Any liquidator, receiver, trustee in bankr.uptcy, or judicial manager;
Any person having the administration or control of assets subject to limited interest:

L)
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X Any person who manages the assets of an incapacitated 1nd1v1du.al; and
ivate f 1on or other gjm:
o Any person who manages assets under a private foundation or other similg
arrangements.

Year of Income for Tax Purposes N
Income tax is determined and payable on annual basis. The length of the year of income _for tax
purposes is twelve months. After a period of twelve mgnths taxpayers are reqmr.ed to detel_'mme the
income chargeable to income tax and pay the tax required accordingly. Acc_ordmg Lo section 20 of
the Income Tax Act 2004, year of income means the calendar year. The period of twelve m(?nths i
from January to December of each year. The Act requires all taxable perSOI}S to determine the
taxable income earned in the period of twelve months and make payments accordingly.

Approval of Year of income other than the calendar year

Section 20(2) of ITA provides that where an entity shows that there is a compelling need requiring
the entity not to follow the calendar year or determine its tax payable as per calendar vear or
changing from one accounting date to another, the entity may apply in writing to the Commissioner
General for approval to change from the calendar year or the previously approved year of income.
The Commissioner General will communicate to the entity the determination of the entity’s
application in writing.

Conditions for changing the year of income

The approval for changing the year of income from the calendar year is subject to some conditions.
The Income Tax Act provides that the entity applying for change in the entity's year of income
should show compelling need for the change of the year of income. The Commissioner will approve
the change only where is satisfied that the whole or a portion of the entity’s income cannot be
correctly reported for any year of income under the current accounting cycle or there is substantial
business need to make the change. The Commissioner will not approve an application for change
where is of view that the purpose or one of the purpose or one of the purposes of the change is to
avoid or reduce tax. For example, a change may be requested that may put the person in a position to
benefit from reduced tax rate or change in certain tax policy decisions.

Transitional Year of Income

The Income Tax Act 2004 (S.20 (5)
ch

ange should not exceed the period of 18 months. That is, the year of income should be of the
length of up to 12 months or 18 mont}

a 12 month's accounting period would have ended
viz. for the 12 months to the old accounting date and the balance
assessed as if the accounts had been mad :

to the new.

If an entity wishes to change its accounting period
year to 31% March of each year and for the year
months period are made up to 31" March. 2016,

(Year of Income) from 315 September of cach
2015 (ie. 30" September, 2015) accounts for 18
then two-thirds (12 months) of the income of the
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accounting period is to be assessed for the year of inc

. ; ome 2015 i and -
third (6 months) for the year o Pl 2016 the L ( the old year of income) and one

year of income),

Year of Income of a Foreign Permanent Establishment

. Sl Fropsd g : ;
company with foreign permanent cstablishment makes accounts on 30" June, then the accounting

forei ‘me i it ik ; :
date of t}mt IGivugn permanent establishment shajj be 30™ June so as to coincide with the accounting
date of that resident company (the owner)

Year of Income of 2 Non-Resident Entity

The ITA 2004 (S.20 (7)) provides that the year of income for CVEry non-resident partnership. trust or
corporation shall not exceed the period of twelve months for which the entity makes up its accounts
if it is not the calendar year. Otherwise the year of income shall be the calendar year.

Year of Income for Starting Business

Under the provisions of ITA (8.20 (8)) the initial year of income of a person shall be the period of
twelve months or less. However, the Commissioner may approve a period of not exceeding eighteen
months. Where the first accounts of a new business are for a period of 12 months ending on a date
other than 31%' December, that is where two calendar years are covered, the profits are, nevertheless,
to be treated as income for the year of income in which the accounting period ends.

Where the first accounts are for the period of less than 12 months, the profits are to be treated as
income of the business for the year of income in which the accounting period ends. Where they are
for a period greater than twelve months, a twelve months’ proportion of the profits shall be treated as
income of the year of income in which the accounting period ended, and the balance of the profit as
that of the year of income in which the initial broken period ended.

Example 7.5
Anew business prepares its first accounts for a period of 15 months ended on 31° J anuary 2014, that
is. for a period of November 2012 to 31% January 2014. The business made a profit of Tsh.
1,000.000,000 over the period.
Apportionment of Income

** The proportion of profits for 12 months should be treated as income for the vear of

income for the year of income in which the accounting period ends, i.e year 2014
** The portion of profits for 3 months (the balance) should be treated as income for the year
of income in which the initial broken period ended,( i.e year 2013)

The apportionment should be as follows:

\Zear 2013 (3months): Tsh. 200,000,000 [3/15 X 1,000,000,000]

Year 2014 (12 months): Tsh. 800,000,000 [12/15 x 1,000,000,000]

The profits are to be assessed in the respective years of income apportioned.
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Year of Income for Ceasing Business

A business which is ceasing from doing business and v.vhose final ac;:ounting% period ends withj, the
final year of income. or where the final accounting period excgeds 12 mf)n‘ths. _1{1_@11 t}_}c Profits are 1,
be assessed for the vear on the basis of twelve month’s proportion. ()the.l wise, if the 11'nal accounting
period is for less than 12 months and ends in the year of income fol%owmg the preceding accounting
year ended, the profits are to treated as the income of the final year in the same way as the profits
the initial accounting period of a new business is treated as the income of the ilrs:t year. Where the
final accounting period is for 12 months, the income is to be treated as that of the fina] year of
income.

Example 7.6 _ g .

A ceasing business prepares its last accounts for a period of 15 months ended on 31 March 2016,
that is, for a period of January 2015 to 31% March 2016. The business made a profit of Tsh,
2,000.000,000 over the period. The accounting period of the business is the calendar year.

Apportionment of Income
*  The proportion of profits for 12 months shall be treated as income for the year of income
for the year of income in which the business ceases. i.c year 2016
% The portion of profits for 3 months (the balance) shall be treated as income for the year
of income in which the final broken period ended,( i.c year 2015)

The apportionment shall be as follows:
Year 2015 (3 months): Tsh. 400,000,000 [3/15 x 2,000,000,000]
Year 2016 (12 months): Tsh. 1,600,000,000 [12/15 x 2,000,000,000]

Income Exempt under the I'TA 2004
The general machinery for exemptions is provided in sections 10; 52: 54: and 2" Schedule of the
Act. However, the general provisions are section 10 and 2™ schedule of the Income Tax Act 2004.

Power of the Minister to Exempt Income from Tax

Sect_ion 10 of the ITA, 2004 provides that the Minister, by notice in the gazette may exempt from tax
dny income or classes of income accrued or derived in the URT or amend the 2™ schedule.

Income Disiributed by a trust

Distribution of a resident trust or unit trust is exempted on the reci

However, if it is a non-resident trust, such beneficiary will
under section 52 of the ITA, 2004,

pient/beneficiary of that trust.
not be exempted. This is provided for

Distribution of dividends

A dividend dlstribut.ed by a resident corporation to another resident corporation is taxed at reduced
rate at ﬁve per cent if the corporation receiving the dividends holds 25 per cent or more of the shares
i the dlStI‘lbu'tlﬂg corporation, and controls either directly or indirectly, 25 per cent or more of the
voting power in the corporation. This is provided for under section 54 of the ITA, 2004.

The list of exempt income under the 2 Schedule in the Income Tax Aet 2004
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The second schedu_le of the ncome tax Act 2004 lists individuals and corporation that are exempted
from income tax. Examples of exempt income under the o™ schedule include:

& Amounts deri'ved by the President of URT as duty allowances. entertainment, etc
% Amounts derived by the government or any local authority of the United Republic of
Tanzania or by virtue of the office or by the Revolutionary Government of Zanzibar or any

local autherity of Zanzibar except amounts derived from business activities that are unrelated
to the functions of the government.

Amounts derived by diplomats

Amounts derived by East African Development Bank

Income of a primary co-operative Society

Scholarship or education grant payable as tuition fec for full time training

Amounts derived by way of alimony, maintenance or child support under a judicial order or

written agreement

< Pension or gratuities granted in respect of wounds or disabilities caused in war and suffered
by the recipients of such pensions or gratuities.

% Amount derived by way of foreign living allowance by any officer of the government that are
paid from public funds and in respect of performance of the office overseas.

% Amount derived in respect of an asset that is not a business assets. depreciable asset.

investment asset or trading stock.

o (The list is not exhausted, for more exemptions see 2™ of the Income Tax Act 2004 as
amended)
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Arguments for Exemptions of some Income

Exemptions available in the income tax Act aims at achieving the following objectives:

% To promote investment and economic growth

« To promote social and political objectives (i.e. to enable availability/provision of social
services and political consideration s such as exempting diplomats)

“ Philanthropic considerations (welfare matters and charitable issues, e.g. where the objective

of the activity is to help disabled)

Public interest argument

Unolfficial or unintended exemptions as the law is unable to reach and every taxpayer or

income due to practical difficulties (shortage of manpower, low vyield of revenue,

determination of income difficulties, lack of reliable addresses, etc).
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Argument Against Exemptions

Several criticisms  are advanced against granting exemption of income to individuals and
corporations or body corporate. Such criticisms include the following: S

% Source of inequality in the tax system because they are granted on selective or discriminatory
basis, and thus violate the most important equity and simplicity principles of a good tax
System.
May cause serious revenue losses to the government
Source of complexities in the tax legislation

%
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Ch_ap’ter Summary , ,

This chapter hag covered issues of income chargeable to income tax, tax, residential status of tax
Payers, and year of income, exempt income to income. The key points discussed under this chapter
‘A be summarised as follows:
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Income tax in Tanzania is governed by the Income Tax Act oi 2004 as amended from time
time by the finance acts passed by parliament in every financial year.

Income chargeable to income tax under the income tax f*\ct 2004 is calf:goris_cd into three
major categories, namely Total income for a year of Income; ch_alrlzucd mcome of 4
domestic permanent establishment for a year of income. Final withholding tax payments,
Total income as per income tax Act is the sum of the person's chargeable income from
business, investment and employment. . _

A person’s total income for a year of income is calculated by aggregating the income from
business, employment and investment. However, these three components of Income ape
calculated separately in accordance the provisions of the income tax Act 2004.

Income tax is charged on persons depending on their residential status. In the case of resident
person the person’s income from employment, business or investment for the vear of income
irrespective of the source of the income. This means that resident persons are taxed op
income earned both in United Republic of Tanzania and outside Tanzania. In the case of nop-
resident person, taxes are charged on income from the employment, business or investment
for the year of income which was earned or has a source in the United Republic of Tanzanis,
Income tax is determined and payable on annual basis. The length of the year of income for
tax purposes is twelve months which means the calendar year with twelve months from
January to December of each year.

Where there are compelling reasons for entity to prepare its accounts for a period other than
the calendar vear, the entity is supposed to apply to the Commissioner General. Upon
satisfaction the Commissioner General may allow an entity not to follow the calendar year or
determine its tax payable in a different period or changing from one accounting date to
another.

Income exeml}at from tax under the income tax act 2004 are provided for under section 10, 52,
54 and the 2" schedule of the act.
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End of Chapter Seven Revision Question

1.
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10.
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Define 'permanent establishment' as

Section 4 of the ITA 2004 is referred to as the ‘'main charging section'. Why is this called so?

- 3 T - > i = H th
Discuss the various purposes of exemptions from income taxation with reference to the
specific exemption clauses in the Income Tax Act 2004,

Petty traders cum street vendors are

roll. Recent efforts have been made
rates.

What difficulties do the tax author
campaign?

“The government should abolish exemp
reasons for your answer.

What is the significance of classifying a person as resident in the URT for Income tax
purposes?

State the conditions for residence of a 'person’' as specified under section 66 of the Income tax
Act, 2004.

What is the meaning of "Management and Control" as used under the determination of the
residential status of a body of persons under ITA 20049

Differentiate the term ‘total income’ from ‘chargeable income’ as provided for under the Act.
Define and differentiate the term permanent home from permanent establishment.

per Income Tax Act 2004.

generally not in the Income Tax or local government tax
to ry to tax these petty traders by using presumptive tax

ities encounter in their tax assessment and collection

tion provisions immediately”. Do you agree?. Give
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CHAPTER EIGHT

TAXABLE INCOME FROM EMPLOYMENT

Introduction

This chapter discusses incomes that are classified as employm_ent 'income under 'SGCliGH Seve’n (S.7)
of the income tax Act 2004. The chapter discusses the determination of appropriate taxable income
and employment income which are exempt from tax. The main sections under discussion in this
chapter are section seven, twenty seven and the second schedule of the Income Tax Act 2004.

Learning Qutcomes

After completing this chapter readers should be able to:

Describe the meaning of employment Income

Distinguish between contract for service and contract of service
Describe the components of employment income

Identify employment income exempt from tax

Determine income from benefits in-kind

Compute total income from employment

Describe the Pay As You Earn system
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Meaning of Employment
The Income Tax statute defines the term employment under section 3 to mean:
% A position of an individual into the employment of another person.
A position of an individual as manager of an entity other than a partner of a partnership.
A position of an individual entitling the individual to periodic remuneration in respect of
service performed.

“ A public office held by an individual, and includes a past. present and prospective
employment. '
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From the above definition the m

ajor characteristic of employment is the rendering of services.
However, it is also equally

an established fact that not all services’ rendering activities constitute
employment. Some services’ rendering activities constitute business and hence income in respect of
such services would not be taxable as employment but rather as business income. T hus, in defining
the word employment an important question that emerges is what the difference between services
rendered that constitute employment, and services rendered which constitute business.
In answering the above question judicial authority sug
services must be rendered under a contract of service.

for services, such services constitute business and no
section would not apply.

gests that in order for employment to arise,
And if services are rendered under a contract
t employment and the rules discussed in this

A contract of service, as opposed to a contract for services. is
office, which is a “subsisting, permanent, substantive posiribn,
of the person who fills it. Employment is also attributed by a
presence of the master and servant relationships.

characterised by the presence of an
which has an existence independent
bsence of frequent contracts and the
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The Act shows that a manager is an employee and thys receives employment income. The position of
o manager includes a director of a company and any person on whose directions and instructions the
entity is required or accustomed to act. Effectively this therefore means that Members of Board of
Directors and trustees of a trust are employees of the entity and the rules discussed here would apply

fo such persons as well. On the other hand, the following features give rise to business income
(Contract for service): No elaborate employer to employee relationship exists, an agency agreement

for a particular assignment, and once the agreed assignment ceases the contract ends, and fresh
contract may be negotiated.

Components of Income from Employment

Section 7 of the I'TA 2004 defines income from employment to mean the individual’s gains or profits
from the employment. This includes direct cash emoluments and benefit in kind:

Cash emeluments

< Salaries wages, fees, commission, payment in licu of leave. bonuses, gratuity or any
subsistence, travelling or entertainment or other allowance received in respect of employment
or service rendered.

+% Payment providing any discharge or reimbursement of expenditure incurred by the individual

or his associate.

Payment for the individual’s agreement to any conditions of the employment

Retirement contributions and retirement payments.

Payment for redundancy or loss or termination of employment

Other amounts as may be required under Division II of Part III of ITA, 2004.
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Payment made to the employee as to conditions of employment

The leading principle is that in order for something to be taxed as income from employment or
service rendered causa causans (cause or source) for such payment must be employment. These
would include such payments as: Payments received under restrictive covenants. such as tl}ose
requiring employees not to compete with the employer upon retirement or dismissal: Contributions
made by the employer towards the employee’s retirement benefits fund (whether to approve or
unapproved retirement fund).

Retirement contributions and payments

Contributions made by employer (employer’s portion) to the employee’s lfetirement fund {for
unapproved pension fund) are taxable and should be added to the employee’s payroll as part of
employment income.

Payment for redundancy or termination of employment

Payments for redundancy or compensation for loss of emplqyment and paymenF SuC}‘l as salary
arrears, gratuity and other emoluments are sometimes earned in one year but rec.ew?d in dlffer;?t
year Section 7 (4) of the Income Tax Act describes the procedure for determination of taxable
Carings from these sources. The procedures include: it b AR
% Amount earned should be charged (taxed) on an ‘earning basis” and not on a ‘receip

basis’,



< If the cash emolument relates to a year of income which expft.red earlier iha_n 5 years
prior to the year of income of payment, then such emolument is not ta,‘;a'blc 111 ItS yeqy
of service but it has to be divided into six equal parts and then one part 1s taxed in the
year of income of payment (receipt) and the remaining parts each in 5 immediately
preceding years of income.

Steps in computing taxable income from termination of employments benefits:

1. Find out the total arrears received.

2. Of the total arrears, find out how much arrears are more than 5 years old (if arrears are from
different years).

3. Divide the answer under step 2 by 6.

4. Tax one part (1/6™) in the year of payment (receipt) and the remaining 5 part cach in the
immediately preceding 5 years of income.

Example 8.1 i -5

Mr. John received salary arrears amounting to 1,200,000/= on 31/12/2007. This amount was in
respect of the year of income 2001.

The taxable income from this amount can be determined as follows:

° Assessable amount and years in which they are taxable: Since the arrears relate to a year of
income (service) 2001 which expired earlier than 5 vear ago from the year of payment
(2007). they are not to be taxed in the year of service. They should be split into 6 equal parts
(1,200.000/=) = 6 = 600.000/=). . _

* Amount of 600,000/= should be taxed in the year of income 2007, and in each of the §
preceding years, i.e. 2006, 2005, 2004; 2003, 2002.

Note: Arrears which are 5 year or less than S years old are taxed in their respective years of income
(service) and not in the year of income payment (receipt).

Amount received as compensation for termination of any contract of employment [Section 7 (5)

L. Where such contract is for specified term and provides for compensation [S. 7 (5)
(a)]: Taxable amount (compensation) shall not exceed the amount which would
have been received in the unexpired period and shall be deemed to have accrued
evenly in such unexpired period. (i.e. compensation will not be taxed in the year
of receipt but in the unexpired period of such contract)

ii. Where term of contract is not specified but provides for compensation [S. 7 (5)
(b)}:.shall be deemed to have accrued in the period immediately following such
termination at a rate equal to the rate per annum (the same annual rate) of the

emoluments from such contract received immediately prior to such termination.

111. Where contract is for an unspecified term and does not provide for compensation

: [S.7(5) (0)]:
Taxable amount (compensation) shall be as in (ii) above but the amount to be included as

taxable compensation shall not exceed the amount (annual emoluments) of 3 years
rémuncration at the same such rate.

Example 8.2
In each of the following cases calculate the
years in which they are taxable.
a) Mr. Timoth is on a five-year teaching contract at a salary of Tsh. 554.000/= per month

with effect from 1.1.2012.-After serving for two vears his contract was terminated.
and a lump sum compensation of Tsh. 9,930,000/= was paid to him

s
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b) Assume that the term of Mr. Timoth’s contract did not specifically provide for

§ monthly salary was set at Tsh. 577,200/= per

_ years his contract was terminated and a lump sum
compensation of Tsh. 19,944,000/= was paid to him. ’

¢) E\Ag,r)AJUA was employed as Assistant Accountant of ARC Ltd with effect from
1.1.2004 at a salary Tsh. 165,000/= per month his term of contract is not specified and

also does not provide compensation on termination. He was terminated on 31.12.2004
and a lump sum compensation of T sh. 5.760,000/=.

Sojution te Example 8.2
a) Contract is to specified term and provides for compensation s. 7(5) (a)
% Asscssable or taxable amount: SHALL NOT EXCEED:
< Amount to be received in the unexp
terminated
Such amount accrues evenly
Taxable in the year(s) immediately following termination

Compare amount from unexpired period against amount provided from compensation.

ired period assuming that the contract was not

+,
00

*,

5

b

\7
o0

Therefore
 Term of contract: 5 years [1.12012 — 2016]
» Termination (after 2 years) = 31.12.2013
Unexpired period (from 1.1.2014 — 31 .12.2016) = 3 years = 36 months
¢ Salary from unexpired period:
Monthly salary Tsh. 554,000
3 years (unexpired) x 554,000/= 554,000 x 36 months = Tsh. 19,944,000/=

o

%o

o,
LCIE S

Note: this should be the maximum amount to be taxed in him form compensation.
Amount which would have been received in the unexpired period = 19,944,000
% Compare this figure against amount provided for compensation
= T'sh. 19,944,000 Vs Tsh 9,930,000
% Take the lesser i.e. Tsh. 9,930,000 = amount for compensation
% Assessment: Note: Is deemed to have accrued evenly in the unexpired period of the contract
1.e. from 2004 — 2006 (using the same annual rate).

Therefore, annual compensation = Tsh. 9,930,000/3 years = Tsh. 3,310,000
YOI 2013 NIL (year of termination)

YOI 2014  Tsh. 3.310,000
YOI 2015  Tsh. 3.310,000
YOI 2016  Tsh. 3,310,000

Note: If amount of company was higher than they would being with unexpired period‘ e Tsh
354,000 x 3 months =Tsh. 19,944,000 (say 21 ml) then taxable compensation is the lower i.e., Tsh.
19,944,000
b) Where term of contract is not specified, provide for compensation S. 7(5) (b). :

% Assessment/taxable compensation shall be deemed to have accrued evenly in the
period immediately following termination.
Term of contract: not specified
* Termination (after 3 years) 31.12.2014
Employed w.e.f,, 1.1.2012

Yo

\d

®,

s

+
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Period immediately following termination start: 1/1/2015 onward

Contract provides for a salary Tsh. 577.200 pm o v ; .
This amount is assumed to accrue evenly and it will be le(_‘d—éf_? a base of alloclatmg
amount of compensation given i.c. Tsh. 19.944,000 over different years unti t
whele lump sum compensation is exhausted/.........

< Assessment compensation and respective years of income:
Tsh. 19.944.000

7
*

&,

5

o

X3

*

Amount of compensation
Monthly salary = Tsh. 577,200

Annual salary = Tsh. 577,200 x 12 Tsh. 6,926,400
YOI 2004 NIL

YOI 2005 Tsh. 6,926,400

YOI 2006 Tsh. 6.926.400

YOI 2007 (Bal) Tsh. 6.091.200 Tsh. 19.944.000
C) Unspecified term and does not provide for compensation s. 7(5) (c)

- Taxable compensation :
- Shall be deemed to have accrued evenly at the same monthly/annual rate in the period

immediately following termination BUT SHALL NOT exceed 3 years remuneration at the
same such rate

Solution to example 8.2 ;
Terminated on 31.12.2014
Therefore, a compensation of Tsh. 5,760,000 is deeded to accrue from 1.1.2015 at the annugl
rate of Tsh. 1,980,000 (i.e. 165,000 p.m. x 12 months)
% Taxable amount is restricted to 3 years remuneration using the annual rate of Tsh. 1.980.000
o Annual salary is cases 1 x 2 is used basis of allocation
Case — Basis of compensation.
% 3 years remuneration (1,980,000 x 3 years) Tsh. 5.940,000 vs Tsh. 5,760,000 computed take
the lesser
Therefore assessment is as follows:
Amount liable

7
L

7
ot

L)

Tsh. 5,760,000

Annual rate (165,000 x 12) Tsh. 1,980.000
YOI 2014 ML
YOI 2015 . Tsh. 1,980,000
YOI 2016 Tsh. 1.980.000

Yor 2017 Tsh  1.800.000 Tsh. 5,760,000

Indirect payment

Subsection (1) of section (29) treats a person who indirectly benefits from any payment as if he was
+ o - . - - =

the payee of that payment, i.e. the payment will be assessed on him as if it was his income. This
provision creates may create loophole for inclusion of such payments as deal condolences paid by

the employer either to the employee or to his relatives and other burial expenses paid by the
employer.

Benefits in Kind

Motor Vehicle Benefit

1 n ( ) I A) . 0

¢ Where employer provides a motor vehicle to an employee for personal/private use

160

'

*,

. Employer incurs all the necessary expenses to maintain the vehicle.

s entitled to claim those mmaintenance expenses.

Adjust accordingly where a vehicle is used for both purposes, 1.e. partly for employment and
partly for personal use. !

* Annual benefit depends on the age and engine si . izt
- ! e (c. the v r under
the 5" Schedule of the ITA. 2004 gine size (c.c) of the vehicle as provided for un

*
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Table 1: Quantification of Motor Vehicle benefit as per 5 Schedule of ITA, 2004
———————=° reiicie henefit as p.
Quantity of payments
Vehicle less than 5 years Vehicle more than 3 years

Engine size

g old old
Not exceeding 1000 cc Tsh. 250,000 Tsh. 125,000
Abeve 1000cc but not Tsh. 500,000 Tsh. 250,000

exceeding 2000¢c

Above 2000cc but not
exceeding 3000ce

Above 3000cc

Tsh. 1,000,000 © Tsh. 500,000

Tsh. 1,500,000 Tsh. 750,000

Example 8.3

Mr. MHASIBU, a resident employee was employed by ABC Ltd, since 1™ January 2010 as an
Accountant. During the year, among other benefits he was provided with a brand new car (3000
cc). The car use (as estimated by the Commissioner) was 1/3 official use and 2/3 private use. The

company (employer) was claiming expenditure for the maintenance of the car.

Quantification of car benefit

% Taxable benefit is limited to private use proportion only

* Brand new implies less than 5 vears old

% Under 5" schedule. taxable value is 1.000,000/= (i.e motor vehicle less than 5 years and cc
above 2000 but not exceeding 3000).

* However. it is taxable only if employer is entitled or allowed to claim expenditure for
maintenance of the car. If no such right, then car benefit is exempted from taxation (to the
employee enjoying the benefit).

o Therefore, car benefit = 1,000,000 x 2/3 = 666,667

-

5
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The Loan Benefit [Section 27 (1) (b)]

% Taxable amount is the excess of the interest that would have been paid during the year of
income in which the payment is made if interest were payable at the statutory rate over :che
interest paid (charged at free or at subsidized rate) during the year under the loan (applying
loan agreement interest rate)

“ For such benefit to arise, the loan must be of twelve months or more.

* Total loan should exceed three months basic pay. No taxable loan benefit if such total loan
and any similar loan outstanding during the previous twelve months do not exceed three

months basic salary.
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Example 8.4 as a loan payable in 4 ey

JAQ I 3 000,

Assume that the company advanced Mr. MHASIBU _>.().U.U. }. estis 14%pdier L)

instalments and free of interest (assume statutory rate of interest is 14% per Charged g,
15 1 ; & be 1 i \

total loan). Assume also a monthly salary of 600,000/

Calculating loan benefit G {l 12 months)
% Payable on 24 equal instalments (i.e. more nan 12 - 3 5
KX Tsh 3,000 OU(}/2 exceeds three (3) months basic salary which is 600,000/= x 3 = 1’8005006-

This figure is less than the amount of the loan, therefore there is loan benefit.
There are two methods of computing the loan benefit; namely the average method and the deciining

balance method. o ‘ ‘ |
T'he declining balance method: This takes into account the decline in the loan balance due to montf

instalment payments.

Statutory

Outstanding interest  Period

balance rate (1/12) Monthly loan benefits
3,000,000.00 0.14 0.08 34,986.00
2,875,000.00 0.14 0.08 33,528.23
2,750,000.00 0.14 0.08 32,070.50
2,625,000.00 0.14 0.08 30,612.75
2,500.000.00 0.14 0.08 29,155.00
2,375,000.00 0.14 0.08 27,697.25
2,250,000.00 0.14 0.08 26,239.50
2,125,000.00 0.14 0.08 24,781.75
2,000,000.00 0.14 0.08 23,324.00
1,875,000.00 0.14 0.08 21,866.25
1,750,000.00 0.14 0.08 20,408.50
1,625,000.00 0.14 0.08 18,950.75

Total benefit 323,620.50

* Average methods
Annual loan benefit= (Beginning balance + endin i
g balance)/2 x rate x eriod
= (3,000,000 + 1,625,000)/2 x 14% x 1= 323,750 ¥

Therefore, | b i — - :
(321620.50)'0&1 enefit is 323,750/ - slightly higher than under the declining method
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<@ ‘ The Housing Benefit [Section 27 (1) (©)]

less, reduced by any rent paid for the occupation by the employee, where-
A. Is t%ie rental market value of the part of the premises occupied by the employee for the
period occupied during the vear of income; and
B. Is the greater of
5 15%' of the employee’s total income, calculated without accounting for the
provision of the premises and. where the premises are occupied for only part of
the year of income, apportioned as appropriate, and
II. Expenditure claimed as a deduction by the employer in respect of the premises for
the period of occupation.

Example 8.5
Assume that Mr. MHASIBU is provided with fully furnished house during the year of income whose

rental market value was Tsh. 200,000 per month. Assume further that the company was claiming
expenditure in respect of the premises to the Commissioner to the tune of Tsh. 150.000 per month.
Also. assume that his annual total income (without housing benefit) was Tsh. 11.826.617
Computation of housing benefit:

*¢ Housing Benefit (HB) is the lesser between A and B

% A: Market value = 2000,000 x 12 2,400,000

% B: The greater of 1 and 2 :
o 1.15%0f 11,826,617 1,773,993
o 2. Claimable expenditure (150,000 x 12) 1.800,000

% The greater between 1 and 2 is 1,800,000
** Housing benefit is the lesser between A and B (i.e. 2,4000.000 vs 1,800,000) therefore =

1,800,000

Further assume the following:
% He occupied only two rooms of the house wh
form 25% of the whole house.
* He occupied the house for nine (9) months only, thereafter moving to his own house.
* He was paying a nominal rent of Tsh. 20,000 p.m to the employer (note: for the portion

occupied)

ich were estimated by the Commissioner to

%

53

Housing Benefit would be:

* A: Market value = 200,000 x 25% x 9 = 450,000
B: The greater of 1 and 2:
1. 15% x 11,826,617 x 25% x 9/12 332,624
2. Claimable expenditure
(150,000 x 25% x 9 months) 337,500
* The greater between 1 and 2 is 337,500 |
% The lesser between A and B is 337,500
Less: Rent paid (20,000 x 9) = (180.000)
Housing benefit = 157.500
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Example 8.6 ‘
Ms MABELE is a full time director employed

of Tsh. 4.320,000 per annum.

The following in

year of income 2015.

Required:
Compute the taxable gains or profit from

Solution to example 8.6

& Free use of car (1500 cc and 3 years old)

& Other benefits in the form of a gardener an
company’s payroll at Tsh. 100,000/=
premises '

& The company through cheque in th
domestic electricity bil
in total Tsh. 80,400/=

< She occupied a company ho

20.000 per month. The renta

600.000/= per annum

her employment for the year of income 2015

Salary 4,320,000
Electricity (direct cash benefit) 80,400
Car benefit (see 5™ schedule) 500,000
Gardener’s salary (200,000 x 4) 400,000
Watchman’s salary (200,000 x 4) 400,000
Total gains or profits from employment without HB 5,700,400
Add: housing benefit (W1) 120,000
Total gains from employment 5,820,400
W1: Computation of Housing Benefit - 7
e A: Rental market value (600,000 x 4/12) : 200,000
e B:Greaterof 1 and 2 —
1. 15% x 5,700,400 x 4/12 = 285,020
2. Claimable expenditure ~ NIL
3. The greater between 1 and 2 is 285,020
o Thelesser of Aand B is A 200,000
Less: Rent paid (20,000 x 4) = 80.000
Housing Benefit 120,000

Other

Section 7 of the ITA, 2004 also include the following as taxable employment benefits:
Cafeteria services (lunch box, lunch allowance) when given on discriminatory basis

0‘0

()

-~

.,

X3

*
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Taxable Employment Benefits

Medical services when given on discriminatory basis.

Insurance premiums paid by the employer for an assurance or insurance policy

employee,
School fees for the employees children

The provision of gas, electricity, water, telephone, a gardener, a watchman and payme

any bill for the employee

When shares are sold to the employee at a subsidized price that is below the open mar

price or where shares are issued for free.
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by Mtandao Ltd, a private company at a salary
formation is made available to you during the

d a watchman than were both on the
p.m each during the period he occupied the

e name of Ms MABELE paid for her personal
Is for the whole period she occupied the employer’s premises.

use for four months only paying a nominal rent of Tsh.
1 market value of the premises was established at Tsh.

of the

nt of

ket

Gifts and Similar Receipts

TP — e 3 .-
Sli‘i“ i jelr? :{S:;n:?;i l;aYments are not income of the recipient because they have no moral or legal
Slcgl-\,-i:: s th;: eé'. i.e, employers-do not normally offer gifts in return for employment
R ;IOEI“’i‘{aI‘V -aVIS oes not'necessaril.y put gifts outside the charging section. Therefore, any
g vorumian p ,mt‘jnts received by virtue of employment is liable to tax as benefits from
employment. The following are provided as examples:
s Pavment of - ot :
. ,Commem(c)i;z:{;s or cloth s,uch as Khanga or Vitenge or T-shirts presented to each employee
beneﬁt - company's anniversary or workers or other official day is liable to tax as
rom employment because it is received by virtue of employment

e Sum paid to an employee upon co i i
it mpletion of certain years of services (this wi
part of his emoluments by way of bonus) i s

Note: Someti i ;
mes such sum is known as “golden handshakes™

- This does not qualify as com i w 33 i
b ol ' f pensation, but rather a “thank”, i.e., payments for the loss of

- These are deemed income liable to tax

\:ilfcsnrzc‘:'ci: fliebg f\:r}z]i;t;r: orllaXI dr;vell;s from patrons or passengers respectively (note that they are
g y i mployment. For such gifts to be taxed, must be pai /

: Y Visthe o . ; paid to the employee by the
employer. Gifts excluded (exempted) from taxation include. ‘Prize’. birthday presents. i ’

Alimony Allowance

Palragra_ph 1 (1) of the 2™ Schedule of the Act provides for exclusion of amounts derived by v f
’a}imorny, maintenance or .cl?ild support under a judicial order or written agreement. Bu{ it)Y ai:h
a i\\:arfce 1s“not undeij Jjudicial or_der or written agreement, or separation is not permanent, it will be
taxed Lmder_ deemed income” principle. Deemed income concept means that there are cc:t in t

of gains which under normal circumstances would not be said to constitute inco H wewer e
Act creates a f{iction of law and deems such receipts as taxable income e

Exempted Income from Employment

512; 1351:1()@1;‘: Egilheldule odf .the Act provides for general exemption (i.c. exempt amounts from
exclusions wder subesstion 3 of section 7 [ 180T (9] e aloilsting aeotieete oo oo
: 8. when calculating indivi inc
Lﬂnjt}\)loyment 7(n0te other exemption provisions are provided under tljén%"hnc}s}:}lligiise 12; Ot?lle i()m
Excluded pa.yments or benefits (gains or profits) include are: S
% Exempt amounts (e.g. benefit of domestic services from a member of the family value
.Of ‘se'If—occupied premises, benefit of any agriculture or handcraft roduct}b /
individual himself, etc) and final withholding payments (S.86 ITA 2005)' -
On pr‘*emises cafeteria services that are available on a non-discrimi;latory i)asisx
Mec.lxcal services, payment for medical services, and payment for insura,nce for
medlca.i services to the extent that the services or payments are available with respect
to _medlcal treatment of the individual, spouse of the individual and up to four of tli')l ir
. children; z:ind made available by employer on a non-discriminatory basis. s
»  Any S}lbsmtence, travelling, entertainment or other allowance that represents solely
the rel.mbursement to the recipient of any amount expended by him wholly a 31
e_xcluswel_v in the production of his income from his employment or services rer?de nd
(t.e. any allowance that is wholly and exclusively used by the empl r’fe
employment purpose) peee

.
0.0
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s+ Scholarship or education grant payable in respect of t}lition or Eﬁe for f‘Llli-iime
Tnstruction at an education institution (see paragraph 1 (i) of the 2™ Schedule, this
exemption does not cover part time instructions). _ ' -

< TFinal withholding payments (for individuals, final Wlth}_mld.mg payments 11.1C1L']de
dividends paid by resident corporation, interest on a deposit with financial institution
and rent on premises; see S. 86 of ITA, 2004). .

¢ Benefits derived from the use of motor vehicle where the employer doesnnot c}aim
any deduction or relief in relation to ownership, maintenance, or operation of the
vehicle.

“» Benefits derived from the use of residential premises by an empl,oyee of the
government or any Institution whose budget is fully or substantially out of
Government budget subvention; L

<+ Payment providing passage of the individual, spouse of the individual and up to four

of their children to or from a place of employment which corresponds to the actual

travelling cost where the individual is domiciled more than 20 miles from service of
the employer at the place of employment.

Salary and other allowances for the president.

* Payment that is unreasonable or administratively impracticable for employer to

account for or to allocate to their recipients.

%+ Retirement contributions and retirement payments exempted under the Public
Services Retirement Benefits Act (i.e. amount of 2,400,000/= stated under $.61 (2);
and less any deduction under section 61(i.e. retirement contribution to approved
retirement fund).

@
x4

*,
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Approved Retirement Funds

As provided under Regulation 8(1), there are five approved retirement funds in Tanzania namely

-
e

*
0'.

The Parastatal Pension Fund (PPF) established under the Parastatal Pensions Act, 1978.

The National Social Security Fund (NSSF) established under the National Social Security
Fund Act, 1997. :

The Public Service Pension Fund (PSPF) established under the Public Service Retirement
Benefits Act, 1999 and

The Local Government Provident Fund (LAPT) established under the Local Government
Provident Fund Act, 2000.

Government Employees Pension Fund (GEPE).

Example 8.7
Ms AKISA is employed by International School of MOROGORO from 1.1.2008
The following terms, conditions and particulars relate to her employment during the year of income

2015:
(i)
(1)

(iii)

Her salary per month is Tsh.1,300,000.

She was entitled gratuity equivalent to 25% of his basic salary for each successful completed
year of service

The school provided her with the following benefits:
- Free use of school’s motor vehicle, bought six years ago (Toyota Corolla,

1000cc).The Commissioner has accepted three quarter of the use as representing free
use of the car

- One night security guard who is on the school’s payroll at monthly w.age of
Tsh.250,000
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- Electricity, gas, _telephone and water bills amounting to Tsh.300,000 p.a. All these
benefits were paid directly to the utility companies since they were addressed to the
name of employer

- A residential house for the whole year for which she paid a token rent amounting to

Tsh.10, 000 per month. It is estimated that the market rental value of this house is
Tsh. 160,000 per month

(iv)  Other sums met by the employer during the year included:
- Tsh. 50,000 per month as entertainment allowance. She however was not required to
account for the amount
- Monthly duty allowance Ths.120,000
- She was given Tsh.30, 000 per month to meet his traveling expenses. She was
spending about 25% of such for performing his official duties
- Free medical services under the arrangement that required the employer to pay
medical bills for Ms. AKISA. her husband and up to four children. For the year of
income 2015, this bill amounted to Tsh. 300,000
- Tsh. 130.000 per month to an insurance company for policy covering her life
(v) She had two children who are enrolled at the same school. During the year, the school
subsidized the school fees and board expenses of the two children amounting to
Tsh.2.000,000 in total
(vi)  After successful of year 2015, her contract was not renewed due to employer’s financial
crisis. To this effect, she was paid a lump sum of Tsh.2.000.000 as compensation
Reguired.:

Calculate the total taxable income for Ms. AKISA for the year of income 2015 and tax liability if her
tax bracket is 25%

Solution to Example 8.7
Determination of Total taxable income of Ms AKISA for the year of income 2015

Salary — 12 months 12x 1,300,000 15,600,000
Gratuity 25% x 3.900,000
1,300,000 x12
Motor vehicle benefit 125.000 x3/4 93,750
Security Guard 250.000 x 12 3,000,000
Utility bills (Electricity, water 300,000
and gas)
Entertainment allowance 50,000 x 12 600,000
Duty allowance 120,000 x 12 1,440,000
Travelling expenses 30,000 x12 360,000
Medical allowances NIL
Insurance policy- life 130,000 x 12 1,560,000
School fees subsidy 2,000,000
- Compensation for termination of 2,000,000
contract
Sub-total before- HB 30,853,750
Housing Benefit (Note 1) 1,800,000
Total taxable income 32,653,750/
Tax liability 25% there-off 8,163,437.50
NOTE 1: Housing benefit: The lower between
e MEiRttantal. v st iy e, 160,000 x 12= 1,920,000



ii.

Example 8.8

And
The greater of
15% x30, 853,750=4,628,062.50
And amount claimed= 0 s
Take the greater i.e. 4,628,062. g
The lesser between 1,920,000 and 4,628,062.50 is = 1,920,000 N
Reduced by the amount of rent paid by employee= 1.920.000 — 120, (10,000 x

12)=

Mr. Wang a Chinese expert was employed by the Juwe Mining CO_I‘POYé“OH I{E\jhfcifl?\ qulV;‘;e
resident company on expatriate terms, to construct the Kiwira Coal mine .(ti);lﬂtil) Lx‘,i g 1,\ ":yd- hE
came to the United Republic on the 1> February 2014 and stgrted working Wll ] tle ugflnp_"“‘} on tf e
following day. From the following information, you are required to compute his taxable income for

2014 year of income.

a)
b)
c)

d)

g)

h)

)

He was being paid duty allowance of Tsh. 300,000/= p. m. and a salary of Tsh.
ggg’?hoeogns .nl::).nth he was in China, he was working with the Government of China
which had paid him equivalent Tsh. 500,000/= for the month ' R
The firm provided him a car (3000cc, of 2010) from the day he arrived in the United
Repubiic. This was wholly used for employmc.nt . .
For the first two months of his stay in the United Republic, he was accommodated in
a hotel. The firm paid a total of Tsh. 1,500,000/= for full board .
After then, he was provided with fully furnished house. T—he' firm ha_d installed the
furniture in the house which belonged to the NIC limited which cost Tsh.
6.000,000/=. It was paying a monthly rent of Tsh. 800,000/= p. m. for the house to the
NIC and was deducting a token rent of only Tsh. 50,000 p. m. from Mr. War}g salarg.
Half of the house was used as an office, and the company was entitled to claim repair
and maintenance expenditure. .
According to the contract of employment, he had a right of going on .leave onc§
annually. However, due to his important role in the project, the firm d?ded; to pay
him on 30.5.2014, Tsh., 1.000,000/= in consideration of him foregoing his 2014
annual leave
On several occasions he had, on behalf of company, to tender some conﬁsp}_tuancy
services to the State Mining Corporation. As thus the employer company paid him a
token sum of Tsh. 500,000/= as thanks for the services as he gave the firm a
considerable amount of revenue, in the form of consultancy fees from the State
Mining Corporation.
Water bills for the year totalling Tsh. 80.000/= and were fully met by the employer.
The bills stood in the name of the employer. Electricity bills (which stood in the name
of the employee) totalling Tsh. 50,000/= were also met by the company.
A night watchman earning Tsh. 80,000/= employed by the company for the house.
However, he was only responsible for part of the house used for employment purpose.
This watchman was also provided with a house by the company.
When he came to the United Republic, he came with a number of equipment to be
used in his work. He had purchased them in China and as such the firm reimbursed
him a total of Tsh. 900,000/=.
The company paid the following annual membership fees for him:
- Tsh. 60,000/= as membership fee to the Lion Hote] swimming pool
- Tsh. 100,000/= as membership fee to Mining Experts
- Tsh., 10,000/= to Officers mess
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k)

)

mj

Note one (N ): Housing Benefit

- Tsh. 200,000/= to the Yatch club

Though he was working in Mbeya, he used to come to DSM during the weekends.
The firm was also paying for his trips to and from Mbeya. In the year of income 2014
Tsh. 2.300,000/= were used for those trips.

On the basis of his contract, the company provided him with free lunch which worth
10,000/= each and two crates of beer for each month. He had taken only 30 lunches
for 2014. A crate of beer by year 2014 was Tsh. 25,000/=

On one of the trips to DSM he toured Urafiki textile, where as a present he was given
complimentary of 6 pieces of ‘kitenge’ dressing materials each worth Tsh. 5,000/=

At the end of each year he is paid a gratuity of Tsh. 1,500,000/=

Solution to Example 8.8
Mr. Wang:

Computation of taxable income F, or the Year of Income 2014 (F. igures in Tsh.)

Duty allowance (3,000,000 x 11)
Salary (600,000 x 11)

33,000,000

6,600,000
Salary China (not employed in Tz) NIL
Car benefit (fully for employment) NIL
Hotel expenses 1,500,000
Furniture 6,000,000 x % x 9/12 2,250,000
Leave pay (payment in lieu of leave) 1.000,000
Consultancy fees 500,000
Water bills 80,000 x % x 9/12 30,000
Electricity 50,000 x % x 9/12 18,750
Watchman salary (employment purpose) NIL
Equipment (for employment purpose) NIL
Membership fees — swimming pool 60,000
- Oysterbay not for 40,000
- Yatch Club employment 200,000
Purpose
Trips to/from DSM 2,300,000
Lunch 10,000 x 30 300,000
Bear 2 crates =2 x L5 0[] PN I v e S 550,000
Present — Kitenge (urafiki Novsitemnaati o NIL
Gratuity 1,500,000
Gain from employment without [IB 20,148,750
Add: Housing benefit (N1) 683, 667
Total taxable. meeme o oo otinioc i i 0 20.832.417
A: Market Rent value ....... SOOOD0R Qs br o b i 3,600,000

B: (i) 15% x 20,148,750 x %

1,133,367

(i) Expenditure Claimed by Employer ... NIL

- The greater between (i) and (ij) 1,133:367

Housing Benefit = lesser of A & B 1L133.367

Less Rent paid by Wang (50,000 x 9)................... . 450,000

Net HouSing Benefits. s soin ot o oo BT 683,667
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Example 8.9 ) s = )
Professor PAYE is employed as a full time lecturer at MZUMBE Unlv.ersny in Tanzania. During the
year of Income 2016, he was provided the following facilities (Figures in Tsh): ’
< Fully furnished house with a market rental of 450,000 p.m. The emp.IGyCr clalmend Tsh. 350,000
p.m as maintenance cost of the premises. However, he was contributing 2% of his salary as rent
.m.
o i Tsh. 50.000,000; 5 years loan at an annual rate of 5%. For the first 6 months of 2016 and 9%
p-a. thereafter until maturity.
% A brand new car with a capacity of 2500cc for both private use and University purposes in the_
ration of 3:4 respectively.
% The university contributed 20% of his salary to an unapproved pension fund of HINDU
MENDAL. and he was contributing 5% to the same scheme.
*%* His salary scheme indicated that for the first three months of 2016 Tsh., 6,000,000 p.m. and to be
increased by 10% after every 3 months.
Required:
Determine taxable employment income and tax liability if his tax bracket is 30% for the year
of income 2016.

(Assume that the BOT interest rate is 17% p.a ; the employer claimed maintenance costs of
the car) '

Solution to Example 8.9 :

Determination of taxable employment Income and tax liability of Professor PAYE for the vear, of
income 2016 (Figures in Tsh)

Particulars Amount Taxable
Basic salary First three months= 3 x 6,000,000= 18,000,000 83,538.000.00
Second three months; 1.1 x6,000,000 =
6,600,000 x 3 Months= 19,800,000

Third three months: 6,600,000 x1.1= 7,260,000
x 3=21,780,000;

Then Last Three months:

1.1 x 7.260,000= 7,986,000 x 3=23,958.,000.

Loan benefit Note 1. 5,000,000.00
Motor car benefit Note 2 428.,571.43
Contribution to | 20% x 83,538,000= 16,707,600.00
unapproved fund

Sub-total before 105.674,171.00
Housing benefit '
Housing Benefit Note 3 3,729.240.00
Total taxable 109,403,411.00
employment :
income

Notes:

Note 1: Loan benefit
Loan benefit: Interest rate: 17%-5%= 12% x 50,000,000 x 6/12= 3,000,000

17%-9%= 8% x 50,000,000x 6/12= 2,000,000
Total= 5,000,000
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Note 2: ;
From the ITA,

ot

Motor car benefit

2004 in the Fifth Schedule; Annul benefit for this car category is 1,000,000, reduced

he proportion of the private use of the car of3:4; 1,000,000 x 3/7= 428.571.43

Note 3: Housing benefit.

The lower of
1. 150/0 X

105,674.171= 15,851,125.6 or

b. The greater between:

i. Mark
il.

Example 8.10

et rental= 450,000

Maintenance cost claimed: 350,000

Take the greater 1.e. 450,000 x 12= 5,400,000

Compare with a) above we take the lower, i.e. 5,400,000

Reduced by rent paid by employee= 2% x 83,538,000= 1,670,760
Housing benefit therefore: ............. LaHBE S i o it 3,729,240.00

Professor KNUDS KIJETT has been a Professor of Accounting and Marketing and head of the

Research and
University has

Publication Committee of the School of Business of Mzumbe University. - The
a housing scheme, under which it provides accommodation to its staffs who then

suffer an 8% deduction on their salaries as rent. The following information is also available.

a)

b)

c)

d)

f

g)

KNUDS KJETT was employed under expatriate terms which provided for among
other things a salary of Tshs. 6,000,000 per month and free housing. The total bills in
this house for the year 2015 (electricity, telephone and water) was shs.1,360,000 )
He was appointed by the Centre for the promotion of Exports from Developing
countries to carry out a market survey in Tanzania on the market for developed
countries and products for exports to Europe. He was paid the full costs of thf: study
and an additional fee of Tshs. 5,000,000. This study was carried out during the
months of March and April, 2015 ‘ _
On a part time basis, he was offering consultancy services to Morogoro Business ‘E‘ll’id
Management Consultants firm. For this, he was paid Tshs.200, 000 per hour. During
2015 he spent 50 hours with the firm. : j ;
His birthday coincided with Easter, 2015. During the 2015 Easter self:tl?ratlons, 'the-
University awarded him a birthday present worth ‘shs.920, 000. In addition. another
present was given to him by his fellow workers. T 1?13 was valued at shs'.840,000 3
He was required to appear in the quarterly meetings of the U111ver31ty.Sen3te. The
University paid him shs.800, 000 for attendance 'of such meetings. During 2015, he
attended all such meetings held while he was still in employment : :
A distribution of surplus made from short courses a consultancy carried out at i{) g
University during 2014 was made in May 201.5 to all the workers. Professor KNU
KJETT received shs.6, 000,000 from this distribution. :
He was provided with a car (2500cc) which was wh_olly used for domestic pt}rposs:s
by his wife. This car was purchased by the University for Tshs. 12,000,000 in year
2
;\Osl I]> art of the contract of employment, the employfer was rec_Iuired to contrll;til‘tehgg
amount equivalent to shs.300, 000 per month to ; Erl;}att:(: pensu_)sns izcilerme establishe
in the Net scheme was not approved by the Commi :
;};eﬂ;:gfxtl;grlii?grisfl}fom the NBC of Tshs. 3,600,30(? andd atdividend from a local
' 000. No withholding tax was deducted at source -
$;;§82g££f£?6% %)(f)'oﬂis contract, the University met the expenses of 4milion for

transporting him and his belongings back home to India.
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Required:

Calculate the total taxable income of Professor KNUDS KJETT for the year of income 2015

Solution to Example 8.10

Determination of total taxable income of Professor KNUDS KJETT for the year 2015

Employment Income

Salary 6,000,000 x12

Utility Bills (Water, electricity and Telephone)
Birth Day- Easter Presents

Senate Meeting allowances: 800,000 x4

Distribution of surplus made from short courses an consultancy by
University

Motor vehicle benefit: ( as per fifth schedule of the ITA 2004)
Amount Contributed to in approved pension scheme in India:
300,000 x 12

Transport allowance back home to India

Sub Total before Housing Benefit

Housing Benefit: Note 1

Sub total

Business Income:
Amount received from centre for promoting export
Consultancy fee payment from Morogoro Business Management
(200,000 x 50 hour)
Sub total

Investment Income: (Subject to Final withholding tax)
Interest received from NBC

Dividend from company shares

Sub-total

Total taxable Income

72,000,000
1,360,000
NIL
3,200,000

6,000,000
1,000,000

3,600,000
NIL
87,160,000
4,800,000
91,960,000

5,000,000
10,000,000

15,000,000

3,600,000
2.200,000
5,800,000

112,760, 000

Computation of Housing Benefit:
NOTE 1: Housing benefit: The lower between
1.  Market rental

And

ii.  The greater of

15% of total income= 15% x 112,760,000= 16,914,000

And amount claimed= 0
Take the greater i.e. 16,914,000

................................ 400.000 x 12= 4.,800.000

The lesser between 4,800,000 and 16,914,000 is = 4,800,000
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Determination of Tax Liability of Individuals

Individuals include sole traders and salaried people who are taxed at progressive individual Income
tax rate, which varies from the lowest marginal rate of 13% to the top marginal rate of 30%.
However, for non-resident individual the applicable rate is 20%, which is charged on total income.
Table 1 indicates the tax rates applicable to various income brackets for salaried people. However.

these rates are normally revised and changed in every budget session and indicated in Finance Act of
each year, thus they are not static.

