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ABSTRACT
This study aimed to assess the effectiveness otralac Fiscal Device (EFD) in the

collection of Value Added Tax. The study aimed $tablish if the Electronic Fiscal
Device had increased the collection of VAT andhére are any associated costs in
using them. However the general purpose of thidystuas to determine by how
much EFD has increased or decreased the colleatioW&T since its introduction
in 2010. The population under study comprised d AT registered taxpayers
with EFD in Morogoro according to the regional TR#ice’s records. The main
instrument of collecting primary data was questaires while secondary data were
obtained from the TRA regional office. Analysis d&ta was mainly done using
descriptive statistics. The findings (EFDs havetebuated to VAT collection) of this
research project will assist the Tanzania Revenuthdkity on looking ways of
improving the collections of VAT and ways of adnsiteiring and using of EFD by
VAT traders. Data were collected from 80 registevéd traders in Morogoro town.
Out of the 80 registered VAT traders to whom thesfwnnaires were administered,
80 of them responded to the questionnaires excepbrne questions which seemed
to be difficult. This gave a response rate of 1@€cent. Based on the results from
data analysis and findings of the research, onksafkly conclude the following;
First, Tanzania has witnessed significant changesiany aspects of its economy
over the last five years, but like most develogingntries, it has had to contend with
the common problems that plague tax systems oflogwg countries (Karingi,
Wanjala, and Dec, 2005).

Second, there is net increase of 38% in VAT calbest since the introduction of
EFD as per Morogoro tax region based Morogoro toWmrd, EFDs are not cost
effective to VAT traders on using them. Fourth, EBBost effective for the revenue
authority in terms of acquisition and administratid=ifth, EFDs have so many
challenges and problems to traders, and the revauiierity. Sixth, traders are not
aware of their legal obligation over the usage BDE. Seventh, EFD regulations are
not properly complied by taxpayers. Eighth, invaamg tax compliance and other
EFD challenges were the major reasons to why tsadex not complying with the

EFD provisions.
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CHAPTER ONE
INTRODUCTION AND BACKGROUND INFORMATION

1.1 Background to the study

Since the establishment of Tanzania Revenue Auyh¢FRA) in 1996 under the
Tanzania Revenue Authority Act chapter 399 of thes (Principal Legislation)
revised Edition of 2006 the major concern amongeottunctions has been on
increasing central government can finance its wariprojects which are keys to
economic development. In many developing countreedack of public service
provision slows down economic growth and undermefésts to improve the living

standard of the population.

There are a number of reasons for the failure afyrmgovernments in developing
countries to collect sufficient tax revenues. Acliog to Nightingale (2002) “No one
really likes paying taxes yet they are inevitalde the provision of social welfare”
James and Nobes (2009) and Nightingale (2002) weftileg (Smith, 1776) posit that
a good tax should have the qualities of equitabigfficiency, neutrality, flexibility
and simple. These principles still holds today @&wen act as a guide for policy
formulation. However, the ability to achieve all ansingle tax policy is practically
impossible; hence Nightingale (2002) stated thatethis no good tax. This is because
an efficient tax might be inequitable.

In (2011) the Commissioner General for TanzaniaeRae Authority reported that,

In 2005, the average tax revenue to GDP (Gross Bten€roduct) ratio in the
developed world was approximately 35%. In the dgpielg countries, it was
approximately 15%, and in the poorest of these tt@ms) the group of low income
countries, tax revenue was just 12% of GDP. Whil&anzania in the financial year
2004/2005 and 2009/2010 the average tax revenu&sDi® were approximately
10.8% and 14.6%respectively. This gap can partlyekglained by the fact that
demand for public services increases more thanoptiopally as income rises. But it
also reflects weaknesses in the ability of develgpiountries to raise the revenue
required for the provision of adequate public s=si



However TRA has been working out to increase themee collections to GDP by
setting different strategies depending the natacetgpe of tax. Strategies have been
set to VAT too due to its unstable growth and lomtcibution to total revenue. In
(2011) the commissioner General for Tanzania Rexekuthority reported further
that in 2001 VAT and other income taxes contributedly 30% while large tax
payers contributed 70% of revenue collected by stimerevenue department.
However strategies such as introduction of EFD 01@ and review of VAT
structure were proposed to be done purposely teease VAT collections. The
report of the commissioner general had proved,etheas a problem on VAT
collections and thus why EFD has been introducdabtist collections. This gave the
researcher enough confidence and courage to coadesearch to see if there is any
positive change on the VAT collections since thieoiduction of Electronic Fiscal

Device.

1.2 Statement of the problem

In July, 2010 TRA introduced Electronic Fiscal Dmvas one among other strategies
towards increasing collections of Value Added Take Electronic Fiscal Device
(EFD) has been introduced to VAT registered traderder the "The Value Added
Tax (Electronic Fiscal Device) Regulation, 2010" Subsidiary Legislation,
Government Notice No. 192 published on May 28, 204:0d enshrined in the
Finance Act 2010 with the main aim of enhancing Védmpliance in Tanzania.
TRA’s new EFD system became effective on July I,G2(Finance Act, 2010). The
system aimed at allowing the tax officers to getr@tt sales information from
business people, reduce tax collection costs afgingebusinesspeople to comply
with the Value Added Tax (VAT) regulations amondpats. For this case EFD is
very popular to VAT traders as it has become padt parcel of their business life.
Also the introduction of EFD to VAT registered tead was termed as EFD phase

one.

Since the introduction of EFD, different stakehotdsuch as law makers, public,
suppliers of the machines, taxpayers, TRA itseljutatory bodies such as TCIA and
other revenue authorities of different countriesolithave not adopted this system

have been eager to know its contribution on revenugkewise the debate has been
2



on whether the system benefits the traders. TCQDLZ) pointed out that there are
challenges on the use of EFD by both VAT traderd &RA in the other hand.