Table 2: Individual Tax Rates Applicable in Mainland Tanzania

[ Annual Income Tax Rate
" Where total income does not exceed Tsh. NIL
2,040.000

Where total income does exceed Tshs. 9% of the amount in excess of Tsh.
2.040,000 but does not exceed 4,320,000 2,040,000

Where total income does exceed Tshs. Tsh. 205,200/= plus 20% of the amount in
4,320,000 but does not exceed 6,480,000 excess of 4,320,000

Where total income does exceed Tshs. 637,200/= plus 25% of the amount in
6,480.000 but does not exceed 8,640,000 excess of 6,480,000/=

| Where total income exceeds Tshs. Tshs. 1,177,200/= plus 30% of the amount
i 8.640.000 in excess of Tshs. 8,640,000

Source: Finance Act 2016

Example 8.10 :

Mr . John Hamis and Maduhu Masawe are employees of Mzumbe University. Mr. John is employed
as Driver while Mr. Maduhu is employed as a lecturer. For the year of income, 2016, the monthly
salaries were Tsh. 250.0000 and Tsh. 2,500,000 respectively.

Required: determine their tax payable for year 2016.

Solution to example 8.10.

T'ax payable for Mr. John Hamis for Year of Income 2016:

Total income for the year: Tsh. 250,000 x 12...... Tsh. 3,000,000/=

Using Table 1(Individual tax rates applicable to in Mainland Tanzania) above tax payable would be:
(3.000,000 -2,040,000) x 9%= 960,000 x9% = Tsh. 86,400.

Tax payable for Mr. Maduhu Masawe Year income 2016

Total income for year. Tsh. 2,500,000 x 12= Tsh. 30,000,000.

Tax payable= Tsh. 1,177.200/= plus 30% of the amount in excess of Tsh. 8,640,000
Tsh. 1,177,200/= plus 30% (Tsh. 30,000,000 — Tsh. 8,640.000)

=Tsh. 1,177,200 + Tsh. 6,408,000/=

=Tsh. 7,585,200/=

Therefore, taxable payable for Mr. Maduhu is Tsh. 7,585,200/=
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Table 3 presents the applicable rates for various turnover bands for small traders. Some of the smal]
traders do not keep record; still others do maintain proper and complete records. All of these traders
are taxed based on their annual turnovers.

Table 3: Turnover Bands and their Tax Rates Applicable in Mainland Tanzania

Annual Turnover Tax payable where | Tax payable where records kept are

records are { complete
incomplete
Where turnover does not exceed Tsh. | Nil Nil
4,000,000
Where turnover exceeds Tsh. 4,000,000 | Tsh. 100,000 2% of turnover in excess of Tsh.
but does not Tsh. 7.500.000 4,000,000

Where turnover exceeds Tsh. 7.500.000 212,000 70,000 +2.5% of turnover in excess of

but does not Tsh. 11,500,000 Tsh 7.500,000
Where turnover exceeds Tsh. 11.500.000 | Tsh. 364.000 170,000 + 3.0% in excess of Tsh.
but does not Tsh. 16,000,000 11,500,000

Where turnover exceeds Tsh. 16,000,000 | 575.000 305,000 + 3.5% of amount in cxcess of
but does not Tsh. 20,000.000 16,000,000

Source: Finance Act 2012

Example: 8.11 _

Mr. Tarimo and Sanga hold small business in Dar es Salaam. Mr. Tarimo deals with restaurant
business and Mr. Sanga deals with whole sale of rice and other agricultural products. Mr. Tarimo
keeps complete records and Mr. Sanga does not. For the year of income 2016 total turnover was Tsh.
20.000.000 and Tsh. 15,000,000 for Tarimo and Sanga respectively.

Required:

Determine the tax payable for both Tarimo and Sanga for the year of income 2016.

Solution to example 8.11:

Using the turnover bands and applicable rates for small traders (see Table 2 above) the tax payable
can be computed as follows:

Mr. Tarimo: Since he keeps complete records the computation would be:

305.000 + 3.5% (20,000,000- 16,000.000)

= 305,000 +140.000

= Tsh. 445,000

Mr. Sanga: Since he does not keep complete records, the computation would be

Turnover is between Tsh. 1 1,500,000 and Tsh. 16,000,000, and then tax payable is Tsh. 364,000.

Pay As You Earn System in Tanzania

Operational requirement of PAYE

payments made to his employees. And since under section 7 a benefit in kind provided by the
employer is also deemed to be a payment, such withholding is required to cover such benefits as
well. Normally, withholding must be done on the gross amount since there are very few expenses
that can be deducted from employment income, due to the strict condition that demands that for an
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expense to be allowable it must be one that was wholly and exclusively incurred in the production of
the employment income. The only significant deduction, which all employers and employees must
take cognisance of is the one provided for under section 61. That section demands that in those cases
where the contributions of the employer are included in the payroll, than a deduction should be
granted for the employees total emoluments, in respect of the month’s contributions made by both

the employee as \yell as the employer to an approved retirement fund. The tax rates therefore should
be applied on the income net of the deduction in respect of these two items.

The net effect of this‘is that in arriving at the month’s taxable income an employer should deduct the
cmployee’s contribution to an approved retirement fund. The regulations and practice notes issued by
TRA consider NSSF, PSPF. ZSSF and any other statutory fund, as approved funds.

Other Requirements on PAYE

The tax withheld in any month must be remitted to the Commissioner General within seven days of
the month following the month of such withholding. In this regard the employer should always bear
in mind the excluded days’ concept. Where the employer fails to withhold he is still required to pay
the tax that he should have withheld as required above. In such a case both the employer and the
employee will be jointly and severally liable for the payment of such tax. The employee is required
to pay tax payable by a defaulting employer within the same seven-day time limit.

Defaulting employers who are made to pay the tax not withheld are entitled to recover such tax from
the employees. Employers are required to give certificates to the employee specifying the amount
paid to him and the tax withheld by 30" January of the following year, or within 30 days of cessation
of employment. Employers are also required to file half-year returns to the commissioner specifying
the payment made during the period; names and addresses of withholders; and tax withheld. Such
returns must be submitted within 30 days after the end of every six-month calendar period.
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Chapter Summary 3 L ] .
This Ehapter has discusses the determination of taxable income from employment as provided for

der section seven (S.7) of the income tax Act 2004. The chapter provides illust‘ratlons and \h_’o.rked

i ' i ed. The chapter can be summarised as follows:

examples on how tax from employment is calculated. The chap e

% The Income Tax statute defines the term employment 1_11.1der to mF:a(rlx.. 5 pl : r; & _an
individual into the employment of another person; a posxtlon of a(;x in w[;l ua };n it ;nfdthe
individual to periodic remuneration in respect of serv_lce performed. a public office he by
an individual, and includes a past, present and prospective employment. 1 .

% The manager or director of an entity is an employee qnd 'th.us ref:elve§ emp oyr'ni_n_ _1r;uome,

% Taxable income from employment includes the md1v1dual s gains or profits from the
employment. This includes direct cash emoluments and be‘ne'ﬁl in kind. e T 551

% Cash emoluments include salaries wages. fees, commission, payment llln ieu o e.a?’&
bonuses, gratuity or any subsistence, travelling or entertainment or otha?r 51 'O“ialzicc rleceh{ed
in respect of employment or service rendered. Taxable benefit in kind includes 10using
benefit, motor car benefit, loan benefit, medical benefits and others. ‘

< Employment income taxes are deducted at source by all emplgy:ers. Thls1 mea?s Fhat all
employers are tax collecting agents and are supposed to deduct tax irom emp oyt‘nuTt__mcome
and remit to TRA within seven days after the end of the month for which the deductions are

related.
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End of Chapter Eight Revision Questions

1. Define the term employment for tax purpose, clearly citing necessary conditions for employment
to arise as opposed to contract for service.

. Define employment for tax purposes, clear]
arise as opposed to business.

. Identify receipts/incomes/benefits, which are not taxable as employment income as provided under
subsection 3 of section 7 of the ITA, 2004. Give reasons (where applicable) for such exemptions.
4. “Where the employer provides his employee with a house for residential purposes, the employee

is liable to tax on the housing benefit” (Section 27 of ITA 2004). State the formula for the
determination of the value of housing benefit for income tax purposes.
5. Mr. MORISL a resident employee was employed by ABAC Ltd since 1% January 2010 as
Accountant. For the year 2015, he was provided a fully furnished house whose rental market value
was 200,000/= per month and the company was allowed to claim rental expenditure amounting to
150.000/= per month. During the year, he was provided a four years old car of 3000cc. The car use
was estimated by the Commissioner for Income Tax (CIT) as 1/3™ official use, and 2/3™ private
purpose. The company was claiming expenditure for repair and maintenance of this car.
a) During the vear, the company advanced him 30,000,000/= as a loan payable in two years
at a subsidized interest rate of 5% per annum (assume statutory rate of interest of 14% per
annum for the year of income 2015).

b) The contributed 15% of his basic salary every month to NSSF and he was contributing
5% of his basic salary to the same fund.

¢) The employer also paid for him scholarship fees of 10,000,000/= which was for full time
course. _

d) He is also holding a part-time consultancy work to private firm belonging to his father in
law, where he is being paid a monthly salary of 1,000.000/=.

¢) The term of his service agreement with the company provided for payment to him, so as
not to work for any competitor after his retirement. In return for this covenant, the
company paid him 2,000,000/= in December 2015.

f) He is holding Savings account with CRDB. On 30™ September, 2015 he received
2,685,000/= as interest from his savings account.

g) His monthly salary was fixed at 3,600.000/=.

i) The employer also met the following bills during the year

-2

y identifying necessary conditions for employment to

(S

- Electricity 650,000/=
- Gas 710.000/=
- Water 321,950/=

Required: From the above information, calculate the total taxable income of Mr. MORISI for the
year of income 2015 as stipulated in the ITA, 2004.

6. Mr. Ahmed is employed as the Chief Accountant of Changarawe Hardware Co. Ltd at a salary
of Tsh. 72,000,000 per annum. He is provided with fully furnished house since 1.1.2014, which
was leased by his employer at Tsh. 24,000,000 per annum. Commissioner has also established
that this is the true market rental value for this particular house. Mr. Ahmed agreed to pay Tsh.
7.200.000 per annum as rent. He is also entitled to unlimited use of the employer’s car. The car
provided to him is fully used by his wife for domestic purposes and shuttling children to school.
This is a new edition. Toyota RAV 4 with 3,500 cc. and it was bought brand new three years
ago. Other incomes {rom other sources for the year are as follows:

* He received a dividend of Tshs. 7,200,000 from DIMON Ltd where he held 3,600 ordinary

shares

Also, he received interest amounting to Tshs. 2,500,000 from his savings account with NMB,

Morogoro branch.

117



Required:
(1) Calculate his total taxable income for the year 201‘4 5
(i)  Assume that one of the rooms in the house (which forms 1/3_ of the total house) wag
used by him for office purposes and also that he left to his l?ungalow at Kihonda
Morogoro at the end of September 2014. Calculate his total taxable income for the year.

7. Professor SRINIVAS MADISHETI is a Professor of Accounting and Marketing and head of

the Research and Publication Committee of the School of Business of University of Dar eg

Salaam. The University has a housing scheme, under which it provides accommodation to its

staff who then suffer an 8% deduction on their salaries as rent. The following information is also

available.

k) Professor Srinivas was employed under expatriate terms which provided for among
other things a salary of Tsh. 6,000,000 per month and free housing. The total bills in
this house for the year 2015 (electricity, telephone and water) was Tsh.1 ,360,000,

I) He was appointed by the Centre for the promotion of Exports from Developing
countries to carry out a market survey in Tanzania on the market for developed
countries and products for exports to Europe. He was paid the full costs of the study
and an additional fee of Tsh. 5,000,000. This study was carried out during the months
of March and April. 2015.

m) On a part time basis, he was offering consultancy services to Magomeni Business and
Management Consultants firm. For this, he was paid Tsh.200,000 per hour. During
2015 he spent 50 hours with the firm.

n) His birthday coincided with Easter, 2015. During the 2015 Easter celebrations. the
University awarded him a birthday present worth Tsh.920, 000. In addition, another
present was given to him by his fellow workers. This was valued at T sh.840, 000.

0) He was required to appear in the quarterly meetings of the University Senate. The
University paid him Tsh.800, 000 for attendance of such meetings. During 2015, he
attended all such meetings held while he was still in employment.

p) A distribution of surplus made from short courses and consultancy carried out at the
University during 2014 was made in May 2015 to all the workers. Professor Srinivas
received Tsh. 6. 000,000 from this surplus distribution.

q) He was provided with a brand new car (2500cc). The car was wholly used for
domestic purposes by him and his wife. This car was purchased by the University for
Tsh. 50,000,000 in year 2011.

) As part of the contract of employment, the employer was required to contribute an
amount equivalent to Tsh.300, 000 per month to a private pension scheme established
in the Netherlands. The scheme was not approved by the Commissioner.

s) He received interest from the NBC of Tsh. 3,600,000 and a dividend from a local
company of Tsh.2, 200,000. No withholding tax was deducted at source.

) Upon completion of his contract, the University met the expenses of 4milion for
transporting him and his belongings back home to India.

=y

Required:
Calculate the total taxable income of Professor Srinivas for the year of income 2015,
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CHAPTER NINE

TAXABLE INCOME FROM BUSINESSES

Introduction

This chapter discusses the determination of incomes from businesses for tax purposes. The chapter
starts by discussing what constitutes business, the major features of income derived from business,
business income exempt from taxation and computation of taxable business income. The main
section under discussion in this chapter is section eight of the income tax Act-ITA, 2004.

Learning Qutcome

After completing this chapter readers should be able to:

Describe the meaning of Business

Describe the characteristics of Trade

Determine total income from business

Compute taxable profits from business.

Determine partnership income and taxable income of partners
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Meaning of Business
Business is defined as any form of trade, profession; or vocation but does not include employment.
According to paragraph (a) of subsection 1 of section 4 of ITA, 2004, income tax is charged and
payable for each year of income by every person who has TOTAL INCOME for the year of income.
Total income is defined under section 5 (1) to mean ‘sum of the person’s chargeable income for the
year of income from each employment, business, and investment. In ordinary meaning business is
meant to include purchase and sale of goods in an attempt to make profits. However, for income tax
purpose, S. 3 of ITA 2004 defines business as any form of:

% Trade;

% Profession; or
% Vocation

Business income does not include income from employment (contract of service or service
rendered). Therefore, for income tax purpose, trade, profession or vocation are treated as having the
Same meaning, i.e., any income arising from either of this is a business income.

Business income from Trade

Section 3 of ITA 2004 interprets “trade” as including every trade, manufacture, or concern in the
nature of trade. A trade may be construed to be a venture of speculative nature, pecuniary risk, and a
commercial enterprise that seeks to create profits or income.

Business Income from Profession

The act does not interpret the word profession. However, for income tax purpose t_he ordinary
Mmeaning has been accepted. Thus, it involves the idea of an occupation requiring either purely

Intellectual skills or any manual or technical skills as in painting; repairing/maintaining/assembling
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of equipment; or an assignment or occupation in a particular field wh;'ch requires study and expertise
like accountancy. Therefore, profession is different from trade in that one needs to possess
intellectual skills or technical know- how skills.

Business income from Vocation

The act does not interpret the word vocation, which can be explained as 4 strong impulse or calling
or inclination to follow a particular activity or career, i.e. such person is self-employed for income
tax purpose. It is an occupation or trade or business in which one engages in more or less regularly
and neither profit motive nor formal/systematic activity exists. However, for income tax purpose any
€Xcess over outgoings is taxable.

Characteristics of Trading
The following characteristics describe the present or absence of trade:

* Profit-secking motive: Presence of profit-seeking motive is a strong evidence of trading
activity.,

** Manner in which the asset is acquired: If the asset was acquired by purchase, whereby he
1s a dealer in the same line or articles, then it is likely to be trading.

** The nature of assets acquired and quantity: Purchase for private consumption, investment

or resale may be justified by the nature and quantity/volume of the item.

The length of time (period of ownership): The interval of time between purchase and sale

and what happens to it during that period is relevant,

* Supplementary work on purchased item to make it more attractive to customers

The method in which the sale is effected or secured: A person carrying on a trade would

*
A4

)

*
0..

soliciting customers
Frequency of transactions in similar commodities
Trading interests in the same/similar field: If a person has already carried out a business

in certain commodities it may be possible to argue that any transactions which he
undertakes in relation to such commodities are connected to his former business

*
"

+
0..

Identification of Business Motives

In order to recognise whether a business exists so that business inco

5 me tax can be charged, an
activity or business should be tested against the following attributes:

income, from that particular activity such as trading stock

< Expenses deducted (S. 11): Test whether expenses deducted were incurred “wholly and
exclusively” in the production of that income

Business Assets

membership interest of a partner in a partnership but excludes.
% Trading stock a depreciable asset:

« Interest in land held by an individual that ha

three years prior to realisation.
** Beneficiary’s interest in a resident trust:
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#%+ Shares in a corporation where receipt of dividend in respect of shares is exempted in the
hands of the shareholder under section 54(2).

# Shares and securities listed on the DSE that are owned by a resident person, by non-
resident person who either alone or with other associates controls less than 25% of the
controlling shares of the issuer company.

Depreciable Business Asset

Depreciable asset means an asset employed wholly and exclusively in the production of inf:ome fr'om
a business and which is likely to lose value because of wear and tear, obsolescence or passing of time
but excludes goodwill, an interest in land, a membership interest in any entity and trading stock.

Sources of Income from a Business

Gains and profits from Business

According to section 8 of the ITA 2004, a person’s income from business for a year of income _is the

person’s gains or profits in conducting the business for the year of income. Subsection 2 of section 8,

lists down what should be included in calculating business income:

% Service fees

% Incomings for trading stock : i

% Gains from realisation of business assets or liabilities of the business (Division III of Part III,
i€, 5.36) . e ;

% Amounts required being included under paragraph 4 of the third schedule on the realisation o
depreciable assets. : - : sl

% Amounts derived as consideration for accepting a restriction on the capacity to conduct the
business. : : ek

< Gifts and other ex-gratia payments received by the person in respect of the business. .

* Amounts that are effectively connected with the business and that would otherwise be

included in calculating the person’s income from an investment or employmc_ent. _

Other amounts required to- be included under rules governing amount used in calculating the

income tax base, partnerships, trusts, corporation, retirement funds, and permanent

establishments.

%

L/
‘.0

Other Incomes under Business

1 as incomes under business income: :
The’I{O}l(gZ;I;gj;ep?g;r:;egf a partner is a sum of remunerati9n payable (salary)‘; . Anyh1_nte;est 012C
capital payable to him; Less any interest payable by him to the partnership; and his share o
total income of the partnership as stipulated in section 48 of ITA_, 2004. £
** Any sum under any insurance against loss of profits, or rece1v§d byl way o arpaggs Oi
compensation for loss of profits is taxable in the year of income in which it is received [s.
()]
e has been deducted; or
i or loss has bee : -

Z ingefi}fﬁiic::t?;erespect of any reserve or provision to meet any hablht};l’his'lbee'n
made; and in later year of income the whole/part of such expendnur; /l_o;s 12 ility is
recovered/released (for liability) or retentior_l of such reserve or h?.bi 11“3{l : ;cc')in?s
unnecessary, then such sum is taxable in the year income in which it is

recovered/released/no longer required.
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% Excess of sales of particular pool of depreciable assets under the 3™ schedule over the tota] of
opening written down value (WDV) no addition during the year (see also S.8 (2) (@) of ITA,
2004.

Computing Taxable Profits of a Business

Conditions of Deductible Expenses under Income Tax Act

Section 11 of the Income Tax Act provides the general principles for allowable deduction in order to
arrive at taxable business Income. This section is very important in computing income for tax
purpose because income liable to tax is not the same as profits/incomes determination under financia]
accounting principles e.g. some expenses may be allowed (deducted) to arrive at accounting profits
while the same may be disallowed to arrive at taxable income.

The general principle of “wholly and exclusively incurred...” requires that, to arrive at total income
chargeable to tax, deduct only those expenditures or losses which are wholly and exclusively
incurred in the direct production of such income. That is, expenditure allowed must be of revenye
nature. On the other hand, disallow (do not deduct) those expenditures or losses which age not wholly
and exclusively incurred in the direct production of such income. In this case, all expenditures of
capital nature (e.g., advertisement of capital nature, expenditure on acquisition of long term assets for
use in the business, exhaustion of capital.) should not be allowed as deduction for tax purposes.

Examples of Expenses Deductible under Income Tax Act

Section 11 (2) of the income tax Act 2004 provides for the deduction of expenditure “wholly and
exclusively” incurred in the production of such income (business or investment) in that year of
income. Such expenses allowed include:
< Interest (s. 12): Interest incurred during a year of income under debt obligation that is wholly
and exclusively incurred in the production of business or investment income is allowable
provided: . :

** The debt obligation was incurred in borrowing money which was employed during
the year of income or was used to acquire an asset that is used wholly and exclusively
in the production of such income.

% The debt obligation was incurred wholly and exclusively in the production of such
Income, in any case.

** For a limit amount of deduction for an exempt—controlled resident entity, see, S.12
(2)t0 8. 12 (4)

the end of the year of income.

o Repair. and maintenance expenditure (s.14): This includes repair or maintenance of
f:lepremable assets owned and incurred wholly and exclusively in the production business
Income. Note that any expenditure that intends to improve an asset (e.g. increasing life span;

production or.quality capacity, etc.) is not allowed but rather this is included in the cost of the
asset (expenditure of capital nature).

% Agriculture, research and development and environmenta) expenditure (S. 15)
These include:

122

e Agricultural improvements (agricultural/livestock/fish farming improvements):
Clearing the land and €Xcavating irrigation channels; or Planting perennial crops or
trees bearing crops (not annual/seasonal crops).

* Environmental expenditure:
Expenditure incurred by owner or occupier of farmland for prevention of soil eosin.
< Research and development expenditure: Expenditure in the process of developing business

& Gifts to public and charitable Institutions(s. 16):

* Conuributions during the year to charitable institutions or social development project;
or donation under s.12 of the Education Fund Act, 2001.

¢ Note that deduction available for gz year of income shall not exceed 2% of person’s
income of the business calculated without a deduction of such contribution.

% Depreciation allowances for depreciable assets (s. 17): These allowances are granted under
the 3" schedule of the Act provided that such assets are used wholly and exclusively in the
production of such business income in that year of income.

<* Losses on realisation of business assets and liabilities (s.18; and also Division III of Part IIT)

provided that:
° Asset is or was employed wholly and exclusively in the production of business
ncome;

* Obligation incurred (borrowing), where such money was used in the business or to
purchase an asset that is used wholly and exclusively in the business.
e Direct business Liabilities other than debt obligation.
% Losses from a business or investment other than partnership or a foreign permanent
establishment (s. 19):
e Deduct unrelieved loss of the year from any other business or investment
® Deduct any unrelieved loss of a previous year from any business or investment
* For definitions of “loss” and “unrelieved loss” see 5.19 (4).

\

Business Expenses Not Deductible under Income Tax Act

Section 11 (I) and 11 (3) of the income tax Act 2004 provides for expenditures which are not allowed

when determining taxable business income. These sections disallow certain items of expenditure

(those “not wholly and exclusively” incurred) to be deducted in the course of arriving at taxable

Income.
* No deduction is allowed for consumption expenditure or excluded expenditire incurred by a
person [s. 11 (1) (a)]. Consumption expenditure is defined under section 11 (4) to mean any
expenditure incurred by a person to maintain himself, his family or establishment, or for any
other personal or domestic purpose. Excluded expenditure under the same subsection 4
means tax payable under ITA; bribes and expenditure incurred in corrupt practice; and fines
and similar penalties payable to government or a political subdivision for the breach f any
law or subsidiary legislation; final withholding payments; or distribution by an entity.

* No expenditure is allowed of capital nature. This is an expenditure that secures a benefit
lasting longer than twelve months. Purchase of non-current assets are not allowed
expenditure for tax purposes.
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Exceptional Business Expenditures

Some expenses are very necessary but not allowable for various reasons most of them derived from
the case laws, and or logics. Consider the following cases:

% Personal and domestic expenditure (food, clothes, etc.) t':llthough necessary is not
deductible expenses.-It is indirectly incurred in the produ‘ctl_on of the income but also
specifically prohibited by Section 11(1) (a). However, even if 1?[ was not prohlbxted by this
section, still it would not qualify because this is an appropriation of Income (ie. it is
difficult to control/restrict a person on how to spend his income especially when such
person intends to avoid 'loss" in a form of tax). "

* Loss though default by a Director is not allowable on the similar grounds as above [(see
also s.11 (4) (c¢) under “excluded expenditure”]. ‘ ' _

< Accountancy and taxation professional fees are allowable by dlscretzop. These are not
directly incurred in the production of the income bul': rather after the income has been
earned in order to know the correct income, i.e., in order to conform to tax law
requirements, accounts must be prepared and audited and also tax computgtions must be
prepared for submission to the authority. In these cases, professional assistance/fees is
recognised as valuable. This is a similar case to research and development expenditure.

% Consultancy fees on back duty investigation is not allowed [see also s.11 (4) (c) under

“excluded expenditure”].

% Any criminal or civil penalty or fine incurred for infringement of the law and related
legal cost to defend the suit are not deductible because are not commercial outlay.
They arise because such a person is guilty of the law out of his dishonesty or
negligence [(s.11 (4)(c) under “excluded expenditure™].

Maintenance and advertising outlays made to third party are not allowable although

are for genuine business purposes.

Business license fees are not allowable.

Contributions to general public (voluntary, subscriptions and donations) if are

concerned with health services; education; water and road repair or maintenance

provided that they do not exceed 2% of gross taxable income are allowable (s.16).

** Repairs or improvement of capital nature are not allowed (They are not ordinary
revenue expenditure) [see provision 2 of section 14].

-
.'0

%

*

*
.1

.

Tax Rates Applicable to Businesses and Corporations -

The total income of a corporation, trust, unapproved retirement fund or domestic permanent
establishment of a non-resident person is taxed at of 30%. Corporations with perpetual unrelieved
losses for 3 consecutive years are taxed at 0.3% of annual turnover in the third year of perpetual
unrelieved loss. Listed corporation in the Dar es Salaam Stock Exchange, with at least 30% shares
issued to the public are taxed at the rates is 25% for three consecutive years from the date of listing.
Mining corporations or petroleum corporations are taxed at the rate of 30%. The repatriated income
of a domestic permanent establishment of a non-resident person is taxed at the rate of 10%.
Normally, tax rate changes from time to time through the Finance Act. The Finance Act will
normally specify the specific date upon which the new tax rates take effect. Sometimes the Finance
Act may not specify the date upon which the new tax rates take effect, then the changes are treated as

having effect from the start of the calendar year after the Act changing the rate receives Presidential
assent. :

The effective dates of new tax rates may not coincide with the start of the tax payers’ year of income;
meaning _that the income of the tax payer in a year of income will be subject to two different tax rates
because it was earned when two different tax rates applied. Paragraph three of the first schedule of
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ITA, 2004 provides the total income of t
the year of income accruing before the change and the remaini
the number of days in each part. The part of income attribut
change will be taxed at the rate applicable before the change
part shall be taxed at the rate applicable after the change.

Computation of Taxable Business Income: Examhles

Computatmn gf taxable busines's income is done by considering the relevant sections which identify
incomes considered as taxable income for tax purposes and expenditure allowed by the income tax

Example 9.1

The following is the eroﬁt and loss account of Mr. Mkude who is engaged in manufacturing business
for the period from 1% January 2015 to 31 December 2015.

Tsh. Tsh.

Gross profit 40,000,000
Other income:
Bank saving interest 450,000
Insurance compensation

- Loss of profit 2,000,000
Trade bad debts recovered 850,000
Gross rent from residential house 1,500,000 44,800,000
Less: expenses
Salaries and wages 4,800,000
General expenses (Note 1) 2,600,000
Telephone and electricity 900,000
Depreciation 800,000
Income tax 1,000,000
Motor car expenses (Note 2) ' 5,000,000
Bad and doubtful debts (Note 3) 500,000
Repairs (Note 4) 850,000
Promotion and advertisement (Note 5) 700,000 18,150,000
Net profit 26,650,000

Additional information

(1) General expenses include the following:
(i) Travel expenses for Mr. Mkude to Nairobi for holiday Tsh. 500,000
(ii) Medical expenses for Mr. Mkude Tsh. 100,000
(ii)  Legal costs and stamp duty on acquisition of a godown in October, 2015 Tsh.

900,000.

(2)  Mr. Mkude estimates that 20% of the motor car expenses represented personal and
private use.

(3)  Bad and doubtful debts:

: The whole amount represented a general provision for bad and doubtful debts.

(4)  Repairs:
The amount was incurred on a used building purchased for use in the business as a
godown .
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(5) Promotion and advertising: The amount includes Tsh. 100,000 being the cost of

advertising sign board installed along Madaraka Road.

Required:

Compute total taxable income for Mr. Mkude’s business in the year of income 2015,

Solution to Example 9.1
Computation of total taxable inco

me of Mr. Mkude’s Business for the year of income 2015

Net Profit as per accounts 26,650,000
Add back: Disallowable deductions: ;
Travel expense on holiday to Nairobi 500,000
Medical expenses 100,000
Motor vehicle expenses (Private) 1,000,000
Bad and doubtful debts 500,000
Advertisement- Sign board 100,000
Depreciation 1 ggg,ggg
t 3 3

Income tax I—
Sub total 30,650,000
Less : Allowable deductions: o

Bank savings interests ,

Rent from residential house 1,500,000 {1,950,000)
Total taxable business income 28,700,000
Other taxable income:

Rent from residential house 1,500,000

Example 9.2

ABACOMBI Tours Ltd runs a tourist trade in Manyara. The following information hasﬂ been
extracted from the company’s books and is made available to you for scrutiny as a tax expert for the

tax year 2015.

1. Expenses deducted during the period:

- Salaries and wage

- Telephone and electricity

- Insurance

s Tsh. 18,400,000
1,200,000
10,000,000

(b} Repairs and maintenance
- Cost of fire extinguisher
- Uniforms for staff
- Cost of fire alarm system
- Repairs of shed and painting

(c) Advertising and Promotion
- Newspaper advertising
Tourist sightseeing
- Large Neon sign: Hotel name
(d) Depreciation charges
- Loose tools
- Fixed assets
(e) Professional charges
- Audit and Accountancy fees
- Registration of Property
- Tax Penalty
(f) General and Administration
- Bad debts written off
- Donation to a political party
- Provision for uncollectible accounts
- Exchange loss on foreign loan

(e) The 3™ schedule depreciation allowances for depreciable assets have been

Tsh. 24.000.000

Required:

10,000,000
4,000,000
5,000,000
1,000,000

400,000
1.600,000
800,000

160,000
3,000,000

2,000,000
5.000,000
1,000,000

400,000
300,000
240,000
460,000

agreed at

Calculate the company’s business income for tax purpose for the accounting period covered

by this information :

Selution to Example 9.2

Determination of taxable income for ABACOMBI Tours Ltd for the year 2015

- Repairs and maintenance

- Advertising and promotion

- Depreciation

- Professional charges

- Management and consultancy fees
- Travelling and transport

- Motor vehicle expenses

- General administration

20,000,000
2,800,000
3,160,000
8,000,000

24,000,000

16,000,000

26,000,000
1,400,000

II. Net loss during the same period after deducting deductions under I above was

(30,960,000/=)
III. Additional information relating to the period:
(a) Telephone and electricity

- Local and international calls Tsh.

- Purchase of second hand switch-board
- Repairs of intercom
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240,000
800,000
160,000

Net loss as per accounts (30,960,000)
Add back disallowable expenses:

Switch board 800.000

Fire extinguisher 10,000,000

Fire alarm system 5,000,000

Tourist sight seeing 1,600,000

Registration of property 5,000,000

Tax penalty 1,000,000

Donations to political parties 300,000

Provisions for uncollectible accounts 240,000

Depreciations 3,160,000

Sub-total 27,100,000
Less: Allowable deductions

Depreciation allowances for depreciable assets (24,000,000) (24,000,000)
Net Loss for the year (27,860,000)

Taxation of Partnership Income

A_partnership is an entity formed by group of people from two (2) to a maximum of twenty (20)
doing business together. Partnership income (partnership as a legal person) from a business of
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resident or non-resident partnership is calculated on the same basis as when con;puting business
income i.e. the normal “add back disallowable” and “deduct allowable” to arrive ‘a.cijusted’ profit for
tax purpose. However, partnership as a firm is not subjected to income tax, i.e. adjusted partnership
income is spread to individual partners (on the basis of sharing ratios). Therefore, partners’ income
(after making all necessary adjustments) is taxed under Table 2 of the First Schedule of the ITA 2004
(using individual income tax rates).
It is further noted that a partnership is not a separate legal entity from the partners who comprise it as
distinct to the position of a company and its shareholders. It is this basis that under Section 48(6),
arrangements between a partnership and its partners are recognised other than:
% Loans made by a partner to the partnership and any interest with respect thereto: and
“* Services provided by a partner to a partnership, including by way of employment. and
service fees or income from employment payable with respect thereto.

The general position of the law is that a person cannot enter into agreement with himself
Accordingly a partnership cannot legally employ a partner since the partnership would in effect be
employing himself. For tax purposes, an agreement by the partnership to pay a salary to the partner is
treated merely as part of the overall agreement as to sharing the profits. The same position applies to
interest paid by a partnership upon a partner to a partnership are taken into account in determining a
partner’s loans and services provided by a partnership are taken into account in determining a
partner’s share of income from partnerships.

. the gains or profit of a partner i.e. partners’ income is a SUM of:
Salary payable to him/spouse;

Any interest on capital payable to him;

Any commission payable to him/spouse; '
His/her share of total partnership income (adjusted);

*
0’0

*
0'0

3

*

&
0’0

LESS:

* 00

*
L)

*,

Any interest payable by him on partnership (loan)
Share of partnership loss (if there is a loss)

*
“

-

Example 9.3

Assume a partnership between C and D. the partnership provides that C is to be paid a salary of
10,000.000 p.a D advanced a loan to the partnership and is entitled to an interest of Tsh. 4,000,000
p-a. The balance of profit or losses (after charging C’s salary and D’s interest on loan) is to be shared

equally. Assume that the partnership profit after payments of salary and interest on loan is Tsh.
16.000,000.

Required: Determine the partners’ share of partnership income.

Solution example 9.3

Partnership income: Partnership Profits 16,000,000
Add back: Partners salary 10,000,000

Partners interest 4,000,000
Parinership inegmes: s ... 00 0 30,000,000
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Distribution of partnership income among partners

G
SAlAEY..o svssss siensiainen dot ol 10,000,000
Interest on loan...............
Share of profits (30m- 14m) 8,000,000
Total taxable Income 18,000,000

Example 9.4

M/s Quality Builders Enterprise is a partnership of three professional building contractors. On 1°
January 2015, there were three partners, namely Abdi, Bernard. and Charles sharing profits or losses
in the ratios 3:1:1 respectively. The partnership’s income and expenditure for the calendar year 2015
showed a net profit of 555,820.000/= as given below. The firm closed its first twelve months

~ 1 51
accounts on 31° December 2015.

Quality Builders Enterprise

Income and Expenditure Account for the year ended 31% December, 2015

Gross confract income
Profit on sale of motor vehicle
Interest (1)

Less:
Salaries to partners@ 12 M/=p.a.
Interest on capital

Abdi 4,000,000
Bernard 3,000,000
Charles 2,000,000

Interest on loan — Charles (commercial rate)
Life insurance premiums to partner’s life policies
Depreciation on assets

Partnership office rent

Motor vehicle expenses (2)

Commission — Bernard

Staff salaries, labour costs

Supplies and materials

Sundry expenses (3)

Telephone, Telex, Postage (4)

Electricity and power (5)

Net Profit
Additional information
1.0 Interest includes

Savings account........... 200,000
Fixed Deposit......... 400,000
600,000

D
4,000,000

8.000,000
12,000,000

= iEsh.

Tsh.

642,000,000
800,000
600.000

643.400,000

36,000,000

9,000,000
5,600,000
30,000
1.750,000
720,000
2,500,000
3,600,000
20,000,000
6,000,000
15,000
350,000
15.000

87.580.000
555.820.000

2.0 Motor vehicle expenses: 25% relates to private use and benefits of the partners

3.0 Sundry expenses: The amount includes:-

Cost of a pick -up for the chairman of the Tender Committee Tsh. 2,000,000. This was a

niecessary cost in order to secure a vital contract for the firm
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Tax consultant’s fee for a successful appeal against estimated 2015 assessment issued op the
partners for late filing of their return of income Tsh. 15,000

4.0 Telephone, telex and postage: Tsh. 50,000 relates to private telephone call for partners.
2.0 Electricity and power: Tsh. 5,000 relates to electricity bills paid for partners’ private
residence and

Required:
Determine the taxable income and tax liability of each partner assuming a tax bracket of 20%,
is applicable to the partners.

Solution Example 9.4 : "
Determination of taxable income of ABC- Quality Builders enterprise partnership for the year 31%

Allocation of partnership income among partners

December, 2015.

Net Profit as per accounts 555,820,000

Add back disallowable expenses:

Motor vehicle expenses (private) 625,000

Cost of pick-up 2.000,000

Tax consultant fee 15,000

Electricity (private portion) 5.000

Telephone 50,000

Salaries to partners 36,000,000

Interest on capital 9.000,000

Insurance premiums 30,000

Depreciations 1,750,000

Commission 3.600,000 53.075,000
608,895,000

Deduct: Non business income and

allowable deductions

Profit on sale of asset 800.000

Interest (total) 600,000

Depreciation allowance (class I 750,000 (2,1500.000)

37.5% on Pick up)

Adjusted taxable profit 606,745,000
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Total Adjusted profit 606,745,000
Deduct:
Salaries to partners 36,000,000
Interest on capital 9,000,000
Commission —B 3,600,000 (48,600,000)
Distributable profits ; 558,145,000
Share of profits:
A (3/5) 334,887,000
B (i/5) 111,629,000
C /5) 111,629,000
o Allocation of total income to partners
A B @
Salary 12,000,000 12,000,000 12,000,000
Interest on 4,000,000 3,000,000 2,000,000
CAP
Commission 3,600,000
Interest on 5,600,000
loan
Share of 334,887,000 111,629,000 111,629,000
profits
Taxable 350,887,000 130,229,000 131,229,000
income
Tax liability 70,177,400 26,045,800 26,245,800
(20% thereof)

Taxation of Insurance Business

If any person conducts general insurance business, life insurance or any other type of business. must
calculate the income for the general insurance business, the life insurance business and other
business separately.

General Insurance Business

Section 58 of the ITA 2004 provides the manner of accounting for and methods of calculating
income from general insurance business activities. The income derived or loss incurred b?’ a person
from conducting general insurance business shall be accounted for separately from the income or
loss any other activities of the person. General insurance businesses are activities of insurance other
than life insurance business activities. Section 5 8(1) provides that a person’s activities in conducting
a general insurance business shall be treated as a business separate from any other activity of the
person. .
All general insurance business is “short term™ in the sense that an insurer guarantees the premium
fate and other conditions for a period of a year only, or sometimes for a few years. Payments gf
premiums for general insurance paid to and proceeds from general insurance p:j;ud by a person in
respect of the insurance of any risk in the United Republic have a source in the United Republic.
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Amount to be included as Income

Section 58(2) provides the method of calculating income of general insurance business, In
calculating the income of a person for a year of income from general insurance business, the
following shall be included:

% The premiums derived during the year of income by the person as an insurer:
The premiums derived during the year of income by the person as re-insurer;
Proceeds derived under any contract of re-insurance in respect of proceeds incurred
Other amounts as provided for under other provisions of the Act, which are, the amounts
derived by the person in conduction the insurance business as stipulated under section 8 of
the Act.

&
e

2,
0.6

&
0’0

Amount to be deducted

The deductions will include: the total amount of liability incurred in respect of premiums on
reinsurance; the actual amount of the liability incurred in respect of any claims during the year of
assessment in respect of that business of general insurance, less the value of any claims recovered or
recoverable under any contract of general insurance. Other amounts to be deducted are as provided
for in other provisions of the Act, Such as section 16, gifts to public and charitable institutions,
section 17, depreciation aliowances for depreciable assets, section 18 losses on realisation of

business assets and liabilities and section 19 losses from a business, which are, discussed elsewhere
under those sections.

At the end of each accounting period of such business there will be some unexpired portion of the
risk which must therefore be made in the account and is allowed in computing profits for corporation
tax purposes: the appropriate allowance being a question of fact in each particular case. However.
though this provision is an estimate it has to be reasonable, realistic and as accurate as possible based
on prior years” experience and known current facts of the business.

The taxable income arising from short term income activities is generally calculated in the same way
as the taxable income arising from other business activities, with premium derived included in gross
income and claims incurred allowed as a deduction. However, the following characters of short term
insurance activities impose special treatment: :
< Income recognition rules

Income-recognition rules must take into account the fact that some premiums received during a year
of income will cover risks for a period after the end of that year (unexpired risks). These premiums
are not regarded as earned until the following vear of income.

*¢ Deduction recognition rules

Deduction-recognition rules must take into account the following three types of claims that may arise
during a tax year for a general insurance business. The first type of claims is one that arises and paid
out during the year of income. This is allowed as expenditure. The second type is one that arises
during the year, but that has not been paid out as at the end of the year of income. This claim is also

allowable. The third type is claim that i

** Contingency reserves
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Insurance COMPpanics retain a contingency reserve to meet the exceptional level of claims that may
arise from a catastrophe. Tax accounting is concerned with the accurate measurement of net gains on

annual basis. The establishment of a contingency reserve does not represent a sufficiently certain
liability to be recognised for income tax purposes.

Example 9.5

RXY Insurance Company Ltd is carrying on general insurance business. The company also re-
insures certain risks in Company AZB outside the United Republic.

The financial statements of RXY Insurance Company for the year 2006 showed the following:

Total premiums derived sh. 5,200milion/=. This amount included sh. 400 million/= premiums
received during a year of income which will cover risks for a period after the end of year 2006
(unexpired risks). Outward reinsurance was 2,500million/= Rental income was sh. 100milion/=.
Interest on deposits with the financial institutions was sh. 100/= million. Gross claims incurred were
1,100 million: this included claims that were incurred but not reported of sh. 600 million.
Commission payable sh. 700milion/=. Operating and other expenses incurred in conducting the
insurance business sh. 200million/=,

Reinsurance proceeds received during the year form company AZB were sh. 500 million/=

Required: Calculate the taxable income of RXY Insurance Company for the year of income 2006.

Sclution Example 9.5

The income derived or loss incurred from conducting general insurance business shall be calculated
separately from the income or loss from any other activities of the person.

Determination of the taxable Income for RXY Insurance Company Ltd.

Include: (In Million Sh.)
Premiums derived as insurer (5,200ml= - 400ml/=) Tsh. 4,800
Proceeds derived from reinsurance . il 500
Folal Ineome .. .. cismivmismantming. rmas. i e 5,300
Less:

Premiums incurred on reinsurance ...................... 2,500
Claims paid (Proceeds incurred) ..........c...cooveernnnnnn, 1,100
BEDENSRS s v smimeniis ivi s i it i L e 200
Total deduetions «inmai i i pnniba g 0 S 3,800
Income from insurance activity ...............coceevnrernan. 1,500
Interest IEOME .. susooitbonditlbiaiinn umgs. e 100
Renbil IBOME ... oo comennssmigosmby it il e ] 100
Total taxable T UG .....oucimmesimne im0 800

Premium paid for un-expired risks are disregarded for this year and will be included in the following
year.

The outward reinsurance that RXY Company Ltd. Paid to AZB Company (non"r?Sidem)vlS SJeeliio
withholding tax of 5% as per the requirements of section 83(1)b) read together with the first schedule
of the Income Tax Act para 4(c)(iii).

Life Assurance Business

Life insurance™ means insurance of any of the following classes;
% Insurance where the specified event is the death of an individual who is the insured or an
associate of the insured; i )
* Insurance where: -The specified event is an individual who is the insured or an as§001ate of
the insured sustaining personal injury or becoming incapaclitated; 'aﬂ_d = .the ISUANCe
agreement is expressed to be in effect for at least five years or without limit of time and is not
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terminable by the insurer before the expiry of five years except in circumstances prescribed
by the regulations.
%+ Insurance under which an amount or series of amounts is to become payable to the insured in
the future; and
< Re-insurance of insurance referred to under paragraphs (a) to (c)
Life insurance business: means the business of an insurer in effecting, issuing and carrying out life
insurance. Life insurance business shall be treated as a separate business.

Section 59(1) provides that a person’s activities in conducting a life insurance business shall be
treated as a business separate from any other activity of the person. Payments on proceeds of life
insurance and retirement payments paid by a resident person or a domestic permanent establishment
and any premium or retirement contribution paid to a resident person or a domestic permanent
establishment to secure such a return have a source in the United Republic.

Calculation of a life insurance business income
Section 59(2) provides the manner of calculating the income of a life insurance business of a person
for the year of income as follows: !
Amounts to be included :
In calculating the income of a person for a year of income from a life insurance business any
amounts to be included under other provisions of the Act shall be included except:-
% Premium derived during the year of income by the person as insurer, including as re-insurer,
in conducting the business; and
<+ Proceeds derived during the year of income by the person under any contract of re-insurance
in respect of proceeds incurred by the person as insurer, including as re-insurer in conducting
the business.

Premiums derived during the year of income by the person as an insurer, including as re-insurer in
conducting the business shall not be included as well as proceeds derived under any contract of re-
insurance in respect of proceeds incurred as insurer, including as re-insurer in conducting life
insurance business. These are not to be-treated as incomings of the person.

Other amounts shall be included as provided for under other provisions of the Act. which are, the
amounts derived by the person in conducting the insurance business as stipulated under section 8 of
the act.

Amounts to be deducted

Expenses. which are allowable for deduction, are only those of managing the business’s investments
(including commissions) that are deductible under other provisions of the Act such as depreciation
allowances for depreciable assets under section 17, losses on realisation of business assets and
liabilities under section 18, and losses from the investments under section 19,

The person is prohibited to deduct the proceeds incurred during the year of income in conducting the
business as insurer including as re-insurer and premiums incurred under any contract of re-insurance

in respect of the proceeds. These shall not be included in the cost of any asset or liability of the
person. :

Example 9.6

KAKAI Insurance Company is a conducting a life insurance business. KAKAI Company reinsured
some of the pOllC?’ risk w1th.c0rnpany MAMIS. In addition KAKAI Company has made investments
in buildings, which are being rented, and treasury bills which matured in the year 2015. The
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financial statements of KAKAI Company for the vear of income 2006 showed the following
information:

Total premiums derived for life insurance policies were sh. 900,000,000/= Total proceeds incurred
were sh. 400.@09,000/; Total proceeds derived from Company MAMAIS were sh. 200,000,000/=
while total premiums incurred under the contract of reinsurance were sh. 50,000,000/= Management
expenses were sh. 20,000,000/=

Interest derived from treasury bills were sh. 50,000,000/=; and rental income received was sh.
500.000,000/= expenses incurred in earning the rental income were sh. 50,000,000/=

Required: Calculate the taxable income of KAKAT Insurance Company for the year 2015.

Solutien te Example 9.6

The income derived or loss incurred from conducting life insurance business shall be calculated
separately from the income or loss from any other activities of the person. The premiums and
proceeds derived during the year and proceeds and premiums incurred shall not be used in
calculating the income of KAKAI Insurance (as per section 59(2)(a) company for the year of income
2015 from a life insurance business.

So, in this case only income from the company’s investments will be calculated for the year of
income 2015 allowing all the management expenses. (section 59(2)(b)).

Included amount Tsh.

IHIErEst INCONTIE  ...¢ et s e 50,000,000/=
Rental income ..ol drabhiass, Se Mnllde e 500,000,000/=
550,000,000/=
Less:

Expenses incurred in earning the investment

Rental income 50,000,000/=
Commission paid for obtaining tenants 50,000,000/=
Management expenses 20,000.000/=
TOTl SXPONSES: ; wovvuvs wvnum it siini e T Sl 120,000,000/=
Taxable income from life insurance business......... e 430,000,000/=

Taxation of Retirement Contribution Funds
Meaning of Retirement Contribution Fund

Retirement contribution means a payment made to a retirement fund for the provision or future
provision of retirement payments; “retirement fund” means any entity established and maintained
solely for the purposes of accepting and investigation retirement contributions in order to provide
retirement payments to individuals who are beneficiaries of the entity; Retirement payment means a
Payment, by way of a lump sum, pension or commuted pension, made by a person to:

*“* An individual in the event of the individual’s retirement; or

+

% A relative of an individual in the event of the individual’s death:

Calculation of the Income of a Retirement Fund

Section 62 of the Act provides the method of calculating income of a retirement fund. Subsection (4)
deals with the treatment of retirement contributions received by the fund and retirement payments
made by the fund as follows:
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% Retirement contribution received by fund shall not be included in the calculation of the
income of a retirement fund and shall not be an incoming of the fund, and

% Retirement payments shall not be deductible and are not included in the cost of any asset
or liability of the fund.

In calculating the income of retirement fund for a year of income there shall not be included
retirement contributions received nor deducted retirement payment made by the fund. Investments
income and expenses are only considered in computing taxable incomes of retirement contributions,
Income tax of an approved retirement fund when it ceases to be an approved retirement fund.

Section 62(4) provides that where a retirement fund ceases to be an approved retirement fund during
a year of income, its income tax payable under section 4(1)(a) that is on total income shall be
increased by the differential in the corporation tax caused by the following:

The difference between all the retirement contributions received by the fund for or on behalf of
resident individuals including the total income of the fund during the period from its most recent
approval as an approved retirement fund to when it ceased to be so approved, and all the retirement
payments made by the fund from its most recent approval to when it ceased to be so approved in
respect of individuals who were residents during that period.

Example 9.7

Jogoo Pension Fund was an unapproved pension fund established in year 2010 and in year 2013 the
fund was approved by the commissioner as an approved pension fund. In September, 2015 the fund
ceased to be an approved pension fund.

During year 2015, it received contributions on behalf of resident individuals at the rate of sh.
200,000.000 per month, and other contributions to the fund from non-residents were at the rate of sh.
100,000,000 per month. The retirement payments made.before September 2015 were 200.000.,000,
- but during the year Tsh. 450,000,000 retirement payment were made to resident individuals.

Jogoo Pension fund also received rent of sh. 90,000,000. Minor repairs were made to the rented
building of sh. 2,500,000 and security expenses paid of sh. 600,000. Administrative expenses were
- Tsh. 35.000.000. The fund’s accounting date is 31% December.

Required: Calculate the total tax payable in year 2015.

Solution to example 9.7

Determination of taxable Income of Jogoo Pension fund
Investment income

Rent received Tsh. 90,000,000
Less repairs : Tsh. 2,500,000
Security Tsh. 600,000

Sub- total Tsh. 3,100,000
Net investment income Tsh. 86,900,000

Contributions (October — December 201 3)

From resident individuals (Tsh. 200,000,000 x 3)
Other contributions (sh. 100,000,000 x 3)

Total contributions

Retirement payments

Total payments

Made before October 2005

Difference

Difference in income tax payable (sec. 62(a) and (b))

= (900,000,000 — 250,000,000) x 30% ;
=Tsh. 650,000,000 x30% = Tsh. 195,000,000/=

Tsh. 600,000,000
Tsh. 300,000,000
Tsh. 900,000,000

Tsh. 450,000,000

Tsh. 200,000,000
Tsh. 250,000,000

136 ]

Total income sh. 86,900,000 + 650,000,000 =

Tsh. 736,900,000/=
Total tax at 30%

................................................................... .I'sh. 221,070,000/=

Retirement Payments

According to ITA 2004 (S. 63) retirement payment means payment by way of lump sum, pension or
commuted pension. made by a person to an individual in the event of the individual’s retirement or to
a relative of an individual in the event of the individual’s death. Payments of retirement from
approved pensions to and individual are exempt under the 2™ schedule of the ITA, 2004. However,
payments of retirement from unapproved fund are taxable gains as per section 63(2) of the ITA 2004.
Under this section gains from an interest in an unapproved retirement fund means the extent to which

retirement payments made by an unapproved retirement fund in respect of an interest in the fund
exceed retirement contributions paid to the fund in respect of the interest.

Example 9.8

Mr. Amos contributed a total amount of Tsh. 350,000,000 over the period of ten year to Silver

Pension fund a non-resident an unapproved fund. On 31% December, 2016 he received from this
pension fund an amount of Tsh. 550,000,000 as retirement payments.

Required: Compute Mr. Amos taxable gain from this retirement payments

Solution to example 9.8

Gross retirement payment received
Less. Contribution paid

Taxable gain derived there from

Tsh. 550,000,000
Tsh. 350,000,000
Tsh. 200,000,000
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Taxation of Income of a Domestic Permanent Establishment
A domestic permanent establishment is defined (S.3 of ITA) as all permanent establishment of a nop-
resident individual, partnership, trust or corporation situated in the United Republic of Tanzania. Op
the contrary foreign permanent establishment means all permanent establishment of an individual,
partnership, trust or corporation that are situated in any other country in which the individual,
partnership, trust, or corporation is a resident but excludes a domestic permanent establishment.
The ITA, 2004 further defines permanent establishment as place where a person carries on business
and includes:
<+ A place where a person is carrying on business through an agent, other than a general agent
of independent status acting in the ordinary course of business as such;
% A place where a person has used or installed, or is using or installing substantial equipment or
substantial machinery; and
“* A place where a person is engaged in a construction, assembly or installation project for six
months or more, including a place where a person is conducting supervisory activities in
relation to such a project.

Tax liability of a domestic permanent establishment of a non-resident person
The ITA, 2004 (S.70 (1)) provides the tax liability of a domestic permanent establishment should be
calculated as if it is a resident person, independent of the owner. In other words a domestic

permanent establishment is to be treated as an independent person but associated to the owner and -

resident in a country where it is situated. Thus, the income tax payable for a year of income by a non-
resident who has a domestic permanent establishment shall be the sum of tax payable on total income
under section 4(1) of the ITA, 2004 and the repatriated income of the permanent establishment.

Example 9.9

ABC 1s a non-resident person with domestic permanent establishment in Tanzania. For the year of
income 2016 the domestic permanent establishment derived a total income of Tsh. 65 0,000.000. The
domestic permanent establishment repatriated income of Tsh. 200.000,000.

Required: Determine the tax liability of the non-resident person with the domestic permanent
establishment for the year 2016.

Solution to example 9.9

Total income (S.4 (1)) Tsh.... 650,000,000 x 30%......... Tsh. 195,000,000
Repatriated Income (S.4 (1)(b) Tsh.. 200,0000,000 x 10%........ Tsh. 20,000,000
Toalaepayable - o e e G aenis Tsh. 215,000,000
Determination of repatriated Income of a Domestic Permanent Establishment

The calculation of the repatriated income of a domestic permanent establishment is provided for
under section 72(1) of the ITA, 2004. The formula stated in the sections is:

A+B-C

Where:

A. Is the net cost of assets of the permanent establishment at the start of the year of income plus
the market value of capital contributed to the permanent establishment by the owner during
the year;

B. Is net total income of the permanent establishment for the year of income; and

C. Is the net cost of assets of a permanent at the end of the year of income plus, where the

?stablishment has no total income for the year of income, any unrelieved loss for the year of
income referred to in section 19(4) of the ITA, 2004.
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However. the assessable repatriated income of a domestic permanent establishment has a limit..

According f0 Sec.tio.n 72(2) of the ITA, 2004 the repatriated income of the domestic permanent
establishment is limited to:

>,

« The net total income of a permanent establishment for a year of income plus the balance of
the permanent establishment’s accumulated profits account at the end of the previous year of
income; less ;

«» Where the permanent has no total income, any unrelieved loss for the year of income.
Repatriated amount over and above the limit is not taxed.

Example 9.10

ABCD is domestic permanent establishment of a non-resident person. For the yare of income 2016,
the entity earned a total income of Tsh. 200,000,000, and the accumulated profit balance was Tsh.
18.000.000 at the year end. The entity repatriated an amount of Tsh. 190,000,000.

Required: Calculate the tax liability on repatriated income.

Solution to example 9.10:

Total Income for the year 2016 Tsh. 200,000,000.
Less: Tax there on (30%) Tsh.  60,000,000.
Net total income Tsh. 140,000,000.
Plus balance of accumulated profit Tsh. 18,000,000
Sub Total Tsh. 158,000,000
Less: Unrelieved loss Tsh. NIL

Max limit of taxable repatriated income Tsh. 158,000,000.
Compare with actual amount repatriated. Tsh. 190,000,000

Take the maximum limit (the amount above this limit is not taxed i.e. 190m -158m =32m).
Thus tax liability on repatriated income is 10% x 158,000,000= Tsh. 15,800,000
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Chapter Summary ; ' 1
This chapter has discussed the determination of taxable incomes from businesses. The key issues
presented in this chapter can be summarised in key points as follows:

+
0.0

Business is meant to include purchase and sale of goods in an attempt to make profits. It ajsq
includes Trade; Profession; or Vocation.

A person’s income from business for a year of income is the person’s gains or profits in
conducting the business for the year of income,

In calculating taxable business income the following are included: Service fees: Incomings
for trading stock; Gains from realisation of business assets or liabilities 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 that are effectively connected with the business and that would otherwise
be included in calculating the person’s income from an investment or employment.

The general principle of determining taxable income from business is that after adding a]]
taxable business income deduct only those expenditures or losses which are wholly gnd
exclusively incurred in the direct production of such income. That is, expenditure alloweg
must be of revenue nature. On the other hand, disallow (do not deduct) those expenditures or
losses which are not wholly and exclusively incurred in the direct production of such income.
Partnership income (partnership as a legal person) from a business of resident or non-resident
partnership is calculated on the same basis as when computing business income i.e. the
normal “add back disallowable” and “deduct allowable” to arrive ‘adjusted’ profit for tax
purpose. However, partnership as a firm is not subjected to income tax, instead the adjusted
partnership income is spread to individual partners (on the basis of sharing ratios) who are
taxed on presumptive tax basis. This is provided for under the first schedule of the income tax
act 2004. ‘

For entities conducting insurance business the income tax act that the income from general
insurance business, life insurance or any other type of business, must be calculated
separately.

In calculating the income of a person for a year of income from general insurance business,
the following shall be included: The premiums derived during the year of income by the

in respect of that business of general insurance, less the value of any claims recovered or
recoverable under any contract of general insurance.

Retirement fund” means any entity established and maintained solely for the purposes of
accepting and investigation retirement contributions in order to provide retirement payments
to individuals who are beneficiaries of the entity.

In calculating the taxable income of retirement fund for a year of income the amount to be
included excludes retirement contributions received and/or retirement payment made by the

ful?d. Investments income and €Xpenses are only considered in computing taxable incomes of
retirement contributions.

A Flomestic permanent establishment is defined as ] permanent establishment of a non-
resident individual, partnership, trust or corporation situated in the United Republic of
Tanzania.

Permanent establ§shment Is a place where a Person carries on business and includes: a place
'where a person is carrying on business through an agent, other than a general agent of
independent status acting in the ordinary course of business as such; a place where a person
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has used or installed, or is using or installing substantial equipment or substantial machinery;
and a place where a person is engaged in a construction, assembly or installation project for
six months or more. ;

The tax liability of a domestic permanent establishment is calculated as if it is a resident
person, independent of the owner., However, the income tax payable for a year of income by a
non-resident who has a domestic permanent establishment shall be the sum of tax payable on
total income and the repatriated income of the permanent establishment.

The total income of a corporation, trust, unapproved retirement fund or domestic permanent
establishment of a non-resident person is taxed at of 30%. Corporations with perpetual
unrelieved losses for 3 consecutive years are taxed at 0.3% of annual turnover in the third
year of perpetual unrelieved loss. Listed corporation to the Dar es Salaam Stock Exchange,
with at least 30% shares issued to the public are taxed at the rates of 25% for three
consecutive years from the date of listing. Mining corporations or petroleum corporations are
taxed at the rate of 30%. The fepatriated income of a domestic permanent establishment of a
non-resident person is taxed at the rate of 10%.
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viii. ~ The amount of Tsh. 2,600,000/= as donation included Tsh. 1,000,000/= donated to a newly
formed darts club for the purchases of sports facilities. She is one of the club’s executive
committee members, and Tsh. 600,000/= was given to a newly formed political party in
which is a member,

ix.  ABC purchased one set of new furniture for Tsh. 500,000/= to replace old furniture that was
written off. The whole purchase price of the new furniture has been shown in the P & L
account as repairs and maintenance,

% The amount of interest paid. Tsh. 200,000/= was an amount paid to a creditor for a loan given
to her husband which was spent by him for buying different items for domestic use.

End of Chapter Nine Revision Questions .

1. The general principle of allow ability is based on phrase “wholly and exclusively incurred. .. »
Explain the meaning of this phrase.

2. With reasons identify and explain any items of expenditure that are necessary but not recognised

by the general principle of allow-ability and any 3 unnecessary but obeyed by the principle.

3. Distinguish between employment and business.

4. Mrs ABC started a textile business since 1% January, 2003. The profit and loss account for the

period that ended 31* December, 2014 contained the following information:

Sales 350,700,000 xi.  Insurance premiums included Tsh. 800,000/= paid for a comprehensive insurance policy for
Cost of goods sold : 253.500.000 business motor vehicles and Tsh. 100,000/= in total for life insurance policy of directors.
Gross Profit 97,200,000 xii.  Rent income was received on account of surplus business place which was occupied by a
Other incomes: single family from 1% January, 2014 to 31 December, 2014. This amount has not been
Local Bank interest 3,000,000 adjusted for tax purpose.
Insurance compensation (loss of profit) 300,000 xiii.  Depreciation allowances under the 3™ schedule of ITA 2004 (including depreciation for the
Bad debts recovered 200,000, furniture under item ix above) for the year amount to Tsh. 2,000,000/=.
Gross rent from residential house 1,200,000 Required:
101,900,000 Determine the total taxable income for Mrs ABC business for the tax year 2014.

Less: Expenses:
Salaries and wages 2,460,000 5. The following is Trading and Profit and Loss account summarising information of partners
Depreciation 1,200,000 Samwel. Kilion and Tadeo, named as SAKITA.
Income Tax 8,000,000 SAKITA TRADERS
Employer’s contribution to NSSF 150,000 Trading and Profit and Loss account for the year ended 31/12/2015
Motor car expenses 6,300,000 Stock b/d 30,000,000 Sales 252,720,000
Advertisement 1,400,000 Purchase 189,910,000 Discounts 1,360,000
Skills development levy 98,400 Gross profit 63,170,000 Stocks c/f 29,000,000
Water and electricity 900,000 Gross profit b/d 63,170,000
Stationery 600,000 Rent received 4,800,000
Donations -~ - : 2,600,000 Rent, insurance, rent 4,850,000
Business license 20,000 Electricity 930,000
Repairs and maintenance 500,000 Wages 14,800,000
Interest paid 300,000 Repairs 1,060,000
Insurance premiums 900,000 25.428.400 Vehicles maintenance 3,560,000
Net profit 76.471.600 Commission 3,730,000
Additional information ‘ Depreciation 3,430,000
i) The amount of interest, Tsh. 3,000,000/= was credited to her account on 31% December, Titerest 1;930,000
. 2014. : ) . Loss on sale 160,000
ii) Mrs ABC had ten employees who were paid monthly salaries during the year. In addition to Advertisement 1.470.000

these employees she was also paying Tsh. 30,000/= p. m. to her husband who was always Bad debts 1’600/ 000

employed by her in the business. All these sums have been included in the amount shown as General expenses 1’930:000

salaries and wages. Appropriate PAYE deductions were made from these sums Travelling expenses ": 360,000
iii. Tsh. 8,000,000/= as Income Tax represented provisional tax estimates for the year of income Partners salaries 9’950’000

2014. Mrs ABC however, discovered that this was an underestimate and that she should have Net profit 4 ’1 90 ’000

estimated the amount at Tsh. 15 million. m 67.970,000
iv.  Motor car expenses included 20% as an amount for private trips.
v. Skills and Development levy (98.,400) represented 4% of salaries and wages (2,460,000/=). " s
Vi. Twenty five per cent (25%) of water and electricity expenses is an a%noént in respect of Additional Information:

Vil.

private residential premises.

Station_ery amounting to Tsh. 600,000/= included Mrs ABC Directors private correspondence
to relatives and friends. This represented 12.5% of the amount charged against profits.
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8)  Partnership deals with ladies clothes : _ , s
b) One fifth (1/5™) of rent, rates and insurance-private occupation of business premises by

Samwel

©) Wages includes 200,000/= p. m. of Samwel’s wife



d)  Interest includes interest on capital to partners of:

- Tadeo Tsh. 400,000/=
- Kilion Tsh. 500,000/=
- Sadeo : Tsh. 200,000/=
e}  Commission, Tsh. 500,000/= was paid Mrs. Samwel during the year
) Loss on sale represents loss oh sale of motor vehicle made during the year
g)  Partners’ salaries (Tadeo 2,950,000; Kilion 3,000,000; Samwel 4,000,000)
h) During the year shirts were stolen. Cheque for 2,000,000/= was received from Insurance. This
had been credited in Partners drawing account
Required:

Calculate the partnership income of SAKITA Traders for the year of income 2015 for income tax
purposes. Allocate the partnership’s adjusted income among the partners.

6. Mr. AUDITOR commenced an Audit and Accountancy practice firm on 1.1. 2015. The following
transactions relate to his new firm for the year ending 31.12.2015.

Income: In Tsh,
Professional fee 28,000,000
Bank interest 300,000
Sale of private car 15,000,000
Insurance compensation 1,000,000
Bad debts recovered 500,000
Gross rent from residential house 1,730,000
LExpenditures:
Stationery 3,500,000
Salary wife 1,800,000
Registration fee of the firm 600,000
Other wages and salaries and secretarial fees - 6,000,000
Contributions and donations © 150,000
Business license 100,000
Rent and rates 7,500,000
Interest paid 2,000,000
Repairs and maintenance 4,000,000
Insurance 2,600,000
Motor car expenses and transport 1,600,000
Depreciation on assets 4,800,000
Net profit 9,830,000

The following additional information is provided to you
a. Rent and rates:

Softfongmes 0 00 TS sh. 5,000,000
Rent and rates for private residence

o kb e R 2,500,000
b. Repairs and maintenance: :
General office repairs and BHIRHNG: e i B0 wiemeln 1,300,000
s e B el 700,000
c. Interest paid:
T e G L TR TR A To 600,000
- On mortgage loan for private residence....... ... .. 1,250,000
d. Insurance expenditure:

144

- ohrofessionglindemniby 0 L g 600,000
- Personalaceidens . o B0 s T dsvne .300,000
- Ownlife assurance premium ... . 1,250,000

e. Mr. AUDITOR has agreed with the Principal Assessor that 50% of the motor car expenses
and transport should be disallowed.

f. Mr. AUDITOR purchased the following assets for the firm during the year of income 2015.

- One Toyota Hilux Pick-up atacostof........... ....12,000,000

- Office furniture and fittingsata costof ................ 7,000,000
g. Provisions:

= Provisions forleaveoay. g 0 F0 e L0 1,500,000

- General provisions—bad debt................._ 20,000

- Specificbaddebfst v 8 0 D, .80,000
h. PAYE deducted on wife’s salary for the whole year 2015 amounted to Tsh. 221,440
i, Contributions;

- NSSF membership ( for employees) =1 . 100,000

- NBAA/TAA membership and Journals ... ... . 30,000

- Oysterbay Club- membership..................... 20,000

Required:

Using ITA relevant provisions, compute the taxable income for Mr. AUDITOR for the year of
income 2015.

7. NEEMA LTD was incorporated in Tanzania and commenced its business on 1* January 2016 as
retailer of audio- visual products in Tanzania. It has drawn up its first accounts to December 2016,
the draft of which together with the additional information was as follows:

Notes TZS TZS “000”
“000”
Sales 1 950,000
Dividends 2 5,000
Interest income 3 12,000
Contractual penalties 4 5,000 972,000
Expenses:
Directors fees 5 320,000
Salaries 300,000
Interest expenses 6 80,000
Rent and rates 220,000
Legal and professional fees 7 20,000
Contributions to retirement fund 8 15,000
Depreciation 9 120,000
Travelling and entertainment 22,000
Provisions 10 28,000
Insurance : 18,000
Sundries 11 10,000 (1.153.000)
Profit/ (Loss) for the year _(186,000)

Additional notes: : '
1. Sales figure includes TZS 1 million for sale of furniture which was used by the company. :
2. The company had bought some shares from City Stock Exchange._ ’1C"1hese were shares o
z ich distri ivi during the period.
Sungura Cement Company which distributed dividends ( : |
3. The company earned TZS 8 million as interest from its bank deposits and another TZS 4
million from a director to whom the company had extended a personal loan. The Director

used the loan to acquire building in Kenya.
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4. The amount was received as a result of a business contract which the other party breached it. Repairs and maintenance 1,000,000

5. Directors’ fees were paid to the following persons: Provision for bad debts 300,000
Mr. A TZS 200,000,000 Interest on loan and mortgage 200,000
Mrs. A (wife of Mr. A) TZS 50,000,000 : Accountancy fees 300,000
Mr. B (Mr. A’s brother ) TZS 70.000,000 DepreClan)n 500,000
TZS 320,000,000 Motor vehicle expenses 2,000,000
N Provision for income tax 600.000
6. Interest paid to the bank on overdraft TZS 20,000,000 Legal expenses 480,000
Finance charge on hire purchase agreements TZS 50,000,000 Commissions 1,900,000
Interest on failure to pay previous years® value added tax TZS 10,000,000 Miscellaneous 800,000 35,080,000
TZS 80,000,000 Net protit 14,920,000
7. Audit fees TZS 10,000,000 After you have gone through the ledger, the following additional details are discovered:
Legal fees for staff contracts and retirement funds TZS 6,000,000 a) Salaries; This represents: :
Amount paid to Tender board members to - TZ57,500,000 salary to Android
facilitate winning a bid TZS 4.000.000 - TZS 3,500,000 salary to office personnel and;
TZS 20,000,000 - TZ5 9,000,000 salary to casual labourers.
8. Employees contributions TZS 7,500,000 b) Employer’s retirement scheme — this is an unapproved scheme.
Employer’s contributions TZS 7.500.000 ¢) Repairs and mainicnance:
TZS 15,000,000 Purchase of stationery TZS 200.000
The contributions were made to an approved retirement fund. Renewal of electricity wiring TZS 200,000
9. The company acquired the following assets: Repairs to roof - TZS 100,000
On 2™ January 2016- Furniture and equipment ; TZS 100,000,000 Wall repairing TZS 80,000
On 2™ 7 anuary 2016- Computers and accessories TZS 300,000,000 Extension of the washroom TZS 420,000
On 3™ January 2016- Motor car ( station wagon) TZS 200,000,000
d) Legal expenses:
The computers were acquired on hire purchase terms for 12 months. The down payment of For defending a price increase offence TZS 20,000
TZS 120,000,000 was made on 2nd January 2016 and the first monthly installment of TZS For renewinlg the tenancy agreement _ TZS 30,000
20.000.000 was due on 2" February 2016. The cash price of computers was TZS 300,000,000. For renewing contract with the Biashara TZS 80,000
10. Provision for debtors ( specific) TZS 11,000,000 consumers society to supply stock
Provisions for repairs ( estimated) TZS 8,000,000 For collection of trade debts TZS 350,000
Provisions for stock obsolescence TZS 9.000.000 ' ¢) Miscellaneous expenses:
TZS 28,000,000 Donation to Muhimbili Mosque TZS 100,000
ek Books donated to Msimbazi Primary school which  TZS 150,000
11. Sundries included a traffic fine of TZS 3,500,000. The balance was general consumables used is to be donated under S.12 of the Education Fund
by the office. ; Wedding expenses for Manager TZS 150,000
REQUIRED Funeral expenses for employee TZS 100,000
Based on the information available, determine the taxable income of Neema Company Limited and Subscription to the employer’s association TZS 200,000
its tax liability for the year of income 2016, : - Grants donated to TMK Vocational Centre TZS 100,000
21. The summary of income statement for the year ended 30™ Sept 2015 for Mr. ANDROID f)  Provision for bad debts
business, showed the followings: A specific provision : TZS 180,000
TZS TZS A general provision TZS 120,000
Gross pi'()ﬁt 50’000,000
Less; 8) Depreciation charges:
Salaries _ 20,000,000 Loose tools TZS 100,000
Employer’s retirement scheme 4,500,000 Non - current assets ( as per 3™ Schedule) TZS 400,000
Rent and electricity 2,000,000
Office stationery 500,000
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9. The financial statement and tax records of ABCD Ltd. a foreign company operating in the United
Republic of Tanzania for the year of income 2016 showed the following information.

D

2)

3)
4

6)
7)

8)

The cost of the business assets at the close of the previous year of income was Tsh.
1,500,000.000.

The written down value of depreciable assets at the end of the year of income 2015 was
shown as below:

Class I- Tsh.  8,000,000,000

Class II- Tsh.  5,000,000,000

Class III- Tsh. 2,000,000,000

Total: Tsh.  15,000,000,000

Capital introduced by the parent company during the current year of income was Tsh.
50.000,000,000.

Total income for the year of income 2016 for the branch was Tsh. 16,000,000,000.

Tax payable during the year of income at the rate of 30% was Tsh. 4,800,000.,000.

No additions were made to the company’s assets during the year.

Costs of other business (Other than depreciable assets) at the end of the year was Tsh.
800,0060,000.

Accumulated profits account balances shows a credit amount of Tsh.1 8.000,000,000

Required: Calculate the taxable income on repatriated income of the ABCD.
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CHAPTER TEN

DEPRECIATION ALLOWANCES FOR DEPRECIABLE ASSETS

Introduction

This chapter deals with the computation of allowances for depreciable assets used by a business for
business purposes. The chapter shows procedures for computing depreciation allowances for non-
current assets permitted under the Income Tax Act 2004 other than the depreciation methods
acceptable under the generally acceptable accounting principles or International Accounting
Standards. The machinery for the determination of depreciation allowances for depreciable assets is
provided by section 17 of the Income Tax Act 2004,

Learning Outcomes

After completing this chapter readers should be able to:

<+ Describe depreciable assets.

Describe depreciation allowances.

Explain the classes and pooling of depreciable assets.

Determine the initial allowances for qualifying assets

Compute depreciation allowances for various classes of assets

Determine additional depreciation allowances

Determination depreciation allowance for mining and petroleum operations

L7
> 0’0

-,

5

»
Q.Q

503

*

5

4!

(4

-,
..

Depreciation Allowances
Depreciation alliance is defined as an allowance granted to a person for the year of income for each

of the pools of depreciable asset equal to the depreciation of each pool calculated in accordance with
subparagraphs 2 and 7 of the third schedule of the ITA, 2004.

Depreciable Assets

Assets employed wholly and exclusively in the production of income from a business, and which are
likely to lose value because of wear and tear, obsolescence or the passing of time b!:lt exch@es
goodwill, mineral or petroleum rights and other interest in land, a membership inte}"est in an entity
and trading stock.

Depreciation basis

Depreciation basis for depreciable assets is the total of: ;

** Depreciation basis of the pool at the end of the previous year of income and

“ Additions to the depreciation basis of the pool during the year of income
LESS:

* Incomings (sales) for the assets on the pool during the year of income..l-'lowever' the balance
should not be below zero i.e. if sales exceeds opening balance plus additions during the vyear,
it means there will be no depreciation basis, hence no depreciation allowance, but rather the
€xcess is taxable business income ( Para 4 of the 3" schedule, ITA, 2004).
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Depreciation Allowance Deduction : .

Section 17 of the ITA, 2004 provides that for the purpose of calculating a person’s income from any
business there shall be deducted in respect of depreciable assets owned and employed by a person
during the year of income wholly and exclusively in the production of the person’s income from the
business. The depreciation allowance is calculated as per the Third Schedule of the ITA 2004.

Classification and Pooling of Depreciable Assets

Depreciable assets are classified into eight (8) classes. The 3" schedule of Income Tax Act, 2004. as
amended in 2016 classifies the depreciable assets as in the following Table:

Table 2: Classes of Depreciable Assets

Pool/ Assets Rates
Class .
1 Computers and data handling equipment and peripheral devices, | 37.5%

automobiles, buses and minibuses with seating capacity less than 30
passengers, goods vehicle with load capacity of less than 7 tones,
construction and earthmoving equipment.

2 Buses with a seating capacity of 30 or more passengers, heavy | 25%
general purpose or specialised trucks, trailers and trailer-mounted
containers; railroad cars, locomotives, and equipment; vessels,
barges, tugs, and similar water transportation equipment; aircraft;
other self-propelling vehicles; plant and machinery used in
agriculture or manufacturing, specialised public utility plant,
equipment, and machinery irrigation installations and equipment.

3 Office furniture, fixtures and equipment, any asset not included in | 12.5%
other classes.

4 Deleted: Finance Act, 2016

5 Buildings, structures, dams, water reservoir, fences and similar | 20%
works of a permanent nature used in agriculture, livestock farming
or fish farming. ;

6 Buildings, structures, and other similar works of permanent nature | 5%
other than those mentioned in class 5.

7 Intangible assets. 1/useful
life of the
asset

8 Plant and machinery (including windmills, electric generators and | 100%

distribution equipment) used in agriculture and electronic fiscal
device purchased by a non-Value Added Tax registered trader.

Mining or | Depreciation allowance for depreciable assets and expenditures for | 20% of
Petroleum | mining or petroleum operations (Plant, machinery, vehicles, | expenditure

operations | prospecting etc) in each

FA, 2016 year of
income for
five years.

As indicated in Table 2 above, Class I includes
This suggests that such vehicles includes
vehicles less than 7 tones, fall under this c]

‘goods vehicles’ with load capacity less than 7 tones.
puck-ups, motor vans (of all types) provided are goods
ass. Similarly, any saloon car (and all luxurious cars, €.g.:
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Nissan Patrol for Managers etc.) fall under class |
for carrying less than 30 passengers. Class I aiso ;
such as caterpillars, bulldozers and the like. How
seemingly resembles caterpillar.

by virtue of ‘automobiles’ i.e., 4 wheel car usually
ncludes ‘construction and earthmoving equipment’
ever, tractors are classified under class II although

Initial allowance

Initial allowance i§ an allowance granted to plant and machinery of specified category which are
purchased by a business and put jno their uses for the first time. Initial allowance is given at the rate of
50% on costs for plant and machinery with the following qualification:

\/

< Used in manufacturing processes and fixed in a factory;
¢+ Used in fish farming;

* Used for providing services to tourists and fixed in a hotel

& ?{iﬁfd to classes 2 or 3 according to paragraph 1 (2} of the third schedule of ITA,
Initial allowance is given for qualifying assets. The allowance is at the rate of 50% of the cost of the
assets that qualifies for initial allowance. The initial allowance is divided into two portions. The first
portion is available in the year of income in which the assets is added to the person’s pool of
depreciable assets; and the remaining portion is available during the year of income following that in
which the first portion is added, but not if the pool has been dissolved as per paragraph 4 of the third
schedule of the ITA. The remaining balance of the cost is added to the pool in the respective class in
the next years of income. The depreciation allowance in the second year shall be determined
accordingly depending on the applicable rate of the class/pool of the assets.
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Example 10.1

ABZ Ltd deals with tour services in Manyara National Parks. For the year 2015 it purchase a plant
and machinery for Tsh. 50,000,000 and fixed it in one of its hotel in Babati.
Required:

Compute the depreciation allowance for this particular depreciable asset for 2015.

Solution to example 10.1

The applicable depreciation allowance for 2015 year of income is the initial allowance.
Qualification: Plant and machinery and was fixed in a hotel

This is computed as:

Cost of plant and machinery......o6 20 oot St iiibuatinaami 50.000,000/=
Initial allowance: 50% x 50,000,000: =3 i sillusiin seadnns f g 25.000.,000/=
Depreciation basis at the end of the year (2015). oL 25,000,000/=

Distribution of the initial allowance:

I* portion: 2015: ¥ x 25,000,000= 12,500,000

P portion: 2016: ¥4 x 25,000,000= 12,500,000 (if pool was not dissolved).

The balance of cost of Tshs. 25,000,000 is added in the pool/class of plant and machinery (Class III,
for this case) in the year 2016. Depreciation allowance for 2016 will be determined with due regard
to the applicable rate in the class i.e. class III which is 12.5% x 25,000,000.

The concept of plant and machinery

The word plant and machinery is not defined in the Act (ITA, 2004), as such it has been
controversial as to what should be included in within this meaning. Consequently, one must rely
fhore on judicial authority (cases) to determine whether or not a structure constitute a plant and
Machinery. Generally, machinery includes everything which by its action produces or assists in
Production and that plant might be regards as that without which production could not go on (e.g.
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sewing machine, bottling plant). Plant and machinery generally fall under class III except those used
in the agriculture which fall under class VIIL.

Determination of Depreciation Allowances

There are two main methods of computing depreciation allowances for depreciable assets. These are
diminishing value method and straight line method.

Diminishing Value Method:

Diminishing Value method is used for classes 1, 2. 3 pools

Straight line Method:

Straight line method is use for classes 3, 6, and 7

Formula:
A xBxC/365
Where-
A Is the depreciation basis of the pool at the end of the year of Income:
B Depreciation rate applicable to the pool; and
& Number of days in the person's year of income

Realisation of Depreciable Assets

When a depreciable asset is sold during any part of the year, it may give rise to a taxable income or
additional allowance. The method for assessing the taxable income on realisation is the excess of
sales value over the depreciation basis of the pool at the end of the year (applicable to classes 1.2,3
pools which use diminishing value method) or written down value (class 5, 6 pools. which use
straight line method).

Where the assets in a pool are all realised, the pool will be dissolved and the amount will be included
as either taxable business income or will be granted as allowance to the taxpayer. i.e. where the

difference is positive, it is taxable income whereas deficit/negative difference is an additional
allowance.

Purchase under Hire Purchase Agreement

The difference between purchase price that would have been paid on cash basis and the price on hire

purchase basis reflects an interest, which for tax purpose is an allowable expense. Therefore.
allowance is granted on down-right purchase price (i.e. cash price).

Expenditure on Road Vehicle

The're is a restriction of expenditure incurred to acquire a road vehicle other than a commercial
vehicle to the extent the expenditure in excess of 15,000,000 shall not be recognised. This applies to

saloon car and other luxuries cars. For this purpose, commercial vehicle means a road vehicle
designed
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Additional Depreciation Allowance

If the depreciation basis at the end of the yea
produces an amount that is less than 1.000
calculated as equal to that amount.

Example 10.2

Year of income 2015 a company had depreciation basis b/f of 20,000,000 of which it was a class one
type. It acquired 2 computers each at Tsh. 900.000/= and a pick-up for Tsh. 5.000,000/=. The
company sold the pick-up at the end of the year and other equipment within the year at Tsh.
25,500.000/=. Compute the depreciation allowance for the vear 2015. '

r of income (after allowing depreciation allowance)
;000/=, additional depreciation of the pool shall be

Solution to example 10.2
Class 1 (37.5%)

Depreciation basis b/d..,..... ..o sl LU RN B S 20,000,000
Additions:

Computers and equipment ( 2 x 900,000)................... 1,800,000
DILELS I o) NR————— D 5.000.000
BB~ TOHL e i s g e s e G 26, 800,000
Less: Sale (Pick up and other equipment).................... (25,500.000)
Depreciation basis before depreciation allowance.......... 1,300.000
Depreciation allowance thereof (37.5%)........................ (487.500)
Depreciation basis at the end of the year (WDV)............... . 812,500

The depreciation basis of this class is 812,500, this is less than 1.000.000. This necessitates
calculation of additional depreciation of this particular pool (equal to that amount. i.e. Tsh.
812.500/=). Therefore, total depreciation allowance of the pool for the year is 487,500 + 812,500 =
1,300,000, thus dissolving the pool.

Depreciation Allowances for Mining and Petrolcum Operations

The Income Tax Act 2004 as amended by the Finance Act 2016 provides special treatment for
depreciable assets for mining or petroleum companies and operation. The Act requires creation of
separate pools for depreciation allowances expenditure for each year of income. Depreciation
allowance expenditure is defined in the third schedule of the ITA. 2004 (R.E 2016) to mean additions
to the costs of depreciable assets owned and employed wholly and exclusively in the mineral or
petroleum operations and expenditures other than financial costs on mining or petroleum operations
or costs and expenditure which are directly attributable in calculating income from the operations.

The ITA | 2004 ( R.E, 2016) under paragraph 5 of the third schedule indicates that the whole of
depreciation allowance expenditure incurred in respect of mining or petroleum operations during
years of income shall be placed in separate pools. Depreciation allowance granted with respect to a
particular year of income is taken in that year and cannot be deferred to a later year (s) of income.
The depreciation allowance is granted for depreciation allowance expenditure pooled for each year
of income at the following rates:

Year of Income Depreciation Allowance

First Year 20% of expenditure
Second Year 20% of expenditure
Third Year 20% of expenditure
Fourth Yegr 20% of expenditure
Fifth Year 20% of expenditure
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Example: 10.3 . ‘ ‘
MUBUYU Mining Corporation conducts is mining operation in one of the regions in Tanzania. For
_years of income 2016 and 2017 it incurred the following expenditure:

Year of income Amount incurred (in Tsh.)

2016 150,000,000,000

2017 100,000,000,000
Required: Determine depreciation allowance for the year of income 2016 and 2017.

Solution to Example 10.3:

Determination of depreciation allowance for the MUBUYU mining company for 2016 and 2017
There are two pools to be created: namely 2016 depreciation allowance expenditure pool and 2017
depreciation allowance expenditure pool.

Depreciation allowance 2016:

Total expenditure on mining operations for 2016 is Tsh. 150,000,000,000

Depreciation allowance: 20% there of............... Tsh.  30,000,000,000
Total depreciation allowance for 2016............ Tsh.  30.000,000,000

Depreciation allowance for 20]7:
Depreciation allowance on 2016. Depreciation allowance expenditure pool: 150,000,000,000 x
20%0%0 30.000,000,000
Depreciation allowance on 2017. Depreciation allowance expenditure pool: 100,000.000.000 x
20%...20,000,000,000

Total depreciation allowance for 2017.................. ... ...oogociwn. 50,000,000,000

Realisation of Depreciable Assets of Mining or Petroleum Operations

Realisation of mining or petroleum assets and operations expenditure may give rise to taxable
income or allowance. The method for assessing the taxable income on realisation is the excess of
incomings over the written down value of the pool of depreciable expenditure in the pool at the end
of the year. When the written down value (WDV) of assets to be realised is greater than the
incomings from realisation, an allowance shall be granted for that year of income equal to the
difference. Written down value (WDV) is defined by the Act to mean costs included in the assets
(depreciation allowance expenditure) less all depreciation allowances granted in respect of that asset

at the beginning or end of the year.
Example: 10.4

GGM is a mining company registered in Tanzania to carry out mining operations. The following are
mining operation expenditures for the most recent five year of income.

Years 2011 2012 2013 2014 2015
Gross 20 billion 30 billion 100 billion 120 billion 70 billion
amount (In

Tsh.)

Additional information:
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Solution to example 10.4

Determination of depreciation allowance on mining operations for the GGM Company for the year
2016.

Mining operations expenditure pools (In Tsh.).

Year 2011 2012 2013 2014 2015 2016
WDV b/f | NIL 6 billion 40 billion | 78 billion | 56 150
(1/1/2016) billion | billion
Allowance for the | NIL/Disso | 6 billion 20 billion | 24 billion | 14 30 billion
year (20% of cost) | lved billion
2016

WDV 30/12/2016 NIL 20 billion | 54 billion | 42 120

(dissolved) billion | billion

Mining operations depreciation allowance for 2016 is 88 billion (20 +24+14+30).

Taxable gain on disposal:
Incoming on sale of expenditure from:

Year of income 2011 expenditure......... 2 billion
Less WDV a8 at T/1/2016....5.0..000 i 0 billion.
Excess of incomings over WDV............ 2 billion (This is an income to be included when

determining total taxable income for 2016)

Year of Income 2012 expenditure, incomings.............. 10 billion
Less: WDV as at 1/1/2016....vouv il Bl a8 6 billion
Excess of incoming over WDV.......o. il v 4 billion (This is taxable income for 2016)

Example 10.5 i ; .
DIMOND Company Limited is a newly formed carrying out agricultural business. During the first
year of its operations 2016, it purchased the following depreciable assets:
(1) Computers and data handling equipment, which were used by the company secretary and
accountants, 3 computers, were purchased at Tsh. 1,900,000 each.
(i1) Three twenty-five seater minibuses which were used to shuttle staff were purchased. each at
Tsh. 25,000.000; and five more 50 seater buses were added during the year at the value of
Tsh. 180,000,000 in total. _ ‘
(i)  Four bulldozers each costing Tsh. 100,000,000; one second hagci Dustan pl?k up for_ Tsh.
25,000,000; one brand new saloon car for Tsh. 28,000,000; furniture and fittings costing in
total Tsh. 17,500,000 were acquired during the same year of business. . ;
(iv)  The company also purchased four lawn mowers, which were used in keeping the
surroundings clean at Tsh. 650,000 each. ' ‘
(V) During the year, the following agricultural equipment, which arr‘lved at Mtwara port, were
cleared immediately and transported to Songea to commence farming work:
- Two CAT Comatus Caterpillar Tsh. 80,000,000 each; five Ferguson tractors each
Tsh. 52,000,000. i A
- Harrows and one planter all costing Tsh. 26,000,000; three heavy-duty Isuzu trucks
costing Tsh. 280,000,000 in total. e e
- A grain storage warehouse and rice milling building were constructed and complete
at a cost of Tsh. 55,000,000 and Tsh. 52,000,000 respectively and were put into use

on 15™ May, 2016.
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- One helicopter for taking tourist to the Mountain Kilimanjaro was purchased for Tsh.
240.000.000.
- The adjusted income from business without depreciation allowance for DIMOND
Company Limited for year 2016 was Tsh. 1.053.206,180.00.
Required:
By applying the relevant provisions of the ITA 2004, compute for the DIMOND Company for year
2016 the following:
a) Depreciation allowance
b) Tax payable

Solution to. Example 10.5

Suggested solution: Computation of depreciation allowance for Diamond Itd for 2015
Class I Class IT Class I11 Class V Class VIII
37.5% 25% 12.5% 20% 100%
Depreciation NIL NIL NIL NIL NIL
| basis b/d )
Additions
during  the
year:

3 Computers
3 mini-buses
5 buses

4 bulldozers
Dustan
Saloon car
(restricted)
Furniture
and fittings

4 Lawn
mowers

2 160,000,000
Caterpillars
| S tractors
Harrow and
planter

Isuzu trucks
Grain store
Milling
building
Helicopter
Sub-total
Less sales = # E
Depreciation | 680,000,000 960,000,000 20,100,000
basis before
depreciation
allowances
Depreciation | 255,262 500 240,000,000
allowance

Depreciation | 424,737,500 720,000,000 17,585,500

5,700,000
75.000,000

180,000,000

400,000,000
25,000,000
15,000,000

17,500,000

2,600,000

260,000,000

26.000,000

280,000,000

53,000,000
52,000,000

240,000,000
680,000,000 | 960,000,000 20,100,000

107,000,000 | 26,000,000

107,000,000 | 26,000,000

2,512,500 | 13,543,561.64% 26,000,000

93,456,438.36 NIL
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basis at year

end (WDV)

[ o s

* Depreciation allowance for class five (V): Straight line method and formula is used:

Number of day (May 15 to 31 Dec = 17 + 30 + 183= 23] days)= 107,000,000 x 231/365 x 20%=
13,543,561,64

Total depreciation allowance as per above computation = 537,318,561.64

(b) Tax payable

;

Taxable income before depreciation allowances....... . Tsh. 1,053,206.180.00
Less: Depreciation allowance.. ..o o o i BT o (537.318.518.64)
Taxable ICOME. .....v.e o i mtitine e SRR FOTIIR ) 100, 515.887,661.36
Tax payable 30% thereof)innm s o 0 0 00 154,766,298.40

Example 10.6
UBENA Hotel (T) had constructed a modern eleven-storey tourist hotel building for 800mill/=. The
construction of this hotel was completed on the 31.12.2015, and it was formally opened and certified
by the Minister for Finance on the 1.1.2016, when it started operating at full capacity.
[n addition to the main building, the hotel had during the same time constructed:
e A car park adjacent to the hote] structure for 30,000,000/=
e A swimming pool for 17,000,000/=
» Small huts for 21,000,000/=
These were used from the same date as the main hotel building
The hotel had the following assets, which were used from the day of its inception:
% Automatic laundry machine, installed in the basement for 12.000.000/=
A cold storage plant for 20,000,000/=
An air-conditioning plant for 22,150.000/=
Cookers and other permanent kitchen wares 18.000,000/=
Mobile serving wheel trays 2,800,000/=
Cups. tools and other implements for 8,000,000/=
Furniture 99.000,000/=
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To keep the small huts clean three mowers costing 5,000,000/= each were purchased

In addition, during the year 2016, the hotel acquired and used the following: . ‘

% A Scania bus (35 seats) for 260,000,000/=. This was purchased on the 2™ April, 2016 but

was used from the 1% of June, 2016.

A second hand delivery van was purchased for 5,900,000/= during May, 201§. :

A new Rolls Royce for the General Manager was acquired for 180,000,000/= whiqh was

wholly used for business. The company also purchased a Range Rover for 140,000,000/=,

this was used for the Hotel Accountant while on duties. i :

% In order to encourage the hotel industry, and hence tourism, the Ministry of Tour}fm
awarded a hotel a twin otter aircraft, which was purchased for 1,700,000,000&. The
company incurred additional expenditure of 140,000,000/ to make the aircraft
operational. !

v Zri)lipcndwa Orchestra was officially inaugurated on the 15% July 201§. .ThlS was solely
for the entertainment of the hotel guests in UBENA Hotel. The music instruments had

cost the hotel 21,000,000/=.

"7
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*

As & control against frequent power cut by TANESCO, a generator was purchased for 20,000,000/=
during August. This was installed in the hotel on 15 August 2016.
The General Manager's Rolls Royce was sold on 10.11.2016 for 50mill/=
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Required:

Calculate depreciation allowance admissible to UBENA Hotel (T) under the 3%}

2004 for the year of income 2016

Solution to Example 10.6

Computation of depreciation allowance admissible to UBENA Hotel for the year of income 2016

2 Schedule of ITA

Classes Asset Amount

Class 1 Opening Depreciation basis -
Additions for the year:
Roll Royce (restricted price) 15,000,000 |
Range Rover (restricted price) 15,000,000

Sub total 30,000,000

Less: Sales (Roll Royce) (30,000,000)
Balance ( taxable trading receipt) 20,000,000
Class is dissolved:

Class II Opening Depreciation basis -
Additions for the year:
Air craft (Grant cost plus additional expenditure) 1,840,000,000
Scania bus 260,000,000
Sub -total 2,100,000,000
Less: Sales -
Depreciation basis at the end of year 2.100,000,000
Depreciation allowance (25% thereof) 525,000,000
Depreciation basis carried forward 1,575,000,000

Class 11T Opening Depreciation basis -

Additions for the year:

Automatic laundry machine 12,000,000
A cold storage plant 20,000,000
Alr conditioning plant 22,150,000
Electricity generator 20,000,000
Sub -total 74,150,000
Initial Allowance (50% thereof) 37,075,000
First Portion in 2016 (1/2 x 37,075,000) 18,537,500
2 Second portion in 2017 (172 x 37,075,000)

Depreciation basis carried forward 37,075,000
Other assets in the class with no initia]

allowances

Cookers and kitchen equipment 18,000,000
Mobile Serving wheel trays 2,800,000
Cups, tools, and implements 8,000,000
Furniture 99,000,000
Mowers (3@ 5,000,000) 15,000,000
Delivery van 5,900,000
Music instruments 21,000,000
Sub- total 169,700,000
Less: sales -
Depreciation basis at the end of the year 169,700,000
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— Depreciation allowance (12.5% thereof) 21,212,500

Depreciation basis carried forward J 148;487;500

Class VI Hotel building 800,000,000
Car park 30,000,000
Swimming pool 17,000,000
Small huts 21,000,000
Sub-total (all were used from the start of the year- 868;000,000
365 days)
Less : sajes -
Depreciation basis at the end of the year 868,000,000
Depreciation allowance (5% straight line method) 43,400,000

— Written down value at the end of the year 824,600,000

Summary of depreciation allowances for the year 2016:

IS Lo 050 5 or rmermmn st (20,000,000)- Trading receipt

Class Moo somm s B 525,000,000

Class III (Initial allowance)...... 18,537,500

Clas L. caismibadipebinatys) 21,212,500

CLEHES WLe comsmsitaimismmeaises Sl . 43,400,000

Total Depreciation allowance for the year 2016 .................._ 608,150,000

Less: Taxable Trading receipt on sale of Roll Royceiclassil) s - o e (20,000,000)

Net depreciation allowance admissible for the year 2016: 588,150,000

Example 10.7

TWENDEPAMOIJA Company Limited is a resident company, which carries on business in the
country as a class I Building contractor.

The depreciation bases of the pools of depreciable assets as at 1st J anuary, 2016 were as follows:

| Class I Class II Class III Cla | Class V | Class Class
ss VI VII
v
12,000,000/ | 1,500,000/ 11,000,000/ | NIL | NIL . NIL NIL

During January 2016 the company acquired the following:
% Two caterpillar tractors for Tsh. 100 million each.
% A second hand pick-up for Tsh. 20 million
“ Fixtures and fittings Tsh. 79 million
% Constructed a building for the storage of imported building materials for Tsh. 500 million.
This was built parallel (mutually) to another building to be used as an office, where the cost
of the office was estimated at 20% of the total cost of the storage building. Commissioner, by
exercising his discretionary power to the best of his judgment estimated the cost of
constructing the office at Tsh. 150 million.
All these assets were used from 31 January 2016

On ¥ June, 2016 the company decided to expand its business by establishing the plan.t for the
Manufacture of glass for windows and doors as well as tiles to be used in the compe:?y‘s business and
for sale. For thig purpose it purchased a new building for Tsh.400 million on 1™ July 2016 from
PENCOS, a construction company, whose cost of construction was Tsh.300 million.
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Plant and Machinery to be installed in the building arrived on the
installed in the building. The new factory plant and machinery had
The new factory commenced production on the 1% August 2016.
On 1™ September 2016, the company acquired and used the following immediately:

* Two new Lorries at a cost of Tsh. 450 million in total
A used Cessna Aircraft for business for Tsh. 350 million
Mowers for cleaning the compound of the business premises for Tsh. 190 million
An air condition system set for the storage building and the office for Tsh. 160
total

Three (3) computers and their accessories to be used in the office, each 4 million

same date and it was immediate]
cost the company Tsh.60 million.

L]

+

L/
*

»

®, *,
0.0 * '.

million i

*,
0’0

The following assets of the pool were sold during the month of December 2016
% Second hand pick-up for Tsh. 15 million

* Both caterpillars’ tractors for Tsh. 160 million
% Lorries for Tsh. 520 million

< A used Cessna air craft for Tsh. 400 million

Required:

Compute depreciation allowance admissible to TWENDEPAMOIJA Co. Ltd. for the

year of income
2016 as required under the Third Schedule of ITA, 2004.