Earlier indications were that it assists tradersuoh ways as;

Lumumba O.M, Obongo B.M, Magutu O.P (2010) on tistuidy of the effectiveness
of electronic tax registers in processing of vahaeled tax returns pointed out that
EFD, Saves time initially wasted in perusing ofamels. Reduction in tax preparation
costs for example those paid to tax agencies. Rieduin labor costs e.g. Overtime
cost, good record keeping — increases profits.ebs®s efficiency in businesses.
Reduces costs of tax refund claims. This study thasefore conducted to ascertain
if this was really the case and to what extent ltlais been possible. Also the adoption
of Electronic Fiscal Device by traders as a medmsaxressing daily sales has been a

court battle for a long time.

Traders claimed that there were punitive operagmgenses that the TRA was
unwilling to bear besides the actual cost of thechmmae especially on second
purchase of machine. On the contrary TRA was ofvibes that the EFD machines
help increase efficiencies in operations as well imsVAT collections and

compliance. It was therefore important to asses®ffectiveness of EFDs by traders
in processing sales and if their use had alsotedsibe Tanzania Revenue Authority
to collect as much VAT as possible. However thiseegch aimed at finding and
analyzing the impact of Electronic Fiscal DeviceF[B adoption as a VAT

collection strategy on increasing VAT collectionsTianzania as well as responding
to different questions of stakeholders on EFD, empy VAT traders in Morogoro

region.

1.3 Objectives of the study
1.3.1 Main Objective
The general objective of the study was to assessirtipact of EFD on VAT

collections.

1.3.2 Specific Objectives
The study intended to achieve the following speafjectives:



I. To examine the increase or decrease of VAT cotlastsince introduction of
EFD.

ii. To assess the efficiency Of EFD to VAT traders @Ra\ on using them.

iii. To examine the problems and challenges faced onnatering usage of
EFD to traders and the revenue authority.

iv. To find out the awareness of traders on EFD regulatand their legal

obligations to the use of Electronic Fiscal Device

1.4 Research Questions:
The study intended to answer the following researgtstions:

ave EFDs increased/decreased VAT collections?
(i) Is the use of EFD efficient to both VAT traders aadenue authority?
(i) What are the major problems encountered on adrarmsgtthe use of EFD?
(i) Are VAT traders aware of EFD regulations and tladbfigations on using
the EFD?

1.5 Significance of the Study

This study is important because the governmentneyeollection performance is
part and parcel of public expenditure in sociabrexnic and administrative sectors.
This study will shed light to decision makers sashgovernment in reviewing the
existing return processing system and policy corepts influencing the

performance of TRA.

The findings of this study is useful to differetdileeholder including the government
and other policy makers in reviewing and formulgtirelevant policies that will
enable the government to improve its VAT collectaord all tax revenue collections

as a whole.

The study also contributes to both theory and pdbg creating a source of home
tailored literature for future use in Tanzania as &s VAT revenue collection is
concerned. Given the novelty of this area of ingasion, future researchers will be
aroused for making more enquiries as broadly abdgstly as possible. The study
report enriches the researcher’s capability toesearch, and serves as a reference

material to other scholars.



1.6 Delimitations and Limitations of the study
The coverage of the survey was mainly in Morogoegion. This was due to

budgetary constraints faced by the researcherdtitian, the time factor was a
constraint because the researcher was working timé at Tanzania Revenue
Authority-Morogoro Tax Region while doing the res#a Poor response rate to
questions was a barrier as most traders were aglutd give out their opinions about
tax issues. Also a literature for review was a tiation considering that EFD is still
an emerging issue in terms of publications leavengay leaflets and TRA

magazines.

1.7 Scope of the study
This study is for examining the impact of EFD in VAontribution, so it only dealt

with Taxpayers whom are registered to VAT, befard after the introduction of the
EFDs. These traders are the ones whom Annual $ahge to Tsh 40million and
above. Also the study covered all categories oinasses such as Service Providers,
Wholesalers, Retailers, Hardware, Super marketsptr@cors and Engineers.
Meanwhile, only one region had been chosen undsainggstion that the behavior
patterns of traders all over the country are almsesbilar. Also the VAT

administration strategy of using EFD is as welliknto all tax regions.



CHAPTER TWO

LITERATURE RIVIEW
2.1 Introduction
This chapter reviewed the literatures from différstudies in order to capture ideas

and arguments which guided the development of tilsys |t is based on theoretical

literature review and literature review from earktudies.

2.2 Theoretical literature review
Baurer (2005) argued that it is a well-known fadatithe revenue generated from the

taxation of individuals and businesses is an ingydrtstream of income for
government. In an economy like ours that is strmggto remain afloat, it is even
more important. Tax revenue is the source of fumgkd for development projects
such as provision of infrastructure like good rqadable power supply, stable water
supply etc. All of which combine to create an emapkenvironment for businesses —

and in turn the economy at large- to grow.

However, Bofah (2003) stated that tax revenue ctdla is one significant issue of
economic development among others. It has beentbatd'what the government
gives it must first take away’. Because the ecomormasources available to society
are limited and so an increase in government expgednormally means a
reduction in private spending. Taxation is one rodtbf transferring resources from
the private to the public sector, but there aresxsth.e. creation of more money, to
charge for the goods and services it provides dwotoow. Taxation has its limits as
well, but they considerably exceed the amountsdhaatbe raised by resorting to the
printing press, charging consumers directly, orrdaeing. So while governments
often use all four methods of raising resourcesattan is usually by far the most

important source of government revenue (Chaudi@yQp

As important as tax revenue is to a nation, manypleestill find it difficult to
comply with their tax obligation. According to Nigghgale (2002) “No one really

likes paying taxes yet they are inevitable forphevision of social welfare”

James and Nobes (2009) and Nightingale (2002) witiley (Smith, 1776) posit that

a good tax should have the qualities of equitabigfficiency, neutrality, flexibility

6



and simple. These principles still holds today @&weén act as a guide for policy
formulation. However, the ability to achieve all ansingle tax policy is practically
impossible; hence Nightingale (2002) stated thatethis no good tax. This is because
an efficient tax might be inequitable. Accordingltamb et al (2005) “An efficient
tax may not necessarily be considered fair andtbaeis considered equitable may
not be efficient”. Ordinarily, people abhor tax pagnt due to its effect on their
income. Owens (2006) noted that only a few peopdeemthusiastic about paying
tax. Tax policy must be generally accepted by thepfe if it must gain compliance
(Nightingale (2002). It therefore means that a gda# system must be in
consonance with (Smith, 1776) cannon of taxatiowrld/Bank (2002) stated that
the tax system in Tanzania is still complicated aod-transparent. Moreover, Luoga
(2002) pointed out that tax legislation is unclead causes random and partly ad hoc
collection procedures. Assessors are consideradue wide discretionary powers to
interpreting tax laws, for instance, to allow osallow expenses or charges or to
exempt import duty on items imported. Therefordpmas of tax legislation and
procedures, including measures to improve trangpgran the taxpayer—tax officer
relations, should take place concurrently to redojggortunities for corruption and
the demand for corrupt services (Luoga, 2002).