Solution to example 10.7

Computation of depreciation allowance admissible to TWENDEPAMOJA Co. Ltd for the year of
income 2016.

Lorries 520,000,000
Air craft 400,000,000
Total sales (920,000,000)
Balance (Taxable Trading receipt) 118.500,000 0.00
Depreciation basis at the end of year 0
Class I1I (rate 12.5%)
“WDV b/f 11,000,000
Additions
Fixtures and fittings 79,000,000
Plant and machinery 60,000,000

Mowers 190,000,000

Air condition system set 160,000.000
Depreciation basis for the year 500,000,000.
Depreciation allowance for the year 62,500,000 62,500,000
@12.5%
Depreciation basis of the pool c¢/d 437,500,000
Class VI 1
Building materials Storage building :
(1/1/2016) 500,000,000
ion i 835
Duration in days 3
iati 22,945,205.50
tion allowance @ 5% 500,000,000 ,945,
ERpE x335/365x 5%~—
WDV c/d 477,054,794.50
Second Building 400,000,(1)32
Duration in days _
10,027,397.30
iati 11 ce @S% 400,000,000 x 027,
Depreciation allowance @5% P
WDV c¢/d 389,972,602.30 T
TOTAL DEPRECIATION 95,472,602.
ALLOWANCE

From the above computations the depreciation allowanc_:e admilssible. to t?e cm:a}iia;l)t/i 01151
95,472,602.80. However there will be taxable income/trat_:hng rece}pt arlsmgl ro?ll r
of ssor;:a assets in class II of Tsh. 118,500,000.00. This ultimately dissolves class II.

[ Classes Assets and Depreciation
amount allowance
Class I (rate 37.5%)
Opening balance 12,000,000
Additions for the year: :
Caterpillars 200,000,000
Pick-up 20,000,000
Computers 12,000,000
Total 244,000,000
Less: Disposal/ sales
Pick up 15,000,000
Caterpillars 160,000,000
Total sales 175,000,000
Depreciation basis for the year 69,000,000
Depreciation allowance @ 37.5% 25,875,000 25,875,000
Depreciation basis ¢/d 43,125,000
Class II (Rate 25%)
WDV b/f 1,500,000
Additions during the year [ oy
Lgrries 450,000,000
Aircraft 350,000,000
Total assets 801,500,000
Less: Disposals/sales s
SRl I
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Chapter Summary
This chapter has provided procedures for computing depreciation allowances for non-current assets
as per the Income Tax Act 2004. The depreciation allowances computations methods provided in {hjg
chapter are used instead of the well-known methods of computing the depreciation acceptable under
the generally acceptable accounting principles or International Accounting Standards. A number of
illustration and comprehensive examples have been provided in the chapter a-s demonstration op
how depreciation allowances are determined for some selected business assets. The key issues under
the chapter can be summarised as follow:

** The machinery for the determination of depreciation allowances for depreciable assets is
provided by section 17 of the Income Tax Act 2004 and the third schedule of ITA 2004,

** Depreciable assets are assets employed wholly and exclusively in the production of income
from a business, and which are likely to lose value because of wear and tear. obsolescence or
the passing of time but excludes goodwill, mineral or petroleum rights and other interest in
land. a membership interest in an entity and trading stock.

** Depreciable assets are classified into cight (8) classes. The 3™ schedule of Income Tax Act,
2004, as amended in 2016 provides the details of the classification of the depreciable assets.
Each class is assigned a different depreciation rate ranging from 5% to 100% per annum,

** In addition to the annual depreciation allowance, the Act provides for an additional allowance
for qualifying assets, known as the Initial allowance. The initial allowance is granted to plant
and machinery which are purchased by a business and put to their uses for the first time.
Initial allowance is given at the rate of 50% on costs for plant and machinery which is Used
In manufacturing processes and fixed in a factory; Used in fish farming; and Used for
providing services to tourists and fixed in a hotel. '

<+ There are two main methods of computing depreciation allowances for depreciable assets,
namely diminishing value method and straight line method.

% When a depreciable asset is sold during any part of the year, it may give rise to a taxable
income or additional allowance. When the sales proceeds exceeds the written down value of
the assets, a taxable income arises, and when the sales proceeds of the assets is less than the
written down value of the assets an additional allowance is granted to the business.

% When the assets in a pool/class are all realised, the pool will be dissolved and the amount
will be included as either taxable business income or will be granted as allowance to the
taxpayer.

% The Income Tax Act 2004 as amended by the Finance Act 2016 provides special treatment

for depreciable assets for mining or petroleum companies and operation. The Act requires

creation of separate pools for depreciation allowances expenditure for each year of income.

% The depreciation allowance for mining or petroleum operations is granted for depreciation

allo.wance expenditure pooled for each year of income at the rate of 20% per annum on
straight line method.
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End of Chapter Ten Revision Questions

ks
2.

3.
4.

a)

b)

Differentiate between depreciable assets and investment assets?
Differentiate between depreciation expense determined under International Accounting
Standard and depreciation allowances determined under Income Tax Act 2004
Identify cat.egories. of depreciable assets qualifying for 'initial allowance'
Your tax cllem_, Kibanga Company Ltd. a resident company engaged in farming business
secks your advice on tax incentives (allowances) available to him on each of the following
transactions. Support your answer with relevant calculations where necessary. The company
prepared and closed its accounts on 31 December 2016 .
The company made substantive expansion of its existing agricultural production processing
plant at total cost of Tsh. 12,000,000. The expansion programme is an approved enterprise for
the purpose of Tanzania Investment Act, 1997 3
The company made purchases of machinery and operating equipment to the old factory as
follows:
(i) On 1™ May 2016 purchased one Scania lorry for Tsh. 10,530,000, out of which
Ths. 2,530,000 is a cost of trailer
(ii) On 15™ May 2016, the company received a coffee roasting machine costing Tsh.
1,500,000 from a Brazilian company as a grant. The company paid clearing and
other charges amounting to Tsh.450.000
(iii)  On 1* June 2016, the company purchased and installed machinery at a total cost
of Tsh. 6,450,000 as follows:

- Central cooling machinery 2,600,000
- Boiler 2,000,000
- Leather machine 5 1,200,000
- Automatic hacksaw machine 400,000
- Hand drilling Macon 250,000

6,450,000

However, the machinery were first put into use on 15" December 2016

(iv) On 1™ October 2016 a saloon car was purchased for the Marketing Manager at a
total cost T'sh.15,000,000

(v) A motorised fork lift truck was purchased f on the same date (1/10/2016) for Tsh.
7000,000 on hire purchase basis. The company deposited Tsh. 1,000.000 on the 1*
October 2016 and paid Tsh. 550,000 for 12 months instalments. The forklift was
put in to use on the same date.

¢) The company incurred additional expenditure in its farm on 1* November 2016 for the

plantation of permanent crops as follows:

(i) Land clearing for the planting of coffee Tsh. 450,000

(i)  Construction of a bore hole for water supply at Tsh. 2,100,000

(iii)  Construction of a godown to store animal feeds for Tsh. 12,560,000 : ‘ .
(iv)  Construction of farm house on the agricultural land in which the owner lives with his

family

d) Other transactions during the year:

h

(i) A used ship of more than 500 tons at a total cost of Tsh. 15,160,000. Qn Jst
November 2016 the company incurred a total cost of Tsh. 3,670,000 for refitting the

ship. The ship started operations of transporting coffee to Comoro Island on the same

date 1 ;
(i) A light aircraft was purchased on the same date to assist in transportation of coffee

Tanga port at a total cost of Tsh.6,150,000
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5. Mikumi Safari Lodge is a newl
During year 2016, the compa

L Machinery, Equipment and Furniture:
Tsh.
I. General
® Generator 12,800,000
¢ Telephone Exchanger 14,400,000
2. Hotel and rooms
® Office furniture 16,000,000
® Beds 28,800,000
® Mattresses 6,900,000
® TV Sets 33,600,000
® Carpets 7,200,000
3. Kitchen
® [Fridges and Freezers 5,500,000
® Equipmen{ 30.000,200*
4. Laundry
® Washing machine 14,572,667
® Jrons 200,000
5. Swimming pool
® Pump 1,600,000
6. Workshop
® Implements(tools) 8,000,000
® Tour radios 20,000,000
1L Motor vehicles:
® Staff bus 56,000,000
¢ Shopping van 32,000,000
® Tour land rovers 480,000,000
. Buildings: U
® Brick huts (purchased old and used) 120,000,000
® Brick huts (new) 96,000;000
® New restaurant/bar/kitchen 128,000;000
® New swimming pool 4{),000_000
¢ New laundry building 20,600;000
¢ Road construction to hote] 22,000,000
IV.  Pre-operational expenses: o
® Blankets 20,000,000
® Bed sheets 3,600,000
® Bed covers 5,880,000
® Project write up 2,000,000

y formed company to carry out hotel and tour business,
ny incurred the following capital expenditures:

7) During July, laundry machin_ery was replaced by new machinery worth Tsh.56 million. The old
" machinery was donated to Hindy Mandal Hospital. The hospital valued this machinery at Tsh.16
million.

5

the aircralt in case of default on the part of the company.,
4) Gross profit for the first year was Tsh.1,120 million.
3} On the 2" of December 2015, the Minister for Finance certified the construction of the hotel
Required: Determine the net taxable income for the year of income 2016.

6. The following assets were either owned or used by the TANZA CONSULT Company in its

business for the year of income 2016.

A: At Mwanza it had a beer manufacturing factory. For this purpose it had the following assets:

() A factory building which was purchased new and unused from a building contractor 6 years

~ ago for Tsh. 800 million/=,

(i) A building for bottling plant. This is an old building constructed and used by the company for
the past 25 years at a total cost of Tsh.1,200 million/=. However it is still in good working
condition.

(iiiy ~ Towards the end of July 2015, a bottling machinery worth Tsh.1. 400 million/= was installed

: in the old building. With effect from the 3" of August the new bottling plant became
operational.

B: Farming business:-

For this business it possessed the following assets:-
Land of 500 acres used for barley farming. In this land it incurred the following expenditures
during 2016:-
* Clearing of land. 300 acres, 30 million/=. This was followed by planting thereon

barley during January 2016.

Fences for 40 million/=.

Water supply canals for 80 million.

A building for storage of barley for 120 million/= e

A barley milling plant consisting of a mill building for 60 million/= and a milling

plant of 70 million/=. '

% A garage for the storage of agricultural machinery for 40 million/=
All these assets were used from 1% February, 2016.

G Hotel business:- e )
During 2016 it purchased a new building from A-Z Ltd. for SOQ m‘11110n which was
constructed for 600. This was used as hotel from 1% April 2016 after being maugura‘[e_d .by _the
Minister for Finance on 31% March 2016. Machinery installed in the hotel cost 840 million/=.
Required: ) ; 3
Using relevant provisions in the ITA 2004 (As amended in 20_16), calculate depreciation
allowance admissible to TANZA CONSULT for the 2016 year of income. .

7. Shell LTD is a petroleum company incorporated in Tgnzan_ia as a petroleum prgductmn
company. The company started its exploration ad extrac‘flon since 2'013. The expcnduure_ 01;
exploration, depreciable assets and other related expenditure since 2013 are as summarise
below:

@,
0’0

&
000

Fe

A

53

%

*Cost of equipment includes Tsh.14, 000,000 for cutlery

following transactions took place:
1) I?urmg January, the company's Board of Dj
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| Year of income 2013 2014 2015
| Amount (Tsh.) | 5,5000,000,000 | 2,000.000,000 | 1,500,000.000

o ; z . S LN
< A-D paid for its re-insurance to ABC Co. Ltd, another insurance company residing in Ghana

2016 |
15,000,000,000
Additional information:

1. All of the company depreciable assets and expenditure for 2013 were sold to another petroleyn
company BP for Tsh. 4,000,000,000 in 2016. A
1i. Part of the assets and expenditures on petroleum operations for 2015 were destroyed by fire ang
an amount of Tshs. 2.000,000,000 were received from NIC insurance company as compensation
for the loss in 2016.
iii. In December, 2016, the company made prepayment of Tsh. 10 billion for 2017 petroleum
operations and expansion of plant.

Required:
Determine the depreciation allowance and taxable income for the Shell Company for the years of
income 2015 and 2016.

8. ABC Ltd is mining company operating in Tanzania. For year of income 2016 it sold two of itg
major equipment used in mining operations. One of these equipment was acquired for Tsh 2.5
billion and used for three year prior to 2016, and the other was acquired for Tsh. 1.3 billion and
used for 2 years before being sold in 2016. The equipment were sold for Tsh. 1.5 billion and 2
billion respectively. The selling expenditure on the two equipment was Tsh. 50 million and Tsh.
100 million respectively.

Required: Determine the depreciation allowance or taxable income for the ABC Mining company for
the year 2016 on the two equipment.

9. A-D Insurance is a resident corporation dealing with general and life insurance business. It is an
insured corporation and insurer in some cases depending on the insurance services cycle within
its operation. On 31% December,2005, A-D Insurance reported the following information:

Earnings: TZS

Accounted premiums 150,000,000
Coded re- insurance premium 50,000,000
Life insurance premium 50,000,000
Investment income 40,000,000
Other underwriting income 12,000,000
Payments: i
Expenses for insurance claims 20,000,000
Re-insurer's share (claims) 5,000,000
Administrative expenses 10,000,000
Life insurance claims 15,000,000
Costs to improve assets 50,000,000

During an assessment period the followi
% 1/3 of TZS 240,000,000 of th
proceeds.

ng additional information were made available:
¢ premium was received was paid to A-D in the form of

errors of omission.
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where the corporation owns several assets with a value of TZS. 1,200,000.
% Life Insurance premium was received for these risks:

Death and personal injury at work
Education scheme

0ld age scheme

Life insurance claims was for only two risks:
[ Education scheme
[0ld age scheme

TZ8.25,000,000
T75.10,000,000
175.15,000,000

175.10,000,000
TZS. 5,000,000

A-D holds 75% shares of the assets in the Diamond Insurance Co. While during the precious three
years it had owned only 50% shareholding. It hence, realised a total of TZS 35,000,000 from that
change

Required: : :
(i) Briefly explain the meaning of life insurance as applicable under the Income Tax Act, Cap
33
(ii) Calculate the net taxable income of the A-D Insurance Corporation as per the Income Tax
Act; Cap 332.

10. SERENA Hotel (T) had constructed a modern eleven-storey tourist hotel building for 1,
800mill/=. The construction of this hotel was completed on the 31.12.2016, and it was formally
opened and certified by the Permanent secretary of the Minister for Finance on the 112017,
when it started operating at full capacity

In addition to the main building, the hotel had during the same time constructed:

A car park adjacent to the hotel structure for 30,000,000/=

- A swimming pool for 70,000,000/=

- Small huts for 10,000,000/=
These were used from the same date as the main hotel building :
The hotel had the following assets, which were used from the day of its inception:

- Automatic laundry machine, installed in the basement for 22,000,000/=

- A cold storage plant for 20,000,000/=

- An air-conditioning plant for 21,500,000/=

- Cookers.and other permanent kitchen wares 8,000,000/=

- Mobile serving wheel trays 1,800,000/=

- Cups, tools and other implements for 40,000,000/=

- Fumniture 90,000,000/=

To keep the small huts clean three mowers costing 5,000,000/= each were purchased
In addition, during the year 2017, the hotel acquired and used the following: )
- A min bus and normal bus for 100,000,000/= and 250,000,000 respectively. These were
purchased on the 2™ June, but used from the 1 of Septe%'nbelfjI ?:[0;7.
A new delivery van was purchased for 18,000,000/= during Ma ch. S
= Anew Land Cruiser Prado for the General Manager was acquired for 180,000,000/= I:«hlch
was wholly used for his private purposes. While on duty, he used the hotel Range Rover,
which was purchased for 100,000,000/= : v : '
- Inorder to Ie)ncourage the hotel industry, and hence tourism, the Mgnstry of Tourism awarded
ahotel a twin otter aircraft, which was purchased for 780,000,000/=
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- KUTUMBUIZA Orchestra was officially inaugurated on the 15%
for the entertainment of the hotel guests, in SERENA Hotel. The
the hotel 240,000,000/=

As a control against frequent power cut by TANESCO, a generator was purchased for
during February. This was installed in the hote] on 15™ Match, 2017

The General Manager's Prado was sold on 10.09.2017 for 100mill/=

Required:

Calculate depreciation allowance admissible to SERENA Hotel (T) under the 3™ g
S
2004 for the year of income 2017, chedule of ITA

June 2017. This Was solely

music instruments had ¢ogt

150,000,000/=
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CHAPTER ELEVEN

TAXABLE INCOME FROM INVESTMENTS

Introduction

Income from investment is one of the major sources of Income taxable under the Income Tax Act
2004. In this chapter we discuss the categories of income sources classified as income from
mvestment. The main section of the income tax act that deals with income from investments is
section 9 and Paragraph 4 of the first schedule of the income tax Act 2004. We use examples to
clarify the treatment of various incomes from investments,

Learning Outcomes

After completing this chapter readers should be to:

Describe the meaning of investment income as per income tax act 2004
Describe the sources of taxable investment income

Identify investment incomes exempt from income tax

Describe allowable investment expenses for tax purposes

Compute taxable investment income as per income tax act 2004

»
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Meaning of Investment Income

Investment income arises from the conducting of an investment in any year of income. The
conducting of an investment involves the owning of assets other than the assets for personal use by
the owner. Such income must also be distinguished from business income. One main distinguishing
feature between the two is that investment income normally involves the holding of an asset by its
owner and the return due to the owner of the asset. It is normally a payment for the use of such an
asset (Section 3 of ITA, 2004). It is essentially an income in respect of the use of property by others
as opposed to income from the sale of property, which normally is classified as business or capital
gains unless specifically classified otherwise by the ruling statute.

Income from the use of one’s property by others however may also give rise to business income.
Business income from investments happens for example where a person’s activities consist mainly in
the making and holding of investment assets for use by others, whether in land and buildings, for the
purpose of receiving rents or in securities for the purpose of receiving interest or dividends and the
principle part of his business is derived there from. Thus, interest received by a banker would be
business income on the bank, since it is one of banker’s main activities to provide money for the use
by others. The interest received by a customer from a deposit he holds with a banker on the other
hand is investment income.

It must however be acknowledged that there is no clear cut demarcation between the two and in
Practice the question whether a particular receipt is business or investment income continues to be an

area of friction between the tax authorities and taxpayers.

Sources of Investment Income : : :
Section 9 of the ITA, 2004 indicates that investment income arises when one is conducting the
Investment during the year of income. The main sources mentioned are: dividends, distribution of a
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trust, gains of an insured from life assurance, gains from an interest in an unapproved retiremeny
fund. interest. natural resource payment, rent or royalty. The section continues mentioning
investment income to include gains from the realisation of investment assets, amount received i,
respect of accepting a restriction on the capacity to conduct the investment.

Taxable Dividends

A dividend is normally a distribution of the profits of a company whether such profits haye been
capitalized or not, and which entails a release of part of the company’s assets to its shareholders. The
Act defines a dividend as a distribution that is a not a repayment of capital (Section 3 of ITA, 2004).
It however widens the normally meaning of the word dividend by providing under the definition
section that a distribution for this purpose includes:

** Any capitalization of profits.

** Re-investment of dividends that increases the value of the company shares,

** The excess of payments made by the company to its members, over Payments received by

the company from such members.
* Payments made to members on cessation of membership interest including on liquidation,

Taxation on taxable dividends for both individuals and corporations is provided for under section 54
and paragraph 4 of the first schedule of the ITA, 2004. Section 54 (1) of ITA. 2004 provides that
dividends distributed by a resident corporation shall be taxed in the hands of the corporation’s
shareholders in the form of final withholding tax (Section 86 of ITA, 2004). The applicable rate for
this category of dividends is 10% (Para 4 first schedule; ITA, 2004 and FA, 2012). If dividend is
distributed by a non-resident corporation, then such dividends should be included in calculating the
income of the shareholders. Section 54 further shows that when dividend is distributed by a resident
corporation to another resident corporation where the corporation receiving the dividend holds 25%
or more of the shares in the corporation distributing the dividend and controls either directly or
indirectly 25 per cent or of the voting powers in the corporation, the dividend will be taxed in form
of withholding tax at the rate of 5% (Para 4 of first Schedule. ITA, 2004). Similar rates apply if
corporation distributing the dividend is listed in Dar Es Salaam Stock Exchange.

Dividends exempt from income tax
The following types of dividend do not constitute
exempt investment income tax:

< Any repayment of capital.

% The issuance of bonus shares to e
shares in the company.

a distribution of profits or a dividend and thus

Xisting members, in proportion to member existing

Taxable Interest Income

Interest under section 3 of the ITA, 2004 does not only
includes interest on debt obljgat

finance leases etc. Special attention therefore should be paid to the definition of interest as provided
for under the defining section 3 as well as sections 32 (annuities, installment sales and finance
?'e)ases) and debt obligation between the bermanent establishment and the owner (8.71 (6)(b)(ii and
ii).

include interest on the use of money, but
discounts or premiums, payments under

170

Taxable Rent Income

This includes all income received for the use/ lease of tangible asset and includes any payment for
the granting of such use or lease including premiy

m or key money. It however does not include
income on natural resources. It should be noted that rent received by a resident individual landlord

on residential premises leased by an individual tenant js exempt, if such rent does not exceed Tsh.

500,000/=in a year and such individual does not conduct the business of renting of properties
(Section 86 (4) a-c).

Taxable Royalty

Royalty is a payment made for the use of an intangible asset such as copyrights, patents, trademark,
secret formulae or processes and know-how. A royalty by definition however does not include a
natural resource payment. Under the definition of the word “royalty” includes those amounts

received or a payment is made:
&

¢ To refrain the owner from using any of the above mentioned intangible assets, or

&

< For the use of industrial, commercial or scientific equipment.

Gains from the realisation of investment assets

The ITA 2004 (Section 37,38, 39 and 40) indicates that the gain from the reali'sation of investr-nen_t is
equals to the difference between the market value of the i{lvestment_ asset and its cost. The reahs?.tlon
that gives rise to an investment income must be a realisation of an investment asset and n(.)t business
assets or depreciable asset or trading stocks. The Act shows that investment assets include:
% Shares, other than shares:
e By resident parent in its resident subsidiary, or
e Listed in DSM stock exchange, or ; T
e By a non-resident person controlling less than 25% of the controlling shares of the
company.
% A beneficial interest in non-resident trust.
o rest in land and buildings other than: : :
: InteleSt- ] li private resideice in use for three years or other than such a remdence. fFhat rea;hies z
gain of more than 15mill/= (this however may be a bl}SlDESS atssets if owned by
person whose business involves the leasing of private residences); j
e An individual’s land has been used for agriculturgl purposes for the past two yiir's
and whose market value does not exceed Tsh. 10m111/% at the time of rea%;i?tlgn (this
is neither a business nor an investment asset). The Act also shovxlf that w 11 e ngﬁz
received for the use of patent rights, copyright' etc. is investment ‘1ncl<c31me,tt ge izxable
received from the realisation of the relevant intangible assets v*vou}l no e.erEd -
since the same are neither business nor investment assets. Also, all shares cov y

the exception are neither business nor investment assets.

Taxation of Distribution of a Trust Bt : Sl the frusiee for. the
Atrust is a confidence reposed either expressly or impliedly in a pe;so 2 it (etilen) fuansiors
benefiit of another person or beneficiary. It is an arrangement vche)rfc:mytrisl:'z for the benefit of some
certain properties (the corpus of the trust) to anf)ther person .(tn.lsbfie e
oher person or persons (beneficiary/beneficiaries). A trust is liable ot fiaeads shove) 1
Any distribution (within the same meaning as discussed under distribu
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taxable as investment income. However, this is only applicable if the trust is a non-resident trust, If
the trust is resident any distribution is exempt under section 52(1).

Taxation of Life Insurance Gains

Life assurances are concerned with the life of a person at his or her death or from a specified terr
Thus. by their varieties, the sum assured may be payable either at the death of the assured or at a
specified term or a combination of both. Section 60 (3) of the ITA, 2004 indicates that the taxabje
gain equals to the difference between the premiums paid and the proceeds received from the insurer,
It should be noted that such gain is only taxable where the proceeds are paid by a non-resident
insurer. In the case of term assurances, the Act does not tax gains from such policies which are for
term of less than five years or in respect of which the insurer can terminate before the expiry of five
years (Section 3).

Taxation of Income From an Unapproved Retirement Fund

Section 63 of the ITA 2004 states that gains from interest in an unapproved retirement fund are only
taxable if paid by a non-resident fund. The taxable gain equals to the excess of the benefits received
over the premiums paid to the fund. Pensioners receiving their pension from an approved retirement
funds such as NSSF, PPF, PSPF, LAPF, and GEPF are exemp"t from income tax.

Example 11.1

Gains from an unapproved retirement fund in respect of a person who contributed a total of Sh.
28,000,000/= over the period of the person’s membership of the fund and received retirement
payment of sh. 46,500,800/= is calculated as follows:

Gross retirement payment received Tsh. 46,500.800
Less, contributions paid Tsh. 28,000,000
Taxable gains derived Tsh. 18,500,800

Taxation of Natural Resource Income
Natural resources mean minerals, petroleum, water, or any other non-living or living resource that

may be taken from land or sea. As per section 3 of ITA, 2004 gain or profits from natural resources
includes any income: ;
* Payments, premiums or like amount for granting the right to take natural resources
from land or sea, and '

** Any other income calculated by reference to natural resources taken from land or sea.

Investment Restrictive Covenants

Section 9 (2¢) any amounts received in consideration of accepting a restriction on conducting an
investment is deemed to form part of the investment income of the person accepting the restriction.

Expenses Deductible on Investment Income

as salaries and wages, electricity and
investment against the income of another investment.
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Examplc 112
During the year 2015, KUJIAJILI Company Ltd. conducteq
i) Received dividend, from ABC Ltd., a resident o
" owns 40% of the shares of the ABC Ltd.

- ividends amounting to Tsh. 5,000 000, ves ; CEELA
(i) Divi . ,UUU, were received from Beta Ltd., which is listed on the
DSE, and is owned 20% by ADB Ltd. a non-resident corporation. -

(i) ~ Dividend amounting to Tsh. 10,550,000 received from Malaika Company Ltd.. a resident
corporation. '

the following transactions:-
rporation, Tsh. 11,000,000. KUJIAJILI Ltd.

: ph a shop businessman, who used it as a shop. Mr.
Mabele Joseph paid Tsh. 2,800,000 as rent.

(v  During the year the company reccived Tsh, 30,000,000 as rent from Mr. Masanja Ahmed, a
Tanzanian with respect of a house occupied by him.

(vij  Also the company received a royalty from TMC Ltd. amounting to Tsh. 24,500,000 out of
lease of videotapes used for promotion.

(vi) During the year, KUJIAJILI Ltd. sold § hectares of land, which was at Temeke and received

Tsh. 550,000,000. This land was purchased for Tsh. 350,000,000 in 2005. Three (3) years
prior to its sale, this land had been used as agricultural land.

Required:

By applying the relevant provisions of the ITA 2004, compute investment income for the KUJIAJILI
Company for the year 2015.

Solution to example 11.2
Determination of taxable investment income of KUJIAJILI Itd for the year 2015
; Amount in Tsh.
11,578,947.40

.. Dividend from ABC Ltd (taxed at source at
preferential rates. See 1% Schedule, para 4 of
ITA, 2004; however it is still taxed with other
income. thus gross it up t0100% and then
claim tax credit- 5%). 11,000,000/0.95
ii. Dividend from ADB (Listed at DSE) S.3 and
para 4 of 1% Schedule. (Gross it up to 100%
and then claim tax credit on income deducted
at source). 5,000,000/0.95
iii. Dividend from Malaika (Gross it up to 100% if
taxed at source at 10% then set-off/claim tax
credit of 10% deducted at source)

5,263,157.90

L 722229 97

iv. Rent from Mabele Joseph (Part of office 2,800,000
building)

V. Rent from residential house, occupied by 30,000,000
Masanja

|__Vi. Royalty from TMC Ltd -Videotapes 24,500,000

200,000,000
285,864,327.52
85,759,298.26

vii. _Gain from proceeds of sale of land (s. 90)
Total taxable income from investment
Tax liability (at 30%)
Less: Tax credit on withholding tax at source
(Note 1)
Net tax liability

2,014,327.30
83,744,971

173



Note 1: Computation Withholding tax at source: Gross Income —Net Income

Withheld by ABC Ltd: 11,578,947.40 -11,000,000= 578,947.4
Withheld by ABDLtd:  5,263,157.90- 5,000,000= 263,157.90
Withheld by Malaika: 11,722,222.22-10,550,000=1,172,222.22
Total =2,014,327.30

Example: 11.3

Dr. Omary Maduhu is resident person and is an employee of Mzumbe University. He has been 3
good investor in financial assets over the last two years. For the year of income 2016, the foliowing

transactions occurred:

This bond pays interest semi-annually.

< He bought six months Treasury bill of Tsh. 100,000,000 on 1% March, 2016. This bill was

sold on a discount basis at 98%.

** A six months certificate of deposit (CD) with CRDB bank matured on 31* December, 2016,

This CD was for Tsh. 5,000,000 with a rate of 8% p.a.

Required:

Determine the tax from investments income payable to TRA for Dr. Omary Maduhu for the year

of income 2016. Assume that no taxes were withheld at source.

Solution to example 11.3

Determination of tax payable from investment income for Dr. Omary Maduhu, for the Year of

Income 2016.

 On 1* January 2016 he bought a 12%, 5-YEARS Government bonds for Tsh. 200,000,000,

% Received dividends of Tsh. 25,000.000 from TOL a DSE listed company.

Details/Security Computation

Amount

Interest on | Interest income: 6/12 x200,000,000 x 12% x 2 =
Government bond | 24,000,000

Taxed at 10% = 24,000,000 x10% =
2.400,000/=

2,400,000

Treasury Bill: Discount basis: Income on this security is: Tsh.

100,000,000  — 98,000,000 (98%  x
100,000,000/=)

=2.000,000/=
Taxed at 10%: 10% x 2,000,000= 200,000/=

Tsh. 200,000

CD from CRDB Interest: Tsh. 5,000,000 x 8% x 6/12
= Tsh. 200,000

Taxed at 10%= 10% x 200,000= Tsh. 20,000

Tsh. 20,000

Dividends from | Dividend received: 25,000,000

TOL This is from a DSE listed company, it is taxed at
5%
= 5% x 25,000,000= 1, 250,000/=

Tsh. 1,250,000

Total tax payable to TRA

Tsh. 3,870,000
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Example 11.5
Mr, BULUBA is employed on a salary of Tsh, 80,000,000 per annum. Mr. Buluba also runs a part-
{ime business; WhO_Se gross profits for the year ended 31 December, 2015 was Tsh. 223,600,000.
M, Buluba’s other income for the year 2015 was as follows:
‘4 Dividend from DSE listed company

&

isted company:.- b 2,040,000
& Dividend from an unlisted company i s oueliname S e 2,040,000
@ Rent.. . osceeriinmmsennnni, i Bl SRR e 3,200,000
& Interest cooovenvnnenn i SRR 800,000
In respect of employment, Mr. Buluba also enjoys the following benefits:
i. . Utlities ( water, electricity, and telephone). - - 900,000 per month
il. Life insurance payable by the COmpanye o 300.000 p.m.
ili. Lunchallowance.... ..ol F e e Tsh. 168,000 p.m.
iv.  Medical services to insurance of 90,000 p.m. available to all staff as per the
company’s staff regulations.
v, A fully furnished residential quarter for which Mr. Buluba pays no interest, but the

company claims a deduction of Tsh. 200,000 p.m. The market rent of the house in

the area in Tsh. 400,000 p.m. while the costs of the house to the company were
18,000,000.

His business expenses for the year were as follows:
% Administrative expenses (including bad debts of 800,000; wages and salaries of Tsh.

40,000,000; Income tax 160.000). . iov c im0 90,000,000
% TratHe BINES oo Sl S O S ST B e 80,000
% Donations to political allies’ elections: T/ S a e 20,000,000
% Donations to charitable organizations ................c...c. coennn. 16,000,000
Required:

Calculate Mr. Buluba’s total income showing clearly the distinction between investment
income, employment income and business income.

Solution to Example 11.5
Determination of total taxable income of Mr. Buluba, for the tax year 2011
Business Income

Gross profit as per information 223,600,000
Allowable deductions:
Administrative expenses (90,000,000 -160,000) 89,840,000
Donations to charitable organisations (should be less or equal to 2,675,200
2% of 133,760,000)

Total Business Income : 132,524,800
Investment Income
Dividend from DSE Listed Coy (Investment Income, taxed at NIL

low rates-5% as under First Schedule of ITA, para 4; and this is
final withholding payment S.86)

Dividend from Unlisted Coy (Subject to withholding tax at NIL
source at 10% and is final withholding payment, S.86-
Individual) no further assessment.

Rent on residential house : = - 3,200’1(\)]?3
Interest (Subjected to W/T at source and is final withholding

payment S.86, Para 4 1% Schedule) no further assessment on

this.

3,200,000 | 4

Total Investment Income
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|
Employment Income
Salary 80,000,000
Utilities (900,000 x 12y 10,800,000
Life insurance (300,000 x 12) 3,600,000
Lunch allowance (168,000 x 12) 2,016,000
Total employment income before housing benefit 96,416,000
| Housing benefit ( Note 1) 4,800,000 |
Total employment income 101,21 6;000

Note I: Computation of Housing Benefit.

Take the greater of

% 15% (of Total income) 232,140,800 (96,416,000 + 3,200,000
k32,520 80020 a i el s g L 34,821,120 and
< Amount claimed (200 DO ey 2,400,000
% Take 34,821,120
Compare with market rent (400,000 x G o S e o 4,800,000

Take the lesser which is 4,800,000,
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Chapter Summary

This chapter has presented the categories of income
The key points discussed in this chapter can be summ

4,
0’0

sources classified as income from investment.
arised as follows:

[nvestment income arises from the conducting of an investments which involves the owning

of assets oth_er than the assets for personal use or business use by the owner

Investment income I}OHnally arises as a result of a payment for the use c;f such an asset is
receivcd.‘ It is essentially an income in respect of the use of property by others as opposed to
income from the sale of property, which normally is classified as business or capital gains
unless specifically classified otherwise by the ruling statute.

Income from the use of one’s property by others may give rise to business income. This
happens where a person’s activities consist mainly in the making and holding of investment
assets for use by others, whether in land and buildings, for the purpose of receiving rents or in
securities for the purpose of receiving interest or dividends and the principle part of his
business is derived there from.

The main sources of investment income subject to taxation under the income tax act are,
namely: dividends, interest, distribution of a trust, gains of an insured from life assurance,

gains from an Interest in an unapproved retirement fund, natural resource payment, rent or
rovalty and others.

Taxation on taxable dividends for both individuals and corporations is provided for under
section 54 and paragraph 4 of the first schedule of the ITA, 2004. The act provides that
dividends distributed by a resident corporation shall be taxed in the hands of the corporation’s
sharcholders in the form of final withholding tax. If dividend is distributed by a non-resident
corporation, then such dividends should be included in calculating the income of the
shareholders.

Where the corporation receiving the dividend holds 25% or more of the shares in the
corporation distributing the dividend and controls either directly or indirectly 25 per cent or
of the voting powers in the corporation, the dividend will be taxed in form of withholding tax
at the rate of 5%.

Taxable interest under the income tax act include interest on the use of money. interest on
debt obligations, gains by way of discounts or premiums, and payments under finance leases.
Taxable rental income includes all income received for the use/ lease of tangible asset and
includes any payment for the granting use or lease of land, building, cars and others physical
assets. However, rent received by a resident individual landlord on residential premises
leased by an individual tenant is exempt, if such rent does not exceed Tsh. 500,000/=in a year
and such individual does not conduct the business of renting of properties. .
Taxable royalty included payment made for the use of an intangible asset such as copyrights,
patents, trademark, secret formulae or processes and know-how.

Taxable investment income is obtained by taking all taxable investment revenges less
expenses that may qualify under the wholly and exclusively test. Such expenses include,
repairs and maintenance, interest, and other revenue expenses sgch as salaries and wages,
electricity and water solely connected with earning the investment income etc
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End of Chapter Eleven Revision Questions
1. What are investment assets?

2. Inreference to section 9(3) of the ITA, 2004, state the amounts that are excluded in calculati
person’s gains and profits from conducting an investment.

nga

3. Income tax Act, 2004 distinguishes between employment income, business income and
investment income. With examples explain why this distinction is important.

4. SET (T) Ltd is a non-resident corporation with the following sources of income during the year
of income ended December, 31 2016:

i

11.

1ii.

1v.

V1.

VIi.
Viii.

IX.

Required:

With respect to SETS (T) Ltd, calculate total char

income 2016.

5. Joshua E.L. is the Managing Director of Seren

Sold shares of MAJIB Ltd a non-resident (Listed shares in DSE) whereby the
company owns 25% of the controlling shares. These shares were bought at Tsh.
21,400,000 and sold for Tsh. 34,000,000.

Received bank interest in relation to fixed deposit with YXZ Bank Ltd of Tsh.
10,300,000/=.

Received Tsh. 10,000,000 for sale of land situated at Dar es Salaam. This land was
acquired in 2010 for Tsh. 1,200,000. The corporation used it for agricultural
purposes from 2010-2013.

Received dividend of Tsh. 7,000,000 from HK Ltd. This was a resident corporation
where the company owned 28% of shares.

Paid dividend to WISE Ltd Tsh. 23,000,000.. This is a non-resident corporation
owning 35% of the shares of the company.

Received rent (in conducting business) of Tsh. 20,000,000. This came from an
investment building located at Igunga, Tabora. This building was constructed at
Tsh. 450,000,000. During the year, the company acquired furniture and fixtures
for the building worth Tsh. 23,000,000. Apart from that, the company incurred
Tsh. 30,000,000 to repair the building in order to increase its lifetime.

Sold 10,000 shares of MAJURA Ltd a resident corporation (unlisted in the DSE).
These shares were acquired at Tsh. 300 each and sold for Tsh. 500 each.

Received dividend of Tsh. 32,000,000 from ABC Ltd, a non-resident company
where SETC Ltd owns 40% of the shares of the company.

Sold residential house of the company which had been occupied for three years for
Tsh. 25,000,000. The house was bought in Igunga for 7,000,000.

Dividends amounting to Tsh. 5,000,000 were received from CHEMA Ltd a non-

resident corporation, which is listed in thre DSE and 20% of its shares is owned
by KET Ltd, a resident company.

geable income and tax liability for the vear of

geti Ltd. His sources of income are:

(i) Remuneration from Serengeti Ltd.

(i) Rental income from residential block of flats

(i) Interest income from bank registered in Tanzania

(iv) Dividends income from investments (shares and securities)

(v) Capital gains on sale of investments (sale on shares and securities)

He is also a passive partner in a farming venture.

The following are details of Joshua's ear

2015:

nings and benefits for the twelve month year of income

From Serengeti Ltd.

Salary (Basic) 4833}5 000
Company vehicle of 1200 cc made in year 2000, cost 322 600 000
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Company house (market rent)

tlities (water. e‘lectr_icity & telephone) Sg:zggggg
School fees for his children 2,700,000
Medical services insurance 2,845,000
pension company contribution to un- approved retirement fund 4,800,000

[n addition Joshua has an interest free loan from the company. The loan

2015 repayable in 15 months. The balance of the loan as at 31 December 2015 was Tsh. 3.000,000.
The total amount of the loan was Tsh. 15,000,000. A statutory interest rate is 15% per annum.
The medical services insurance was available to company directors only

Rental Income _ : - Tsh.
Rent received in conducting business

i 2
was taken on 1% January

42,050,000
Bond interest received 15,368,200
Rates paid 2,463,700
Repair and maintenance 9.248.100

There are eight flats. Joshua allows his brother to occupy one of the flats rent free. Air conditioners
have been installed in the flats at a cost of Tsh. 24,000,000. There is a rental tax loss brought forward
Tsh. 8,326,400 (unrelieved loss) from year 2014.

[nterest Income: : Tsh.

Bank interest in conducting business 5,682,300

Dividend Income:

Listed shares on the Dar es Salaam Stock Exchange 3,783,100

(This comes from 5% ordinary shares of L Ltd, a non — resident corporation)

Unlisted shares 20,000,000

(Ordinary shares of E Ltd a resident company)

Capital Gains: .

Proceeds on sale of shares in Agro Timbers Ltd, a resident company listed in the Dar es Salaam
Stock Exchange. He holds 20% of ordinary shares of the company which were acquired at a cost of
Tsh.2,700,000. The proceeds amount to Tsh. 8,650,000. ; '
Proceeds on sale of shares in Mbuni Ltd, a private non-resident company in which J OShliia holds 5%
of voting shares of Mbuni Ltd at a cost of Tsh. 3,500,000. Total I:_Jroceeds were Tsh.17,500.000 and
Tsh. 1,200,000 was paid to lawyers in respect of the sale of shares in Mbuni Ltd.

! _ : Tsh.
Withholding Tax at source.
Ori sal(a)\r ymg axal SO 14,693,800
_ 568,230
On bank :
n bank interest 2,189,155

On dividends

Joshua has permanent home in the United Republic and has always stayed in United Republic for at
least 100 days in each calendar year since 2010. : :
Serengeti Ltd normally claims deduction in respect of motor cars prowdec_l to err;%loysees. H;?eﬁzr
0 claim was made with respect to motor car provided to Joshua during 2?;1 . Jer;:lngi 2
Claimed Tsh. 15,000,000 as a deduction with respect to the company house provide to Joshua.
Required:
Inrespect to Joshua E.L. for the year of income 2015 calculate:

(a) The chargeable income from rents and bonds. ' _ :

(b) The chargeable disposal gain, if any, on the shares disposed of. Give explanations for your

answers. . he e
(¢) His taxable income from all sources (total income), indicating by the use of “NI any

ttems not requiring adjustment.
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(d) Calculate the next tax payable.
(CPA-T. adopted)

Table 4:

FIFTH SCHEDULE OF ITA, 2004:

ENGINE SIZE OF | QUANTITY OF BENEFIT | QAUNTITY OF BENEFIT

VEHICLE

cc- carrying capacity Vehicle less than 5 years | Vehicle more than 5 years
old old

Not exceeding 1000cc Tsh. 250,000 Tsh.125,000

Above 1000cc but not Tsh. 500,000 Tsh.250,000

exceeding 2000cc

Above 2000cc but not Tsh.1,000,000 500,000

exceeding 3000cc

Above 3000cc Tsh.1.500,000 Tsh.750,000 |

Made under Section 27: This table provides additional information necessary

5 above.
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in answering question

CHAPTER TWELVE

RETURNS OF INCOME TAX AND TAX ASSESSMENTS

[ntroduction

This chapter deals with information that needs to be furnished by income tax taxable person to the
Commissioner General from time to time, and assessments administered by Tanzania Revenue
Authority. Returns of income and assessments of taxes are covered in both the Income Tax Act 2004
and the Tax Administration Act 2015. Returns of income tax are covered under section 89, 91and 92
of the Income Tax Act, 2004. The Tanzania Administration Act 2015 on the other hand covers both
returns and assessments of all types of tax laws. The relevant sections on tax returns and assessments
under the Tax Administration Act are section 39 to 42 and Section 46 to 49 respectively. This
chapter covers aspects of the contents and timings of the income tax estimated income returns, and
final returns of incomes. It also covers aspects of tax assessments admissible and made by the
Commissioner General on income tax. Aspects of punishable offences and irregularity committed by
taxpayers, the consequences associated with such offences are also covered in details in this chapter.

Learning Qutcomes _
After successful completion of this chapter readers should be able to:

&

% Describe the meaning of returns of income for tax purposes.

% Describe the information contained in the provisional and regular return of income for a
taxpayer

Describe the meaning of tax assessment

Describe the major types of tax assessments as per Tax Administration Act 2015.

Describe the persons or incomes excluded from furnishing returns of income.

Describe the major types of non-compliance to income tax act 2004.

Assess and compute penalties and interests for non-compliance to income tax act 2004

o
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Meaning of Returns of Income

The term ‘return of income’ is defined in section 3 of the Act to mean the 'meaning' ascribed to it by
section 91. Basically, ‘return’ is any document or any other information required by the
Commissioner from the taxpayer in any year of income. Therefore, a return may be a Fiocument;
usually statutory books of accounts or information return (other documents containing useful
information as an evidence to support particular information). Examples of in‘formatlog return
iqclude various vouchers and slips to support investment income, reserves such as share certificates,
dividend slips, pay-in-slips, etc.

Section 91 of ITA, 2004 subject to sections 92 of the income tax acts and sec?ions 39 and 48 of the
aX administration act, requires every person to file with the Commissioner of income tax a return of
"come for the year of income not later than six months after the end of each year of income. This is
the final of regular or actual return of income, i.c. after the end of the accounting period and

final’books of accounts are completed.

Section 88 of the Income Tax Act 2004 deals with Income tax payable by quarterly instalments
(Whether from a business, investment or employment provided employer is not required to withhold
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tax under section 81). This necessitates the first type of return of income which should be submitteq
as ‘provision’ before the final return. This is what is called ‘statement o'f estimated tgy
payable/provisional return’ as required under section 89 (1). When a taxpayer furnishes Provisiong|
return of income, he is automatically assessed and therefore the due dates for submitting provisionga]
return and paying provisional tax are the same.
Due dates for paying taxes on provisional return other than withholding taxes are as follows:
(1) Where a year of income of a person is twelve months period and coincides with the calendar
year:
* On or before the third, sixth, ninth and twelfth months of the year of income (Le. 31
March, 30" June, 30" September and 31 December).
(i)  Inany other case (where year of income does not coincide with calendar year):
= At the end of each three-months commencing at the beginning of the year of income. The
year of income for every person means 'calendar year' [section 20].

Returns of Income Requirements
Section 91 (2) contains the contents of the return of income of a person for a vear of income. The
return must specify the following:

% Chargeable income from each employment, business and investment and the source of
income. ;
Total income and the income tax payable with respect to that income.
For domestic permanent establishment of a non-resident person. the permanent
establishment’s repatriated income and the income tax payable
Any income tax paid by withholding, instalment or assessment for which a tax credit is
available under sections 87, 88, or 90
Amount of tax still to be paid calculated from above as [(i1) + (1i1)] — (iv)
Any informaticn as may be prescribed by the Commissioner

P
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Notices Issued by the Commissioner General to file a return of income

Section 47 of the Tax Administration Act 2015 authorises the commissioner general to issue a notice

in writing to serve a notice on the person requiring him to file a return of income by the date

specified in the notice for the year of income or the part of the year of the income. This normally

occurs prior to the date for filing a return of income when the following situations exist:
X A person becomes bankrupt, is wound up or goes into liquidation;

g Person is about to leave URT indefinitely; '

A person is about to cease activity in URT;

Commissioner otherwise considers it appropriate

..
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Income or Persons Excluded From Furnishing Returns

Some persons are not required by the income tax Act to furnish neither the provisional return

(statement of estimated income) nor the final return, Such persons include the following;

o An income of resident individual who has no income tax payable;

<> Income-of resident individual whose income is either from employment (where employer is
rqulre('i to withhold tax under s.81) or derives a gain in conducting an investment from the

real%satpn of an interest in land or buildings situated in URT [“Single instalment at time of

realisation or.receipt”-sections 90(1) and 92 (a) (bb)]

A return of income of a non-resident person (other than one with a domestic permanent

establishment) who has no income tax payable under s. 4 (1) (a) or consists exclusively of
gains under S.90 (1)
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Extension of Time to File a Return of Income

Section 39 ?I the TAA, 2015 _3110W§ the t‘fIXpayer 1o request the commissioner for an extension of
qme for filling of a return of income. Subject

1o a written application made
witin fficen days before the due date for filing the retum. ‘e gopnie T and made
which the return hgs to be filed in writing. The €xtensions shall not exceed 30 days-from the original
Jate where the estimate/returns were to be filed. The granting of an extension of time to submit tax
return do not alter the dates for making pay

i ment of tax as specified in the Income tax Act, 2004
under which the return 1s filed.

Assessment of Tax Payable
Section 94 of the Income Tax

¢ Act 2004 together with section 47, 48 and 49 of the Tax
Administration Act 2015 deals wit

; h assessments. The term 'Assessment' is defined in section 3 of the
Income Tax Act 2004 to mean "an assessment under sections 94, of the Income Tax Act 2004 or

sections 46, 47, 48 or 81 of the Tax Administration Act 2015". However, the term assessment is
defined under section 3 of The Tax Administration Act 2015 to mean determination of the amount of
tax liability made under a tax law by the Commissioner General or by way of self-assessment and it

includes matters prescribed in the first Schedule. From the two Acts assessments therefore involves:
% Computation of income of a taxpayer; or

< Determination of the amount of income tax payable; or

< Entire procedure for imposing liability on the taxpayer as laid down in Income Tax Act 2004 and
The Tax Administration Act 2015.

In widest sense the term assessment covers the whole process of scrutiny of the return of income, if

any, submitted by the taxpayer, examination of his books of account, if necessary, and if any, up to

the last step of issuing a notice of assessment showing the income assessed, the tax payable and the

due date for payment. Thus, the entire procedure for assessing and imposing liability on the taxpayer

requires three (3) steps to be completed:

() Computation of the income assessable /taxable income;

(i)  Computation of the income-tax payable by taxpayer on the basis of computed income in (i)
and the appropriate rate; and

(i)  To issue a notice of assessment showing the outcome and the basis of the assessment made
on him. This notice shows details of income assessed, gross tax payable, the reliefs, if any,
given the set-off or credit of tax deducted at source or already paid, net amount of tax payable
and the due date of payment.