Bofah (2003) argued that literacy rate is by far most important element in success
of tax revenue collection while the backbone of effective tax system is the
documentation of the economy. Documentation comues & literate tax base. In the
present day world literacy does not only being ablieeep records on books but also
includes knowledge of information technology and utsage. Taxes vyield less
revenue in less literate economies. Tax collecti@guires consistency in
implementation and consistency in implementatiome® with political stability.
Taxes, law and order situation is indirectly retaté country with stable law and
order situation would mean greater investment b&iraught in, more jobs being
created, resulting in greater purchasing power hen dart of the consumers who
effectively have to pay tax. Awareness to the peapl the benefits of paying taxes
which increase the tax morale of the people shbeldrought as long run policy

implication (Bahiigwat al, 2004).



2.2.1 Origin of VAT

Value Added Tax (VAT) is a type of sales tax. Otleeuntries like Canada and
Singapore call it as goods and services tax. & f®rm of indirect taxes that is
collected from someone but the tax burden is bimnesomebody else who is the
final consumer of the taxable goods and servicdiinfham et al, 1972). VAT was
introduced just before the First World War, turnoviax or VAT gradual
improvements which came up with a global taxatipsteam of business with VAT as

the main element.

VAT was invented by a French economist in 1953.eajaint director of French tax
authority introduced VAT with effect from 10th Apdi954 for large businesses, and
extended over time to all business sectors andheeb&frica through those countries
which were colonized by France such as Ivory coashe year 1959, Senegal in
1960, Madagascar in 1969. Over the last 20 yedesga number of countries have
implemented major tax reforms, mainly by adoptirsdue-added tax (VAT). As a
result, at the beginning of the 2010s, more thah d&intries worldwide had VAT,
and among the developing countries, around 70% @L@4of 144 countries) had
adopted this kind of indirect taxation. According Keen, M and B. Lockwood
(2010) VAT has tended to spread in regional buistszountries participating in
International Monetary Fund (IMF) programme andcountries with a low tax
revenue performance in the past. The consistemiostipnd advocacy of this form of
taxation by the IMF and others in a variety of ciows, first in Latin America, and
then around the world, encouraged and facilitabedatdoption of VAT by countries
with much less developed economic and administagivuctures than those in the
original EU member states by Richard M. Bird ansejtn L. Rotman (2005).

VAT operates in many countries in Africa. Amonggbkacountries include Kenya in
1990, South Africa 1991, Uganda 1996, Cameroon 188 Rwanda 2001. VAT
has become more and more important in many jutisdie as tariff levels have
fallen worldwide due to trade liberalization, as VAas essentially replaced lost

tariff revenues.



Whether the costs and distortions of VAT are loth@n economic inefficiencies and
enforcement issues like smuggling from high imptatiffs is debated, theory
suggests VATSs are far from efficient (Waweru, 2006 anzania it was established
in July 1998. Therefore VAT is the abbreviatiorttod word Value Added Tax which
means tax imposed on additional value of goodsorices produced or sold. The
current rate imposed on such additional value #&.18AT is a tax on consumer
expenditure, which is levied on the supply of tdgagoods or services by any
business that is registered for VAT purposes. Araddr dealing with taxable
supplies with annual turnover of greater or eqoad#l®,000,000, or is expecting to
surpass this threshold, or by the power of Commmssiis supposed to be registered
for VAT, Section 190f VAT Act 1997. Most businesansactions involve supplies
of goods or services; these must be for the fuathes of the businesses. VAT is also
levied on the importation of goods or services grtan circumstances. Each
registered person in the chain between the firspplger and the final
consumer/purchaser/user is charged tax on taxalplgliss made to him(input tax)
and charges tax on taxable supplies made by himfbwéx). He pays over to the
revenue Authority the excess of output tax oveutinpx or recovers the excess of
input tax over output tax from the Authority. Norilgethe burden of the tax falls to

the last consumer/purchaser leaving the businesf$eated.

2.2.2 Electronic Fiscal Device (EFD)
An Electronic Fiscal Device is a machine designaduse in business for efficient

management controls in areas of sale analysis #@uk ontrol system which
conforms with the requirements specified in VAT AEFD Regulations) 2010 and
dully registered under regulation five of these &ations

2.2.3 Meaning of being fiscal
Many countries today have special laws in place thake it obligatory for anyone

who is selling goods or services to consumers ¢éocash registers ( approved by tax
authorities ) that have special security featunes €nable the authorities to check in

the reliable way the totals of tax that the retdilas to pay



The Electronic Fiscal Device (EFD) has been intoaduto VAT registered traders
under the newly introduced "The Value Added Taxe(Honic Fiscal Device)
Regulation, 2010" - Subsidiary Legislation, GoveeminNotice No. 192 published
on May 28, 2010, and enshrined in The Finance 2@10. The law was effective
from October 1, 2010. The EFD is used for issuaiécd SCAL RECEIPTS.

2.2.4. Types of Devices

2.2.4.1 Electronic Tax Register (ETR)

Applies to businesses that issue cash receipts attgnor via their cash registers
(ECR).

2.2.4.2 Electronic Fiscal Printer (EFP)
Applies to businesses that issue cash sales orcas/@ia their point-of-sale (POS)

system (or PCs).

2.2.4.3 Electronic Signature Device (ESD)
Applies to businesses that issue invoices, feespatelivery notes, and other

financial documents via an accounting software

V)



Figure 2:1:  Fiscal Devices

ETR - Electronic EFP - Electroric ESD - Electronic
Tax Register Fizcal Printer Signature [ evice

Example of ETR

Source: www.bmtl.co.tz/EFD_devices.h and Field Bta EFD
Impact, 2013

2.2.5Special Features of Fiscal Devices

2.2.5.1 Fiscal Seals:
The fiscal devices have got a visible Seal thattalegainst outside intrusion. Any

damage to the seal, for whatever reason, must inatedglbe reported to the TRA.

2.2.5.2 Fiscal Memory
It stores all sensitive data such as totals of ¢axltategory and the total turnover.

One can only punch in data, but cannot revise ter dlata. If any mistake is made

while punching in data, one has to go ahead an@dnsther receipt. At the end of the
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month one will submit the other receipts to justifat there was erroneous data
punched in and the TRA will then make adjustment®adingly.

2.2.5.3 Unique Serial Number
Each ETR has a unique serial number that is sgcungdten in the fiscal memory

and assigned to the owner of the security regigpam purchase of the device.
2.2.5.4 Unique Specification

This is a set of unique specifications that theveafe and the hardware of the ETR
must follow in order to get the official approval.

2.2.6 Operation of EFD
At the end of each day one must submit a "Z-Repmytpressing a certain button on

the device. The "Z" button should be pressed onbea day at the close of the day's
business; this action summarizes all the day'sa@tions and computes the totals.
The data (i.e. The Totals) are automatically cagatun both the taxpayer's EFD and
on the TRA's main server.

The advantage of the "Z-Report" system is evidemtind tax audits that are
occasionally conducted by the TRA officials. Witlhet "Z-Report" system,
submission of multitude of documents by the taxpdge verification purposes
during such audits is rendered redundant. WhaT B officials may do is to come
with their "memory chip” (with information capturdcbm their main server), insert
this chip in the taxpayer's EFD, and compare ttaia to that of the taxpayer. This
would save time, resources and unnecessary argsitiexttare quite common under

the current tax audit system.

Mboma (2012) shows that the EFD has a Multi-Media Card thatapable of
recording all transactions and other informaticat #re printed on the EFD. The first
Electronic Fiscal Journal (EFJ) activates the sta#rtfiscalization and begins

recording of the sales data and produces fiscatipewr fiscal invoices. The

'DaudiMboma (2012), Challenges to Electronic Fiscal Devices Adoption in Tanzania,

Enhancing Tax services in Tanzania.
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activated device will send a message to the TRArakedatabase for registration to
enable it to send the first “Z” report. The messagatains at least device serial
number, date and time of activation, license numblerthe supplier and user

identification number. Whenever the EFJ is removkd,device is supposed to stop
functioning until EFJ is reinserted. It is the datyd obligation of the user to replace
full EFJ at any point in time. The EFJ assistsAlighority to easily search for fiscal

data inside the journal than it would be the cagh papers. EFJ forms part of the

statutory documents required to be maintained byuer

2.2.7 Initial Purchase
In recognition of the importance of the device, @@vernment has decided to grant

relief on the cost of the device. Taxpayers wilt mzur a direct cost of purchasing
the device. This is because a first time purchassy claim the whole cost as input
tax. (i.e., you pay the cost during the purchase then you claim back the whole
amount in the VAT return) Regulation 28 r.W.Schedule, Paragraphlof VAT Act
(EFD regulation) 2010. Read also section 16(5) Aff\Act, 1997 with effect from

1% July 2010, The Finance Act 2010.But for the secpurthase the whole cost is

born by the trader himself.

The companies that have been approved by the TR#Aelio install, repair and
educate traders on proper utilization of the mazhiras prescribed in the
Memorandum of understating between TRA and Sugplier

i) Advantech Office Suppliers Ltd.

i) Checknocrats Tanzania Ltd

lii) Pergamon Tanzania Ltd.

iv) Total Fiscal Solution Ltd.

v) Compulynx Tanzania Ltd. A and Suppliers are:

vi) Business Machines Tanzania Ltd. (BMTL)

All VAT reqistered traders are requested to contty of the above approved

suppliers for inquiries pertaining to the devices.
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2.2.8 Enforcement

2.2.8.1 Offences

According to Tanzanian Law, it is mandatory forefles to issue a fiscal receipt for
each sale; and it is also mandatory for a buyedemand a fiscal receipt for a
purchase. The Law imposes severe punitive meatutesh sellers and buyers who

violate this legal requirement. The offences hasenbcategorized as:

2.2.8.2 Failure to use EFD
A fine of not less than Tshs. 3 million, or impmgoent for a term of not less than

12 months, or both. This is according to VAT (EFBgRlations) 2010 Regulation20.
2.2.8.3 Fraudulent use of EFD

A fine equivalent to twice the payable tax or Tshsnillion, whichever is greater, or
imprisonment for 6 months, or both. This is accogdio VAT (EFD Regulations)

2010 Regulation 21

2.2.8.4 Tempering of EFD and/or Related Software
A fine of Tshs.1 million, or imprisonment for a nernot exceeding 3 months, or

both. This is according to VAT (EFD Regulations) 120 Regulation 22.

a) Failure to comply with Regulation 7 (approved suppgkrs rights and
obligations) and Regulation 10 (user’s obligations)
A fine of Tshs 1 million, or imprisonment for a temot exceeding 3months,
or both. Regulation 23.

b) Failure to demand and retain a fiscal receipt Reguaition 29:
Twice the amount of tax evaded as described inlaéga 24.All traders are
requested to read, understand and follow the laav&iping to the EFD in

order to avoid inconvenience to their business.

Important Note

If the device develops any failure, a trader shoalabrt the incidence in writing, to

the supplier and to the Commissioner for DomestevdRue, within 24 hours.

Failure to report attracts a fine of Tshs. 1millidrhis is properly described under
regulation 10(9) of the VAT (EFD Regulations) 2010.
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2.9 Literature review from earlier studies
TCCIA (2012) in their study which examined the é¢bages facing VAT traders

revealed that many of the problems experiencedHy &sers; besides those related
to network and poor quality of EFDs; emanated froradequate and improper

training the users received from the suppliers.