Types of Assessment under the Income Tax Act 2004 and Tax Administration Act 2015

The income tax Act 2004 together with the Tax Administration Act 2015 stipulates five types of
assessments. :

¥ Statement of estimated tax payable or provisional assessment [Section 89 of ITA, 2004]
Self-assessment [section 94 of ITA, 2004 and section 46 of TAA, 2015]

Jeopardy or accelerated assessment [Section 47 of TAA, 2015]

Adjusted assessment [section 48 of TAA, 2015] ;

Best judgment assessment [section 94 (4) (b) ITA, 2004]

-, -, -,
o e o

-
e

*

Basis of Classification of Assessments

"Ypes of assessments may be classified on the basis of the following: . ‘
u Assessments by the Commissioner and assessment by taxpayer himself; or
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(i)  Returns submitted by the taxpayer or without such returns; or _

(iii)  Acceptance of the income returned or amendment (or rejection) of the income returned by the
taxpayer, 1.e. best judgment assessments; or

(Iv)  Assessments made to save possible loss of revenue on account of the oceurrence of some
cvent or accelerated due to certain peculiar circumstances of the taxpayer (i.c. Jeopardy or
accelerated assessments); or

(v) Regular assessments made for the first time; or i oy ;

(vi)  Exceptional or irregular assessments made after completion of the original assessments (e
additional or amended assessments)

Statement of Estimated Tax Payable (Provisional Assessment)

The statement of estimated tax payable (provisional assessment) is required to be submitted by 5
taxpayer under subsection (1) of section 89 of the Income Tax Act, 2004. When a taxpayer hag
furnished a statement of estimated tax payable he is automatically deemed to have been provisionally
assessed on the basis of estimates contained in such statement as provided in subsection (3) of
section 89 of the Act. Thus, the responsibility of the taxpayer is over once he submits a statement of
estimated tax payable. The Commissioner General is not required to inquire into the correctness or
accuracy of the estimates of the income stated by the taxpayer though he will obviously watch the
payment of tax required from such statement of income. As such, no formal order of assessments is

required to be made by the Commissioner in these types of assessments, i.e. where the taxpayer
submits a statement.

Section 89 (5) gives room to person who has submitted a statement of estimated tax payable to
revise/amend a previously submitted statement of estimated tax payable under section 89 (1). Where,
however, the taxpayer fails to comply with section 89(1) of the Act and fails to submit a statement of
the estimated tax payable, sub-section (8) of section 89 of the Act authorises (empowers) the
Commissioner General to estimate the income of such person and tax payable accordingly. Note that
the Commissioner makes such assessments when he considers that such taxpayer has or will have

income chargeable to tax for such year of income, and such estimate is based on the best judgment of
the Commissioner.

Self-Assessment by Tax payers

Subsection (1) of section 94 ITA and section 48 (1) of the T AA deal
an entity (individuals are excluded) files a return of income for
be treated as made on the due date for fi
this case. business income and invest
required to include in the return g

with self-assessments. Where
year of income an assessment shall
ling the return of the income tax payable on total income (in
ment income) and repatriated income. Entities are therefore
nd accounts submitted to the Commissioner General the

axable income reflected in such returns. Note that the said tax
computation 1s referred to as a self-assessment for income tax purpose, and the amount of tax shown
as payable in the return is referred to

as the tax payable on the assessment.

The concept of self-assessment, however, does not a
Commissioner to assess an individual upon filing the
then he should assess such person basing on such
normal add back disallowable and deduct allowable

pply to individuals, Section 94 (51) requires the
return of income. If he has accepted the return,
return. Here the Commissioner will make the
by using the return figures.
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Best Judgment Assessment

When the Commissioner for income tax is satisfied that the return of income submitted by an
individmﬁ is truc and correct, he may accept the income returned and make an assessment under

section 94 (4) (). If the Commissioner is not satisfied that the return of income is correct and
omplete he has the power to estimate mcome of the taxpa
C ?

qn assessment accordingly. Aﬂ best jll(.igment assessment u
(section 48-3) ean be made with or without a retul:n of income; with or without the regular books of
accounts; with choml?lete books f’f accounts; or with or without the presence of the taxpayer. A best
judgrnem assessment is comp_ari}tlvel}’ casy when the taxpayer has submitted a return of income and
it is necessitated due the omission on the part o_f the taxpayer or due to return not being true and‘
correct. A return may not be true anfi correct if the taxpayer has not maintained any books of
accounts at all or where they are not reliable, mcomplete or-unacceptable to the Commissioner.

Subsection (5) of section ?4 of the Act glso deals with regular assessments, which are ma\_de on a best
judgment assessment basis. It. deals with those cases Qf indiviguals \Tfl'.lo dc_> po‘t subm;t_ returns of
income as required under section 91 of the Act, According to this provision. it 1s immaterial whether
the Commissioner has required the taxpayer to submit a return of income or not. ane the
Commissioner is satisfied that an individual has income which is chargeabl'e to tax and it is proved
that the individual has defaulted in submitting his return of incom_e in the year of income,
Commissioner has the right to estimate his income to the best of his judgment and make an
assessment accordingly.

Jeopardy or Accelerated Assessment

Section 47 of the Tax Administration Act, 2015 deals with persons (both, indiyiduals and eintm‘es),
who are about to leave the United republic permanently; bt’: bankrupt, Wc?undmg b s gm.nig1 111;10
liquidation; or cease an activity in the United Republic, or any circumstances ‘\Vhlf}f tue:
Commissioner considers it appropriate to make such an assessment. The section is speci 1czti I}f
enacted to safeguard revenue by authorising the Commissioner to make an acceler‘ated ass.f;‘ssglex; (.ier
normal time for filing return is allowed and normal proce.du?es are followed (as specifie uHect
section 94 of the Act), it will be very difficult for the commissioner to locajce t.he.ta?{pay?rt 1(1)r {ci] i
the due income tax from a taxpayer who has already or i-s afoout to lea.ve tht? Jur‘lsdllclztlon of the Unit
Republic (e.g. follow up may be restricted by general principles of private internal law).

Adjusted Assessment

Section 48 of the Tax Administration Act empowers the C(_)mmissmner to adjust a]l.’ly Ziigiii:ﬁi
made under section 94 of the ITA and 47 of the TAA that s, seif—assesi'smeg,ﬂl‘;gg ssnmissioriler's
made to an individual and jeopardy assessment in such manner as. ac.corlfnsg e s
best judgment and information reasonably available. To adjust here, implie A ARy Detson.
May amend or issue an additional assessment where there is existing asszzzmtﬁlg e
The section is giving powers to the Commissioner (o S cliycrfment to be within five years
liability of any person. Section 48 (4) limits the time of making a J1u: or in those cases where the
after the due date of filing the return to which the assessments relate

Commissioner has required the submission of those returns.
issioner to adjust any
Subsection 5 of section 48 of the TAA, 2015 however, empowers the Commis

i i ] d failed to file a return
aSsessment without time limit if the person whose a}ssessment is bfmg egilj;st?ncorrect o
o income as required under section 91 of the income tax act oI
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information. This is made where the Commissioner believes that the assessment to be adjusted {g
inaccurate by reason of fraud by or on behalf of the assessed person.

Cases which will be the subject of additional assessment _
“ Gains or profits from any source of income liable to income tax should have been under-
assessed; or
Have been assessed at too low a rate of income tax; or
Have been made the subject of excessive relief; or
Excessive deficit (loss) has been computed; or
.

+ Excessive deductions under the third schedule of the Act have been allowed

Provisions on Non Compliance to Income Tax

The provisions on non-compliance are found in Part X of the Tax administration Act, 2015 which
runs from section 75 through section 90. The scope of our discussion is on income tax interest,
penalties, and offences for non-compliance to income tax Act.

*
0‘0

.’

*

* o

*

.

Cd

Types of Non-Compliance

a) Failure to maintain proper documents or file a statement of estimate for year of income or
file a return of income as per sections 80, 89(1) and 91 (1);

b) Understating tax payable by instalment;

c) Failure to pay tax on or before due date;

d) Making false or misleading statements;

e) Aiding and abetting

Interest and Penalties

Part X of the TAA, 2015 contains provision for interests and penalties for non-compliance tax law
requirements. These include the following:

Penalties for failure to maintain proper documents

Section 77(1 & 2) of the TAA, 2015 provides that a person who fails to maintain proper documents
as required by a tax law is liable for a penalty for each month or part of the month during which the
failure continues. The penalty is 1 currency point for an individual or 10 currency point for a body
corporate for each month of part of the month during the failure. For income tax purposes documents
required could include invoices, debt and credit notes, sales records, purchases records, receipts and
receipts books, and others as the Commissioner General may determine from time to time.
Penaliies for. failure to submit returns of income

Section 78 of TAA, 2015 contains penalties for failure to submit returns of income as required by

t 2004 failure to submit provisional returns (statement
89 (1) of ITA; or file a return of income as required

penalty. A person who fails to comply with any of the above

requirements shall be liable. For each month and part of a month duri i ; tinues
the HIGHER of: p nth during which such failure contin

* 2.5% of the difference between the income tax payable for year of income and the amount
of that tax that has been paid at the start of the month; OR

* In case of an individual, 5 currency points or in the case of a body corporate, 15 currency
point.
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D;Jring the year of Income, Company ZEE 1.td failed to maintain
come showing busmess.mcome of 20,000,000 on which tax
2016. There was no other income. On 15/ 10/2016 an audit that
he Company’s income was supposed to be 30,000,000 had the

proper receipts and filed a return of
of 6,000,000 was paid on 30" June
was carried out it was established that
proper documents been kept.

Required: _ : .
Determine the applicable penalties on this non-compliance practice,

Solution to example 12.1

Type of failure: Failure to keep proper books of accounts (receipts) S. 77 of TAA, 2015
% Commencement: 1/7/2016

Cessation: 15/10/2016

Duration of failure : 4 months

Computations; Monthly charge: 2.5% x (9,000,000 -6,000,000) = 75,000/=

Compared with 10 currency point x Tsh. 15,000/= 150,000

Then take the greater which is 150,000, thus we take 150,000 x 4= 600,000
o Therefore the total penalty payable on 15/10/2016 is Tsh. 600,000/=

-
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Interests Imposed on Unpaid Income Taxes
The Tax Administration Act 2015 imposes interest for taxes which remain unpaid by the tax payer.

There are two major types of interest, namely interest for understating the amount payable and
interest for failure to pay tax on due dates.

Interest for Understating Tax Payable by Instalment

In instances where a taxpayer pays taxes in instalments, and that his estimate of income tax payable
for a year of income under section 89 of ITA, 2004 (which will be used to calculate income tax
instalments payable under section 88) is less than 80% of the income tax payable for a year of
income as 'correct amount', such taxpayer will be liable for interest as provided for under section 75
of the TAA, 2015. For each month or part of the month from the date the first instalment for t¥1e year
of income is payable until the due date by which the person is required to file a return of income
under section 91 (1) of ITA, 2004. ;
Amount of interest payable is calculated as statutory rate, compounded monthly applied to the excess
0l «

* Total amount that would have been paid by way of instalment. to the start of the period on

‘correct amount' (as provided for under section 4(1)a and b),bas;s; over
" Amount of income tax paid by instalments to the start of the period

Example 12.2 2
The estimated income of ZX Co. Ltd for the year of income 2014 was as follows:

Business SO s v e wnninien S s 15, 000,000
Investment income. ..o, 40, 000,000
LGt ... 0o 55, 000,000

The accounting date is 31" December. The estimated tax payable at 30‘Vto'is 11161,e 500,000 paid in
MStalments on the due dates including 4,000,000 tax withheld on investment Income. oo
be returns of income for 2014 year of income submitted on 30" June 2015 showed the following:

?miness Income............ 35,000,000
TereSi}nent Income........... 40,000,000
O@lincome,. .. 75,000,000
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The tax payable at 30% is 22,500,000, the correct amount

The estimated tax of 16,500,000/22,500,000 x 100% = 73.33% this is than 80%, therefore the
difference of 6,000,000 is liable for interest under S.75 of TAA, 2015.

Assume statutory rate of 20%

Determine the interest payable:

Interest: I=P{(1+1/12)"- 1}

Where:

I= interest

P =principal, r= statutory rate; n is the number of months (i.e. from April 2014 to June 201 5)
Thus, 1= 6,000,000 {(1+20%/12)"- 1}

= Tsh. 1,688,294.66

Thus, interest on under-declared amount is Tsh. 1,688.294.66

Interest for failure to pay tax on or before due date

Section 76 of the Tax Administration Act 2015 imposes interest on tax which remains unpaid after
the due date. The interest is computed by taking the statutory rate times the amount of tax which

remains unpaid. The interest computed is to be paid to the Commissioner General together with the
principal tax. !

Example 12.3
The total income for BEZED Co. Ltd that has been declared for the year 2016 was Tsh. 60,000,000.
The accounting date is December 31%. The tax payable in each of the four instalments was

4,500,000. The company filed an estimate of income and tax for the year and paid first instalment on
20" June, 2016 instead of 31% March, 2016.

Required:
Determine the applicable penalties and interest under the ITA, 2004 and TAA, 2015.

Solution to example 12.3
Type of failure: failure to lodge provisional return on time S. 78 of the TAA,2014.

\/

% Commencement: 1/4/2016 :
Cessation: 20/06/2016
Duration : 3 months

Computation: Monthly charge= 2.5% x 18,000,000 (30% x60m)= 450,000 compared with 15

currency point, i.e. 15 x 15,000 = 225,000 p-m. as per act ; take the greater i.e 450,000 x
3months= 1,350,000/=

Interest on unpaid tax (1%
rate is 12%)
Commencement: 1/4/2016
Cessation: 20/06/2016
Duration : 3 months
Computation: Formula for Interest (simple interest)= P( 1%/12 )x number of months
Interest = 4.500,000(12%/12)x 3 = 135,000/=

Total tax payable on 20" June 2016= 1,350,000 + 135,000 + 4,500,000/=

o = Tsh. 5,985,000/=.

*
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Quarter): S.76, TAA (Rate = statutory rate p.a. = assume statutory
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penalty for Making False or Misleading Statements

Section 79 of the Tax Administration Act 2015 im

jatements to the Fj(?1111n15810ner General or to tht? tax officer which is material in a given tax matter.
The penalty also is mlp?sed to a person who OmIts to include in the statement made to a tax officer,
any matter 0F things Whl?h makes the statemf_:nt misleading in materia] particular. The penalty is fifty
per cent of the tax shortfall (underpayment) if the statement or omission is made without reasonable
excuse or seventy five per cent where a statement or omission is made knowingly or recklessly.

penalty for Aiding and Abetting

Where a person wilfully or negligently aids, abets, conceals or induces another person to commit any

offence under section 80 of the TAA, 2015, commits an offence and upon conviction is liable for a
penalty equal to 100% of the shortfall (underpayment).

offences on Income Tax under the Tax Administration Act 2015

Section 82 to 89 of the Tax Administration Act, 2015 provide for offences. The Act. apart from
providing for interests and penalties as sanctions for contravention, it also criminalizes certain
conduct. Thus, one may be liable for interest/penalty and criminal proceedings for the same failure or
offence.

Types of Income Tax Offences under the Tax Administration Act 2015

a) Failure to comply with the provisions of the Income Tax Act 2004 or TAA, 2015 is an offepce
under section 82 of the TAA. and the provision provides for the penalty for the person being
summarily convicted.

b) Failure to pay tax on or before due date without a reasonable excuse is an offen.ce and such
person will become criminally liable upon summary conviction as stipulated in section 83 of the
TAA, 2015. The section also provides for the penalties applicable to the taxpayer. .

¢) The offence of making false or misleading statements is provided for undelj section 84 of the
TAA, 2015. The section also provides for the punishment upon summary conviction. ;

d) Impeding tax administration or application of the Income Tax Act is an offence‘ under section 85
of the TTA. 2015. The offence is committed by obstructing or attempting to obstruct an ofﬁcerr of
the TRA to carry out his/her duties under the Income Tax Act or through failu‘re to comply with a
notice issued un-der the Act. The section also provides for penalties upon conviction. :

¢) Section 86 of the TAA, 2015 creates offences for taxable person who fail_s to acquire and use
electronic fiscal devices, or fails to issues fiscal receipts or ﬁsca.l invc_nces, or issues false
invoices or fiscal receipts, or uses the electronic fiscal devices in a mlslt?adlng manner. ordcauses
or tempers with electronic fiscal receipts to work improper%y commits an offence ar;) ugog
conviction is liable to penalties as indicated in the section. Slmllgrly, tl.le section ?ndt:c‘r Su1 .Se:()li(;é
four provides that a person who fails to demand or report a denial of issuaice 0! -31 : g.: t ;na =g
Upon payments for goods or services, commits an offence and upon conviction is l1a
Mot less than 2 currency points and not more than 100 currency point. o

D Section 87 of the TAA, 2015 creates offences on the part of TM officers, other authori :
unauthorised officers. The section deals with asking or taking Zﬂy Iiiy;nreritw O;alf::’?;e
(bribe/corruplion) by officers in the course of their dutlf:s and conduct tha o
Government to be defrauded such as concealing information, etc. 1n the case o S
Officers. The section also deals with unauthorised offices that collect or attempt to T’Zoecaid{ng ‘

8 Section 89 of the TAA, 2015 imposes an offense for aiding, abetting, §0n§rerf‘elTZ;( v
inducing a person Wilfuliy or negligently to commit an offence under the Inc .

¥ection provides for the penalties upon conviction.
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Example 12.4 i oy

ABC Ltd failed to file a statement on PAYE deducted, with the CommlsSIOner General after the first
six months period of year 2014, but filed it on 2" October 2014. This statement was ref.]uired to be
filed by 31* July 2014 as per section 84 (2). It was therefore late by 3 months. Part of a month of
October is taken as full month. Assume the statutory rate of interest for the year is 209, Tax
deducted and whose return was submitted in October was Tsh. 3,600,000/=.

Required: :

Compute the applicable interest and penalties in this scenario.

Solution to example 12.4

Computation of penalties

Type of failure: Failure to lodge return on time (S. 78 TAA, 2015). o

For August: 3,600,000 x 2.5% = 90,000 compare with 15 currency point 1.e. 15 x 15,000 = 75,000
take the higher; 90,000

September, 2014: 3,600,000 x 2.5%= 90,000 compare with 75,000/= take the higher 90,000
October, 2014: 3,600,000x 2.5% =90,000 compare with 75,000= take the higher 90,000

Thus total penalty amount is 270,000/=

Example 12.5

For the year of income 2015, Mkwepakodi Co. Ltd did not furnish provisional return of income and
final return. The firm however, submitted the final return on 30" September, 2016 declaring income
of 300 Million and paid the total tax due on the same date. The accounting period for the
Mkwepakodi coincide with the calendar year.

Required:

Compute the total tax liability to be paid on that date Using the ITA 2004, and TAA, 2015 determine
total tax liability paid on the date of assessment (Assume statutory interest rate of 20%)

Solution to example 12.5
1. Type of failure: failure to lodge provisional return. S.78 of TAA, 2015
Commencement: 1/4/2015
Cessation (time to file final return): - 30/06/2016
Duration — 18 months
Principal tax: Tsh. 300,000,000 x 30%= Tsh. 90,000,000/=
Monthly penalty= 2.5% x 90.000,000 = 2,250,000 compare with 15 currency points
i.e 15 x Tsh. 15,000= 75,000 p.m. take the greater 2,250,0000
Total penalty = 15 months x 2,250,000 = Tsh. 33,750,000/=
Type of failure: failure to file final return. S.78 TAA, 2015
Commencement: 1/7/2016
Cessation: 30/9/2016
Duration= 3 months
Computation of penalty.
2.5% x 90,000,000 x 3 months= 6,750,000

S

3. Type of failure: Failure to Pay tax on time on quarterly instalments (interest S. 76 TAA,
2015)

Cessation= 30/09/201 6

1* Installment. Commencement 1/4/2015: Principal tax : (900,000,000 x 0.3)=
Tsh. 90,000,000

Quarterly amount= 90,000,000/4= Tsh. 22,500,000
Number of months: 18 months

1380

Interest on first quarter ing
months
= 6,750,000/=

tallment: Simple interest = 22,500,000 x 20%/12 x 18

2™ Instilment, Commencement 1/7/2015) =

22,500,000 x20%/12 x15 ths
= Tsh. 5,625,000/= x20%/12 x15 months

3" Installment Commencement. 1/10/2015
= Tsh. 4,500.000/=

4™ Installment Commencement 1/1/2016 = 22,500,000 x20%/12 x 9 months
= 3,375,000/=

i

22,500,000 x 20%/12 x 12 months

Summary of Tax Payable, in Tsh.
Principal tax ...l G S 90,000,000.00

............................................. 40,500,000.00
Interest.76, TAA'L A S0 Sh el 10 8oy i | 20,250,000.00
TOTAL.......000 Ui i i S i o 150,750,000.00
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Chapter Summary

This chapter has covered returns that need to be furnished by taxable person to the Commissioner
General from time to time. The chapter also has covered in details the various taxpayers’ assessments
on income tax administered by the Tanzania Revenue Authority. The key issues discussed in the
chapter can be summarised in the following points:

\/
R X4

Return of income means any document or information required by the Commissioner from
the taxpayer in any year of income.

Return of income can be documents such as statutory books of accounts, statements
containing useful information as an evidence to support particular information, vouchers and
slips to support investment income, reserves such as share certificates, dividend slips, pay-in-
slips, etc.

There are mainly two types of returns, namely provisional return/statement of estimated
income and final return/regular return.

The tax administration Act requires every person to file with the Commissioner General a
return of income for the year of income not later than six months after the end of each year of
income. This is the final or regular or actual return of income, i.e. after the end of the
accounting period and final/books of accounts are completed.

The statement of estimated tax payable/provisional return’ provides information on what the
taxpayer expect to receive or generate and the taxable income there from. When a taxpayer
furnishes provisional return of income, he is automatically assessed.

The due dates for paying taxes on provisional return are as follows: Where a year of income
of a person is twelve months period and coincides with the calendar year, on or before the
third, sixth, ninth and twelfth months of the year of income (i.e. 31°* March, 30" June, 30"
September and 31% December). In any other case at the end of each three-months
commencing at the beginning of the year of income.

Returns of income furnished to the commissioner general by a person for a year of income
may contain the following: Chargeable income from each employment, business and
investment and the source of income; Total income and the income tax payable with respect
to that income; Any income tax paid by withholding, instalment or assessment for which a
tax credit is available. And other information as may be directed by the commissioner
general. ; :

The term assessment is defined by Tax Administration Act 2015 to mean determination of the
amount of tax liability made under a tax law by the Commissioner General or by way of self-
assessment and it includes matters prescribed in the first Schedule. Assessments involves:

Computation of income of a taxpayer; or determination of the amount of income tax payable:

or Entire procedure for imposing liability on the taxpayer as laid down in Income Tax Act
2004 and The Tax Administration Act 2015.

The income tax Act 2004 together with the Tax Administration Act 2015 stipulates five types

of assessmen_ts, namely statement of estimated tax payable or provisional assessment. self-

assessment jeopardy or accelerated assessment, adjusted assessment, best judgment

assessment.

There a several types :af non-compliance to tax as provided for under the Tax Administration

Act 201_5, namely Failure to maintain proper documents or file a statement of estimate for

year of income or file a return of income; understating tax payable by instalment; failure to

pay tax on or bgfore @e date; making false or misleading statements; aiding and abetting.

The Tax Administration Act 2015 provides for penalties for non-compliance to various tax

acts. These inglude penalties for failure to maintain proper documents and penalties for
failure to submit returns of income on time or not at all.
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& The Tax A dministration Act 2015 imposes interest for tax

payer. There are two major types of interest na
payabi-c and interest for failure to pay tax on due d
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End of Chapter Twelve Revision Questions

1. The Commissioner may by notice in writing serve a notice on the person requiring him tg file
a return of income by the date specified in the notice for a year of income or the part of the
year of income. Under what circtimstances is the Commissioner for ITA, 2004 or TAA, 201 &
allowed to exercise this power?
What is the distinction between terms “charge” and “assess” as used under ITA 20047
- Distinguish among interest, penalties and offenses as provided for under the Income Tax Act
and Tax Administration Act 2015.
Discuss different types of assessments under ITA 2004 and TAA 2015. Under why
circumstances will the Commissioner General issue the following assessment?
* An adjusted assessment
e Jeopardy assessment
Why the employees are generally exempted from being formally issued with notices of
assessments? State the circumstances under which an assessment may be raised on ap
employee.
What is tax enforcement?
State for each action below the enforcement measures that the Commissioner General is
going to take:
1. Under-declaration of estimated tax

1. Late payment of tax

i1i. Failure to maintain documents or file a statement of file return of income

1v. Making false or misleading statements.

v. Failure to demand electronic fiscal receipt

The twelve months accounting period of the Mwagalla Trading Company normally ends on
the 31% October of the calendar year. For the year of income 2014, the company did not
furnish its provisional: returns despite repeated reminders from the Commissioner.

The company finally decided to furnish the final returns for 2014 on 15" June 2015 for
income of Tsh. 200 million. The Commissioner made best judgment assessment for the year
on 30" September 2015 of an income of Tsh. 400 million. Assuming the company intends to
liquidate the full liability for the year of income 2014 on the 8" November 2015,

Required:

Compute the total tax due and payable on that date (Quote the relevant sections of the ITA
2004 or TAA, 2015 in answering the questions).

. ABC Ltd was provisionally assessed to tax of Tsh.58, 500000 on the 15th April 2014 for the

2014 year of income, after having failed to furnish such areturn despite having been required
to do so by the Commissioner. The company’s twelve months accounting period normally
runs from 1% September of each Calendar year. On 1* December 2016 the Commissioner
served the Company with notice requiring it to furnish the regular return of income for the
year 2014 within 40 days of that date. The company paid the full taxes on the provisional
return for the year 2014 on 15 June 2014. However it furnished the final return for the year
on the 20™ may 2017, which declared an income attracting tax of Tsh. 120,000,000. On 30"

July 2017 Commissioner made an assessment on the Compan for t} 2014 of Tsh.
260,540,000/= pany for the year

Required:
On the basis of ITA 2004 and TAA, 2015

_ ITA Provisions, calculate the tax payable by the
Company ( including interest and penalties) for

the year of income 2014.
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company which was 50% more than the income estimated in the provisi
Required: Assuming the Company pays the full taxes due op the final r
of income on 10™ July 2016

a) Determine the provisional taxes paid on 29" March 2015

b) Determine the taxes paid on 10™ July 2016

11. The Morotex Company Ltd was served with a notice from the Commissioner General on
15.4.2016, requiring it to furnish a provisional return of income for the 2016 year of income.
The firm however, did not respond to the CG's call. The CG’s therefore made a best
judgment assessment for the 2016 year of income on 30.5.2016 on 400 million/= income. The
firm's accountant came to pay the total provisional taxes on 30.6.2016.

Required:
Calculate the total taxes paid by the Company as at that date.

12. For the year of income 2014, Kinjekitile Co. Ltd managed to furnish provisional returns and
paid the provisional taxes within the due dates on 200million/=.
On 31% July 20135, it received a notice from the Commissioner General, requiring it to furnish
a regular return for the year of income 2014 within 60days of the date of service of notice of
assessment which was dated 15" July 2015 and posted on the same date. The firm however,
submitted the return on 31.12.2015 declaring income of 300million/= and paid the total tax
due on the same date.

Required:

(i) Total tax liability paid on that date o

(if) Total tax liability paid on that date assuming that firm declared an income of 250 million/=

I2. ABC Company Limited's main line of business is milling. The company'§ 12 months accounting
period ends on 30™ June of the calendar year. For the year of income 2013’,8;{116 iy did not
umish provisional return despite being reminded to do so. Consequently on 31 Dece'mber 201‘}-‘,;58
Commissioner made a best judgment provisional assessment 1.?0_1‘ the year of an mcomce1 of {“h
nillion/=. Oy, 20" A pril 2015, the company paid the total grows:onal tax due as at that date. The
Tmaining installment was also subsequently paid on its due date. o :
On 30 égeptcmbc!‘ 215, fie compalily Wasysirved with a notice from Commissioner callmg fo; tﬁe
final retury for 2015, on or before the 15" of November 2015.The SOEanY Hopieer, = ul?mztt.e tdz
ial refury o, the 28" February 2017 declaring an income of SOOmﬂﬂIIlon/=. The commissioner rréa =
W assessment on the furnished final return and accounts on 117 May 2017 of an incom
Wmillign/=
Requireg:
Calculate the tax payable:
N the provisional returns on 20™ April 2015.
On the final return on the date the final assessment was made.
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CHAPTER THIRTEEN

VALUE ADDED TAX

Intreduction

This chapter deals with Value Added Tax (VAT). VAT in Tanzania is administered and governed by
the Value Added Tax Act of 2014.This Act was enacted in 2014 to repeal the VAT Act 1997 which
had operated since 1997. The chapter covers aspects of meaning of VAT, scope. benefits.
procedures for VAT purposes, types of supplies, determination of input and output tax, VAT refunds,

Learning Outcomes
After completing this chapter readers should be able to:
% Describe the meaning of Value Added Tax 5
Describe the application of Value Added Tax
Describe the scope of Value Added Tax
Describe the registration requirements
Explain the benefits of Value Added Tax
Explain the types of supplies for Value Added Tax purposes
Prepare Value Added Tax Account
Determine input and output Value Added Tax
Explain the penalties and interests for hon-compliance to Value Added Tax
Compute penalties and interest for non-compliance to VAT,
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.gistered traders at various stages of production, manufacturing, distribution and consumption
and periodically remitted to the Tanzania Revenue Authority.

output tax over input tax.

Amount to b.e repaid (refunded) to the trader if input tax exceeds output tax. The Intention of this
system (credit or invoice s

_ ystem) is to ensure that a cumulative effect (double payment of tax) is
avoided as the value added at each stage is taxed only once.

Benefits of VAT

Value Added Tax has several benefits to the cconomy. Such benefits include the following:
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B t
ue Enhancemen : :
Revenstabic source of revenue because under the various stages of VAT system, supplies of goods
Mzreervices are deemed to be taxable and therefore a desired amount of revenue can be generated.
gn' Sg the tax on consumption it is least affected by fluctuations in economic activities.
ein

tes exports : : !
Emél;fmost Ii/'AT systems the tax paid on exports of goods and services is fully refundable. Exports
ﬂ o

ero rated i.e. No tax is charged, but a registered person can reclaim tax on their inputs, which is
e 7 e . aind
a:f-; the case with sales tax system (so many bureaucratic procedures exist in sales tax systems).
no

inistrative efits

[?&fciilfg:&ﬁﬁ;etff I\l/AT is simple to administer unlike qther indirect consumption .and tlgnover tf_};;:ls

h as sales tax where due to complex structure there is an ample scope for cvasion and corruption.
T elf-pricing, which cuts down avoidance and evasion. The conflicting interests existing
al tsf:e blxj,wer ar‘ld seller acts as ant-evasion feature e.g., if a seller understates the ‘sales and thus
o ing tax then he reduces the amount of tax credit available to the buyer. Registered traders
Ui-ldﬁ.'fpa)" l?c% legally to issue and keep tax invoices, sales and purchases receipts and otl}er bookls of
a::i(;ﬁg?sm:l"hiSZHables cross checking of /matching invoices received by purchasers against retained
;v sellers, easing tax audit activities.

Weaknesses of Value Added Tax (_VAT) ; .

Value added tax is said to have the following weaknesses or disadvantages:

g‘jf;esglll}z more heavily on the low-income households .than high income hc;lusfeh'otcisr.n;ff:\iés

charged on goods and services bought by any consumer with no any regard to their in .
o

Thus tends to affect more of the poor than the rich.

Inflationary : n each other and
VJXT systefn sets an environment in which the tax, p.rlces'and_ wa}lg(e]s \Youl‘c:icf;egs()prices S
therefore encouraging inflation. If care is not taken, inflation is like yVOA%  uds oaplerientation
rise. However, measures to avoid persistent increase in prices due to :

of prudent monetary and fiscal policies.

Problem of record keeping ost SMEs.
Small ﬁrr;as/traders are unable to keep records. Thus, VAT poses a challenge on m

Seope of VAT

i in the course of their
VAT is chargeable on the supply of goods/services made by ’t_a}Sib(li:e3 rptf;:':o\r]l; }l_n pt or o
business except where they are specifically excluded under law. Un
supplies and imports include:
Agricultural inputs and implements.
Livestock,
Diary equipment
Bee keeping implements
Fisheries Implements
Unprocessed agricultural outputs
Health care services
Educational supplies .
Unprocessed water supplies
Public passenger transport
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Books and newspapers

Funeral services

Some financial services ( Financial services provided free of charge, health insurance, |ife
insurance, insurance for air craft’s, and insurance for workers compensation)

Immovable property e.g. land and Renting of residential houses

Non-commercial activities carried on by a Government entity and its institutions

Articles designed for people with special needs

(The list is not exhaustive, see First schedule VAT Act 2014, and FA, 2016).
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The Value Added tax Act provides exemptions on categories of supplies because it is expected that
there are positive significant impact in the growth of economy. Basic agricultural inputs (e.g.,
fertilizer. seeds. pesticides, ect.) and outputs, and veterinary services are exempted in order to
improve animal husbandry.
Financial services and Insurance services are also exempted in order to promote access to finance.
Problems with exemptions under VAT Act

* Narrows the tax base, thereby necessitating the use of higher rate to raise the desired revenue.

Erodes the neutrality principles i.e. it is no longer neutral to taxpayers and government.

Existence of exemptions complicates tax administration, i.e. maintaining and working out
refund cases.

Equity principle is also violated — Discriminatory in nature.

)
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*
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VAT on retail traders

VAT ensures taxation of value added by all VAT registered entrepreneurs in the economy, hence
increases VAT yield. It minimizes loss of revenue through tax evasion. It eliminates vertical
integration and splitting of business which are motivated by tax avoidance. Facilitates cross-
checking of business sales particularly sales between wholesales and registered retailers.

Rate of VAT

VAT is charged at a two positive rate of zero (0%) and eighteen percent (18%). VAT simplifies the
administrative and compliance of tax leading to reduced costs. It is mo
economic distortions i.e. the effective rate of tax
(multiple rates distort both the consumer and produc
the same rate of tax and thus traders are not tempted

of supplies or imports in order to evade tax. Experi
refund cased.

st neutral and avoids
for all supplies is the same, no substitutions
er invoices). All goods and services are taxed at
to make false declarations and misclassification
ence has shown that there is limited number of

Operational Aspects of VAT

There are two stages involved in the operation of VAT:

Liability to pay VAT

Liability falls on a trader who is registered by
taxable supplies of goods and services made by
trader himself will also be charged tax for the ta
registered traders, i.e., input tax. At the end of
deduct input tax (tax on goods sup

TRA. A registered trader will charge VAT on the
him to his customers i.e., Output tax. A registered
xable goods and services supplied to him by other
each tax period, the registered trader is allowed to
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Payment of VAT to TRA.

VAT payable 1o TRA 1s the excess of output tax over input tax in the tax period. E-xcejss O?f in;,?ut taf
i u}pur. tax is refundable to the registered trader by TRA. Norrnlally this mfoxma_non is
o Ov'— od in documents called VAT account. It simply gives the totals of input tax on one side aqd
Sunﬁlimafui;{ét;tli;m on the other side. The net amount of value added tax payable by ta}xable person in
tota.'on :o a tax period (one month) is obtained by taking total output tax minus total input tax. When
Ihe?t‘tl"lc‘:;urc is positive. the tax payer must make payments to TRA equa.l to th?t ce{m;;)unt, \;rhe;nﬁ
negative the taxable persons deserves a refund, when it is nil no payments is required. However,

foure does not relieve the tax payer from filling a tax return.

rel

An illustration of VA T account
: A VAT ACCOUNT v

PERIOD FROM 15T MARCH TO 30'" MARCH, 2015

VAT Deductible- Input | Tsh. VAT Payable — Output | Tsh.
Tax

T - .
Dféiuctible VAT 500,000 | VAT on invoiced sales | 2,000,000
charged on purchases
Deductible VAT on
imports
TOTAL INPUT TAX

1,000,000 | VAT on cash sales 500,000

1,500,000 | TOTAL OUTPUT | 2,500,000

TAX

Total tax payable to 1,000,000

Commissioner- TRA

2,500,000

2,500,000

T upplies as per VAT Act 2014 : X stifs,
A[zurf):voii gny%?ing donel;or 4 consideration i.e. whether supply of physical goads (eg. food s

1 1 ot constitute a
agriculture inputs) or service rendered. Howeyer, _under law, al;y’thmigc ev;ih{;lllleiié)zsr enthree ki
supply of goods but is done for a consideration 1s a supplyio serv r;;ued o e
Suppl{es under the VAT Act 2014; Namely, ttaxable supplies, zero

supplies.

SRR R e es made by a taxable person in the course of

r loans of goods. Barter trade and exchange
Betting of any kind, Supply: of power,
hat anything done for a consideration 18

Taxable supplies are any supplies of goods and (?r S?PHC
his business. Example of taxable supply include: Gal o ds
of goods, Processing or treating of ;.mother Diast g?{;’esj[
heat or ventilation, professional services. The law ?fow
taxable supply unless it is in the list of exempt supplies.

Z : Iy i
R that is chargeable at a rate of zero (0%). Trader supplying a

i i 4 are: ‘
Examples of zero rated goods as Pfowdg o ';ﬁe lifc?: },rzl?llth: URT provided that the evidence of
% Exportation of goods and taxable

exportation is available.

Zero rated supply is a taxable supply
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o The supply of goods, including food and beverages for consumption op aircraft o
. ships to destination outside URT.

% Supply of services which comprise the repair, maintenance, insuring or managemep;

: - of any foreign going ship or aircraft.

. A supply of goods for use in repairing, maintaining, cleaning, renovating, modifying,

treating, or otherwise physically affecting an aircraft or ship engaged in Internatjong]
transport shall be zero-rated, :

% . Asupply of aircraft’s stores or ship’s stores, for an aircraft or ship, if the stores gre
used for consumption or sale on the aircraft or ship during a flight or voyage that
constitutes international transport.

Exempt Supplies

Exempt supplies are supplies which are not subject to VAT. No tax is charged on exempted supplies.
Trader supplying exempt '20ods and services does not charge VAT to his customers. Also, he is not
entitled to claim credit for any tax (input tax) he has paid on goods and services supplied to him.
Provides partial relief Le., exempt traders are relieved from VAT on value added but not VAT from
his purchases. Example of exempt goods is unprocessed foodstuffs (livestock, agriculture products.)

etc. The complete list and items under the exempt supplies are provided for under the schedule in the
VAT Act 2014, '

VAT Registration Requirements :
A person shall, in respect of any month, be registered for valie added tax from the first day of that
month, if there is reasonable ground to expect that the person’s turnover in the twelve months period
commencing at the beginning of the previous month will be equal to or greater than the registration
threshold. The Jaw requires any person dealing with taxable goods and /or services whose taxable
turnover exceeds or likely to exceed: 2T AL 3 - F

-®_ One h_undl;gd _r_rvli‘lrlirou_srhi_ll_ings Ina period of twelve consecutive _mont_hs. or

- Fifty million shillings in a period of six consecutive months to make an application for VAT

registration. Failure to do so is an offence and upon conviction a trader is subject to fine or
-imprisonment, . | | ' i

Cancelation of Registration _
A registered pérson who permanently cease

I registered person who fails to maintain the registration
threshold may, apply fo '

r the cancellation of his registration in the g I
{ireshold may, . or the on of f | > manner prescribed in the
regulations to the VAT Act. : - T s e e Vigaus slde; i

The VAT Ac;t empowers the Commissioner General "Ca'née'l' 'reg‘istrat'i'on; The Commissioner General
may, by notice, cancel the registration of a person who is 1q longer réquired to be resistered for
value added tax, if the ‘Commissioner General is satisfied that the person obtained regzqtration by
providing false or misleading information: or the berson is not carrying on an economic acmlt‘v s
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-cased to produce taxable supplies; or the person’s Faxable turnover falls belg“;

e uf\:: old. The cancellation of a person’s registration shall take effect from the date se
registration 11?‘ .";\n]‘{' C-Imccllmion. A person whose registration has been cancelled must SUrf?n_der:thff
out in the HAOWTL,—(;-ix‘f:mtion certificate. He ceases to be a registered person, ceases to use or issue any
value added m{.\ L tbl.‘m Linvoices, adjustment note that ‘identify him as rég’i_stered person. The pers.c_):l;
docurr;nl ;5“1(1111; ‘\JL:‘;'l‘ return and pay the taxes 'due not'later than thirty 'd?-ys; from thedate 0

cancellation.

erson h

ires the Commissioner General to maintain’ and ‘publish’ an' tp to’date register

; " Act requ R G T ot el pldcien e e ot 4

TheTVf\q.thrcd p]cl-som in Mainland Tanzania. The register must mclqdf: among oﬁh?f it
reoiste S 1 5 . ! X 7 ; o

" X "%‘he name and address of the registered person

: ; ' es ‘under which 'the registered
The business or trading name-or names’ e S e

pérson:carr‘iés on the
economic activities; L
3t ification Number Sl sl
% The Taxpayer Identifica . BRI
The Value Added Registration Number of the registered person
The date on which the registration was conducted.

Ti?“_e B S'upph{ supply of ‘goods or services is freated as Ha'v.i-r_ig 't_aken _j;iiacg. I-t;;s alsfecziligxt}ilﬁ
Thl.s}s. thef} ks 1etr1 Sucllj";zrzder' is ‘supposed to acc 'ﬂﬂt'fOr_-VA’l:“?-m hlS itccoxds at t .edr?rader.
o pmtn :ﬁelé};{ fcgjf?}lus tax becomes due’and payable af:tl?fe'-timf;: when t.l_le_ rgg}??:rg_. i
fO,r.C ?:-a éuppiiesp the goods or services to;the_ purchaser, o f.
~%' Issues a tax invoice in respect of the_-__sy.pprly (;)r—_‘ 5
% Receives payments for all or part Qf the supply:
o Whichever time is the earliest.

-

Value A Taxable Sul)lplletshioczi)r?gﬁgagrlfg? tslﬁessupply The VAT Act cphsidér f::éns.i'de.ration
Eilz:lllietgs gi}sz}stzﬁpﬁ)l}l{of :inc% ?)To:fclllltl‘sc;ctly, »'ii'll" ésj;iec_:t Of, :thf‘;':'é;m_buht m I‘nt?he}’ paid or payable
" ‘g:;‘;ﬁzgtéri’ffo”he“’d“ifmenzo:gie;uﬁﬂg i directly o indirectls. by
s e e o spon o oG e Y
¥ m‘; E%lyhif’:’ﬁ’eif;pfﬁ?:%i %its;(;gzigilzi ‘tlgiuseu?apls;'énd is included'.in or aéded to the
. grr?ount cha:g:k?aioggetgu;tg r:s;iomer that is Calc_u'lated'o'r eXpresséd‘ by .reféren'ce to costs
- ?ri};li?dog;l the SIi)plier; mialbi S :

any service charge that is ?Eteo;nzgggsﬁ i o -
21:3 \:fri?i?:ﬁnr;;;{%r: i:;gntge'd' on the return o'f't_he rc_:ontamer.

added to the price of the supply; and -
sy meglegg::g: Zre sold in a returnable container

&,
0.0

o

.0

Value of imports for VAT purposes

: hall b ,
The value of an import of goods s ¥ 3 hether o
duty und:r the East African Customs Managem;r.ltr‘tcgt‘lfer than ¢
The amounts of any tax, levy, fee, or ﬁscz,i_l_ i
payable on the import of the goods. .- :

ue of goods for the purposes of crustoms
r not duty is payable on the import.

ustoms duty and value added tax

e the sum of the val
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VAT on Imported Capital Goods

A registered person may, in the form and manner prescribed, .f:xpply to the Commissioner General for
approval to defer payment of value added tax on imported capital goods. The Commissioner Generg)
is authorised to approve an application if satisfied that the person keeps proper records and fileg
value added tax returns and complies with obligations under the VAT Act and any other tax law, A
person who is approved under this section shall treat tax payable on taxable imports by the person as
if it were output tax payable by the person in the tax period in which the goods were entereq for
home consumption. Other conditions on deferred VAT payable include:

% The person must also be provided with security required under the VAT Act

*» The person is carrying on an economic activity;

The VAT payable on such imports should be equal or greater than twenty million shillings
The person’s turnover is, or is expected to be made up of at least ninety per cent of taxabje
supplies. :

..0.‘

*

*

*
0‘.

VAT Payments on Imports

The VAT payable on imported goods shall be paid at the time of importation of such goods by the
importer. The value added tax payable on a taxable import shall be paid where goods are entered for
home consumption in Mainland Tanzania, in accordance with the provisions of the VAT Act and
procedures applicable under the East African Customs Management Act. In any other case, where
goods are imported for use in Mainland Tanzania, on the day the goods are brought into Mainland

Tanzania and in the manner prescribed by the regulations to VAT Act or as per the EACM Act.
2004.

Tax Credit for Input VAT

A taxable person is allowed to claim tax credit on amount of input tax incurred by the person in
course of the econcgic activities. Input VAT charged suppliers to the registered trader on goods,
services or immovable property or on imported goods and services into mainland Tanzania by the
person. The input tax that a person can claim must be accounted for together with the output tax in
the same value added tax return in which the tax credit is claimed. Furthermore, a registered person
cannot be allowed to claim input tax credit for acquisition of goods, services or immovable property
to the extent that it is used to provide entertainment unless the person’s economic activity involves
providing entertainment in the ordinary course of the person’s economic activity.

Application of Input and Output VAT

A registered trader is required to charge VAT on goods and services sold by him known as Quipul

Tu.\j. A registered trader himself will be charged tax for goods and services sold to him by other
re glsurgd traders known as Input Tax. At the end of each period the registered trader is allowed to
deduct input tax from the output tax.

The excess of the output tax over the input 4ax is payable 10

I'RA. The excess of input tax over OUtput tax is refunded to the reg. trader by TRA.

Methods of Computing Deductible/Claimable Input VAT

he method of computing claimable/deductible input VAT for registered taxable person who supply

:
both taxable supplies and i - . i
70 of the VAT ii : nd exempt supplies (Partial exemption schemes) is provided for under Sectio
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Formula = [ X T/ A .

Where: 1 is total amount of input tax to which a credit is sou
T= the value of all the taxable supplies made by
A= The value of all the supplies made by the tax

The procedure is as follows:

%  Calculate the amount of total input VAT for the period

Calculate the amount of total taxable supplies for the period

Calculate the amount of all the supplies (Both taxable su

period.

& Then .u(sie the formula accordingly to get the proportion of input VAT claimable for the

period.

ght in the tax period
the taxable person during the tax period
able person during the tax period.

*
04..-0

-
*

pplies and exempt supplies) for the

Claimable Input VAT = Taxable Suppliesx Total Input
Total Supplies

Conditions on Claimable Input VAT

The VAT Act puts a condition on the amount to be claimed as input VAT. Supplies made through an
economic activity carried on at a fixed place outside Mainland Tanzania shall not be included in A or
T in the formula, unless those supplies are made in Mainland Tanzania: and
“ if T/A is greater than 0.90: the taxable person shall be allowed a credit for all of the input tax
to which this section relates; and
< 1l T/A is less than 0.10: the taxable person shall not be allowed a credit for any of the input

tax for the period.

Example 13.1
Assume that a taxable person indicates in his records purchases for the month of December, 2016 as
indicated below. Determine VAT tax payable or refund for the month of December.

Purchases During the month of December, 2016

| Details Value (Tsh.) VAT VAT Inclusive l
| (18%) price (Tsh.) 5
1. | Soft drinks 1.000.000 | 180,000 1,180,000
2 [ Beer 1,500,000 | 270,000 1,770,000
| 3. [ Cigarettes 1.200.000 | 216,000 1,416,000
| 4. [Transportation  of 200,000 | 36,000 236,000
| milk _
5. | Milk cans 250,000 45,000 295,000 |
6. | Refrigerators 750,000 132888 fgéggg |
- icity 200,000 36, 236,000 |
8 i?i;lﬁ?;’é 250,000 45.000 295,000 |
| 9. [Totl 5.350,000 | 963,000 6,313,000 |

Also during the same month, the taxable person supplied goods with the following values as
indicated below:-

’ Value VAT VAT  inclusive |

price ’

| 1] Soft drinks 1,200,000 216,000 1,4})6.000

| 2| Beer 1,800,000 324,000 2,124,000
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3] Cigarettes 1,600,000 288,000 1,888,000 |
4! Wines st - i 10:2:000,000: 1 5 151:360,000 forn 2,360,000
- 5| Milk eisy osz 800,000 o 20l Exempt s - 800,000
6 Maize oo 0 600,000 o Exempt |- 600,000
7| Total 8,000,000 1,188,000 9,188,000
Solution to Example 13.1
Tshs.
Soft drinks’ AU DOHeqo 0065000 Vi
Beer 1,800,000
Cigarettes 1,600,000
Wines i o] 2,0000000 vickvs T
Total - 6,600,000

StepI: The value of taxable supplies made during the month are:

Step 2: Value of all supplies is 8,000,000 AV dmand shilp
Step 3: Input VAT on purchases made by the register,f_:d; person is 963,000
Step 4: Using the formula o TR S S S :

Test on the deductibility conditions: 6.600.000/8,000,000= 0.825, this is less than 0.9, and then
apportionment of input VAT is allowed. ' i e ' '
6,600,000/8,000,000 x 963,000 b S e ot

Step 5: Amount of input to be claimed is Tsh. 794,475 ©

Therefore Output tax — Input tax= 1,188,000- 794,475

Tax payable to Commissioner = Ty, 393,525.00

VAT Returns and Lodging Procedures = 1 X6 AV sitiin i B ;
Every taxable person shall, in respect of each prescribed accounting period, lodge with the
Commissioner General a tax return. For the purposes of the VAT Act, the prescribed accounting
period for a taxable person is the calendar month containing the effective date of registration and
each calendar month after that, unless the Comﬁ_l-ijssioner, by notice in writing, determines another
prescribed accounting period for the taxable person. - EE i ' :

The return shall be lodged on the 20™ day of a month after the end of the tax period in which it
relates or within such other time as t:he_COmmissi(:)n'er may ina particular case determine by notice in
writing. TR

Documents and Records to be Maintained by VAT Registered Persons

A registered person who makes 3 taxable supply. shail, no later than the day on which value added

*

* the date on which it is 1ssued;

the name, Taxpayer Identification
Number and Value Added Tax
Registration Number of the supplier;

the description, quantity, and other relevant specifications of the things supplied;

*
‘0

*,

3

*

e

*

>
X4

*
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the customer. -

A taxable person shall keep record. of all accounts, documents, returns, and other records that are
required to be issued or given under this Act, or such as: 5

% Tax invoices and adjustment notes issued and received by the person;

% Customs documentation relating to imports and exports of goods by the person;

“ Records relating to supplies of imported services to the person, whether or not those
Supplies were taxable supplies; . . :

“ A value added tax account that récbrcf__é_,,ff(:)r each tax et

period: and,

The records to be kep"t by registered taxable person forVAT 'p_urp'ds"es fshalll be fﬂaintained for at least

five years from the end of the tax period to which they relate; or until a later date on which the final

decision is made in any audit, recovery proceedings, dispute, prosecution, or other proceedings.

VAT Refunds PAY 110 23201510 bag eoitipned et
VAT refunds are provided. for, under. section. :80- 84 .of the VAT Act 2014.There are several
circumstances which can give rise to_-refund-fof_:money,f_szmI_TRA.to the tax payer for VAT purposes.
Such circumstances include the following:

 When input VAT for a tax period exceeds output tax

** When the taxpayer (the registered trader) erroneously makes payment of VAT payable for a

tax period over and above the required amount (Refund for overpayment) .