As statistics indicated many users complained ttiatraining they received did not
give them a sound knowledge in effectively using thachines. Likewise TRA
needs to give more emphasis on marketing and ngeatore awareness to business
men on the importance of EFDs for the developmétti@nation and the VAT-EFD
regulations, 2010. There was every sign that thiformmation lacked among

businessmen during the study

Also they recommended the following for better at&FD;

Translate tax language into Kiswahili, regulatiofeys and even TRA website
should have a Kiswahili version, for many EFD userget requisite information,
TRA should introduce customer care toll free numbfer assisting EFD users,
especially from upcountry, where suppliers and tgeme located very far from
users; GPS reliance (Vodacom and Airtel) is notessarily adequate and the best.
Customers require a wide choice of all availablevoeks for efficiency in business.
This may help to address the problem of networkgestion; on quality, each EFD
machine should have a TBS approval and mark focitimens to have confidence in
the machines before purchasing. Imports of subatanBFD machines that are in

some cases even no longer in use in other coumtiss be discouraged;

There should be only two steps in becoming VAT stged and acquiring EFD
instead of the five steps involved at present;

Traders should be able to purchase EFDs and hawefilily installed within a day;
The regulation on servicing of EFDs should be fdiand binding to both the
suppliers and users; EFDs supply system needs tmdre transparent to avoid

unnecessary suspicions;
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EFDs must be able to issue receipts containing,enakddress, VAT Registration
Number and TIN, Date of supply. Receipts withounea are unacceptable, and not

necessarily taken as legal documents for reference,;

Mboma (2012) on his study of challenges to eleatrdiscal device adoption in
Tanzania enhancing tax services in Tanzania coadlukde same that EFD is to be

used in Tanzania while improving challenges assediwith the EFD.

Lumumba, Obongo, Magutu,(2010) on their study ef é¢fffectiveness of electronic
tax registers in processing of value added taxrmetiadmitted that EFD has

improved the process of processing VAT tax returns.

Nabei & Siringi(2011) on their study conducted irslimu City-Kenya on the impact
of Electronic Tax Register on VAT concluded thaeuwf ETR has significant

impact on VAT compliance

Generally it can be seen that all the early stud@sted above have shown positive

impact on the use of EFD.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction
The importance of research methodology is to endfe researcher focus his

objectives of research and provide a systematic @fagolving a certain problem,
that is, the systematic method of enunciating ttublem, collecting data, analyzing
data critically and reaching conclusions basingtltem. In brief, it entails all the

steps the researcher will use for the study.

3.2 Research Design
Research design involves the organization of thlec@mn and analysis of data so as

to provide the required information. As argued thdari (2004) and Cooper (1998)
different types of research designs can be usdddimg exploratory, explanatory,
experimental and comparative research designs demgean the nature and purpose
of a particular study. A research design, theeefa deemed to be the blue print for
the collection, measurement and analysis of da&,conceptual structure within

which the research is conducted.

3.3 Sampling Design, Sampling Procedures and Saméze
The targeted population for this study comprisedlbthe registered VAT traders in

Morogoro Tax Region with EFD, who were 260 in numbs provided by the

Morogoro Region Tax office. The population wasstied as follows; 20 Service

providers, which was equivalent to 8% of the tg@apulation; 193 Wholesalers and
large-scale retailers, which represented 74% otdtad population, 3 Supermarkets
which represented 1.2 % of the total populationClvil and Building Contractors

which represented 6%, 22 Hotels which representéf®o8and 8 Bars and

Restaurants which represented 3%.

The Sample was taken as 30% of each group of ieteees According to Nassiuma
(2000) p6O.
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Table 3:1: Categories of Respondents and Sample 8iz

List of interviewees Total population Sample size @npling technique
Service providers 20 6 All Members in population
Wholesalers and large-scale retailefs 193 59 Athibver's in population
Bars and Restaurants 8 3 All members in populatio
Hotels 22 7 All members in population
Contractors and Engineers 14 4 All members in patjor
Supermarkets 3 1 All members in population
Total 260 80
Staff 77 24

Source Analyzed Data, 2014.

3.4 Methods of Data Collection
Kothari (2004) argues that research is a way ofesyatically solving a research

problem. Therefore to solve the research probladeuthe study, both primary and
secondary data was collected using several metiddsmethods that were used are

described below.

3.4.1Primary Data Collection
This involved both the interview and administratafrguestionnaires methods.

3.4.1.2 Interviews
The interview method was applied by the researalgie holding discussions with

VAT registered traders and TRA officers to get thgpinion. It was face-to-face

interview, which used both structured and unstmactquestions.

3.4.1.3 Questionnaire administration
Pre-designed questionnaires with unstructured aimdctared questions were

distributed to the selected 80 VAT registered tradeom Morogoro town who were
registered for VAT before introduction of EFD, toable the researcher obtain the
appropriate data relevant to the study. Distributiand collection were self-
administered by the researcher. This method aimet&tarmining whether EFD is

helpful to traders and if it is cost effective .

Also some questionnaires were designed and distdbio 24 TRA staffs to check
their personal opinions on the EFD apart from emglirdata which was obtained

from TRA reports as they were key players in theiadgstrations of EFD.
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3.5 Secondary Data Collection
Secondary data to a large extent were collected FRAs 2 financial year’s reports

on the collections of VAT before the introductioh BFD and 2 years after the
introduction of EFD from 80 traders who were VATistered before introduction of
EFD.

Thus 2008/2009 and 2009/2010 financial years akase2010/2011 and 2011/2012.
The purpose of collecting this kind of data wageb correct analysis on the impact
of EFD towards the collections of VAT i.e. if ther® a gross increase of VAT
collections and thennet increase on VAT collection Gross referred to before
considering inflation, and net increase referre® £ amount after eliminating the
percentage of inflation. Also for the sake of thisdy 18% VAT rate was applied to
have uniformity, putting in mind that befor& duly, 2009 the VAT rate applied was
20%. To a large extent this part of data collecgawe a true image as to whether
there has been an increase or decrease of VATctohehence the general impact of
EFD on VAT collections.

3.6 Study Area
The study was conducted in Morogoro municipal. Tdeation was selected on the

basis that the researcher is living and working Merogoro municipal. The
researcher was also on normal work schedule anduc@mtly doing the research,
hence accessibility to all relevant information d&o@e possible.

3.7 Data Analysis
Data are presented in tables, and in narrative.f@malysis of variables relationship

was through percentages of occurrences and quaitaihalysis of information
gathered. Data analysis tools used in the reseamabidering the nature of research

and data there on was Microsoft Excel.

The data have been summarized in terms VAT codlestifor the financial year
2008/2009-2009/2010 before the use EFDs and mehagagnst collections for the
financial years 2010/2011-2011/2012 after the stdfEFD applications. The data

showed the increase of VAT collections after the ofSEFDs.
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3.8 Reliability and Validity of the study
The reliability and validity of information gathetevas depending much on the

sampling procedures used, responsiveness of respndnd their understanding
about the study. The study is also reliable duactturacy of secondary data which
were obtained from TRA Morogoro Tax region of whittie researcher was an
employee of the organization. Moreover, the studg wore controlled by TRA Act
chapter 399 of the laws (revised edition of 200&¢pme tax Act chapter 332 of the
law (revised edition of 2006) and VAT Act chapt&8lof the laws (revised edition
of 2006), EFD Regulation 2010 that regulates thectEbnic fiscal devices in

Tanzania. Therefore, the conclusions were takeetheg with these facts.
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CHAPTER FOUR
PRESENTATION OF RESEARCH FINDINGS, DATA ANALYSIS AN D
DISCUSSION

INTRODUCTION
In here all the Research findings will be presenéedlysed and discussed well, with
regard to the study objectives.

4.1Vat Collection Since Introduction of Efds

4.1.2 Gross VAT Collection Trends

In regard to the objective one through the quesames given to the sampled
traders’ VAT collections were grouped into two yehefore the use of EFD and two
years after the use of EFD. In here the intentias @ know whether introduction of
EFD has increased the collection of VAT or not. ®elare the Gross VAT
collections trends which considered the collecbbifour consecutive financial years
without considering inflations. Thus the collecsoonf VAT for the 80 sampled

traders are as shown to the following Total coitectrends.

Table 4:1: Total gross VAT collections

Financial year Gross VAT collections in Tshs.
2008/2009* 1,323,611,647.0§
2008/2009 1,215,550,482.37
2009/2010 1,664,298,543.42
2010/2011 1,887,319,250.71
2011/2012 2,139,721,415.86

Source: Field Data EFD impact, 2013

NB: * This implies VAT amount at the rate of 20 pentan, note that it was stated
early that 18% VAT rate will be applied to bringifenmity and unbiased

comparisons and conclusion as well.

Table 4.2: Summery of VAT Collections per sampledraders. Refer Appendix 1

VAT AMOUNT
COLLECTIONS: VAT COLLECTIONS: | INCREASE OR | PERCENTAGE
YEARS BEFORE YEARS DURING USE | (DECREASE) B- | CHANGE (%) (B-A) /
USE OF EFD (A) OF EFD (B) A A

2008/2009 - 2009/2010 _ 2010/2011 - 2011/201P B-A
2,879,849,025.79 4,027,046,66 | 1,147,191,640.78 0.40
40%
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4.1.3 Net VAT Collection Trends
The following are the Net VAT collection trendsafthe Inflation as shown clearly

below.

Table 4:3: Total net VAT collections

Financial Year

Gross VAT

Inflation Rate %

Net VAT

:

2008/2009* 1,323,611,647.08 11.69 1,168,881,445.54
2008/2009 1,215,550,482.37 11.69 1,073,452,630.9
2009/2010 1,664,298,543.42 10.81 1,484,387,870.8
2010/2011 1,887,319,250.71 6.68 1,761,246,324.7
2011/2012 2,139,721,415.86 17.22 1,771,261,388.0

U1 O 00 00

Source Field Data EFD Impact, 2013

Source of inflation rate: www.tradingeconomics.com

The National Bureau of Statistics (NBS)

Net VAT was computed by taking Gross VAT- (Grosg-hdlation rate)

4.1.4 Discussion of the Findings
From table 4.4 below it shows an increase of VAT 3%6 in financial year

2009/2010 and by 55% in financial year 2010/2011levby 76% in the financial

year 2011/2012.

To bring about unbiased analysis net figures weterchined by taking into account

rates of inflations of which also there were somerease of VAT by 38% in
financial year 2009/2010, by 64% in financial ye#10/2011 and by 65% in
financial year 2011/2012 as it appears in tablebélbw.

Table 4:4: EFD impact before considering inflation

Financial year Gross vat collections in Tshs. % imease Marginal change
2008/2009* 1,323,611,647.08
2008/2009 1,215,550,482.37 0% 0%
2009/2010 1,664,298,543.42 37% 37%
2010/2011 1,887,319,250.11 55% 18%
2011/2012 2,139,721,415.86 76% 21%

Source: Field Data EFD Impact, 2013
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Table 4:5: EFD impact after considering inflation

Financial Inflation rate % Marginal
year Gross VAT % Net VAT increase change
2008/2009* 1,323,611,647.08 11.69 1,168,8813M5.
2008/2009 1,215,550,482.37 11.69 1,073,452,6830.9 0%
2009/2010 1,664,298,543.42 10.81 1,484,387,870.88 38% 38%
2010/2011 1,887,319,250.71 6.68 1,761,246,324.16 64% 26%
2011/2012 2,139,721,415.86 17.22 1,771,261,388.0 65% 1%

Source: Field Data EFD Impact, 2013

Table 4:6: EFD impact before and after introductionof EFD
The following is the table which shows the impacEED to the collection of VAT.

Financial year Gross VAT %change Net VAT % Change
2008-2010 2,879,849,025.19 2,550,501.86
2010-2012 4,027,040,666.87 40% 3537,712.81 38%

Source: Field Data EFD Impact, 2013

Note: Of all the computations done, 2008/2009 finaral year was considered as
base year.