VAT Refund when Input VAT Exceeds’ Output VAT =

Section 67 of the VAT Act 2014 provides for the determination of VAT payable to TRA for a tax
period. The procedure is to take total output tax subtracting with total input tax for the tax period.
When the result is a positive amount, the amount should be paid to FRA for that tax peri0§ when the
VAT return is being submitted (after making increasing and decreasing_ adjustments if any fqr
transactions like returned goods, bad debts and other adjusting entry as per VAT Act S.71~Tf’2, 7.
There are circumstances when the '_res'ultin:g; figure is a negative amount, implying that inpu't VAT .for
the period is greater than output tax for'the,__p,éljiibd;;aft@;r_:making' all decreasing and increasing
adjustments on VAT tax for the tax period. The VAT Acfrequires the taxpayer to carry forward j{he
Amount until the next tax period to_be offset against the positive amount if any. If the negative
amount has been carried forward for six tax periods consecutively without being reduced to less than
the minimum amount prescribed in the regulation, the taxpayer _'I_nay gpply_ foi_' a refund. _

However, the VAT Act 2014 provide for circumstances which the taxpayer can apply for .refund on
fegative net amount without carrying forward. Section 82 of the V{\T Act, 20'14‘p‘rov1de that a
taxable person can apply for refund on negative amounts without carrying fomfar?l if fifty per c_ent or
MOre of the person’s turnover is or will be from supplies that are zero-rated or ﬁ}“ty per cent or more
of the person’s input tax is incurred on acquisitions or imports that relate to making supplies that are
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or will be zero-rated or when the Commissioner General is satisfied that the nature of the person’s
business regularly results in negative net amounts.

VAT Refund for Overpayment

According to Section 83 of VAT Act 2014, the tax payer may apply for refund on the excess amount
when that person has paid more than the net amount shown on the person’s value added tax for the
period. Similarly, the VAT Act allows the taxable person to apply for refund where the person has
overpaid the net amount payable for a tax period due to erroneous calculations of the net amount
payable for the tax period including on increasing or decreasing adjustments. The taxable person is
allowed for refund without carrying forward to next periods.

Interaction Between Income Tax and Value Added Tax

When a registered person determines income tax, any value added tax payable for a supply should be
treated as if it were not part of the consideration received by the supplier for the supply. In case the
value added tax was included in deterring income tax, adjustments can be made accordingly. Input
tax incurred by a person should be included in the calculation the expenses or outgoing. whether of
income or capital nature, to the extent that the person was not allowed an input tax credit for that
input tax. In other words when deterring taxable income, value added taxes, both input and output
VA, should not be included in both taxable incomes and allowable expenditures, unless the taxpayer
is not a registered person for VAT purposes. ¥

Otfenses, Penalties and Interests on VAT
Offenses, penalties and interest for failure to comply with provisions made under the Value Added
Tax are provided for under part X the Tax Administration Act, 2015.

Failure to Keep Proper Business Records

Section 77 of the Tax Administration Act 2015, provides that a person who fails to maintain proper
documents required by any law (e.g. VAT, 2014) is liable for a penalty for each month or part of the
month during which the failure continues. The penalty for each month is 1 currency point in the case

of an individual and 10 currency point for a body corporate (1 currency point equal to Tsh.
15,000/=).

Failure to Pay or Late Lodgement of VAT Returns

Failu.re to pay or late lodgement of any tax returns is provided for under Section 78 of the Tax
Administration Act 2015. In the context of VAT returns, a taxable person who fails to submit a
return or pay tax within the time allowed by or under the VAT Act (2014) is liable for a penalty for

each month or part of the month during which the failure continues. The penalty is the higher
between the following:

ot

# 2.5% of the amount of tax assessable with respect to the tax return less tax paid at the start of
the period toward that amount

% In the case of individual, 5 currency point or in the case of a body corporate, 15 currency
point,
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Interest on overdue VAT tax

Section 76 (1) of the Tax Administration Act 2015, provides that any amount of tax imposed under
any tax law remains unpaid (both principal tax and penalty) after the date prescribed in a tax law or
its regulation, attract an interest. The interest rate to be applied on the amount is the statutory rate
applicable the time. The statutory rate is the commercial bank lending rate of the Central Bank.
Interest payable under this section shall, while it remains unpaid, attract interests as if it formed part
of the tax unpaid. In the context of value added tax, any amount of VAT payable to TRA which
remains unpaid after the 20" day of the month following the month of the VAT return attracts an
interest for each month during which the failure continues.

Failure to Issue a Tax Invoices and Receipts

A taxable person who fails to use and issue an electronic fiscal tax invoice or a receipt commits an
offence and upon conviction is liable to a fine not less than 200 currency point and not more than
300 currency points or to imprisonment for a term not exceeding three years or both (S. 86 (1) of
TAA, 2015).

Other VAT Offences under S.90 of TAA, 2015

Any person who — . G
< Being required to apply for registration under the VAT Act fails to do so within thirty days after
becoming liable to apply; or : : _

% Fails to notify the Commissioner General of ceasing to be liable for value added tax as required

under the Value Added Tax; or vl _
% Fails to notify the Commissioner General of a change in circumstances as required under the
VAT Act; ) :
** Fails to notify the Commissioners General of a transfer as required under the VAT Afct, or
< Holds himself out as a taxable person under the VAT Act, where that person commits an offence
and upon conviction is liable to the following consequences:
Where the failure or holding out is made knowingly or rf?cklessly, a fine of not less than 100
currency points and not more than 200 currency point or imprisonment for a term of not less than one
year and not than two years, or to both; or . _
In any other case, to a fine of not less than 50 currency points and not more than 100 currency point
or imprisonment for a term of not less than one month and not more than three months, or to both.

False Returns and Statements S.79, TAA, 2015

Any person who in purported compliance with any requiremf:nt undef the VAT Act, knowingly
makes a return or other declaration, furnishes any document or information or rqakes any statement,
whether in writing or otherwise, that is false in any material ;.)arti'cular, or 0m1t§ to include in the
statement made to the tax officer, any matter which is misleading in material particular, commits an
offence and upon conviction is liable to a penalty of fifty per cent of the short tax shortfall; or wl;erle
the statements or omission is made knowingly or recklessly, seventy five per cent of the tax shortfall.
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Penalty for Aiding and Abeiting VAT Documents S.80 TAA, 2015

Any person who aids, abets, counsels or induces another person to commit an offence, commits ap
offence and upon conviction shall be liable to a penalty equal to hundred per cent of the tax shortfal].

Objections to VAT Decisions

A person, who is aggrieved by a tax decision made by the Commissioner General, may object the
decision by filling an objection to the Commissioner General, within thirty days from the date of
service of the tax decision (S. 51 of TAA, 2015). The tax objection must be in writing and should
state the ground upon which it is made. Furthermore, the objection on a tax decision cannot be
admitted if the tax payer has, within thirty days from the date of service of the tax decision, paid the
tax which is not under dispute or one third of the assessed tax decision whichever amount is the
greater. If the tax payer is not satisfied with the Commissioners General decision on the objection,
has the right to appeal to the Tribunal Board according to the Tax Revenue Appeals Act.

Worked Examples on VAT

Example 13.2

Mr. KUJIAJILI is a registered trader for VAT with effect from 1/7/2015. The following are details
for the first month of his operations.

* 2/7/2015 Sold goods to Bravo Ltd. For Tsh. 4,000,000 (VAT exclusive)

% 5/7/2015 Sold goods to Alovera Company for Tsh. 4,800,000 ( VAT exclusive)

10/7/2015 Sold goods to Mood Ltd for Tsh. 2,860,000 (VAT inclusive)

15/7/2015 Sold goods to Kugis Brothers for Tsh. 8,000,000 ( VAT inclusive)

6/7/2015 Purchased goods on credit from Morogoro Brothers for Tsh. 12,000,000 (Excluding
VAT)

11/7/2015 Purchased goods for Tsh. 16,000,000 (VAT inclusive)

12/7/2015 Purchased goods for 200,000 (VAT exclusive)

25/7/2015 Imported washing machines worth Tsh. 2,000,000 (VAT exclusive)

28/7/2015 Paid telephone and electricity and worth 700,000.( VAT inclusive)

+*

*e

&
0.0

*
...

Cd

*,
*

3

*8

%e

*

- .
0.0

53

*

Required:
Assume that all purchases and sales were taxable supplies. Determine the company’s VAT liability
for the month of July 2015.

Solution to Example 13.2
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= i Output Input
pate | |ransaction Price (VAT | Price (VAT | Output tax | Price (VAT | Price (VAT [ Input VAT
Exclusive) inclusive) Exclusive) | inclusive
AT Szies 000,000 4,720,000 720,000
Eqan1s | Sakes 4,800,500 5,564,000 864,000
o715 | Saks 242372¢ 2860000 | 436,271
15772015 Sales 8779881 £,000,000 1,220,33¢%
6712615 F‘ﬁrcﬂa;es 12,000,050 14,166,000 2,160,000
72315 Furchases 13,668,322 16,000,000 2445678
137712315 Furchazes 200,000 235,000 36,000
25772015 | Importation 2,000,000 | 2380000 | 380,000
{Mschineg)
28712015 | Purchases 593,220 700,000 106,780
{Utilities)
Total 33,456,000
18,003,3%C 21,244 000 3240610 | 28,352,542 5,103,488

Note: To determine price exclusive of VAT if given price inclusive of VAT. Take the price inclusive

of VAT divide by 1.18 (When VAT rate is 18%).
From the above computation:

Total output VAT .cosssinans saveues asans 3,240,610
FUGTEA S 00T, 101 A O O—————————— 0 5.103.458
Refund/Carry forward (Input VAT Claimable)...........1,862,848
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Example 13.3

Golution to Example 13.3

The following are the transaction for GIMCO Financial Services Ltd. The amounts are stated a) C
inclusive of Value added Tax (VAT) where applicable. Revenucs ategory Aamable Yerll ehiiiged
Revenues ‘ Tsh. E an}oun;
Commission receivable invoiced to Non-registered persons 7,624,400 ( xclusgz;)
Commission receivable invoiced to VAT-registered persons 13,889,500 ; = N _
Proceeds on sale of furniture to Non-registered VAT person 1,650,000 Commissm_n rc;:elvable invoiced  Standard rated 6,461,356 1,163,044
Residential rent received 500,000 fo Mom-roglstcred persons
Interest receive from NBC Ltd (Bank) 9,684,800 Commission receivable invoiced  Standard rated 11,770,763 2,811,737
Fees receivable invoiced to VAT taxable persons 20,270,000 to VAT-registered persons.
Credit notes received from suppliers ( Non- VAT registered 514,800 Proceeds on sale of furniture to  Standard rated 1,398,305 251,695
suppliers) Non-registered VA'I person .
Settlement discount received ( taxable persons) 239,800 Residential rent received Foeampl U000 5
Profit on sale of saloon car ( non-commercial vehicle) 2,800.000 % 342 4
Office rent received from VAT registered persons 2,365,000 Interest receive from NBC Ltd  Standard rated 8.207457.63 1,477,342.
Insurance recovery paid by VAT registered persons 4.639,800 (Bank) % -
Expenditure Fees receivable invoiced to VAT  Standard rated  17,177,966.00 3,092,034
Sundry office expenses ( all taxable) 1,842,500 taxable persons
Interest paid to Non-VAT registered person 5,378,400 Profit on sale of saloon car (non-  Standard rated 2,372,881 427,119
Salaries and Wages 10,583,900 commercial vehicle) 360.763
Capital expenditure ( on generator) 22,000,000 Office rent received from VAT  Standard rated 2,004.237 360,765
registered persons Bidi
BCaed: Insurance recovery paid by VAT  Standardrated  3,932,033.9 707,766.10
Categorise the above revenue transaction into the following categories and state the output taxable registered persons 10.291.501
amount and the tax charged on them: Total e 805,000 =
Exempt supplies
Zero —rated supplies b) Computation of input tax
Standard rated supplies Sundry OLIE SXPENSES. . oot S s i s i SR LE;L;Z”/’SS(&}I(())O
Calculate th.e VAT payable or refundable for the VAT period of January, 2015, giving brief reasons Iterest PRI, . ..o oome wnssivis i s e nnd CL S L L D!T\I IL,
where there is no input tax on expenses (VAT rates 18% and 0%)). Salaries and WEEES. .. .«.seovms s omewmnssnssvaiivn Lo ssasis b 600 0
| Capital expenditure ... 2942120500 ‘
| Total taxable purchases inclusive of VAT..................... .220,
Input tax 18/118 x 29,220,900 = 4.457,425.42
Note That:
Salaries and Wages not taxable
| Apporti nt of input tax:
| 110Nnme . 25.000
Taxable SUPPHES. .. .uvnvsairsommusnninmiss sty e sunonnasonr 53,825,
Exempt Supplies. 500.000
Residential rent...........ocooevoimiiiieiiiennnennn 5000

Total of all SUPPLIES.......sms swusssodvmatinisvaniase s bivdsaso s
Proportion of input tax over output tax (0.9 /90% or more then all input tax will be allowed for a tax
credit)

53,825,000/54,325,000 = 0.99

Thus all input tax can be claimed

VAT payable/Refund
Outpuiz 5AT ....................... ...10,291,501.00
Less: Inpiit VAT .....omen casisanen st (4,457,425.42)
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VAT Payable to TRA:...ccnvnnaanos 5.834,075.58

Example 13.4

Kujiajili Co. Ltd deals with Garments and was registered for VAT since July, 2010. For the calendar
vear 2016 the company accurately lodge the respective VAT returns up to October 2016. However.

the return for November 2016 to April 2017 was all submitted on 1* May 2017. The VAT due for
cach month was as follows.

November, 2016 Tsh. 8,000,000
December, 2016 16,000,000
January, 2017 20,000,000
February. 2017 24,000,000
March, 2017 NIL

April, 2017 28,000,000

Specify the due date for each return
Calculate the total penalty due.

Calculate the total interest on unpaid tax (Assume the BoT statutory rate of interest is 12% p.a)

Solution to Example 13.4
Due dates for submission of VAT returns. '

The VAT act requires that VAT returns be submitted not later than the 20" day of the month
following the month of the respective return

Return month
November, 2016
December, 2016
January, 2017
February, 2017
March, 2017
April, 2017

Latest submission date (20" day of)
20", December, 2016

20" January, 2017

20" February, 2017

20" March, 2017

20" April, 2017

20" May, 2017

i1) Total penalty due (late lodgement of return) and interests on unpaid tax

Penalty = 2.5% of amount assessable per month or 15 currency point per month whichever the
greater
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3,000,000.00

1,950,000 | 7,600,000
X

28,000,00
1,950,000
[(12%/12)
Jxl

1,950,000
19,500.00

X

[(12%/12)]

1,950,000
x2

NIL

1,950,000
1,950,000
39,000.00

X

25,725,000

[(12%/12)]

1,725,000
24,000,000
X3
25,725,000
771,750.00

X

1,125,000
20,000,000
21,125,000
[(12%/12)]x4
21,125,000
845,000.00

X

[(12%/12)]x5
1%

625,000

16,000,000
16,625,000
16,625,000

831,250.00

[(12%/12)]x6 8,225.000

225,000
8,225,000
| 493,500.00

tax
on
tax

TAA,
(12%) / 12; monthly rate applicable

Principal VAT | 8,000,000

Total penalty
Payable

Principal
and penalty
Interest
unpaid

From the above computation:

Formula [ p x

interest as per
/12 x n]

(Simple
S.76,
2015)
Interest
.

Chapter Summary

i chapter has discussed the application of the Value Added Tax (VAT) in Tanzania. 1_“he
Ll dp aspects include the scope. benefits, registration procedures, types of supplies,
S ation of input and output tax, VAT refunds, payment of VAT and appeals on VAT. The key
det.erm_lﬂthc chapter can be summarised as follows:

Om}.s “{r AT is tax on consumption on a wide range of goods and services. It is levied on

. inftponmion of goods and services. It is the tax on the va_lue that i.s gddeFl to goods and
services by producers and traders at each stage in the production and distribution process. ;

& The VAT system requires that registered traders charge VAT on taxable gogds and services
sold by them (Output tax) on their sale is output tax. Qn the. othgr hand, registered person is
charged VAT on goods/services purchased by him 1r_xchld1ng imports, frorp other trg(ciie_;s
(Input tax). When there is an excess of output tax over input tax, the amount is to be pai 3dz
the trader to the Government (TRA). When there is negative figure between output tax an

| input tax the trader is suplposed_ to cl;ir? a If.‘e\f/."g’c[l‘ L
o is charged at a single positive Rate o , 1.e. 18%. | i
.;. ‘\fﬁllh ibs imp%)sed on SLﬁ)pIIi)es. A supply is anything done for a COIlSldel‘a'{IOI’ll' 1.\e. “élléitl;}fé
’ supply of physical goods or service rendered. There are three types of supp i_es un
VAT Act 201 4: Namely Exempt supplies, Taxable suppl‘les, and zero rated s?lap 16:5250n Sl

% Taxable supplies are any supplies of goods and or services ma.de by a taxa ;: p;:;ds ol

course of his business. Example of taxable supply mcludf:: Gifts or’ loansdo Bg Hin, s
’ trade and exchange of goods, Processing or treating of another person’s goods, betling

; ilati fessional services.
kind, Supply of power, heat or ventilation, pro b ot oeo (6. Troder

. : g that is cha : s
i & Zero rated supply is a taxable supply tha £0%. The registered taxpayer is entitled

supplying a zero rated supply charge VAT at a rate o ;
to a refund of input tax paid on his purchases on such supplies.

| : i ted
| : i i to VAT. No tax is charged on exemp
S ‘ % Exempt supplies are supplies which are not subjef:t e
S i lying exempt goods and services does not charg '
2 Epplisa: Trclone el s t lies are provided for under the schedule in
=3 S The complete list and items under the exempt supp
oo the VAT Act 2014. . : pAT
o S o ration for VAT purposes for an entity is only once. The reglgtered persq
NS % The registration for purp Tl i Cition fataber (TN issue d by TRA upon
=2 D useltll?l"Ilb;ax d En l\}alue Added Tax registration number must be
= £ registration of the business. The and the v i L
] = ‘ - in all documents furnished to TRA and invoices issued to cust o
o = 1 used or shown 1in all doc ¢ th, be registered for value added tax from the first day o
= B 1 ct of any month, s or i 7
5 e b 18 st a{Jie round to expect that the person's turnover mn the twelve
& | that month, if there is reason g h will be equal to or greater

beginning of the previous mont

micstiths eiod soUIiE e s tp One hundred million shillings in a period of twelve

than the registration threshold (

consecutive months). : : ted as having taken place.
.. : ds or services 18 treate :

o : nt is the time when supply of goo 3 of tax in force
{Ez ;?ist(c):]red trader is supposed to account for oty r-ecordshat ﬂ':fler a:: istered trader:
at the %ax oint. The tax becomes due and payable at the time e ice ingrespect of the
Bupnilias ttllje o‘ods or services to the purchaser, or Issues a tax m:‘?x;e is the earliest.
= Ppl e Recgives payments for all or part of the §upply; thchefv_er 10 S 2o I

s e ble on imported goods shall be paid at the t{me ol 1mp i e
' Ehihvj'ﬂ‘ P())?'f;' fI:"he value added tax payable on a taxable import he e
y the imp . i : .

are entered for home consumption in It\/l(?tlﬂnézgﬁ r;?:si?illid accounting perio

KX : st in respec 2 . son 1s

: léver} Fax.able Ig;;z?aﬁutax returfl. The prescribed accounting period for a taxable per
ommissioner

the calendar month.

d, lodge with the

Total penalty payable is 7,600,000/=

Total interest on unpaid tax is 3.000,000.00
Total principal VAT tax (Nov 2016, to A
Therefore, total VAT payable/ liability i
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\/
* A taxable person must keep record of all accounts, documents, returns. and

; : : ; other reco
are required to be issued or given under this Act, or such as: Tax invoices and adjlftﬁl;[hat
ent

notesﬂissu;d argi r;ceived by the person; Customs documentation relating to imports g
exports ol goods by the person; records relating to i i i o)
g g to supplies of imported services to the
VAT refund; are provided for under the VAT Act 2014.There are several circumst
_whlch can give rise to refund of money from TRA to the tax payer for VAT purpose a”l}c?s
1ncl'ude when input VAT for a tax period exceeds output tax; s
registered trader) erroneously makes payment of VAT payable fo
above the required amount .
Offenses, penalties and interest for failure i 151

A ; to comply with provisions made under t
Added Tax are provided for under part X the Tax Administration Act, 2015. o the Vale

when the taxpayer (the
I a tax period over ang
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gnd of Chapter Thirteen Revision Questions
) Discuss on the different types of supplies.

(2) What arc th_c Qenaltics prescribed by Tax Administration Act, 2015 (along with FA, 2016) for late
lodgement of VA T returns by a taxable person?

(3) Mention the major Cgtegorles of exempt supplies under VAT Act 2014

(4) Explain what a “partial exempt trader” is.

(5) The following purchases and payments relate to Mr. Kihombo, a taxable person for the month of
January 2016.

He purchased live cattle at 11,875,000/=

He purchased cans for packing processed meat at 1,654,000/=

Heavy duty mincing machine 1,800,000/=

Salt 180.000/=

Cooking oil 180,000/=

Transportation of live cattle 1,230,500/=

Transportation of canned beef and sausages to customers 1,100,000/=

Transportation of smoked (unprocessed) beef to customers 145,000/=

Goods inwards register books 185,000/= :
He paid electricity, telephone and water bills amounting to 1,158,000/=, 137,800/= and
169.000/= respectively

He purchased two weighting machines at a total cost of 1,150,500/=

Two deep freezers from Mr. Abdi 1,950,000/=

During the same period he made the following supplies to his customers:

Unprocessed meat 1,965,000/=

Sausages 1,720,000/=

Canned minced beef 11,600,000/=

Minced beef (not canned) 1,540,000/=

Smoked beef 1,380,600/=

Additional information: e ;
In return of the two deep freezers from Mr. Abdi, he supplied to him sausages and canned

beef valued at 1,250,000/= and 1,150,000/= respectively. These were not included in the

value of supplies made by him above. ;

% During the same period, he held a birthday party for his son. For this purpose, he took from
his business minced beef (not canned) 1,320,000/= and1, 275.,950/= respectively. .

< On 28" January 2016, he supplied smoked beef 175,000/= and sa;usages 150,000/= on credit

to Mr. John Said on an agreement that payment will be paid on 15" February 2016.

Required:
Calculate the amount of VAT paid by Mr. Kihombo for the month of January 2016

-
o

>
Q‘Q

-
..

-,

53

¢

53

*y

3

*

*e

*

e

!

e

*

7
0.‘

e

s

"
0.0

7
0.‘

»
3

-,

53

*

>
"0

&
..0

e

*

s

*

L)
L X4

6. The purchases and sales both taxable and non-taxable (exempt) supplies of Twendepamoja LTD

Company during the month of January 2016 were as follows:
Purchases at std rate Tsh. 24,000,000

Purchases at zero rate 4,000,000
Sales at std rate 64,000,000
Sales at zero rate 16,000,000

32,000,000

Exempt sales
Required:
Calculate the deductible input VAT and amount paya
January 2016 for Twendepamoja LTD Company.

ble/refundable to/from TRA for the month of
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7. The following information is obtained from a VAT return of a VAT registered trader for the
month of June 2016 (VAT inclusive whenever applicable):

Standard rated supplies Tsh. 1,700,000,000
Zero rated supplies 50,000.000
Exempt supplies 68,000,000

Exempt purchases (import) 63,000,000

Exempt purchases (local) 47,000,000

Standard rated purchase Tsh. 873,000,000

Standard rated imports 210,000,000
Required:
-Calculate the amount payable/refundable to/from TRA for the month of June 2016.

The following information is extracted from VAT return of Morogoro Tobacco Ltd for the month of
March 2016.

Purchases VAT std rate:
Import (processing machine)

CIF value Tsh. 70,000,000
Import duty 10% 7,000,000
Other purchases 4,000,000
Total purchases 81.000.000
(Note: VAT is not included)
Supplies (sales)
Export of processed tobacco 52,000,000
Sale of Fertilizers to farmers 3,000,000
Local sale of processed tobacco 2,000,000
Other sales (STD rated) 600,000
Total supplies 57,600.000

Required:
Amount of VAT payable / refundable as per VAT Act 2014

8. Mrs Paul carries on a business of a retail grocery in DSM since January 2001. The following
information is available during the prescribed accounting period of July 2016.

Purchases made and expenses paid during the period which are VAT exclusive are as follows:

ltem Tshs.

Cooking oil 800,000
Bags for packing wheat 175,000
Electricity 150,000
Sugar 550,000
Telephone 200,000
Register books 250,000
Transportation of Milk 150,000
Refrigerator 270,000
Wheat flour 400,000
Green vegetable 150,000
Beer and spirits 300,000
Soft drinks 250,000
Fresh milk 200,000
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Also. during the same prescribed accounting period, the following supplies were made by Mrs Paul:
6r05; payments received were VAT inclusive.

Tsh.
gf)fking oil 600,000
Sugar 450.000
Toilet soap 630,000
Laundry soap 510,000
Wheat flour 200,000
Green vegetable 160,000
Beer and spirits 290,000
Soft drinks 160,000
Fresh milk 200,000

The following additional information is also available:

« The amount of beer and spirits supplies includes deposits for bottles taken out by customers
amounting to Tsh. 20.000/= _ :

%+ There was cash loss of payment received in respect of supply f’f soft drinks, of which Tsh.
40,000. This has not been included in the payments received during the m_onth. _ :

< One crate of beer worth Tsh. 14,000/= was taken for personal COHSUII:lpthH by the owner o
the grocery. The amount was not included in the payment received during the mo_nth.

< Milk worth Tsh. 20,000/= was returned by customers during the month for various reasons.
This has not been subtracted from the amount s.hown above.

% No cash discount were allowed or received during the month.

Required: : .
Czﬁ:uiate the OUTPUT tax payable for the month of July 2016, using the method provided under

VAT Act 2014 and its Regulation.

9. Moro Consult Company is a real estate business ‘establlisl?ed in Mf)roggr(l).bT_l;gi Irlnza;na rslguorggczi
income of the company is rental income on Commﬁ:rmal bu}ldlngs; Remdenﬂa ulne gdéposﬁs Lo
buildings rented to Embassies. Other sources qf income include interest on rgomaixntenance s
CRDB bank. The company also pays VAT for items purchased fc:r repairs l?:able ot
buildings. The following information relates to the year, 2016 (Where app

VAT inclusive at 18%):

Rental income (Comniercial) ..................... 384,?)?)8,3({)}8
Rental income (Residential).............c....... 2%,000,0(}0
Offics et (Bmbassies). . oo it 1428 ,000,000
Bank interest ... .20 0008 v e s , 000,
Other income ......... RS LR (o T 146,388,388 ,
10D VAT, ,oaes s it I AR 423,000,

Required: N 2016
Ca?culate the refund or VAT payable to commissioner for VAT for the year

o - 2016 on the
ABC is a registered VAT taxpayer. He did not submit a return for Agr(lJlOg/I ay\?iﬁifjggyeab?; or(: I:;ach
S e ur%til LS e thihpagvr;znzu%frrﬁfi‘ci6ézOre’quireg.s Assume the prevailing
month. Other returns in respect of other months

Statutory lending rate is 10%.
Required: R W s
Co?nplie penalty and interest and final liability from the above given inform
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CHAPTER FOURTEEN

INTERNATIONAL TAXATION

Introduction

Many countries have developed competitive investment incentive packages in order to attract both
local and foreign capital. With the increasing liberalisation of international trade and investment
policies and cooperation among nations, a number of multinational companies with massive income
arising from international transactions worldwide have increased. The ultimate resultant tax problem
is for the income earned in foreign countries suffering double taxation. This chapter deals with
double taxation, both local double taxation and international double taxations. It covers aspects of

double taxation of residents and non-residents, the eff-cts of double taxation, and methods for
resolving double taxation problems.

Learning Outcome
After successful completion of this chapter readers should be able to:

\J

*%* Describe double taxation

* Describe the circumstances which cause double taxation to arise
Describe the effects of both local and international double taxation
Describe the rationale for designing double taxation treaties
Methods used by multinational companies to evade and avoid tax.

*

e

*
..

L)

7
L X4

*
..

*

Meaning of Double Taxation

There are basically two types of double taxation, namely judicial double taxation and economic
double taxation. Judicial double taxation or internation

Double Taxation

Economic double or sometimes referred to as domestic double taxation as defined above arises as a
result of tax laws of the same countries imposing tax on the same income thus causing economic
loss or hardship to taxpayers to the tax payer. There are several sources of income which may give
rise to double taxation. These incomes include dividend income, inheritance, and gifts.

» Corporations pay taxes on their annual earnings, just as individuals do. When

payments incur income-tax liabilities

for the shareholders who recejve them, even though the earnings that provided the cash to pay the
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.o greument is extended for taxation of inherited assets, gifts, and income from trust units. The
Similar 27 imption is that inheritance, gifts or trust are paid on wealth or income which was taxed
enerql aéSl 1'1121 carned. The transfer of wealth by way of inheritance, gift or distribution of trust (to
L wé:; 1’1‘(;111 one person to another is perceived as double taxation of the same income because
ben:af;ﬁf?ddiliun is made when such transfer is made. Thus, it is as double taxation.
no

Taxation Relief for Economic Double Taxation

lief mechanism is easier for domestic double taxation. It does not require any 1nterr_1at10nal
Rk ty or convention. It also can be granted in the form of personal allowances or rghef e.g.,
fom'lal trei'a ‘}h'}rucablc income being treated as tax free, or taxed at lower rates. Economic dpuble
fi{rztilt?cr)ln(::m: aclez be dealt with by amending the overlapping tax laws which causes double taxation.
4 s

icial Double Taxation . : : - .
i}l:ed judicial or international double taxation arises from the operatnlm of sepﬁor:}f of tll:ztirilgson[l}en i
el 7y ; 1 .
individue -individuals may have significant dealings with other es.
ey s i i h ble in respect of their income
i F i 1] resident persons in Tanzania are chargea : om
B B detie s 1 ign 1 ising fi outside the United Republic is
ing i I ldwide. Foreign income arising from : 1
e A i i i itted to Tanzania. The rules o
I taxation even if not remitte :
rgeable to tax to Tanzanian income : : e R
(Cil;?i\%ation of income and its liability to income tax in Tanzania are almost the same as in y

countries such as United States, Canada, India, and Britain etc.

i i -resident
All income which arises in Tanzania is taxable whether or not it accrues tobre(s:;l(fijfx:nf3 grd Zg:nij e
I e specified under section 6 of the Income tax Act 2004 is to e g e e
P‘_?fsons- 1100“1 thI:: recipient is resident. Under section 6 where a non-resident %ersogon ey
\;hj;zli.agrt;) and is alsop liable to comparable foreign tax in his/her country 02 ;T:e r:l'lc
inaclome double taxation will arise and thus reducing the income of the income :

Effects of Double taxation ' : :
Economically and socially double taxation has the follc.)wm%;ft;iczmss il e

@ D'iscourages the free flow of resources and investme R S

% Possibility of tax avoidance and evasion, respltl}lg in loss ga S L
: Financial hardship on corporations and individual tax pay

e

disposable income

i le taxation treaties | ici t will minimize the
113 E::l?l:f;:s:gzr :(i)ofl':)lr)mulate appropriate taxation and physical policies tha

2 ; sl
i i ding as many internationa
undesirable effects of international double taxation of income. By concluding

(I{)] b e ta:,atl ]' f . . ] 4, 1- . i s .

et e g Cooperat;(;ll_l il} tral?éﬁ%l;nThere is no doubt that double taxatign is gartg

| od sillsgtegasnie ; ion i cial importance in order
Elilg:ltt% i:tf;ggtli?ogn};laco-operation. International co-operation is of cru p
g e SOCi?ll deVS;’ Iirer;:?trzgi(;nal economic groupings to promote trade and

iy . o

¢ Establishing bilateral and mult

o el COMF'JS‘;A’ 'SA?S'[CI;‘IEIi(i:I"IceHﬂVG packages in order to attract both local and
% Formulation of competitive Inv

i i . ible with major
foreign capital. tion relief agreements as possi ith
" : ational double taxa ion in fraining and
il v m?ynint’fﬁise agreements are intended to allow cooperation 1 g
trading partner nations.
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tax administration to promote: Free flow of capital, free flow of technology, free flow of
skilled personnel.

Foreign Tax Relief

Section 77 of the Income Tax Act 2004 explains about Reliefs taxpayers can get from the
international double taxation. According to subsection (1) subject to subsection (4), a resident person
(other than a partnership) may claim a foreign tax credit for a year of income for any foreign income
tax paid by the person to the extent to which it is paid with respect to the person's taxable foreign
income for the year of income.

Approaches to Problems of Double Taxation
There are two popular methods used in addressing the problem of double taxation.
Granting relief

< International Double taxation relief

>

* Domestic Double taxation relief

International Double Taxation Relief )

This refers to International tax relief granted through taxation agreement negotiated between
Tanzania and other countries (being international calls for a need of cooperation between these
countries in granting relief). The purpose is to give relief by way of exemption. credit and set offs,
for tax suffered on income originating in these countries. It is very important because it may
promote flow of trade, investments and encourage capital formation

Significance of International cooperation and relief from double taxation:

Double taxation relief has positive impact to both, taxpayer and economy. Due to high rates in most
countries, double taxation may give rise to financial hardship, harmful effects on the exchange of
goods and services, and may affect movement of capital. technology and skilled personnel.

Alternative Approaches to International Double Taxation

There are several methods that are used by governments in dealing with international double
taxation. These include /aissez faire, and relief agreements.

The Laissez Faire Approach:

The laissez faire approach is adopted when a country avoids administrative difficulties by ignoring
taxation of international transactions. The Problem with laissez fair include: Loss of revenues. which
deprive economy (financial and other resources are lost), adversely affects country’s investment
pattern because local investors will feel that they are discriminated against foreign investors. It also
ignores one of the important principles of a good taxation system of equity.

Agreement Relief and International Cooperation

This involves granting relief for foreign tax without regard to whether the other taxing country is
prepared to do so in similar circumstance. The relief is given by the country in which the claimant is
resu.lent. Problem associated with this approach include: Not favoured because it interferes with
foreign tax jurisdiction and national sovereignty; It may be very expensive and yet most ineffective

e.g., it may force tax official to travel outside the country to enforce tax legislations on some
defaulters who have escaped the country (loss of time, money).
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Arbitration or resolution of dispute

: Mutual Agreement Relief: This is formal mutual international co-operation between
and Mutual Agl

ine i‘m'isdicllunb‘.

pilateral
dif‘ferent {ax

~frat ;

Treaty ° Tegu.i\}:!«:—ﬁginv international double taxation relief. It is a complex and tedlloug but a
This inmlw.b‘ .».,(.'-:v:n m'bdcr to conclude efficient treaties. It involves use of Organisation for
pecessary })E(M;lxl--ltiun and Development (OECD) and United Nations’_ models as a basis fo;
fieonommie ('{?_,U'K“'eth; major problems associated with treaties include: Taxation of specific sources 0

freatles. Som: \!l ,:\-Unq‘_%hould be outlined e.g.. Rent, shipping, royalty, students, Pemment
ineoimies &2 ': [:k It ﬁﬂnﬂd be noted that not all permanent establishments are subjegted to 1ax.. e.g;i
Es:abhshlm’m; I"\‘c)ilili‘cs for storage, a fixed place of business solely for purchasing goods an

¥ 1 b J 5

= for use O : - i ly either credit
Pl:ll totl'nu:;r formation. The method of the foreign tax relief should be specified namety
0 ect1 {; 110 cli i.

method or exemption method.

Computation of the credit relief
The computation may require in
of information clause.

S .
formation from the other state hence the significance of the exchang

deal with such disputes quickly and effectively.

Arbitration on International T_ax Treaties e
Arbitration is the machinery to solve disputes as .maly el S
of arbitration, namely the authority and the technical s

m time to time. There are two methods

The Authority
. itute ;

The Presidents of the two contracting states Consmul-kel to be experts in law and accountancy.

bl ' ussociated with this method. Presidents are unt y 11 tond to delegate technical issues
Hence, not able decide on technical issues, &5 i the}i i d time for regular non-political
Hence. not ab{iic lt(; eicri decision making. Presidents h_ave l1r.n_1te:1 ‘i:n pésse’ i sy
anje?aumiirﬂfei;;re there are possibilities of developing politica
meetings. I ’

cripple the whole process of arbitration.

the Authority. However there are some

Technical Standing Committee al with the scrutiny of double

composed of technical experts
on technical issues. i[’hey
not constrained by political

i tters and de
. . ersons fax ma : :
These are committee with competent p he Committee is

i cause L o
taxation treaties. They are more desnablehbe ce competent in deciding
(lawyers, tax consultants, 30countant§), en the disputes quickly (
(techniciéns) have enough time to deliberate on

considerations).

mely the credit method

Methods of Granting Religf
There are two methods of granting re
and the exemption method.

: . :
lief on international double taxation, n

223



The Exemption Methods

This method is applied when home jurisdiction exempts from taxation all incomes earned in g
foreign country.

Credit method:

A relief is effected by way of deduction of set offs from the total tax liability. Credit relief can only
be granted to resident persons who have paid foreign income tax or comparable tax on the same
income which is derived from another foreign country. The credit method is more preferred.

Computation of Tax Credit under special arrangement

Steps:

Calculate total Income of resident person (all chargeable sources including foreign income)

As (1) above but exclude foreign income.

Use appropriate tax rates to:

Calculate total tax liability in (1) separately.

Calculate total tax liability in (2) separately.

Difference between tax liability under (1) and (2) represents Tanzanian tax on the foreign income.
which qualifies as foreign tax credit for relief.

Compare results in (4) with actual foreign tax paid or payable.
The lesser =qualifying foreign tax credit.

Example 14.1
Assume the following facts:
Resident Corporation — ABC

Tanzania Business income 1.000,000
Business foreign income 12, 000
Corporate tax rate 30% (TZ)

Foreign tax paid on 12,000 was 1,200/=i.e. 10% on foreign income.

Solution to Example 14.1.
Total income of such person from all sources:

From Tanzania 1,000,000
Add: Foreign income 12,000
Total Income 1,012,000
Total Tanzania tax (at 30%) 303,600

Total income of such person excluding foreign income.
From Tanzania 1,000,000

Foreign Income NIL

Total Income 1,000,000

Total Tanzania tax (at 30%) 300,000

¢. (a) — (b) = Tanzania tax on foreign Income = 303,600-300,000 = 3,600.

Compare answer in (c) with actual foreign tax paid. i.e 3,600 Vs 1,200
Take the lesser.

Tax credit relief = 1,200/=
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Nofk: a need to verify derivation rules and computation of total income under foreign legislation,
T]lGI’C 18 a Cuedd

& (1‘ inati “forei laX paid.

heE C JC[I‘HI]MUOI] 01 IOIUgI’l : : : ' .
l hle] ax 'h l:ﬂi ‘1"'1101' (8] f'q IhC C()ullt]'y EI anllng the Ie IEf the()[et][:ally and praCtlcally re :]” 1 1

i ( AdlIlli Slic S : : "I“ . . ] ac al

E' t! dg : '1]3’)'.]‘ f()l‘Ci“ﬂ nglSldllO . [ 1S 1S € casec because IaCk {)f fa]!lllla“l}' “i |he forelgn tax
OVVAC C duk L j || h th

, I I id wi ithout
ke jation may result in rejection of foreign tax paid without adequate reasons or accepted w
Jegislatl dy s

reason.

Avoidance and Evasion Practices of Multinational Companies : i
Tax. ional companies are companies which operate in more than one country. They can operat: ,
}v[ul*gn'ationd_ \.’t i‘h in forcign country. Multinational companies face dlffere':nt Fax lrates across
st:l?SIdliiI')’ ?E Wm In most cases they suffer double taxation. Some of the multmaﬂpna; co.mpa.mlesi
diiferﬁ'an‘t w%mmt:.' ues to reduce or eliminate the tax liabilities arising from their multm.atlonzz1
- dllffoCﬂ_'L 13;:’;2(:11011 we identify some of the techniques used by r.nultmatlonal companies an
(\)Nie;?;??s‘;iiv st;ategies used by host countries in combating such practices

Tax Shelters

i : Iy
| allowances for tax purposes. The cost of the capital investment 1s normally

claim substantial capita e

i i in the industrial,
st ol vilfiimasshortpeatic B0 12 Sheueli'ls o aliizillll(i:f:clie Il\rIlottl; that tax shelter merely
: i t and machinery are : _ 2
ing sectors where heavy plan : _ e S
glif;f E}E:rfaxgliability in to future when the write off 01f the capltall ::otsgxﬂéioel;ﬁptiml:or 4
; ims/allowances is exhausted, i.c. does not quite result in to complete
claims/e s

Use of Tax Havens . t o
i deliberately kept very
ical regions or countries where the tax rates are ¢ yd Gl
Tax havens are geographical reg f i

. i rmally, the ! 4
or zero in order to attract investors and savings. No y e erd lnclude-free

: 3 D e d
factors such as drought, chaotic countrizs/pohti;:&;lhemfézlijcl)l iountry ot
i i in to and out 0 n/ wrestr
remittance, i.e. transfer of cash in

Etflc!eli[ f IlaIICla (<] d C()llSl.lltaIle Ser VICES aﬂd no or llttle COIIU'OI or

restrictions on investments.

ici / arts of a
Transfer Pricing : for tax and other purposes between p
ransfer prici llocation of profits fo - ntities in the same
Tlalm-Sfer- p”img ref?‘:: ;20?; ?t is price for goods and services charged to other e
muitinational corpor .

corporate structure.

Objectives of Transfer Pricing

Multinational enterprises an (
to achieve the following objectives:
e Multinational enterprise could
transfer pricing
e Competition is another fact(;; te
pllzii‘;irlnggé]};:?]ltl: ’i;no?'zl(iirtéoeflzurg that the entities within the
a

profitable but can also compete.

1 oper
suffer double taxation on the same profits without prop

i in transfer
inati terprises to engage ns
es multinational en
o ’s are required to make necessary transfer pr101ng
Qi corporate structure are not only
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» It is said that this is one of the basic business requirements if they really want to SUrvive
irrespective of the negative tax perspective it creates

Taxation Perspective of Transfer Pricing

Transfer pricing can be used to shift profits jurisdictions to low tax jurisdic_lions' even if the MN(g
carry out little business activity in that jurisdiction. This leads to ifadc distortions, as wel] ag tax
distortions. Transfer pricing can deprive governments of their fair share of taxes from globa]
corporations.

Transfer Pricing and Tax Avoidance

Transfer pricing is guided by certain laid down rules. Only when these rules are violated the transfer
pricing becomes a tax avoidance arrangement. For tax purpose, transfer pricing is a hi ghly regulated
business activity that ensures that it does go beyond the acceptable levels of practice and cause tax
avoidance problems.

Transfer Pricing under OECD

To avoid problems associated with transfer pricing, the Organisation for Economic Co-operation and
Development (OECD) countries have international guidelines on transfer pricing that are based on
the arm’s length principle- that a transfer price should be the same as if the two companies involved

were independent, and not part of the same corporate structure. Note however that abuse of transfer -

pricing may be particular problem for developing countries like Tanzania, as companies may take
advantage of it to get round exchange controls and to repatriate profits in a tax free form (currently,
OECD Transfer Pricing Guidelines not operational in Tanzania).

Transfer Pricing and Arm’s length Principle

For taxation purpose, business transactions by MNC'’s are required to reflect the price paid at arm’s

length, i.e. price paid to independent suppliers, those who are not part of the corporate structure.
Arm’s Length Price

Section 33 of the ITA 2004 has adopted the arm’s length price to be applied by associates in all
dea_hngs between them. Arm’s length prince is the internationally accepted transfer pricing standard
which must be applied for tax purpose by multinational enterprises and tax administrations.

Basically, it is the price at which a person would sell to another if the two persons were not
connected or related to each other.

Conditions of Arm’s length Principle
Any income arising from an international transaction shall be compounded having regard to arm’s

Arguments for arm’s length Principle

Arm’s length principle avoids the creation of tax advantages or disadvantages that would otherwise

'dxstort the relative competitive position of the entity. It Promotes growth of international trade and
nvestment by separating tax considerations from ¢conomic decisions,

226

iinst arm’s length Principle

A"g”memsfig(f {jj{:ligltfljfc inte;’raled proguction of highly specialised goods and/ or in the provision of
Some MNC bf-ﬂl:cc’cl; Such that it is difficult to establish Arm’s length price for their products.
SpeCiahsed :SLf\f‘qochi:dlcd enterprises may engage in transactions that independent enterprises woul.d
Addiﬂonau}'ids.‘, ¢. sale or license of intangibles. Thus, the Arm’s length principle may result in
not Lm_derta.kt_,- bL.l:(-icn through evaluating significant numbers and types of cross border tra'nsgctlonsi
sl r'at'l & Lof the same. Sometimes far placed geographical locations and copﬁde{ltlam}’ may
and "erl_h,cduo-n' in obtaining comparable data. Application of arm’s length principle is ggnerauy
cause dlfﬁcu{? 5 arison of the conditions in a controlled transaction with the oc.:ondltlons in
i :J-gnj bj\i:icn {ndcpendent entities. Application is also dependent of economic circumstances.
{ransactions

inciple may vary if the markets in which the independent and associated enterprises are
The prin e :

operating are not comparable.
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Chapter Summary
This chapter has covered aspects 0
double taxations. In the chapter key issues

7
0.0

f double taxation, both local double taxation and internationg]
can be summarised in the following points.

There are two major categories of double taxation, namely judicial double taxation ang

economic double taxation. e
Judicial double taxation or international double taxation is a phenomenon whereby the same

income is taxed in two or more tax jurisdictions in the same year of income. and on the same

taxpayer.
Economic double taxation is a type of double taxation which arises when the same income ig

taxed more than once in the same tax. _ ' )
There are several sources of income which attract economic double taxation. These incomes

include dividend income, inheritance, and gifts.

Economic double taxation can also be dealt with by amending the overlapping tax laws which
causes double taxation.

The international double taxation arises from the operation of the rules of derivation of
income and liability to income tax in Tanzania and to many other countries.

Economically and socially double taxation has several effects including: discouragement of
the free flow of resources and investment across countries; promotes tax avoidance and
cvasion: financial hardship on corporations and individual tax payers due to reduction in
disposable income

International double taxation can be alleviated by making international double taxation relief
agreements with major trading partner nations.

There are two methods of granting relief on international double taxation, namely the credit
method and the exemption method.

Credit method of granting relief is implemented by way of deduction of set offs from the total
tax liability. Credit relief can only be granted to resident persons who have paid foreign
income tax or comparable tax on the same income which is derived from another foreign
country.

Multinational companies face different tax rates across different countries. In most cases they
suffer double taxation.

Muitinational companies use transfer pricing to the allocate profits for tax and other purposes
between parts of a multinational corporate group. The price for goods and services charged to
other entities in the same corporate structure are generally inflated in order to reduce taxable
profits in countries with high tax rates.
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End of Chapter Fourteen Revision Questions

1. What do you understand by the phenomenon

2. Identify two types of double i
) : A .
2 axation and their possible causes

Appraise this argument

N W

Sl =t

'double taxation?'

It is argued that conclusion of many inte

: ) 7 rnati i i
important for the cconomic and SOoig Rerel tional double taxation agreements is very

pment of a country.

Identify and discuss various approaches to the problem of double taxation

Identify methods of grantin .
. g double tax -
Discuss two methods ation relief, state

negotiation

: ; which is more preferred and why?
ma itration i -
(machinery) of arbitration in the course of disputes arising from treaty

Evaluat / zani

Inzziﬁit?oi(;‘lhfig'zanliz benefits frqm a' double taxation treaty with a country like U.K

T Jsamelc:; szl}lllgle.taxatlon is the imposition of comparable taxes in two (o-r more)

r in res i : : :
Elucidate ittt pect of the same subject matter and for identical periods.
-1 ~ 18t

E;l(liiﬁz ﬂ;zﬁ;;ej; ;;ged 31* March 2015, JOYOUS Ltd, a Tanzania resident company had

o 0%0 i . 71 8.000,000 and received a remittance on account of overseas proi'lts of
000, m 1ts overseas branch located in German. The actual profits earned by the

branch for the year ended 31° Marct 5 P i
Pl Ll March, 2015 are TZS 10.000.000. These profits were taxed

Required:
Calculate JOYOUS L td’s corporation tax liability for the year of income ended March 2015,
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CHAPTER FIFTEEN

OTHER TAXES AND DUTIES ADNIMISTERED BY TANZANIA REVENUE
AUTHORITY

Introduction

This chapter deals with some selected taxes in Tanzania whose individual contribution to total taxes
collected by TRA in Tanzania do not make a significant proportion like the Income Tax and Value
Added taxes which have been discussed in details in this book. We provided brief discussions of
these tax laws in Tanzania in order to give an overview of their application and implications to the
economy. The objective is not to provide a comprehensive exposition of the operationalisation of the
individual tax laws covered in this chapter, but to provide 4n over views of the basic facts and
information on their imposition, scope, exemption, collection and other matters relevant for :general
understanding of the application these tax laws. Readers who are interested in a comprehensm.j and
practical application of the tax laws covered in this chapter should consult specialisec;l textbooks or
publication on these tax laws. The tax laws covered in this chapter are: The Excise and Tariff
Management Act; the Port Services Charges Act, the Airport Services Charges Act, the East African
Customs Management Act, The Road and Fuel Toll Act; The Tanzania Motor Vehicle Registration
and Transfer Act, the Stamp Duty Act. the Vocational Educational and Training Act, and the Hotel

Act

The Excise Management and Tariff Act Cap 147

Introduction

The excise tax which is sometimes is called a duty of excise, is a special tax on the sale. or
production for sale, of specific goods or a tax on a good produced for sale, or sold, within a country
or licenses for specific activities. Excises are different from custom duties which are taxes on
importation. Excises are inland taxes, whereas customs duties are border taxes. An excise is
considered as an indirect tax which means that the producer or seller who pays the tax to the
government is expected to try to recover or shift the tax by raising the price paid by the buyer. Excise
taxes are typically imposed in addition to other indirect tax such as d Tax Value Added Tax (VAT).
Excise taxes are distinguished from VAT in three ways namely:
% an excise typically applies to a narrower range of products;
% an excise is typically heavier, accounting for a higher fraction of the retail price of the
targeted products; and
% an excise is typically a per unit tax costing a specific amount for a volume or unit of the item
purchased, whereas VAT is an ad-valorem tax and proportional to the price of the good.

Good examples of excise duties are taxes on gasoline, fuels, tobacco, and alcohol.

Imposition of the Excise Duty

Any person who manufactures any excisable goods should be licensed by the Licensing Authority
and must impose excise duty in according with Excise Management and Tariff Act, Capt 147. The
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uty must be paid on excj
d ek Sseciﬁed E: t§1sable goods manufactured by the licensee at the rates and in the
circus Sk L the appropriate partner states legislatio
Excisable Goods Manufactures i
The Act provides for goods which are the su
such as cigarettes, cigars and manufactured to
juices. canned water and other products.

11}3ject of excise duty. These include: Tobacco products
acco, alcohols in their varieties including beer, spirits.

Liability to Duty

Rates of duties are specified in Partner states
laws. the duty shall be paid by a licensee o
rates and in the circumstances specified in
where any excisable goods on which duty
liable 1o a higher rate of duty, whether spe
only be liable to duty at a rate equal to the
originally paid thereon.

legis.lation Act. Subject to the provisions of the excise
n excisable goods manufactured by the licensee at the
the appropriate partner state legislation. Provided that
l_las been paid are converted into other excisable goods
c1ﬁc or ad valorem, such converted excisable goods shall
difference between such higher rate of duty and the duty

Payment of Duty

Sec 3_6 of the excise act provides that where any excisable goods are liable to duty. such a duty shall
constitute a debt due to the partner state and be charged on the goods in respect of which the Eful\-‘ is
payable and such duty shall be payable by the licensee and may without prejudice to any other means

of tecovery, i?e recovered by legal proceedings brought by the Commissioner General in the name of
the Commissioner General.

Recovery of Duty by Distress

Sect 57 of the Excise Act provides that where any duty is unpaid by a licensee after the time when in
accordance with the provision of the laws, it is required to be paid the Commissioner General may
authorise distress to be levied-

Upon the goods, chattels and effects of the licensee who should have paid the duty wherever such
goods chattels and effects may be found; and ,

Upon the plant of any factory and upon any vessel, vehicle, animal or any other article. used in the
1nf1nufact111'e. sale or distribution, of such excisable goods by such or possession of such licensee or
of any person on behalf of or in trust for the licensee.

The warrant of distress shall be in the form set out in the third schedule to the Act and such warrant
shall be authority to recover the amount of the duty specified in the warrant and for the purpose of
le\fying such distress the person authorised under such warrant may, if necessary. break open any
building or place in the daytime and may call to his assistance any police officer and such police
officer shall render assistance accordingly.

The East African Community Customs Management Act 2004

Introduction

The East Africa Customs Management Act is an Act for making provisions for the management and
administration of customs and related matters. It covers all customs and port matters referring to
loading and unloading of cargo or goods on aircraft, motor vehicle, ship or vessel and pipeline in an
approved place such as quay, jetty, wharf or other place approved by the commissioner such as
Customs airport. a dry port, a boarding station, and a bonded warehouse. The Act provides provision
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to be adopted and administered by revenue authorities of member state in East Africa C ommunity.
The East African Community (EAC) is the regional intergovernmental organisation of the Republics
of Burundi. Kenya, Rwanda, the United Republic of Tanzania, and the Republic of Uganda, with its
headquarters in Arusha, Tanzania. It is a regional organisation mandated by the above five countries
to spearhead the member countries’ economic, social and political integration agenda.

Definition of key terms

Customs

Customs refers to an authority or agency in a country responsible for collecting customs duties and
for controlling the flow of goods including animals, transports, personal effects and hazardous items
in and out of a country. Depending on local legislation and regulations, the import or export of some
goods may be restricted or forbidden. and the customs agency enforces these rules. The customs
authority may be different from the immigration authority, which monitors persons who leave or
enter the country, checking for appropriate documentation, apprehending people wanted by
international arrest warrants, and impeding the entry of others deemed dangerous to the country.
Commercial goods not yet cleared through customs are held in a customs area, often called a bonded
store or warehouse, until processed. All authorised ports are recognised customs area. Customs shall
initiate policies on customs and related matters in the community and coordinate such policies in the
partner states. Issues include:

Common external tariff

Enforcement of customs law

Trade facilitation

Rules of origin

Compilation and dissemination of trade statistics

Application and interfacing of information technology

Training in customs related matters

Quality control and enforcement of compliance

Custom related negotiations

Activities of the commissioners

Customs duty

Customs duty is a tax levied on imports (and, sometimes, on exports) by revenue authorises of a
country in order to raise government revenues and/or to protect domestic industries from more
cfficient competitors from foreign countries. Customs duty is based generally on the value of goods
or upon the weight, dimensions, or some other criteria of the item (such as the size of the engine, in
case of automobiles). In most countries, customs charges are attained through government
agreements and international laws. A customs duty (boarder tax) is a tariff or tax on the importation
(usually) or exportation (unusually) of goods.

The scope of the EACM Act 2004

The Act is for the member states and covers all areas relating to cross border trade for goods and
services covered under the Act. The Act covers all custom and port matters relating to loading and
unloading cargo on any means of transport an approved play such as a key, jetty, wharf or other
place approved by the Commissioner of Customs. The provisions of this Act provide that the Act
should apply to any activity undertaken in co-operation by the Partner States in the field of customs
management and trade and include:

Matters concerning trade liberalization;
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Trade related aspects including the sim
customs regulations and procedures with
goods. tariff classification, the collection
cross-border trade and export drawbacks:
Trade remedies and the prevention, investigation and suppression of customs offences:
National and joint institutional arrangements: ’
Training facilities and programmes on customs and trade;

Production: and exchange of customs and tr ’
The promotion of exports.

particular reference to such matters as the valuation of
of customs duties. temporary admission, warehousing.

ade statistics and information: and

Adopting uniform, comprehensive and s
description and interpretation in accordance with internationally accepted standards:

Adopting a _standard system of valuation of goods based on principles of equit;. uniformity and
simplicity of application in accordance with internationally accepted standards and Jg-uidelines: !
establishing common terms and conditions governing temporary importation procedures including

the list or range of goods to be covered and the nature of manufacturing or processing to be
authorised:

Implementing the customs requirements for re-exportation of goods;

Implementing the customs requirements for the transit of goods;

Harmonizing and simplifying customs and trade formalities and documentation and dissemination of
information;

Harmonizing the customs requirements for the control of warehoused goods: and

Adopting common procedures for the establishment and operation of export promotion schemes and
free ports.

The East Africa customs management act further provides for common treatment of imports, exports
and goods on transfer. Some of the matters provided for by the Act are as presented below:
Prohibited trade: These are goods and services which cannot be imported in any of the partner states
(second schedule of the Act). Examples include false money and counterfeit notes, pornographic
materials. matches containing white phosphorous, any article not bearing a Court of Arms of any
partner state, distilled beverage containing oils or chemicals products and narcotic drugs under
international control.

Restricied trade: These are goods and services which must meet certain conditions before clearance
through customs is given (See list in second schedule to the EAC Act 2004). The list includes:
* Ivory, elephant un-worked or simply prepared but not cut to shape
Ivory powder and waste
Teeth, hippopotamus, un-worked or simply prepared but not cut to shape
Ossein and bones treated with acid
Natural sponge of animal origin
Unwrought metals, and precious stones
Commercial casings (Second hand tyres)
Prohibited and restricted exports: DA
These are provided for under the third schedule of the EACM Act 2004.The list include but
not limited to:
** Waste and scrap of ferrous cast iron.
% Timber from any wood grown in the partner states;
“* Fresh unprocessed fish (Nile Perch and Tilapia)
“* Wood charcoal
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The Airport Service Charges Act, Cap 365

Introduction

The Airport Services Charges Act was imposed to cover charges for the passenger embarking aircraft
at airport in Tanzania. It is applied to every passenger on every occasion on which he embark on ap
airport to begin a journey to continue with a journey to destination within or outside the United
Republic of Tanzania.

Definitions of Key Terms

The following are some definitions of the key concept mentioned under this Act:

Airport: Means an area of land or water affording facilities for the take-off and landing of aircraft
and appointed by the Minister to be an airport for the purposes of the Airport Services Charges Act;
Air transport undertaking: means an undertaking whose business includes the carriage by air of
passengers for hire or reward.

Collection agent: means an agent appointed as agent under section 6 of the Airport Services Act.

Passenger: Does not include a member of the crew of the aircraft concerned. or of another aircraft
owned, operated or managed by the same undertaking as owns, operates or manages the aircraft
concerned, when on duty.

Imposition of the Airport Service Charge

Subject to section 4 of the airport service charge, provide for charge to be known as the air port
service charge. The airport service charge is charged and is payable by:

Every passenger on every occasion on which he embarks on an aircraft at an airport to begin a
journey, or to continue on a journey broken more than twelve hours prior to re-embarking, a charge
to be known as airport service charge.

A passenger embarking on an aircraft at an airport within the United Republic who intends to travel
to a destination within the United Republic shall pay an airport service charge of ten thousand
shillings instead of instead of five thousand (These rates are subject to change in every Year's
Finance Act).

Any passenger embarking on an aircraft at an airport within the United Republic who intends to
travel to a destination outside the United Republic shall, whether or not a resident of the United
Republic, pay in foreign convertible currency an airport service charge as shall be provided for in the
Iinance Act in vear of Income.

The charge shall be a debt due to the Government and shall be paid prior to embarkation to a
collection agent or to a revenue office appointed for that purpose.

Exemptions from the Airport Service Charge

Section (4) of this act provides exempt from liability to pay charge. The following individuals are
exempted from paying the airport service charge:

Any child under the age of two years;

Any passenger embarking at an airport at which he is in transit: In accordance with the Act, a
passenger is in transit at an airport if:

He disembarks at that airport from one aircraft and re-embarks there on the same or another aircraft;
and between so disembarking and re-embarking he does not leave the airport; or he leaves the airport
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where re-embarking is delayed for not more than twe
the operations of the airline concerned o the aircraft t
A passenger, who pays the charge on the occasion o
the airport of embarkation without first landing
on his embarking to resume his journey on the s

0 be used in continuing with the journey.
f his embarking on an aircraft which returns to

at any other place, shall be exempted from the charge
ame or any other aircraft.

A passenger who embarks on an aircraft with ac
journey for which neither the passenger nor a
passenger's carriage shall be exempt from the ¢

commodation for not more than five passengers for a
any other person has paid any consideration for the
harge on the occasion of the embarkation.

Powers to Make Further Exemption

The Minister may. by order published in the Gazette, exempt any class of persons from the liability
for the charge. The Permanent Secretary to the Treasury may, by order under his hand., exempt any

person or persons from liability for the charge. An exemption under this provision may be granted
generally or in respect of particular embarkations.

Appeintment of Agents

Section 6(1} of the Act provides that every airline and every travel agent shall be an agent for the

collection of the charge for an airport. The Minister may by notice published in the Gazette appoint
such other collectors as he may deem necessary.

Collection of the charge and payment

In accordance with section 7 every agent shall collect the charge from all persons liable to pay the
same upon the purchase of a ticket for air travel through an airport to any destination within or
outside the United Republic. and shall remit to the Commissioner General on or before the last
working day of the month following the month in which the collection was done. The Act further
provide that every agent for an air transport undertaking shall collect the charge from all persons
liable to pay the same while embarking at any airport in Mainland Tanzania in an aircraft owned.
operated or managed by. or on charter to, that undertaking or the owner of that undertaking.

Penalty and Interest for Failure to Remit the Charge

Where a collection agent fails or neglects to remit the charges collected, within the period prescribed

under the Act is liable to pay a penalty as provided for under section 78 of the Tax Administration
Act 2015. When the charge remaining unpaid interest charge shall be determined as provided for
under section 76 of the Tax Administration Act 2015. Other procedures on dealing with offences and
non-compliance practices on the airport services Act are as provided for under Tax Administration
Act 2015,

Issue of Receipt

Section 8 of the Airport Service Charge provides that every collection agent, and every servant or
agent of a collection agent employed by the collection agent in that' behalf, \‘VhO collects .the charge
from a person liable to pay it shall; where such person is in possession of a t}cket for 1hel‘|ourney on
which he is embarking, issue and attach to the portion of the tlckeF which is tg bc': retained by. the
Fassenger a receipt in the prescribed form; and in any other case, issue a receipt in the prescribed
orm. :
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The Port Services Charges Act 1973 (Cap 264)

Introduction

The port services charge Act 1973 (Chapter 264) was imposed to cover c}_larges for‘thc passengers
embarking on ships at ports. It is applied to every passenger on each occasion on which he embarksg
on a ship or a ferry, at a port in Tanzania.

Definitions of Key Terms

Port: Is an area of the sea or ocean which is partly enclosed by land or strong walls where ships
Load and unload goods or passengers. Examples of Ports include Dar es Salaam port, Mtwara port.
Tanga port. Mwanza port, Bukoba port, and Bagamoyo port in Tanzania.

Charge: In this Act. means the amount of money paid by the passengers for the port service as
imposed by section 3 of the Port service charge Act. ,
Collection agent: means an agent approved under section 6 to be the agent for the collection of the
charge.

Ship: includes any vessel used for carriage of passengers.

The Port Service Act: is an Act to impose a charge upon passengers embarking on ships at ports.

Imposition of Port Service Charge

According to this section 3 of the Act, Port service charge shall be paid by every passenger on each
occasion on which he embarks on a ship or a ferry, at a port in Tanzania. The port services charges
are normally revised from time to time by the finance Act, but for the time being are as follows:

* For a journey to a destination within or outside the United Republic, a port service charge of
five hundred shillings in the case of a resident;

* For a journey to a destination within or outside the United Republic, a port service charge of
five US Dollars or its equivalent in convertible currency in any other case.

The charge shall be a debt due to the Government and shall be paid prior to embarkation to a
collection agent.

Exemptions from Port Service Charge

The port services act provides for exemptions on some individuals. Section 4 of the act provides
exemptions on passengers from liability to pay the port service charge;
¢ Any child under the age of two years;

o

« Any passenger embarking at a port at which he is in transit; a passenger is in transit at a port
if he disembarks at such port from a ship and re-embarks on the same ship under the authority
of the same ticket issued to him for the journey, prior to such ship's departure for a port
outside the United Republic.

“* Any passenger embarking on a ferry which plies at a distance of up to three kilometres from
the port.
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Appointment of Agents

Section 6 of the port services charge act provides that the Minister may appoint any public officer or
any other person to be the agent for the collection of the charge. Every ship owner or shipping agent

shall be deemed to be a collecting agent appointed under section 6(1) for the port at which he
operaics.

Collection and Payment of Charge

Section 7 of tl}e port services Act provides that every agent shall collect the charge upon the
purchase of a ticket for ship travel through a port to any destination within or outside the United
Republic. The amounts collected by way of the charge shall be remitted to the Commissioner

General of Tanzania Revenue Authority on or before the last working day of the month following the
month in which the collections were made.

Where a collection agent fails or neglects to remit the charges collected, within the period prescribed
under the Act is liable to pay a penalty as provided for under section 78 of the Tax Administration
Act 2015. When the charge and the penalty remaining unpaid interest charge shall be determined as
provided for under section 76 of the Tax Administration Act 2015. Other procedures on dealing with
offences and non-compliance practices on the port services Act are as provided for under the Tax
Administration Act 2015.

237



Tanzania Motor Vehicle Act Cap 124

Introduction

The Motor vehicle tax registration and transfer Act of 1972 is an Act which imposes taxes and
charges on registration of motor vehicles and transfer of motor vehicles from one owner to another,
The Act is divided into two parts the first part deals with registration of motor vehicles and the
second part deals with transfer of ownership of motor vehicles.

Definition of the key terms

Registration Tax: Means the tax imposed on motor vehicles upon registration.

Tax on Transfer: Means tax imposed on the motor vehicle upon transfer from one owner to another,
Transfer: Means any transaction whereby the property or any interest on property in the motor
vehicle transferred from one person to another whether pursuant to any sale mortgage or any other
arrangement whatsoever and whether or not such transfer is for any valuable consideration

Imposition of the moter vehicle registration and transfer act

The term imposition means a levy, fee or charge that is paid as a tax in respect of a motor vehicle

registration or transfer of ownership. According to PART II of Motor Vehicle Act 2006 the charge of

tax on Motor Vehicle has been imposed upon registration of the motor vehicles and PART Il on
transfer of motor vehicle.

Imposition of motor vehicle registration tax

Section 4(1) of the Motor Vehicle registration and transfer Act requires a tax to be imposed and
collected on any motor vehicle or motorcycle on registration. The tax shall be paid as provided for
under the 1™ schedule of Motor Vehicle Act and is referred to as a motor vehicle registration tax.

Imposition of tax on transfer of moter vehicle
Section 7(1) of the Motor Vchicle Act requires the transfer tax to be imposed on the motor vehicles
of any description other than tractors which is or has been registered under Road Traffic Act. Scction
8 provides that there shall be charged, levied and collected a tax to be known as tax on transfer. The
tax is imposed and payable by the transferee at the rate specified in the Second Schedule to the Act.
upon the transfer of any motor vehicle to which the Motor Vehicle Act applies.
% In the case of a motor cycle. twenty-seven thousand shillings (sh. 27.000/=).
** In the case of a motor vehicle of carrying capacity of up to three tones, or sixteen passengers
including the driver, the motor vehicle transfer tax shall be the tax payable in accordance with
schedule below and in addition, thirty thousand shillings.

Exemptions on Motor Vehicle Registration Tax and Transfer Charges

Exemption on registration tax

The minister responsible for finance may if in his opinion it is in the public interest so to do by order
published in the Gazette. The exemption may provide category or categories of motor vehicles for
exemption from the registration tax imposed by the Act. The minister may also exempt any person or
class of persons from payment of any registration tax in respect of any motor vehicle or any category
or number of vehicles owned by that person or class of persons.
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Exemption on Tax on transfer of motor vehicles

Section 10 of the Act authorises the nrifiister for finance to exempt a category, a person or group of
persons from paying transfer tax. The minister must satisfied that it is in the public interest so to do,

is must give an order and publish it in the government Gazette:

powers of Licensing Authority

According to section 13 of the motor vehicle Act 1972
to refuse to register the motor vehicle or a transfer unt
authority can call for any evidence by affidavit or oth
payable and whether any vehicle, any person or any
tax.

as amended it is lawful for licensing authority
il the appropriate tax has been fully paid .The
erwise in satisfying itself of the amount of tax
transaction is exempted from payment of any

Payment of Registration and Transfer Tax

Section 14 of the motor vehicles act 1972 the licensing authority to whom any tax is paid under this
Act shall give a receipt for it to the person paying the same. It is also provided that where any

payment is made by cheque the licensing authority may refuse to give the receipt until after the
cheque has been duly honoured for payment.

Penalties and Interest on Uncollected Tax and Offences

The provision on non-compliance practices on the Motor Vehicle Act are provided for under the Tax
Administration Act 2015.However section 16 of the Motor Vehicle Act (Amendment of the Finance
Act 2015) indicates that where a person is convicted of an offence under the Tax Administration Act
with respect to tax payable under the motor vehicle Act, the court may in addition to any tax, penalty
or fine imposed if the offence involves wilful non-payment or evasion of tax, may order that the
motor vehicle in relation to which the tax was not paid or was evaded be forfeited to the United
Republic.

The Vocational Educational and Training Act Cap 82

Introduction

The Vocational Education and Training Act were enacted by the Parliament in 1994 to guide the
vocational education and training (VETA) system in Tanzania. The Act established the Vocational
Education and Training Authority (VETA) as an autonomous government agency charged with an
overall responsibility of coordinating, regulating, financing, providing and promoting vocational
education and training in the country. The National Council Technical Education (NACTE) has the
responsibility for coordinating regulating and accrediting technical skills providers. The Vocational
Educational Authority is authorised to charge a levy known as the Skills and development Levy.

Imposition of the Skills and De\;elopment Levy

Section 4 of the vocational education and training Act provides that there shall be charged, levied,
and payable to the Commissioner General at the end of every month, frorp every employer who has
in his employment four or more employees, a levy to be known as the skills and development levy.
The levy shall be the sum of money equal to six per centum of the total gross monthly emoluments
Payable by the employer to all his employees in respect of that month.
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The Act further provides that amount to be included in gross monthly emoluments in relation to
employees include: wages, salary, leave pay, sick pay, payment in lieu of leave, fee, commission,
bonus, gratuity and any subsistence, travelling entertainment or other allowance paid to him by the
employer in respect of his employment or service, and any amount so paid in respect of employment
or services rendered by the employee in any month other than the month in which it is paid, shall be
deemed to be emoluments in respect of the calendar month in which it is paid.

The levy imposed and paid pursuant to this Act, shall be an allowable deductions for the purpose of
ascertaining the taxable income in accordance with section 11 of the Income Tax Act 2004

Exemption from the Skills and Development Levy

The skills and development levy under the Vocational Education and Training Act does not apply to
the following entities:
“ Government departments and to any public institution which is non-profit making and
wholly financed by the Government
Diplomatic Missions
The United Nations and all its organisation
International and other foreign institutions dealing with aid or technical assistance
Training and Educational institutions
Institutions of religious whose Employees are solely employed to administer places of
worship, to give religious instructions or generally to minister religion
Charitable organisations
Central Government and local Government Authority
Employment in farms.
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Payment of the Skills and Development Levy (SDL)

The Act requires that every employer to pay the levy on or before the seventh day of every month to -

the Commissioner General the levy due in respect of the preceding month. Employers are required to
calculate the actual amount and pay the amount to Commissioners General account to the respective
Tax Region in which such employer is registered. The SDL payments shall be made in line with
PAYE using the same bank-pay-slip. Employers are also required to prepare a monthly return and
submit to the TRA office on or before the 7™ day of the month following the month of payroll.

Applicable rates

The rate applicable for SDL is 5% of the total emoluments paid to all employees during the month.

However, the applicable rate in Zanzibar is 4 %. The employees to be included are the permanent -

employees, part time employees, seconded employees, casual labourers etc.

Penalties and interest on uncollected Levy and Offences

The provision on non-compliance practices on the skills and development levy are provided for
under the Tax Administration Act 2015. These include penalties and interest for late submission of
return, late payment of levy, provision of false returns for SDL and others. Thus, section 76, 77,78,

79 and other sections of the Tax Administration Act, 2015 can be used by the Commissioner General
on dealing with non-compliance practices on SDL.
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The Stamp Duty Act 1972 (Cap 189)

[ntroduction

The Stamp Duty Act, 1972 came into operation on July 1, 1972. It replaced the
Its objectives were designed to consolidate and amend the law relatin
minor amendments, most of which were of procedural nature. Stamp
legal instruments for the purpose of authenticating them. A physical

attached or impressed upon the document to denote that stamp duty have been paid before the

Stamps Ordinance.

property or any matter or thing performed in Tanganyika, must be charged with the duty of amount

that is specified or calculated in the manner specified in the schedule in relation to such instrument
unless it is exempted.

Imposition of the Stamp Duty

Section 5 of the Stamp Duty Act specifies the persons to pay stamp duty. The stamp duty is payable
by the person drawing, making, or executing the instrument.

Examples of such documents attracting stamp duty:

Lease Agreements. These documents are prepared and signed when you rent a property. Stamp Duty
is calculated on the actual rent or market rent whichever is higher. The person who leases or rents
the property (lessee or tenant) is responsible for paying Stamp Duty.

Acceptance to Option to Purchase / Sale & Purchase Agreements. These documents are prepared
and signed when you buy or sell your property. Stamp Duty is payable on the actual price or market
price whichever is higher. The buyer is responsible for paying Buyer’s Stamp Duty. Where Seiler’s
Stamp Duty is applicable, the seller is responsible for paying Seller’s Stamp Duty.

Mortgages. These documents are prepared and signed when you obtain a loan from banks for your
property purchase. Stamp Duty is payable on the loan amount. The person who obtains the loan
(mortgagor) is responsible for paying the Stamp Duty on the mortgage document.

Share Transfer Documents. These documents are prepared and signed when you buy or sell shares.
Stamp Duty is payable on the actual price or net asset value of the shares whichever is higher. The
person who buys the shares (transferee) is responsible for paying Stamp Duty on the Share Transfer
document. If you have a document that relates to more than one matter, it will be charged separately
for each matter. This means that more than one set of Stamp Duty is to be paid on that document.
Examples include: Sale and lease-back of property, Sale and buy-back of property, Lease with a
contract for sale of fixtures and an instrument whereby more than one property is leased to the same
tenant and where the terms and conditions for the lease of each of the properties are different
Administration of Stamp Duty and Time when instrument must be stamped s
All chargeable instruments executed by any person in Tanzania Mair}land must be stamped within
thirty days of execution (S. 25 (a) and (b)). Once the document is signed and date_d, Star_np D'ut.y
needs to be paid. Where any such instrument is brought to a proper ofﬁcer for a'djudwatlon, it is
Supposed to be stamped within thirty days. The period from the presentation of tl}e' instrument to the
Proper officer until the notification to the person who presented it to the decision of the proper
officer, is excluded in computing the stated period of thirty days; and every receipt,
aCknowledgement of a debt, promissory note and bill of exchar;ge must be stamped on the date Qf
execution or the date of the instrument. While, every chargeable instrument executed out of Tanzania
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Mainland must be stamped within thirty days of its first arrival in Tanzania Mainland as provided in
S. 26 (a) and (b) of the stamp duty act.

Exemptions on Stamp Duty

The exemption stipulated under the Act may be made by the Minister or by the Commissioner
General of the Tanzania Revenue Authority. i

Exemption by the Minister

Section 16 of the stamp duty Act of 1972 stipulates that the Minister may, by notice in the Gazette,
exempt any chargeable instrument, or any category, class or description of such instruments, from
stamp duty. Such exemption deems the instruments not chargeable.

Exemption by the commissioner general -

Sections 17 of the stamp duty Act of 1972 stipulates that the commissioner General-may direct or
exempt stamp duty upon transaction or series of transactions which require a person to issue a
number of chargeable instruments, payment by such person of such sum of money. Such sum shall
be deemed to be compounded duty in respect of the instruments to which such order.

Examples of instruments exempt from stamp duty
Affidavit
% Affidavit or declaration in writing when made;
-For the immediate purpose of being filed or used in any court or before an officer of any
court; or
- For the sole purpose of enabling any person to receive any pension or charitable allowance.
< Affidavit made for use before any Commission appointed by the President to hold an Inquiry.
Statutory Declaration under section 89 of the Land Registration Act, orany Act amending or
substituting that Act. ;
Agreement or Memorandum of Agreement
%+ Agreement or memorandum of an agreement
-For or relating to the sale of goods or merchandise exclusively, not being a Note or
Memorandum chargeable under No. 41
-Made in the form of tenders to the Government for or relating to any loan.
-Being a contract of service required to be made in writing by or under the Employment
Act or the Merchant Shipping Act.
-Made with the Government, the Community or any institution or corporation.
< Apprenticeship deed including every writing relating to the service or tuition of any

apprentice, clerk or servant placed with any master to learn any profession, trade or
employment.

Appraisement or Valuation

%+ Appraisement or valuation made for information of one party only, and not being in any
manner obligatory between parties either by agreement or operation of Law.

<+ Appraisement of crops for the purpose of ascertaining the amount to be given to a landlord as
rent. '

Bill of Lading
< Bill of lading when the goods therein described are received at a place within the limits of
any port within the meaning of the Customs (Management and Transfer Tax) Act, and are to
be delivered at another place within the limits of the same port.

% Bill of lading when executed out of Tanzania and relating to property to be delivered in
Tanzania.
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Bond

o dBondx;i)IZlL ]cxliiljttlzd bgr any person for th_e purpose of guaranteeing that the local income

erived from private subscriptions to a charitable dispensary or hospital or any other obiect of
public utility shall not be less than a specified sum per memorandum i r object o

& Bail Bonds in criminal cases, recognisance to prosecute or give evidénce, or recognisance for

personal appearance or otherwise issued or taken by the poli imi
ce
- y the p under the Criminal Procedure
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List of instruments subject to stamp duty as provided for under S.5 and the schedule to Stamp Duty

Act

Instrument Description Stamp Duty to paid
AFFIDAVIT, Including an affirmation or declaration in the | TSH. 500/=

case of persons by law allowed to affirm or declare instead

of taking oath.

AGREEMENT OR MEMORANDUM OF AGREEMENT | TSH. 500/=
AGREEMENT RELATING TO DEPOSIT OF TITLE | TSH. 500/=
DEEDS. HYPOTHECATION, PAWN OR PLEDGE,

APPRAISEMENT OR VALUATION, made otherwise | TSH.500/=

than under an order of the Court in the course of a suit:

Instrument of EXCHANGE OF PROPERTY

0.5% for the first TSH. 100,000/=, then 1% of value in
excess of TSH. 100,000/=

LEASE, including an under-lease or sublease and any
agreement to let or sublet:

1% of the annual reserved rent for lease of all durations

MEMORANDUM OF ASSOCIATION OF A TSH. 5,000/=

COMPANY

Instrument of PARTNERSHIP:

{i) Where the capital does not exceed TSH. ‘

10,000/=. TSH. 1,000/=
’

(ii) Where the capital exceeds TSH. 100,000/= but does not | TSH. 2,000/=

exceed TSH. 1,000,000/=.

(1v) In any other case. TSH. 5,000/=

Dissolution of partnership. TSH. 1,000/=

POWER OF ATTORNEY, TSH. 500/=

TRANSFER (whether with or without consideration)
(a) of shares in an incorporated company or
other body corporate;

(b) of debentures whether the debenture is
liable to duty or not;

(c) of any interest secured by a bond, |
mortgage-deed or policy of insurance

1% of the value of the shares approved by the Board
1% of the value of the shares approved by the Board

1% of the value of the shares approved by the Board.

The Road and Fuel Tolls Act 1985 (Cap 220)

Introduction

The Road and fuel Toll Act 1985 imposes and provides for the collection of tolls on the vehicular use
of public roads, and for the matters related to Road and fuel tolls. The Act applies to all public roads
in Tanzania. The Act also establishes a fund to be known as the Road Fund. The Fund is responsible
for all monies collected as road and fuel tolls imposed on diesel and petrol, transit fees, heavy
vehicle licenses, vehicle overloading fees, or from any other source at the rate to be determined by
parliament from time to time. The Act further provides that at least ninety (90%) per cent of the
money deposited in the fund shall be used for development, maintenance and emergency repair of
classified roads and related administrative costs in mainland Tanzania in accordance with approved

operational plans made.
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pefinition of key terms

The Road and Fuel
understanding it.
Classified road: me
roads;
Commissioner Ge
Authority Act.
Development: means the upgrading of a road to a new sta
construction, widening or rehabilitation of a road that o
"emergency repair” means works required to open roads afte
Fuel: means petrol, whether super or regular, and diesel for use in the propulsion of a vehicle;

Road maintenance: means all works to preserve riding quality, road shape, drain, culverts, structures
and bridges, spot improvement of bad spots to maintain accessibilit}’:’ reseaiing res};aping and
regravelling; ' )

Toll collector: means a collector of road and fuel toll;
Vehicle: includes every description of conveyance for the transport of human beings and goods
Toll: are charges payable to the use of a bridge or road; also is a charge for long distance -

T .
s Tolls Act provide some key terms which are worth noting in here for
ans any public road including trunk roads, regional roads, urban roads and feeder

neral: o J
means the Commissioner General appointed under the Tanzania Revenue

ndard, including a new road or bridge
en left in poor condition for a long time;
I a natural disaster;

Imposition of Road and Fuel Tolls

According to section 7 of the Road and Fuel Tolls Act provides that the road and fuel toll shall be
paid by: '
¢ Any person upon the purchase of fuel.

N/

“ The owner or driver of a vehicle bearing foreign registration upon passing a customs border
post.

The owner or driver of a vehicle carrying fuel in bulk upon passing a custom border post for
use in Tanzania.

# Where the Minister determines pursuant to provisions of the act that in relation to .any
scheduled toll station other than a fuel filling station the road and fuel toll shall be paid upon
a vehicle passing through a point along a public road or a public ferry within the scheduled
toll station.

Exemption of the Road and Fuel Toll

Section 8 of the Road and fuel toll act provides that the minister may by the order published in the
Gazette, exempt any person, body of persons or any vehicle or category of vehicles, from the
application in relation to them of any of the provisions of this Act or the payment of any road and
fuel toll, and such exemption may be general or restricted to any particular scheduled toll stations or
periods, and may be on such conditions as the minister may impose.

Administration and Collection of the Road and Fuel Toll

Section 9 of the Road and Fuel Toll provides for the administration and payment of the road and
fuel toll. The act requires for establishment of toll station or points at which the fuel‘ and toll must be
Paid. Road and fuel tolls are payable upon sale of fuel and every bonded oil instilment shall be a
Station at which road and fuel tolls shall be paid and collected. The road anc} fuel toll is also payable
by every vehicle crossing the border carrying fuel in bulk for use in Tanzania. The vehicle must stop
at the paying point and the owner or person in charge of such vehicle shall pay the toll collector at
that point the toll in respect of the fuel his vehicle is carrying. In case of the roads and fuel tolls
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which are payable upon purchase of fuel, every filling station is a point at which road and fuel to]]
are be paid and collected.

The act provides that every vehicle approaching and proceeding through a scheduled toll station
other than a fuel filling station, must stop at the paying point in the. station, and the owner or person
in charge of that vehicle shall pay to the collector at that point the toll due and payable by him. In
case of fuel filling station as paying points, every person purchasing fuel at the station shall be
charged in respect of the fuel he purchases a sum of money combining the price of the fuel and
collectable from him at that paying point. The toll shall be levied and paid in accordance with the
rates prescribed in the First Schedule to this Act, and shall be paid each time a vehicle passes through
the point within the scheduled toll station. Payment of the road and fuel toll in respect of vehicles
bearing foreign registration are made in foreign convertible currency, on such rate as the minister, by
order publishes in the Gazette.

Appointment of collectors of the Road and Fuel Toll

The Act provides that the Commissioner General is responsible for the administration and collection
of the road and fuel tolls. For that reason the Act requires the Commissioner General to appoint such
public officers to be toll collectors and assistant toll collectors who shall collect tolls at toll stations
and perform such other functions and duties as may be specified by the Commissioner General. The
Act further provides that every person or body of persons supplying fuel in bulk to a fuel filling
station shall be toll collectors in relation to that station; and shall collect from the owner or operator
in the fuel filling station the road and fuel toll payable in respect of the fuel he supplies to him
together with the payment due to him for the supply of the fuel. The collector shall pay over the road
and fuel tolls so collected to the Commissioner General in such manner as the Minister responsible
for finance may prescribe from time to time. The amount of money subsequently realised as road and
fuel toll by the owner or operator of a fuel filling station paid upon purchase of fuel by owners or
drivers of vehicles shall be retained by such owners or operators of a fuel a filling station as refund to
for the money previously paid by him as road and fuel tolls to the toll collector.

Penalty and Offences

There are many non-compliance practices and offences on the Road and Fuel Toll Act which attract
penalties and interest. Such non-compliance actions or practices include action done by any person
who:

% Refuses to stop a vehicle at a toll station and to pay the toll.

* Fraudulently or forcibly drives a vehicle through a toll station or without paying the toll.

% Having collected any toll, the collector or agent fails or refuses to pay the toll to the

Commissioner General or to any other authorised person.

% Sells or offers for sale, in an area in which roads and fuel tolls are paid upon purchase of
fuel, any fuel in respect of which it is not required that any road and fuel toll be paid upon
its purchase.

*+ Sells or offers for sale, in any area of Tanzania, any fuel upon the purchase of which road
and fuel tolls are to be paid, without the road and fuel toll payable in respect of it having
been previously paid, commits an offence and is liable, upon conviction, to a fine not
exceeding five thousand shillings or to imprisonment for a term not exceeding six months,
or to both such fine and imprisonment.

** And any other practices as may be determined by the Commissioner General.

L/
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The R‘oad ard ,l?}-!el T(%il} Act df} ot contains provisions for penalties, fines, and interests on non-
conlpl‘j ance m a.fgce‘s:..‘ e provisions on such non-compliance practices are provided for under part
X of Tanzania Administration Act, 2015 (See for instance section 76-82 Gf the TAA, 2015) ‘

The Hotel Levy Act, 1972 (Cap 105)

Introduction

The Hotel Act was .enacted in 1972. The act has been revised from time to time as needs arise. The
Act among other things provides for the establishment of hotels boards and the hotel levy Undér the
establishment of .Hetels Boards the Act provides the means through which the hot(;,l board is
established. appointments of members of the boards, powers of the board and other operational
matters of the board. On the part of the hotel levy, the Act provides for the imposition of the levy,
exemptions, payment procedures and other operational matters on tile hotel levy. ;
Definition of key terms under the Hotel Act

Guest house: means any establishment intended for the reception of travellers or‘:)visitors, who may
choose to stay in that establishment, and carried on with a view to profit or gain and includes:

% Any establishment which has accommodation for less than ten guests;

¢ Any such establishment which provides sleeping accommodation only or only in dormitories
but have no regular meals. :

Hotel: means any establishment intended for the reception of travellers or visitors who may choose
to stay there and carry on with a view to profit or gain,

Hotel-keeper: means any person who is the holder of a valid license issued or deemed to be issued
under the hotel Act.

Hotel levy" or "levy": means the hotel levy payable under section 26 or section 29 of the hotel Act.
Hotel charges: means the payment received, or deemed to have been received, by the hotel owner in
consideration of the hotel accommodation occupied, or reserved for occupation, by any guest and
breakfast, if any, and food if served to the guest. :

Imposition of the hotels levy

Section 26 of the hotel act provides that every owner of a hotel or guest house shall pay, in respect of
every guest, a levy of twenty per centum (20%) of the hotel charges. The levy must be paid by the
owner in such manner and at any intervals which may be prescribed. The levy payable by a guest
house owner shall be due to the Local Government Authority responsible for the area in question.

Exemptions of the Hotels Act

Section 25 of the hotel act provides that the minister responsible for Finance can exempt any hotel or
guest house or class of hotél, owners from payment on a hotel levy in respect of any guest or class of
guest house. The exemption must be made by order in the government gazette. The act further
provides exemption under section 27 on VAT registered hotels or guest houses. This means that once
the hote] or guest house is registered for VAT purposes the hotel levy does not apply.

Offences and Penalties

The hotel Act under section 32 provides for penalties for offencfes and non-compliance practices. The
Act provides that where any owner of a hotel or guest house fails to pay the Wh(’l? or part of the levy
within the time prescribed or in the manner required by the regulation commits an offence. The
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penalty is an additional levy equal to twenty five percent (25%) of the unpaid levy. This penalty

(additional levy) is increased by 10% for every month (30 days) in which it remain unpaid.
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Chapter Summary

This chapter }Esbcpvfe;f_:d some selected tax laws in Tapzania other than the Income tax and the Value

Addec} Tax. hne- 1scus§1gn on gelef:jced tax'laws.; in Tanzania has been made in order to give an

overview of such taxes on their apph.catlon and implications to the economy. The tax laws covered in

this chapter are: The excise and Tariff Management Act; the Port Services Charges Act, the Airport

Services Charges _Act, the East African Customs Management Act, the Stamp Dljty Act p’che

Vocational Edu'catu?nal and Trai'ning P_xct, and the Hotel Act. The key issues covered in this ch;pter

can be summarised in the following points:
# The excise tax is a special tax on the sale, or production for sale, of specific goods or a tax on

a good produced for sale, or sold, within a country or licenses for specific activities. Excise
tax is considered as an indirect tax because the producer or seller who pays the tax to the
government recovers or shift the tax by raising the price paid by the buyer.
< A manufacture of any excisable goods must be licensed by the Licensing Authority and must
- impose excise duty in according with Excise Management and Tariff Act, Capt 147. The duty
must be paid on excisable goods manufactured by the licensee at the rates and in the
circumstances specified in the Act.

% The East Africa Customs Management Act is an act for making provisions for the
management and administration of customs and related matters. It covers all customs and port
matters referring to loading and unloading of cargo or goods on aircraft, motor vehicle, ship
or vessel and pipeline in an approved place such as quay, jetty, wharf or other place approved
by the commissioner. Such places include customs airport, a dry port, a boarding station, and
bonded warehouse.

% The East Africa customs management act further provides for common treatment of imports,
exports and goods on transfer of East Africa Community Member States such as Tanzania,
Kenya, Uganda, Rwanda, and Burundi.

%+ The Airport Services Charges Act covers charges for the passengers embarking aircraft at
airport in Tanzania. It is applied to every passenger on every occasion on which he embark
on an airport to begin a journey or to continue with a journey to destination within or outside
the United Republic of Tanzania.

< The Airport services Act provides that every passenger on every occasion on which he
embarks on an aircraft at an airport to begin a journey, or to continue on a journey broken
more than twelve hours prior to re-embarking, must pay a charge to be known as airport
service charge.

% The port services charge Act 1973 imposes charges for the passengers embarking on shlps at
ports. It is applied to every passenger on each occasion on which he .embarks on a ship or a
ferry, at a port in Tanzania. According section 3 of the act, Port service charge must be paid
by every passenger on each occasion on which he em.barks ona .Shlp or a ferry, at a port in
Tanzania. The port services charges are normally revised from time to time by the finance

minister approved in the yearly finance acts.

% The port services act further provides that every agent shall .col!ect tl‘{e f:harge upon the
purchase of a ticket for ship travel through a port to any destination within 0r_outsnde the
United Republic. The amounts collected by way of the charge shall be rem:ttled to -the
Commissioner General of Tanzania Revenue Authority on or before the last working day of

the month following the month in which the collections were made.

nd transfer Att of 1972 is an act which imposes taxes and

** The Mo hicle tax registration a :
tor ve g vehicles from one owner to

charges on registration of motor vehicles and transfer of motor
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another. The Act requires a tax or charge to be imposed and collected on any motor vehicle
or motorcycle on registration. The tax must be paid as provided for under the 1 schedule of
Motor Vehicle Act and is referred to as a motor vehicle registration tax.

In addition the motor vehicle tax registration and transfer act imposes tax on transfer of motor
vehicles of any description other than tractors which is or has been registered under Road
Traffic Act. The tax is imposed and payable by the transferee at the rate specified in the
Second Schedule to the Act, upon the transfer of any motor vehicle to which the Motor
Vehicle Act applies. ' :
The Vocational Education and Training Act were enacted by the Parliament in 1994 to guide
the vocational education and training (VETA) system in Tanzania. The Act established the
Vocational Education and Training Authority (VETA) as an autonomous government agency
charged with an overall responsibility of coordinating, regulating, financing, providing and
promoting vocational education and training in the country. The Vocational Educational
Authority is authorised to charge a levy known as the Skills and development Levy.

The vocational education and training act provides that, there shall be charged, levied, and
payable to the Commissioner General at the end of every month, from every emplover who
has in his employment four or more employees, a levy to be known as the skills and
development levy. The levy shall be the sum of money equal to six per centum of the total
gross monthly emoluments payable by the employer to all his employees in respect of that
month. The amount to be included in gross monthly emoluments in relation to employees
include: wages, salary, leave pay, sick pay, payment in lieu of leave, fee, commission, bonus,
gratuity and any subsistence, travelling entertainment or other allowance paid to him by the
employer in respect of his employment or service. :

The Stamp Duty Act, 1972 came into operation on July 1, 1972 to deals with charges on legal
instruments for the purpose of authenticating them. A physical stamp or revenue stamp must
be attached or impressed upon the document to denote that stamp duty have been paid before
the document is legally effective. The instrument specified in the schedule to the act are
charged with the duty of amount that is specified or calculated in the manner-specified in the
schedule to the act in relation to such instrument unless it is exempted.

The stamp duty is payable by the person drawing, making, or executing the instrument,
Examples of instruments subject to stamp duty include: lease agreements, sale and purchase
of property agreements, mortgage agreements, purchase of shares and transfer of shares
documents, loans agreements, etc.

The Road and fuel Toll Act imposes and provides for the collection of tolls on the vehicular
use of public roads, and for the matters related to Road and fuel tolls. The Act applies to all
public roads in Tanzania. The Act also establishes a fund to be known as the Road Fund.

The Road and Fuel Tolls Act provides that the road and fuel toll shall be paid by; Any person
upon the purchase of fuel; the owner or driver of a vehicle bearing foreign registration upon
passing-a customs border post; the owner or driver of a vehicle carrying fuel in bulk upon
passing a custom border post for use in Tanzania.

The Hotel Act was enacted in 1972 to deal with among other things the establishment of
hotels boards and the hote] levy. Under the establishment of Hotels Boards the act provides
the means through which the hotel board is established, appointments of members of the
boards, powers of the board and other operational matters of the board. On the part of the
hotel levy, the act provides for the imposition of the levy, exemptions, payment procedures
and other operational matters on the hotel levy. ; :

The Hotel Act under section 26 provides that every owner of a hotel or guest house shall pay,
in respect gf every guest, a levy of twenty per centum (20%) of the hotel charges. The levy
must be paid by the owner in such manner and at any intervals which may be prescribed. The
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levy payable by a guest house owner shall

responsible for the area in question.
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End of Chapter Fifteen Revision Questions

D =

=L 35 P

10.

11

13.

14.

15,

16.

1/
18

21,
22,

23

Describe the meaning of Excise tax.

Mention at feast four products or goods upon which the Excise Management and Tariff Act
imposes tax. '

Distinguish between excise tax and customs tax.

What does it mean by customs duty?

Why do governments impose customs duty on imports and exports?

Provide a brief description of the scope of the East African Customs Management Act, 2004,
With examples distinguish between prohibited and restricted trade as per the East African
Customs Management Act 2004.

Identify the persons upon whom the Airport Services charge is imposed and persons who are
exempted.

Describe how the Airport Services Charges collected by the commissioner general

Describe the term port as defined under the Port Services Charge Act cap 264.

. Identify the persons upon which the Port Services Charges Imposed.
.2

Describe the procedures for the appointment of the collecting agents of the port services
charges.

What do you understand by the term registratioﬁ tax as applied under the Tanzania Motor
Vehicle Act cap 124? :
The Motor Vehicle Registration and Transfer Act cap 124 imposes two components of

charges, namely the motor vehicle registration tax and motor vehicle transfer charges.
Describe how the two are imposed.

Identify the persons or motor vehicle exempt under the Tanzania Motor Vehicle Registration
and transfer act cap 124.

Describe the procedures on which the Skills and Development Levy is imposed as per
Vocational Education and Training Act cap 82.

. Provide examples of persons exempt on the Skills and Development Levy.

. Describe the procedures for the payment of the Skills and Development Levy.
19.

20.

Describe what you understand by the stamp duty.

Describe the imposition and the exemption of the stamp duty as provided for by the Stamp
Duty Act cap 189.

Describe items or persons upen which the Road and Fuel tolls Act imposed.
Describe how the Road and Fuel toll administered and collected.

. Describe how the Hotel levy is imposed as per the Hotel Act cap 105.
24,

Identify person exempt under the Hotel Act cap 105.
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CHAPTER SIXTEEN -

LOCAL GOVERNMENT AUTHORITIES’ FINANCES

Introduction

Article 146 (1) of the Constitution of the United Republic of Tanzania (1977) provides that the
purpose of having Local Government Authorities (LGAs) is to transfer authority to the local people.
LGAs have been given power to participate and to involve the people in the planning and
implementation of development programmes within their respective areas of jurisdictions. I order to
accomplish their economic and social obligations LGAs need funds. Most of the funds come from
either the central governments in form of grants or own sources in form of taxes, levies and charges.
This chapter deals with the administration of major sources of income for LGAs. The sources of
income dealt within the chapter include: Local rates, business licenses fees, local fees and charges,
fines and penalties applicable in Local Government Authorities in mainland Tanzania.

Learning Outcome
After successful completion of this chapter readers should be able to:
< Identify the Legal Aspect of Tax Revenue Mobilization in LGAs
% Describe the major sources of LGAs revenue from own sources and central
Government. .
< Explain the collection methods applicable to the approved local rates, bu§1ness
licenses fees, local fees and charges, penalties and fines among LGAs in Tanzania.

Legal Aspect of the Local Authority Rates, Charges and Fees b
The legal documents to be referred to in respect of local rates and non-tax revenue mobilization in
LGAs in Tanzania include the following: : : 5
i) The Constitution of the United Republic of Tanzania 1977 it i
Article 145, which requires among other things, the enactment of legislation providing for
sources of revenue for local government authorities.

i) The Local Government Finances Act No.9 of 1982 &
’ Part II of the Act deals with funds and resources of local government authorities and Part

111 deals with making of rates and collection of (Property Tax) rates.
iii) The Urban Authority Rating Act No.2 of 1983 : ‘
v It Zmpowers urbantylocal government authorities to levy rates on immovable property and

cribes procedures to be followed. :
1v) TB;isLocaf government Finances Act and the Local Government (Block Grant) Regulations

i ts.
set out operational procedures for Block Gran .
v) The Local Government Finances Act and the Finances Act 2004.
vi) The Local Authority Financial Memorandum 2009.

Major Local Rates in Tanzania
Thejintroduction of new sources and changing ef the rates of charge, can only be effected after the

local authority has passed a by-law to that effect. The procedure for passling. th-e bgrr;:(\; rl:t?snfo;}fo:ns;
A notice to the citizens to make a by-law is made by the Local AutC orltyfl -CA dertion S
objections raised; By-law passed by resolution of the Local Auth.orltyf Eurg:l_,l a“?gv £ respécﬁve
by the Minister responsible for local authorities and; Implementapon of t e yThis Séction P
local authority. There are several local rates irpposn?d by LGAs in ganz;lmal. e
the nature and collection procedures and administration of some of these loca ;
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Service Levy

The service levy is an important revenue source for local government authorities especially the urbap
local authorities. It is a turnover consumption tax imposed on the total turnover of all corporate
bodies. The levy is currently set at 0.3% of the turnover of producers with turnover in excess of
Tsh.20 million per annum.

Collection Methods: _

Industrial or Service levy can be collected in any other three ways, namely direct remittances by
taxpayers; Agency by TRA as this has in hand the necessary tax data; or by LGAs own collectors or
agents;

Tax Administration of Service levy in LGAs:

This is concerned with the implementation of fiscal policy that is the process of identification and
registration of taxpayers; Assessment of taxes; Collection mechanisms, and Enforcement. Good tax
administration requires that everyone pays the right amount and that; All tax revenues should be
properly brought to account by those who collect it. Strategies for enhancing revenue collection
from the service levy include: Identification and registration of taxpayers, creation of awareness to
taxpayers, creation of service levy register for all taxpayers liable under service levy, seeking
information about turnover from each business entity, and proper internal control on collection and
recording.