Also marginal percentage change of VAT determinmedvhich each previous year
was considered as base year of the preceding falgmar. Thus in 2009/2010 there
was an increase of 37%, in 2010/2011 by 18% and #d%4he financial year
2011/2012. This was before consideration of indlati

After inflation there were some marginal increaseVAT by 38% in 2009/2010,
26% in 2010/2011 and 1% in 2011/2012

The major significance of this research was tord@tee whether there is an increase
of VAT collections since the introduction of Elemtic fiscal devices (EFD) in 2010.
By taking cumulative collections of VAT for the &ncial years 2008/2009 and
2009/2010 before introduction of EFDs. 2010/201d 2011/2012 after introduction
of EFD there have been an increase of 40% befamsidering inflation and 38%

after inflation.

Other Possible Reasons for the increase of VAT Celttions
(). Increase of middle class income earners thus iseseaf consumptions and

hence general increase of sales as well as VAT.
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(i).  General increase of businesses which have largribtaxes with low input
taxes thus ending up paying more VAT. Such busineskides Hotels,
lodge, conferences and guest houses which havalyapicreased in
Morogoro.

(ii).  Increase in populations due to increase of collegebl as Muslim university,
Jordan University Saint Augustine University IfakaBranch, increase of
admission for Sokoine University of Agriculture amdhers may be the
reasons for the increase of VAT collections.

(iv).  Other economic factors such as economic growtk,management in which
majority of business people have decided to usepetent tax consultants
who educate them apart from preparing accounts thamgewhich might

have increase compliance.

The stated above reasons are non-researched biltef@make of this research they
have been stated to provide a room for other reBees a gape of knowledge and a
starting point. Also to enable the researcher hilntgeavoid absolute conclusion that

it is the EFD that has increased VAT collections.

4.1.5 Importance of the EFD to VAT traders
It helps to know current and daily sales easilptigh X reports and Z reports print

outs respectively. X report is a summary that shtdvesamount of sale from the
moment of opening the office to the time when staghort is demanded. While Z
report is a summary that shows the total saleheflay which is sent to TRA when

closing the sales of the day.

(). Helps to know daily and monthly sales easily.

The Electronic fiscal Device is capable of prodgcia summary of daily sales
weekly sales, monthly and annual sales. The taermpaytaught and given a manual
on how to generate such summaries by the EFD sipplit is y just pressing certain
characters on the EFD keyboard and then the sumimamnted. It is by this way
the VAT traders and other users of EFD are feel rgleeved from the pain of

summing up such sales. Note that it is time consgrto add and subtract manually.
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However the traders are able to know their salefyeany time they need certain
sales.

(i). Keeps record and simplify work.

Tax laws especial sections 80A of income tax Acanbar 11 of 2004 require a
person to keep or maintain records for five yearddrther reference. However the
Electronic Fiscal device is capable of maintainimgrmation for five years without
being erased. For this case traders are complyitigother tax laws automatically.
Also luck enough these information can be retriewédnever needed by users. Note
that for audit purposes, it makes easier for trmdeemselves to know their sales of

the previous years easily.

(i).  Consume a very short time to make calculations
Electronic fiscal device is capable of consolidgtseveral information within a short
time. Thus in steady of a taxpayer spending afléime with a pen and a calculator,

he simply command the devices for the inputs reqlir

(iv).  Keeps daily records, and minimized costs for printig receipts

As discussed early that the machine is able tee stdormation for five years then
the total cost of printing receipt books is autaoally reduced. Note that, the cost of
printing receipt book is far higher than buyingrthe papers. Also the durability of
the information stored in the EFD memory is highanththose stored in the paper
receipt book. However it is an advantage for VAaders to use these devices for the

sake of proper record keeping

(v). Helps in stock control

The electronic fiscal devices are capable of stpimfiormation relating to purchases

and sales. Here the trader enters the quantitheoitems purchased and the items
sold in the EFD systems. Once the purchase is itiedstock is added by punching

in the EFD all the purchase made and reduced wkeenawy sale is made by

punching all the items sold during a particulardimt the end of the day the trader

may demand stock summary by pressing certain nuorbére EFD keyboard which
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will give the amount of stock remaining. But aletie require clear instructions from
the suppliers of the EFD, thus why they need tanb®uch to each other. This is a
simplest way to control stock ever, but it requieeperson who properly complies
with EFD regulations, especially on issuing fisoateipt on every sale made and

purchase made.

(vi). Reduces accountants’ costs.

According to ethics of accountants, they are rexguio charge fees to their clients
depending among other factors the bulkiness ofwvibek itself. Since the EFD
simplifies work on determining the stock, amountsaiies and purchases daily,
weekly, monthly and even annual then accountants htile work to do. Therefore

they will always bid lower considering EFD havingng other activities.

4.1.6 Challenges of EFD to VAT traders

I. Little knowledge
Majority of EFD user and operators are either saathdseven or form four leavers
and very rare form six and graduates. This wasdaumthe field although the figure
was not quantified to certainty. Since the deviaestechnical associated with legal
back up majority do fail to use it correctly andploit all the EFD packages. This
happened to be a big challenge to EFD users

ii.  Change of staff thus require straining to new staf
Labour turnover is an issue here; this is when aismng EFD users resigns or find
somewhere else to work it cost time and sometinadsénd to meet customers’

ratifications for a new worker to be trained.

lii.  Maintenance cost
When a device gets malfunction it is upon the traddear the cost of maintenance.
This has risen so many and unanswered questiohnRAoand the government as to
why they incur maintenance cost while the EFDstlaeeTRA belongings. Some of
traders have entered an agreement with suppliethéomaintenance cost by paying

certain amount of money per year. To them it reduleir profits unnecessary.
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iv.  Time of recovering malfunction since some of EFD gpliers do not have
branches
Of the six mentioned suppliers only two supplied hbranches as per EFD
regulations options. Regulation 7.4 of the VAT-EFdgulations, 2010; state that the
“approved supplier may, for convenience purposeBisaown or upon the request of
the Commissioner, open branch offices in varioggores.” This regulation gives a
loophole for the suppliers to fail to open branchpsountry. This lead to failure of
suppliers to recover malfunction within scheduledet It is a trouble to users as it
gives them extra work since they have to puncthalimanual recorded sales into the

device.