Local Authority Business Licenses, Fees and Permits

Local Government Authorities derive a substantial amount of money from business license, fees, and
permits. The revenue derived from the local business license and permits help to finance the
operations such as health, education, water, security and local infrastructure of Local Governments in
Tanzania. They are also used as regulatory mechanism on local business activities. The legal
framework for imposing fees on local business licenses and permits is derived from several Acts
including the Business Registration Act 1972; Business Licensing Authority 1972; The Public
Finance Act 2012; 2014, and the Local Government Finance Act 1982. LGAs charge license and
permit fees on a number of transactions and activities. These include but not limited to; namely
Market Fees, business license fees, construction permit, extraction of construction material and
transportation. Some of the examples of license fees are presented here below.

Business License Fees

Local government authorities derive some of their revenues from license fees. Some of the licenses

include: Business License; Intoxicating Liquor License; Tax and pick up licenses; Street vending and
hawking license; Road License.

Other License Fees
LGAs impose and issue license fees on activities, including: Hunting license; Scaffolding license;

Forestry products license; Tax, pick up and lorry license; Fisheries license; Dog license; Livestock
license.

Property Rates

The property taxes are one of the major sources of government revenues in Tanzania. This
The Local Gove.rnment Finances Act No.9 of 1982 empowers a local authority to levy a rate based
on the value of immovable property situated within its area of jurisdiction. On the other hand, the
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Urban Authority Rating Act No.2 of 1983 empowers urban authorities to levy rates on immovable
property and also sets the procedures to be followed in doing so. In utilising these legal provisions,
Jocal authorities have to enact by-laws on the basis of which they can levy taxes.

Administration of Property Rates:

The first step in instituting property rate is to identify the properties to be taxed and creating a
properties register. Norn}ally, the rate is imposed on all types of properties — commercial, industrial,
institutional and residential. For tax purposes property valuations are carried out and valuation roll
preparcd. Valuation may be based on several methods, including; Market values, Replacement Cost
methods, Annual Rental Value; Capital Value; Site Value, Artificial Basis of Computer Aided Mass

Appraisal.

Assessment Procedures:

Assessment of property rates starts with valuation of all properties in the LGAs. The activity is
conducted with professional valuer engaged or employed with LGAs. Once valuation of all rateable
properties has been made and the relative value of each property known and put in record, the next
step is to set a rate. This is done by applying a tariff that is a percentage to a valuation or rateable
value.

Billing: Once the amount of tax to be paid by each property owner is known, bills are prepared and
delivered to the taxpayer by the most reliable method. Also proper records have to be maintained for
all bills sent out.

Enforcement Mechanism ;

The enforcement procedures are those within the law and include: confiscation on golods;
Imprisonment of taxpayer; Attachment of rents; Charge of property; Seizure and sale of premises;
Interest on late payment.

Strategies to Enhance Performance in License and Permits iy
In order to improve revenue performance for fees and licenses, every local government authority
takes action on the following: _ :
o Improve administrative capacity (Training) on assessing revenue base (Businesses,
construction and extraction activities in the LGA). . %
e Ensure accurate collection and maintenance of up to date revenue data for each source o
revenue (Maintain registers for each group of licenses and permltS): ‘ : o
e Review revenue sources and revenue yields often to see whether it is growing or declining

(trend analysis) fat
» Use comparative data between periods as well as between other local authorities of the same

size (cross section analysis). m i :
3 i i rruption
e Ensure that the system of assessing and collection of fees minimizes incidents of corrup
and embezzlement of revenues (computerisation ?f such processes). : . mosia i aviziin
¢ Consider outsourcing revenue collection to private collectors to incre

existing sources. :
. tions.
e Ensure existence of enforcement mechanisms to enforcement sanc

Local Fees and Charges
Fees and charges are the amount of money a
fee and charges are set in line with the amo

Government Authorities derive some amount 0 C _
i i eration
derived from the local fees and charges assists LGAs in financing the op

service user pays for service provided by L_GAs. The
unt it costs to provide that particular service. Local

local fees and charges. The revenue
B g s such as health,
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education, water, security and local infrastructure of Local Governments in Tanzania. The legal
framework for imposing local fees and charges is derived the Local Government Finance Act 1982
and other government orders and guidelines issued by the Ministry of Finance. The revenues are
derived from market fees and charges, sanitation fees and charges, and specific services. Specific
examples of local fees and charges are: Sanitation fees; Sewerage system cleaning; health check-ups
and inspections to service providers €.g. in hotels, butchers, shopkeepers, bars, and guest house; Bus
stand fees, abattoir fee (Slaughtering animals), Auction mart (especially on animal markets), tender
fees, clean waters service fees, School fees, Billboard fees, building minerals charges (sand and
gravels) and others.
Local fees and charges are applied if it is possible to measure the consumption level of individuals or
individual’ households. In practice, fees and charges are usually imposed for one or more of the
following reasons:

* A service may be a public or private good, but because it cannot be provided to all it is

only fair to charge those who benefit from it.

* A service may involve an expensive or scarce resource requiring public consumption
needs to be disciplined. '

* There may be wide variations in individual consumptions, which relate more to chojce
rather than need.

* A service may be utilised for profitable commercial operations as well as the satisfaction
of individual domestic needs.

Other sources of revenue in LGAs
Fines and Penalties

Fines and penalties are the amount derived from fines and penalties imposed on individuals and
businesses for failure to comply with local rates, by-laws and/or other regulations. The revenues
collected from fines and penalties are used to finance LGAs activities. LGAs also raise income
through sale of properties owned by LGAs, renting of LGAs properties and buildings. Income can
also be generated by letting facilities such as social halls, equipment, and social grounds.

The legal framework for imposing fines and penalties is derived in
Act 1982 and the specific local rates b
compliance.

the Local Government Finance
y-laws which provide for specific penalties and fines for non-

Properties, Goods and Services

LGAs can also raise revenue by letting its own proﬁerties, Goods and Services. Revenue
performance for income from LGAs investments such as on property, facilities, goods and services
owned and administered by LGAs can be enhanced greatly if there are known renting and charging
policies in place. Administratively revenue performance can be enhanced by:
*  Preparation of policies on the letting/renting procedures and rates chargeable to the
properties, Goods, facilities and services rendered by the LGA.
* Identifying and maintaining register for all
premises/properties, facilities, goods and services.
*  Maintenance of registers of users/cus
* Maintaining proper records fo
(monthly or quarterly)

LGAs investments assets such as

tomers of LGAs investment assets.
I rent revenues received in a specified period of time

Reviewing rates on rent to take into account changes in circumstances and inflation.
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o  Simplification of modes of payments, e.g. introducing electronic payment systems such
as Maxi-malipo, and mobile phones.

Improving revenue administration capacity (competent staff, equipment etc.).

e  Proper internal controls on payments and recording of revenues,

Central Government Transfers/Grants and Donor Funds -

Central government makes resources allocatlon‘ to LGAs in form of grants or subsidies. These are
e ropriations from the central budget. TheY_involve a transfer of cash although they may also
involve the services of seconded staff o supplies fron centrally purchased supplies. In addltlo?hto
central government grants LGAs also get Sgbstgntlal amounts of money from donors arfx_d '01 be]
development partners in order to expand services in particular arcas which are seen as beneficial by
the Central Government.

Types of Government Grants

Tg;p(}overnment of the URT administers two types of grants, namely grants to ﬁ_nance sle‘:ctoq
services covering education, health, roads and water. The other type Qf grant “is the oc?
Government Capital Development Grant which includes sector grants and capital development grant.

Grants to Finance Sector Services

Local authorities depend on almost a 100% grant to finance social services (educetit;(inaihlfalth, water
and sanitation) thus making them exhcessivgli/ dep::ndentﬁoIgatsl::zl czgtr&l} rgi(z}::::lm;?m trilon %c.’rmula -
The grants earmarked to finance the social sectors ar . A e
follows: Education: 100% based on the number of §ch001 agg_d chlldreq. e L
[ is thus distributed among local authorities 100% in proportion to the num .

i;i]clitclig?cirzasn ?; each local authority. Health: 70% of the_ health grants.pootl le gﬁrﬁzl:tgg IECLS;;;Z;
proportion to population. 10% is distribute.d in proportion to the estlilnezl _eS L s
medical vehicle route in a district (providmg more resources to éupi 1 ;

distributed in proportion to the estimated morbidity count in each LGA.

The Local Government Capital Development Grant (LGCDG) System

: (G) System
The Government administers Local Government Capital Deveﬁl}ﬁf I::) Glf:ltl[il}y(]f_ﬁguzdi)ng ):mder
which provides discretionary development funds to P.GAS' Lot da ot gf minimum performance
this system they must meet stringent minimum conditions (M-C)hall Ca acity Building Grant (CBG)
indicators. There are two grants within the LGCDG namely: The Cap

and the Capital Development Grant (CDG).

Donor Participation in LGAs : : : Juction outcomes. Donors use
_ ; overty reductio : ;
Donors work closely with the key local actors In e p'de additional financial, technical and

: rovi :
the existing agreed national systems ani }zlioc;s(szrtt}? I1?c:duction strategy geared to achieve the
in the implementation of the e A ey within the poverty
&ti?gnililgriorl})elgelgpmenf Goals. They facilitate capacity building initiatives
: . < J tion.
reduction framework and participate in monitoring and evalua

Requirements to Access Donor Participa;lon :

ahite ;
Donor participation may be through ¢ ST
AITangerII)lents/gystem and/or; Speciﬁc‘pfogr.amn.les un;ierr ::il;tile ev}i)de fce 5
For an LGA to benefit from donor participation, it must p

ther: Budget support under the Basket Funding
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It is capable to raise the requi )
LGCDG system. quired counterpart funds which are normally s

7o under the

ted Operation
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Chapter Summary _

1GAs have been given power to participate and to involve the people in the planning and
implementatlon of dc_vcl_opmcnt programmes within their respective areas of jurisdictions. Most of
the funds for z.1cC(vInp11§1111"fg the LGAs activities come from either the central governments in form of
grants OF own SOL}I’UCS in form of taxes, levies and charges. This chapter has covered the tax sources
of income for LGAs. I'he sources of income that have been covered in the chapter include: Local
ates. business licenses fees, local fees and charges, fines and penalties applicable in Local
Government ‘/\uthormes in mainland Tanzania. We summarised the key issues in the chapter in the
following points: :

& Local Government Authorities derive a substantial amount of money from levies, business
license. fees, and permits. The revenue derived from the local business license and permits
help to finance the operations such as health, education, water, security and local
infrastructure of Local Governments -in Tanzania. They are also used as regulatory
mechanism on local business activities.

& The legal framework for imposing fees on local business licenses and permits is derived from
several Acts including the Business Registration Act 1972; Business Licensing Authority
1972 The Public Finance Act 2012; 2014, and the Local Government Finance Act 1982.
L.GAs charge license and permit fees on a number of transactions and activities. These
include but not limited to; namely Market Fees, business license fees, construction permit,
extraction of construction material and transportation.

& The service levy is an important revenue source for local government authorities especially
the urban local authorities. It is a turnover consumption tax imposed on the total turnover of
all corporate bodies. The levy is currently set at 0.3% of the turnover of producers with
turnover in excess of Tsh.20 million per annum.

% The property taxes are one of the major sources of government revenues in Tanzania. The
Local Government Finances Act No.9 of 1982 empowers a local authority to levy a rate
based on the value of immovable property situated within its area of jurisdiction.

& Local government authorities impose license fees on several activities. Some of the licenses

include: Business License; Intoxicating Liquor License; Tax and pick up _Ii.cens.es; ‘St_reet
fees are on activities, including.

vending and hawking license; Road License. Other license :
hunting license; Scaffolding license; Forestry products license; Tax, pick up and lorry

license; Fisheries license; Dog license and Livestock license.

& Fees and charges are the amount of money a service user pays for service provi‘ded by LG.[\S.
i de that particular service.

The fee and charges are set in line with the amount it costs t0 provi .
Examples of local fees and charges are: Qanitation fees; Sewerage system cleaning; health

check-ups and inspections to service providers €.g. in hotels, butchers,-shopkeepers, brfxrs, and
guest house; Bus stand fees, abattoir fee (Slaughtering animals), Auction mart (espemallly_on
animal markets), tender fees, clean waters service fees, School fees, Billboard fees, building

minerals charges. ; .
< The legal framework allows LGAs to imposing fines and penalties (The Local Government

Finance Act 1982). LGAs enact specific local rates by-laws which provide for specific

enalties and fines for non-compliance. : : :
! e by letting its own properties, Goods and Services. This may

< LGAs can also raise revenu . ‘
include stadiums, conference halls, grounds, social hall, plant and machinery etc. .
< LGAs receive grants/subventions from central government. These are appropriations from

the central budget. They involve a transfer of cash although they may also involve the

or supplies from centrally purchased supplies. ]
d other development partners in

beneficial by the Central

services of seconded staff
& LGAs also get substantial amounts of money from donors an

order to expand services in particular areas which are seen as

Government.

259



End of Chapter Sixteen Revision Questions

1. Identify and discuss the major sources of revenues among LGAs in Tanzania.

2. Identify the major Laws governing revenue collections in LGAs and discuss the extent to
which the tax by-laws formulation process in LGAs is participatory.

3. Explain why LGAs impose local rates, business license and permit fees in thejr areas of
Jurisdictions.

4. Discuss how outsourcing has improved or limited the mobilization of business license and
permit fees in LGAs.

5. Discuss the strategies used by LGA to improve the revenues from business licenses fees and
permits. :

6. Identify the major local fees and charges imposed by LGAs. Discuss their operational
successes and challenges.

7. What are the criteria used in the setting of local fee and charges in LGAs?

8. Discuss the strategies used by LGA to improve the revenues collections from local fees and
charges.

9. Explain why local authorities impose fines and penalties to taxpayers in their areas of
Jurisdictions.

10. Identify the major types of investments incomes in LGAs. Discuss their operational successes

and challenges in collecting rent income on LGAs properties, facilities, social facilities,
grounds and others.

11. Discuss the extent to which the narrow local rate base in most LGAs has limited the growth
of revenue mobilization.

12. Discuss the strength and weaknesses of outsourcing in revenue collection in LGAs in
Tanzania.

13. Identify and discuss the major factors limiting the maximization of revenue collection in
LGAs. What are the possible remedial actions?

14. What are the potential benefits of the participatory approach to By-laws preparation and
- implementation in LGAs? -
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TEST PAPERS

Test paper 1

SUBJECT: PUBLIC FINANCE AND TAXATION
INSTRUCTIONS:
1. THERE ARE FOUR QUESTIONS IN THIS PAPER
2. ANSWER ALL FOUR QUESTIONS

3. CALCULATORS MAY BE USED IN ANSWERING THE TEST PAPER
4. TIME ALLOWED IS THREE (3) HOURS.

QUESTION ONE (20 MARKS)
a) Discuss the economic functions of the government (allocation function, distribution
Function and stabilisation function) (10 MARKS)

b) With examples in Tanzania context discuss how government policies influence the GNP aﬁd
the NI (National Income) of a country. (10 marks)

QUESTION TWO (20 MARKS)

Mr. OKEYO is employed by International School of MOROGORO from 1.1.2008

The following terms, conditions and particulars relate to his employment during the year of income
2013:

(vi)  His salary per month is Tsh.1,300,000

(viii) He was entitled gratuity equivalent to 25% of his basic salary for each successful completed
year of service

(ix)  The School provided him with the following benefits:
- Free use of school’s motor vehicle, bought six years ago (Toyota Corolla

use as representing free use of the car

- One night security guard who is on the school’s payroll at monthly wage of
Tsh.250,000
- Electricity, gas, telephone and water bills amounting to Tsh.300.000 p.a. All these

benefits were paid directly to the utility companies since they were addressed to the
name of employer '
- A residential house for the whole year for which he

paid a token rent amounting to
Tsh.10, 000 per month. It is estimated that the market rental value of this house is
Tsh. 160,000 per month.

(x) Other sums met by the employer during the year included:
-  Tsh. 56,000 per month as entertaj
account for the amount
- Monthly duty allowance dhs. 120,000
- He was given Tsh.3 0,000 per month to meet his travelin
about 25% of such for performing his official duties
- Free medical services under the arrangement that required the employer to pay
medical bills for Mr. OKEYO, his wife and up to four children. For the year of
income 2013, this bill amounted to Tsh. 300,000.
- Tsh 130,000 per month to an ins
(xi)  He had two children who are enrolle

subsidised the school fees and bo
Tsh.2,000,000 in tota]

nment allowance. He however was not required to

g expenses. He was spending

d at the same school. During the year, the school
ard expenses of the two children amounting to
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o After successful of year 2013, his contract was not renewed due to emp}oyer ’s financial
(xit) xi";; l'o this effect, he was paid a lump sum of Tsh.2,000,000 as compensation
Crlsls. 1V - P

Refmlr Cldj the total taxable income for Mr. OKEYOQ for the year of income 2013 and tax liability if
Calculate 1 al ld.

his tax bracket is 25% (20 MARKS).

~cTION T ¥ ARKS . st
QUE‘S]’I,(:S l;:;ﬁ:;f lgi(t}el:grise_is )a partnership of three professional buildmg.con‘tractors. On 1
Ms Qlitﬁ:)? 6. there were three partners namely Abdi, Bernard, and Charles sharing profits or losslf:;
January % i 1 1:1 respectively. The partnership’s income and expenditure for_ the calendar year 20h
izl] theei-ial:):l;l- 151’0 Ii{ of 555.820,000/= as given below. The firm closed its first twelve months
showed ¢ I

215t P, 5
accounts on 317 December 2016.

lity Builders Enterprise :
I?Jézflrle and Expenditure Account for the year ended 317 December, 2016

Tsh. 642,000,000
Cross contract income

A 800,000
Profit on sale of motor vehicle 600.000
Interest (1) : 643,400,000
Less: . Tsh. 36,000,000
Salaries to partners@ 12 M/= p.a. : :
Egac;est on capital 4,000,000

i
3,000,000
b i
arles ; . ,600,

Interest on loan — Charles (Commerc:lal_ rate) o 30,000
Life insurance premiums to partner’s life policies 1,750,000
Depreciation on assets 720,000
Partnership office rent : 2,500,000 .
Motor vehicle expenses (2) 3,600,000
Commission — Bernard B : 20,000,000
Staff salaries, labour costs 6,000,000
Supplies and materials 2,015,000
Sundry expenses (3) B 350,000

15,000 87.580.000

Telephone, Telex, Postage 555,820,000

Electricity and power (4)

Net Profit
e Interest
e Intere _
Savings accqunt ........... L;(()}%%%{())
. Fixed Deposit............ e

Motor vehicle expenses
: 25% relates to private usc an
e Sundry expenses
The amount includes:- S
ick -up for the
g g %g[OOéOaOP This was a necessary coS

contract for the firm

d benefits of the partners

hairman of the Tender Committee T'sh.
t+ in order to secure a vital
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* Tax consultant’s fee for a successful appeal against estimated 2015
assessment issued on the partners for late filing of their return of
income Tsh. 15,000
* Electricity and power
Tsh. 5,000 relates to electricity bills paid for partners’ private residence
and 50,000 private telephone calls for partners
Required: .
Determine the taxable income and tax liability of each partner assuming a tax bracket of 20% is
applicable to the partners. (20 Marks)

QUESTION FOUR (20 MARKS)
UBENA Hotel (T) had constructed a modern eleven-storey tourist hotel building for 800mill/=, The
construction of this hotel was completed on the 31. 12.2015, and it was formally opened and certified
by the Minister for Finance on the 1.1.2016, when it started operating at full capacity.
In addition to the main building, the hotel had during the same time constructed:
® A car park adjacent to the hotel structure for 30,000,000/=
* A swimming pool for 17,000,000/=
¢ Small huts for 21,000,000/=
These were used from the same date as the main hotel building
The hotel had the following assets, which were used from the day of its inception:
® Automatic laundry machine, installed in the basement for 12,000,000/=
* A cold storage plant for 20,000,000/=
®An air~c0nditioning plant for 22,150,000/=
5 * Cookers and other Permanent Kitchen wares 18,000,000/=
® Mobile serving wheel trays 2,800,000/=
* Cups, tools and other implements for 8,000,000/= .
* Furniture 99,000,000/=
To keep the small huts clean three mowers costing 5,000,000/= each were purchased
In addition, during the year 2016, the hotel acquired and used the following:
* A Scania bus (35 seats) for 260,000,000/=. This was purchased on the 2™ April, but was
used from the 1% of June

* A second hand delivery van was purchased for 5,900,000/= during May

eIn order to encourage the hote] mdustry, and hence tourism, the Ministry of Tourism
awarded a hotel a twin otter aircraft, which was purchased for 1,700,000,000/=. The
company incurred additional expenditure of 140,000,000/ to make the aircraft operational.

* Zilipendwa Orchestra was officially inaugurated on the 15" July 2016. This was solely for

the entertainment of the hotel guests in UBENA Hote]. The music instruments had cost the
hotel 21,000,000/= - :

As a control against frequent power cut by TANESCO, a generator was purchased for 20,000,000/=
- during August. This was installed in the hote] on 15% August 2016.

The General Manager's Rolls Royce was sold on 10.11.2016 for 50mily/=
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Requilr ei’: depreciation allowance admissible to UBENA Hotel (T) under the 3%° Schedule of ITA
a reci
Sgéflufor the year of income 2016.

! FIVE (20 MARKS) '
QUES{I(O;\ Ld ricz(uls with Garments and was registered for VAT since July, 2010. For the calendar
Kujiaj! resesie

the ret L : Y

nth was as follows.
b November, 2015 Tsh. 8,000,000

December, 2015 ’)16,888,888
January, 2016 52,000,000
February, 2016 ; NI,L

March, 2016 SH00.000

April, 2016
i. Specify the due date for each return
ii. Ca te the total penalty due. : .
" E;}zﬁgtz the total pinterest on unpaid tax (Assume the BoT statutory rate of interes

12% p.a)

iil.

: O G :
3 g J g
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Test paper 2

PUBLIC FINANCE AND TAXATION

INSTRUCTIONS:
° THERE ARE FIVE QUESTIONS IN THIS TEST PAPER
* ANSWER ALL FIVE QUESTIONS

* CALCULATORS MAY BE USED IN ANSWERING THE PAPER

QUESTION ONE (20 MARKS)

a) In most countries taxation are
very much unpopular. Thi iths
governments are compelled to impose them® - o o
Required:
1. Identify various reasons as to why I :
lenti the Tan i
ons iy G y zania Government is co
11. For each reason so identified above explain: (5 MARKS)
= I"l;he tax vghwh is used to achieve the stated objective
- OW such a tax is expected to achieve the identi
et . ¢ 1dentified reason
) e arrlc;i;ensisaorDPAYE was employed as a full time lecturer at KULIPAHIAR] University i
- During the year of Income 2016, he was provided the following facilities: o

anding most

mpelled to impose tax

» Fully furnished house with a market rental of 500,000 p.m. The employer |

claimed Tsh. 350,000 i
sh. 350, p.m. as maintenance cost of i
9 Xas contributing 2% of his salary as rent p.m.O s, PR
Tsh. 50,‘000,000; 5 years loan at an annual rate of 7% Monthly
. z:%aymdents Instalment of the loan was 1,000.000/= ‘ el
rand new car with a capacity of 3000:: fi ’ i 1versi
g %:ﬂlﬁrpomles in the ration of 3:4 respectively. R R 5 i sy
! nﬁ:] ]g?}vﬁ]sgf]t\]y Dc:itribu;e; 20% of his salary to an unapproved pension fund of
_ » and he was contributing 5% )
% and £ 5% to the same scheme.
I;I:)So gzgggy schem;: mglcated that for the first three months 2?3016 Tsh
LUV,UUU p.m. and to be increased by 5% after every 3 ’
$§51:me that the’ BOT interest rate is 17% i
: Intenance costs of
Required: R
Compute the taxable emp
MARKS).

p.a, the employer claimed

loyment income of Professor PAYE for year 2016 (10
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QUESTION TWO (25 MARKS)

Explain the general principal of “ Whole and exclusively incurred for business” as used in

determining business income for tax purposes (5 marks)

b. KIONGOZI Company Limited was incorporated in Tanzania and commenced its business on
|*" January 2016 as retailer of audio- visual products in Tanzania. It has drawn up its first
accounts to December 2016, the draft of which together with the additional information was

a.

as follows:
Notes TZS TZS “000”
“000”
Sales 1 950,000
Dividends 2 5,000
Interest income 3 12,000
Contractual penalties 4 5,000 972,000
Expenses:
Directors fees 5 320,000
Salaries 300,000
Interest expenses 6 80,000
Rent and rates 220,000
Legal and professional fees 7 20,000
Contributions to retirement fund 8 15,000
Depreciation 9 120,000
Travelling and entertainment 22,000
Provisions 10 28,000
Insurance 18,000
Sundries 11 10,000 (1.153.000)

Profit/ (Loss) for the year (186,000)

Additional notes:
1. Sales figure includes TZS 1 million for sale of furniture which was used by the company.

2. The company had bought some shares from City Stock Exchange. These were shares of
Sungura Cement Company which distributed dividends during the period.

3. The company earned TZS 8 million as interest from its bank deposits and another .TZS -
million from a director to whom the company had extended a personal loan. The Director

used the loan to acquire building in Kenya.
4. The amount was received as a result of a business contrac
5. Directors’ fees were paid to the following persons:
Mr. A
Mrs. A ( wife of Mr. A)
Mr. B (Mr. A’s brother )

t which the other party breached it.

TZS 200,000,000
TZS 50,000,000
TZS 70.000.000
TZS 320,000,000

TZS 20,000,000
TZS 50,000,000
TZS 10.000.000
TZS 80,000,000

6. Interest paid to the bank on overdraft
Finance charge on hire purchase agreements
Interest on failure to pay previous years’ value added tax

TZS 10,000,000
TZS 6,000,000

TZS 4.000.000
TZS 20,000,000

7. Audit fees '
Legal fees for staff contracts and retirement funds

Amount paid to Tender board members to
facilitate winning a bid
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8.

10. Provision for debtors ( specific)

Employees contributions
Employer’s contributions

TZS 7,500,000

TZS 7.500.000

. TZS 15,000,000

The contributions were made to an approved retirement fund.

The cgmpany acquired the following assets:

On 2:a January 2010- Furniture and equipment TZS 100,000,000
On 2rd January 2010- Computers and accessories  TZS 300,000,000
On 3™ January 2010- Motor car (station wagon)  TZS 200,000,000

The computers were acquired on hire purchase terms for 12 months. The down pav

21“ 0230{1)25),000,000 was nﬁde on 2nd January 2016 and the first monthly instalm}eni I:)]Ie HII“ZOSf
;000,000 was due on 2™ February 2016. The cash price of computers was TZS 300,000 000

TZS 11,000,000 .

TZS 8,000,000

178 9.000.000

TZS 28,000,000

Provisions for repairs ( estimated)
Provisions for stock obsolescence

11. Sundries included a traffic fine of TZS 3,500,000. The balance was general consumables used

by the office

Required

Based on the information available, determi i
: n th : rmine the t i ' 7 Limi
its tax liability for the year of income 2016. (20 l\fjlail}c(s)ble i e S i

QUE_STION THREE (20 MARKS)
2)) I[\)/;scuss on different types of supplies (5 MARKS)
) Mr. Mkude carries on a business of a retail grocery in Morogoro since January 2001. The

a)

b)

following information is available during the accounting period of July 2016

Purchases made and expenses paj i '
aid i ] i
St it A “};; paid during the period which are VAT inclusive wherever

Item
Cooking oil St g?)% 000
Bags for packing wheat 175 bOO
Electricity 150,000
?ugar 550,000
elfaphone 200,000
Ta invoice books 2509000
Tran_sportation of Milk 150’{)00
Refrigerator 270’000
Wheat flour 400,000
Green vegetable 1503 000
Beer and spirits 300,000
Soff drinks 250,000
irlesh milk 200,000
so, durin i i sl
o Mkudeg the same prescribed accounting period, the following supplies were made by
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QUESTION FOUR (20 MARKS) .
a. Tax incentives are very important 1

. For the year of income 2015 (calendar year),

QUESTION FIVE (15 MARKS)
Public Finance deals with public revenues, :
Identify the major institutions/organs involved in the process an

weaknesses in Tanzania context.

Gross payments received VAT exclusive: Tsh.

Cooking oil 600,000
Sugar 450,000
Toilet soap 630,000
Laundry soap 510,000
Wheat flour 200,000
Green vegetable 160,000
Beer and spirits 290,000
Soft drinks 160,000
Fresh milk 200,000

The following additional information is also available:
i.  The amount of beer and spirits supplies includes deposits for bottles taken out by

customers amounting to Tsh. 20,000/=

There was cash loss of payment received in respect of supply of soft drinks, of
which Tsh. 40,000. This has not been included in the payments received during
the month.

One crate of beer worth Tsh. 14,000/= was taken for personal consumption by the
owner of the grocery. The amount was not included in the payment received

during the month. ‘
Milk worth Tsh. 20,000/= was returned by customers during the month for various

1.

il

iil.

iv.
reasons. This has not been subtracted from the amount shown above.
v.  No cash discount were allowed or received during the month.
Required: : ‘
he month of July 2016,

Calculate the QUTPUT/INPUT tax payable/refundable for t :
using the method provided under the VAT Act 2014 and its Regulation (15 MARKS)

n order to attract investors. However, attention should be

directed to some other factors for successful investments” Identify factors, other than taxation

that may influence investments ( 8 MARKS) : e
Kinjekitile Co. Ltd managed to furnish provisional

axes within the due dates. The estimated income for the year
was Tsh. 200 million/=. On 31 July 2016, it received a notice from the CIT, requiring it to
furnish a regular return for the year of income 2015 within 60 days of the date of service of
notice of assessment which was dated 15" July 2016 and posted on the same date.

The firm, however, submitted the return on 31.12.2016 declaring income of 300million/= and

paid the total tax due on the same date. :
Required: Compute the total tax liability paid

returns and paid the provisional t

on31.12.2016 by the company (12 marks)

approval and implementation.

budgets, administration, :
d show their strengths and

Test paper 3
PUBLIC FINANCE AND TAXATION
INSTRUCTIONS:

-« THERE ARE FI{/E QUESTIONS IN THIS TEST PAPER

e ANSWER ALL FIVE QUESTIONS
¢ CALCULATORS MAY BE USED IN ANSWERING THE PAPER
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QUESTION ONE (20 MARKS)
a. Dfscuss the argument for and against public debt (10 marks)
b. Discuss the factors contributing to non-compliance to tax laws in Tanzania (10 mark)

QUESTION TWO (30 MARKS)
MBA “LTD. 1s a multinational company based in U.S. This particular company intends to st
operations in Tan_zania ar}d make a number of investment portfolios in various Secto;s ofb te}tlrt
gcg)(r)lgmyilffhe comipany wxshe_s to start its operation in January 2015, with an initial capital of USDe
5 . million. It will operate in the sector of manufacturing of cotton clothes, footwear and other
eather products to be sold within Tanzania. The company also will also engage in selling petro]
produ.cts (fuels and gas) to local customers across the country. The company will impo%tpnlz:gteurg
machmery fr01?1 U.S and some from Europe and Japan for a value of Tsh. 8,000 million. It ill aln
import crude oil ‘from Asia and make refinery plants in Tanzania. ’ e
eTll;ztcprilpany will buy raw materials from local sources. Other local resources will include labour
+ tricity, water and statloner_y.'A total of 350 workers will be employed by the company, T’he wa ,
1l 1s projected to be 4,000 million Tsh. for the first year and expected to increase at the rate of 10%/6
E;r antmcllm. Sales revenues are projected at Tsh. 40,000 million (without VAT) for the first vear and0
TS1})1ec5 (e)O Booz)ni:;?ﬁ?e at E)he_ rate? of 20% p.a. The company fixed assets are expected to have a ~value of
metimd i)urch illion. eprec1at1c_)n allowances‘ are expected to be 37.5% p.a. on declining balance
b aré taxabid;essu gglizzwfﬁi?ﬁf;lpand other ;rclipu;s are expected to be 50% of sales and of these
urposes and the rest are i i '
sa;eg are taxab.]e sales for VAT purposes. Other operating e‘z{;emnls);suggt;rss I;Ei;zs-a?%wﬁvefir‘ o
million (excluding depreciation) and will be constant over the three years’ perioc-:]i e

MB . : : .
o BﬁnTEZDTaIEO 21:)1;[)end:§ t_o Invest part of its funds in the financial markets in Tanzania in shares and
govemmém 1 O.nds SIEIHIOH will be invested in local company shares and 300 million on 5—Years
- >nares are expected to yield dividends equival 159 ;
il Capoen o . quivalent to 15% of the value annually.
S g0\ ent bonds are at the rate of 10% p.a. payable annually.
a) rTnl:;l acg(;rrrrllpee:lrtlyc') ;ﬁ?agfm;?t hz;s approached you as a tax consultant; make a report to the
. valuable information on applicabl : , i

. ?x reliefs, allowances and deductions. (8 1\/[::15(2)lca A v A

E;)) S;‘lz;:;ri ;1 thrc;e years statement of projected taxable income of the company (10 Marks)
mputation whenever possible of all the tax liability of the company over the three

years, assuming tax rates do not chanee ove i
r that time.
Assume the following: = e. (12 Marks)

Corporation tax rate 30%
VAT rate 18%
Withholding tax 10%

E;I)I =] 5 /ﬂ /

Road toll 100 Tsh. for 1 liter

Import duty 10%

Capital gains tax 10%

In any other case make your own assumptions
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QUESTION THREE (25 MARKS)
a) Over time, most developing countries including Tanzania have resorted to tax incentives in
order to attract foreign investors and promote investments in their countries. However, a lot
of criticisms have been raised by scholars and the general public on the poor performance of

tax incentives.

Required: e
Discuss the argument for and against tax incentives for investments growth in developing countries.
(10 Marks) :
b) In vear 2016, the Commissioner of Large Tax payers received a return of income of
UVUMILIVU Ltd showing a net profit of TZS 214,136 computed after making the following

deductions:

TZS

Sales 273,970,710

Cost of sales 150,000,355

Gross profit 123,970,355

Operating expenses 27,000,000

Other expenses 96,756,219
214,136

Net income

Included in other expenses item is a list of the followings:
a) Exchange loss of TZS 42,143,000 on importation of raw materials
b) Compensation to terminated employees — TZS 618,500
¢) Amortized amount to replace a roof — TZS 4,73 3,000
d) Payments made to remove erroneous terms of a loan contract — TZS 821,000
¢) Penalties for VAT — TZS 3,500,000
f) Political parties contributions — TZS 1,007,450
g) Board meeting expenses — TZS 4,753,205
h) Incentives — TZS 1,473,741 '
i) Treasury loan used by the Director to go abroad on vacation —
j) Cost to prepare revised accounts — TZS 1,232,456
k) Construction cost of a new laboratory — TZS 13,520,620
1) Cancellation of contract — TZS 8,326,124
m) Salaries for future services — TZS 6,577,000

laries from terminate
n) Legal cost for unsuccessful recovery of sa
Assume you are in charge of one of the Audit Teams at the large Taxpayers Department

Commissioner of Large Taxpayers has assigned you the tax file of UVUMILIVU Ltd.

TZS 3,543,123

d employees — TZS 627,000
and the

Required:
Apply the provisions of the Income Tax Act,
payable by, UVUMILIVU Ltd. (15 MARKS)

2004 to determine the taxable income for, and tax

QUESTION FOUR (25 MARKS) :
Most multinational companies suffer douple taxatl
there are no tax treaties between countries qf operal
various ways to reduce or evade tax liabilities internationally.

on on cross boarder transaction, especially where
erations. Similarly. Multinational companies use
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Required:

a) Identify and discuss the major forms of double taxation experienced by multination
b) With examples discuss the various forms of tax avoidance and evasion that are likely to be

¢) Comment on the powers given to the Commission general of TRA/Minister for Finance in

companies. (8 Marks)
used by such multination companies? (9 Marks)

combating tax avoidance and evasion in Tanzania (8 Marks)?

Test Paper 4
SUBJECT: PUBLIC FINANCE AND TAXATION
INSTRUCTIONS

L

N v W

There TWO section in this paper. Section A and B which comprise FIVE questions
Answer ONE question from section A :

Answer ANY THREE questions from section B

In total attempt FOUR questions

Marks are shown at the end of each question

Calculate your answer to the nearest iro decimal points where necessary

Show clearly all your workings in respective answers where applicable. -

SECTION A

22.

g

Compulsory Question

QUESTION ONE (40 MARKS)
P{}Ewh finance degis with not only the way in which public treasury operates, but also deals
;Vl : t € repercussions of allternatlve policies which the treasury might adopt and accordingly

eils_ v\lfllth questlon‘ of ch_01c‘e of these policies and operations. Public sector is viewed as a
public household with objectives of allocation of resources; adjustments in the distribution of
gcoxpe gnd wealth; and stabilisation of prices and employment: ’

equired: Discuss th j ivisi ic e i isci
Ma?-ks) ¢ major divisions of public finance as a social science discipline. (08
There are two common mechanics of i i

: | . public financing. Government provid )

services directly while others are funded publicly but provided privatI::ly Tl e

Required:
What is the difference between these two mechanisms of public ﬁnaﬂcing? (8 Marks)

24,
25.

26.

27.

28.

E}l{fclj;;l ttlll}e concepti h(;f 1eeg(ag§s and injection from the circular flow of income (6 marks)
. € means through which the governme i .
like Tanzaniz (6 Marks) g nt can influence GDP and NI of a country
eP:béifd'fxper}Ic}lllmre should be incurred bearing in mind the main principles of public
bepseexi lallfse- artel etf(z[;e, at the most fund_amental level government spending decisions could
b5 npe edso ; e 0v§rall economic Problem of allocating scarce resources amongst
o é‘:; : expeni]rilt rﬁqureHle}ilt_S(i ffIdentlfy and discuss the main principles of assigning
ure across the different levels of th
The ero ; : : : ¢ government. (4 Marks
o ngle \gt_h and th'e size of pul?llc expenditure differ from country to country a?nd from time
pen : ; 1scuss this statement in the context of Tanzania (4 Marks)
udge i ; 5 ‘
get usually covers a period of one year, known as a financial or fiscal ‘year, which may
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SECTION B:

THERE ARE FIVE QUESTIONS IN THIS SECTION, ANSWER ANY THREE QUESTIONS
FROM THIS SECTION

QUESTION TWO (20 MARKS)
professor MILIMA MREFU has been a Professor of Accounting and Marketing and head of the
Research and Publication Committee of the School of Business of ABCD University. The University

has a housing

scheme, under which it provides accommodation to its staff who then suffer an 8%

deduction on their salaries as rent. The following information is also available.

u)

z)

Professor MLIMA was employed under expatriate terms which provided for among
other things a salary of Tsh. 8,000,000 per month, but was increases at the rate of 2%
after every four months. He is given a free house. The market rental for this house is
estimated at 600,000 p.m. The total bills in this house for the year 2016 (electricity,
telephone and water) was Tsh.1,500,000

He was appointed by the Centre for the promotion of Exports from Developing
countries to carry out a market survey in Tanzania on the market for developed
countries and products for exports to Europe. He was paid the full costs of the study
and an -additional fee of Tsh. 15,000,000. This study was carried out during the
months of March and April, 2016

On a part time basis, he was offering consultancy services to Morogoro Business and
Management Consultants firm. For this, he was paid Tsh.200,000 per hour. During
2016 he spent 50 hours with the firm

His birthday coincided with Easter, 2016. During the 2016 Easter celebrations, the
University awarded him a birthday present worth Tsh. 1,920,000. In addition, another
present was given to him by his fellow workers. This was valued at Tsh. 2,840,000

He was required to appear in the quarterly meetings of the University Senate. The
University paid him 12% of his salary for attendance of each of such meetings.
During 2016, he attended all such meetings held while he was still in employment.

A distribution of surplus made from short courses and consultancy carried out at the
University during 2016 was made in May 2016 to all the workers. Professor MLIMA

received Tsh.12,000,000 from this distribution during 2016

aa) He was provided with a car (2500cc) which was wholly used for domestic purposes

by his wife. This car was purchased by the University as brand new for Tsh.
20,000,000 in year 2015.

bb) As part of the contract of employment, the employer was required to contribute an

amount equivalent to 15% of his salary per month to a private pension scheme
established in INDIA. The scheme was not approved by the Commissioner. This was
paid by the university for the months from June to December, 2016 only.

cc) He received interest from the NBC of Tsh. 15.000,000 and a dividend from a local

company of Tsh.7, 500,000. No withholding tax was deducted at source.

dd) Upon completion of his contract, the University met the expenses of 10 million for

Required: Calcula _
taxable income of Professor MLIMA for the year of incom

transportiﬁg him and his belongings back home to India.

te the employment Income, Business Income, Investment income and total
e 2016. (20 Marks) :
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%UESTION THREE (20 Marks)

a). Since its independent, Tanzania has experi i i

_ dent, Tar perienced an increasing trend of its publj .

1\:\fl‘fhout a cor.respondmg public revenues leading to a high Public debt. Discussptlil h?" ?Xpenditure
ave led to this trend overtime (10 Marks). Eamaid

b. Discuss the role of the major instituti i -
A i ajor Institutions involved in the budgetary process in T anzania (1(

QUESTION FOUR (20 MARKS)
a. Comment on the statement that “ Taxati 1
-on : ; ation under the ‘benefit ? ates -
similar lines as prices function in a free market” (5 marks) S R il the

¢. The princi ; :
greiit};;nilp-le of bf.?neftlt arlses.frqm the need that greatest beneficiaries should mak h
S ax contrlbuthn. This is indeed the essence of fairness. It finds c:ome .
liaPI;Ie fo(rmsiil:}? eta;rxp Ebhc %“;_‘;SS whereby only those who pay and consume the gOOdSIT;TEl
SR ation. With examples discuss the ] :
principle in Tanzania context, (10 Marks) argument for and against of this

QUESTION FIVE (20 MARKS)

It is a common 1 |
§ale i vlir?;;;eiflotr) (s)gglvg.mmfnt éeve;ue authorities in different countries to change tax rates
irect and indir i implicati
S ¥ i ect taxes. Discuss the implication of changes in taxes
g. Den}and an.d sgpply of goods and services ( 5 marks)
. Savings of individuals and companies ( 6 Marks)
fi. grod}lcer and consumer surplus (5 Marks)
- lax mpact on Consumption on wages and employment (4 Marks)

QUESTION SIX (20 MARKS)
a. Differentiate between final
‘ and statement of esti
| 12300411..De:;10r1be the contents of such returns (6el\s/llar;11?§d RS e A
3 X a . . . i i
Explain the implication of the various tax assessments admissible b issi
g};;me tocal 4 Mok} sible by the commissioner for
c. VO Ltd t i i
s incomgvggffzm;lneﬂzs accountn}g period epds on 30" June of the calendar year. For the
e ,C'o ompany did nostt furnish provisional despite being reminded to do
S provisionai nsequently, on 31% December 201 1, the commissioner made the best
AL liabiligzssecs);n:ﬁm gor th% year on income of Tsh. 500million and the company
_ 18 date. The remaining i
fiie e ina i : aining instalments were subs i
owever, the company failed to file the final return on the del?:ilzi]e); };ﬁlltd d?ill

so on February 20" April 2013 indi
e and indicated a taxable income of 550 million. Assume BoT

Required:

i Comppte the tax liability on the date
provisional assessment (4 Marks)

ii.  Summarise the tax informat;
at - rye "
- filed the final return (4 Mark:«(;n and tax liability applicable on the date the company

d. Describe wh i i
what constitute to investment income as per Income Tax Act 2004, ( 2 ks)
. ( 2 Marks

the commissioner made best judgment on
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Test Paper 5

pUBLIC FINANCE AND TAXATION

TIME ALLOWED: THREE HOURS.

GENERAL INSTRUCTION

There TWO section in this paper. Section A and B which comprise SEVEN questions
Answer ONE question from section A

Answer ANY FOUR questions from section B

In total attempt FIVE questions

Marks are shown at the end of each question

Calculate your answer to the nearest two decimal points where necessary.

Show clearly all your workings in respective answers where applicable.

[—

RS- NEV R RIS

SECTION A
Compulsory Question

QUESTION ONE (40 MARKS)
a) There are various arguments for and against government intervention in the economic and

social affairs of the people in a country. Some have argued that since the government is
generally inefficient in resource utilisation, the private sector should be left to manage and

s of the people in a country. Discuss this statement. (15 Marks)
nciples used for measuring an

1 level of production of
al Income Accounts of a

provide the need
b) National income accounting is a set of methods and pri
economy’s overall performance, focusing especially on the overa
goods and services. Discuss why it is important to analyse the Nation

Country. (5 marks)

¢) With examples in Tanzani
influence GDP and National Income
application (10 marks)

d) Identify the principles of assigning expen
Marks)

e) Discuss the various ways in which t

a Context discuss the extent to which government policies
of a country, also show the limitations. of GDP

diture across different levels of government (5

he government can use the budget surplus (5 Marks)

SECTION B
There are FIVE questions in this section. Answer any three questions.
QUESTION TWO (20 Marks) : '
Write short notes on the following taxation theory concepts:
a. Tax base (4 marks)
b. Tax yield (4 marks)
¢. De-regressive taxation (4 Marks)
d. Factors affecting taxable capacity of a country ( 8 Marks)

(20 Marks)

QUESTION THREE (20 MARKS)
a. The EFD (Electronic Fisca
government through TRA in July

ensure that taxpayers acquire and use EFD
Required: Identify the key benefits on the use o

Marks)
b

1 Devices) machines were effectively introduced by the
2010. The objective of introducing EFD machines was to

machines on every sale made.
£ EFD to Traders, buyers, and government (10

With examples discuss the distinction between ad-valorem tax and specific tax systems (10

Marks)
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QUESTION FOUR (20 MARKS)
PROTEA Hotel (T) had constructed a modern eleven-storey tourist hotel building for 400mil}/= The
construction of this hotel was completed on the 31.12.2014, and it was formally opened and certified
by the Minister for Finance on the 1.1.2015, when it started operating at full capacity
In addition to the main building, the hotel had during the same time constructed:
- A car park adjacent to the hotel structure for 3,000,000/=
- A swimming pool for 7,000,000/=
- Small huts for 1,000,000/=
These were used from the same date as the main hotel building
The hotel had the following assets, which were used from the day of its inception:
- Automatic laundry machine, installed in the basement for 2,200,000/=
- A cold storage plant for 2,000,000/= ,
- Anair-conditioning plant for 2,150,000/=
- Cookers and other permanent kitchen wares 800,000/=
- Mobile serving wheel trays 800,000/=
- Cups, tools and other implements for 400,000/=
- Furniture 9,000,000/=

To keep the small huts clean three mowers costing 50,000/= each were purchased
In addition, during the year 2015, the hotel acquired and used the following:
- A Scania bus for 2,600,000/=. This was purchased on the 2™ April, but was used from the 1
of June
- Asecond hand delivery van was purchased for 900,000/= during May
- A new Rolls Royce for the General Manager was acquired for 80,000,000/= which was
wholly used for his private purposes. While on duty, he used the hotel Range Rover, which
was purchased for 40,000,000/= ; ‘
- In order to encourage the hotel industry, and hence tourism, the Ministry of Tourism awarded
a hotel a twin otter aircraft, which was purchased for 70,000,000/=
- Tupendane Orchestra was officially inaugurated on the 15 July 2015. This was solely for the
entertainment of the hotel guests, in Banana High Classic Hotel. The music instruments had
cost the hotel 1,240,000/= j
As a control against frequent power cut by TANESCO, a generator was purchased for 10.000,000/=
during August. This was installed in the hotel on 15" August 2015 '

The General Manager's Rolls Royce was sold on 10.11.2015 for 30mill/=
Required:

LY

Calculate depreciation allowance admissible to PROTEA Hotel (T) under the 3™ Schedule of ITA -

2004 for the year of income 2015 (20 Marks).

QUESTION FIVE (20 MARKS) .

(a) R Insurance .Company Ltd is carrying on general insurance business. The company also re-

Insures certain risks in Company A outside the United Republic.

Thg ﬁnancigl statements of R Insurance Company for the year 2015 showed the following:
Tota} premiums derived sh. 5,200 million/=. This amount included sh. 400 million/= premiums
recelvefi dur}ng a year of income which will cover risks for a period after the end of year 2015
(unexpired rlsks).. Outward reinsurance was 2,500million/=. Rental income was sh. 100milion/=.
Interest qn.dep031ts with the financial institutions sh. 100/= million. Gross claims incurred were
1,100 million; this included claims that were incurred but not reported of sh. 600 million.

Commission payable sh. 700 million/=. O erating and oth i i '
e Ml p g other expenses incurred in conducting the

Reinsurance proceeds received during the year form company A werc;, sh. 500 million/=
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Required: calculate the taxable income of R Insurance Company for the year of income 2015. (10
Marks). '
(b} Joio Pension Fund was an unapproved pension fund established in year 2010 and in year2013
 the fund was approved by the commissioner as an approved pension fund. In September,
Year 2015 the fund ceased to be an approved pension fund.
During vear 2015, it received contributions on behalf of resident individuals at the rate of sh.
2{'}0,0{;0,(}00 per month, and other contributions to the fund from non-residents were at the rate of sh.
100,000,000 per month. The retirement payments made before September 2015 were 200,000,000,
but during the year 450,000,000 retirement payment were made to resident individuals.
Jojo Pension fund also received rent of Sh. 90,000,000. Minor repairs were made to the rented
building of Sh. 2,500,000 and security expenses paid of Sh. 600,000. Administrative expenses were
35,000,000. The fund’s accounting date is 31% December.
Required: Calculate the total tax payable in year 2015. (10 marks)

QUESTION SIX (20 Marks) ' | ‘
a) Robots and Assembler Design Makers, a domestic permanent establishment of a non-resident
entity, has the following information about its financial affairs for year ending 31st December 2015.
i.  Net cost of assets at the start of the year was Tsh.20,000,000 .
ii.  During year 2015 it issued 2,000 shares each at Tsh.1,000 but the market value of
shares has since increased to Tsh.1,050. ‘ o
iii.  Written down value of the depreciable assets at the end of the year was Tsh.10,
000,000 and the values of other assets were Tsh. 5,000,000. &
iv.  The company borrowed Tsh.3,000,000 from various lenders and the costs of liability
were Tsh.1,500,000 during that year. .
v.  The company has total income of Tsh.40.000.000 during the year before deducting
previous unrelieved loss. _ .
vi.  Corporate tax rate was 30% and tax rate for repatriated income was 10%. inft
vii.  The balance of accumulated profit account was Tsh.10,000,000 on the credit side.
Required: . ] _
i). Calculate the tax liability of the company for the year ending 31st December 2015. (10 Marks) :
ii). Discuss the standards and methods used in sctting transfer prices that are acceptable for taxation

purposes (10 Marks)
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THE END
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