v. Bleaching of printed papers
The regulation recommend thermo paper to be usqwiaisng papers as they last
longer. But very unfortunately the papers usedrategenuine thus becoming faint
within short time. Is a big challenge to them dgriaudit as they fail to claim as
purchases since the print out figures are not Msilhhus ending up paying

unreasonable tax.

vi.  Network problem

Network is a headache to most traders as they soestiouble send Z-report hence
giving huge sales. Also when such network persistsiore than two days it gives

error which will require a technician to rectifiékde problem. Not that if the EFD

wont sent z report in more than the said daysld fa operate until it is sent.

vii.  Printing errors

Due to little knowledge, human and technical esmmetimes traders do print large
amount of sale than the amount received. If it wéne' detected early it becomes a
problem to them as it will be counted as sales ngdERA. The VAT Act, 1997 has
regulations of 2000 which give procedures for otiom of errors but upon

submission of a receipt with errors.
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4.1.7 TRA'’s Officials Knowledge on EFD.

4.1.7.1 Usefulness of EFD to TRA officials

)

Simplifies audit and verifications of VAT return®fficers admitted that it is
now simple for them to sum up all sales for a patér month or any period
under audit/examination. Also it is simple considgrthey can obtain the
remaining stock of a tax payer easily. While disoug the importance of
EFD to VAT traders in part 4.3.1, it was seen D helps to control stock;
the same is used by the TRA officers but after detimey from the customer.
Also EFD through EFDMS enables the officers to lgadetermine the VAT
amounts, exempts, special reliefs’ cumulative sales the sales chargeable
to VAT. If you check table 4.1 Z report sample hibs/s all the stated items
which are automatically shown on it. In steady of afficer to ask the
taxpayer the amount of exempts, output taxes, apesliefs, zero rated or

amount exported he will simply be confirming.

lii) Reduces complains of customers on assessments teeluoes objections.

Iv) Also despite of the above tax reasons stated othgmsed that, EFD is a

Morden technology, which fits which this fast moyiworld of science and

technology and a world of so many transactions.

4.7.1.2 Challenges of EFD to TRA
(i) Network:

Sometimes although not frequent the system factgorie problem thus becoming

difficult to make reconciliation when VAT returnseasubmitted.

(ii) Insufficient technical & mechanical knowledge:

Almost all TRA officials have basic knowledge oviie EFD i.e. knowledge of

enquiring x report and z reports since EFD mansialsed. But they totally fail to

find final solutions when technical or mechanicadlgem occur.
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(iif) Non issuance of receipts:
Some of traders due to involuntary tax compliance @0 reluctant on issuing
receipts. This is a headache to TRA officials dseitomes meaningless to have EFD

while not issuing receipts

(iv) Wide range of performance Measure:
Some of officers fill this is a threat to them ®nany supervisor can decide to
measure the EFD impact just looking issuance oéiptgs, others may decide to

check the increase or decrease of sales or incoeaezrease of VAT payments

(v) Little support of the general public on demanding eceipts:
Although this was left as a gap of this researchtbe officers claimed of getting
little support from general public as they don’tmdend receipts when they make
purchase.

4.8 Efficiency of EFD to Vat Traders and TRA on Usig Them

The assessment of the efficiency of EFD to VAT éradand TRA on using them, is
as per the following elaborated objective two. H®ifciency in terms of Cost to
acquire the device, Offsetting the initial cost&#D, time taken to recover the initial
cost of EFD and helpfulness of EFD on reducing af@n cost. All the following

was information obtained by way of Questionnairesizown below.
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Table 4:7: Primary

Data obtained from VAT traders.

REQUIREMENT RESPONDENTS PERCENTAGE
Time started using Started end of 2010 64 80%
EFD? Started at the beginning of 2011 16 20%

Total 80 | 100%
Cost to acquire the less than 2,000,000 per EFD 68 85%
device Greater than 2,000,000 per EFD 12 15%

Total 80 | 100%
Offsetting the initial| Initial costs were borne by the government by sgtfi80 | 100%
cost of EFD off with VAT payable

REQUIREMENT RESPONDENTS PERCENTAGE
Time taken to recover More than 3 months 36| 45%
the initial cost of EFD | 2 to 3month 28 | 35%

1 month 16 | 20%
Total 80 | 100
Helpfulness of EFD on Reduced cost 48 | 60%
reducing operation Increased cost 16 | 20%
cost No change 12 | 15%
Not certain 4 5%
Total 80 | 100%
Challenges faced oplLittle knowledge 64 | 80%
using EFD Change of staff thus require another training to neb6 | 70%
staffs
Maintenance cost 72|  90%
Time of recovering malfunction since some of EFBO | 100%
suppliers do not have branches
Bleaching of printing papers. 75  93.75%
Network problem 32| 40%
Printing errors 68 | 85%
Effect of challenges on Did not affect business prosperity 72 90%
business prosperity | Affected business 8 10%
Total 80
Malfunction frequency| Less than 6 times a year T1®5%
More than 6times a year. 4 5%
Total 80 | 100%
Time taken to report Within 24 hours 24 | 30%
malfunction After 24 hours 56 | 70%
Total 80 | 100%

REQUIREMENT RESPONDENTS PERCENTAGE
Time taken to recover Within 48 hours 6 7.5%
EFD Malfunction After 48 hours 74 | 92.5%

Total 80 | 100%
Offences Served offence 10 | 12.5%
Never served an offence 50 62.5%
No response 20 | 25%
Total 80 | 100%
Option of using EFD Opt to use 40 | 50%
Opt not to use 21 | 26.25%
Dilemma 19 | 23.75%
Total 80 | 100%
Opinion on the use of Maintenance of EFD be under TRA 8( 100%
EFD TRA should employ technician to take charge|of 64 0%8
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EFD’s Malfunctions.
Education on the EFD regulations especially on|td® | 50%
user and suppliers obligations

Cost of acquiring the EFD is reduced. 56 70%
TRA has to purchase the devices and then distrip@#® | 30%
to users.

Source: Field Data EFD Impact, 2013

4.8.1 Discussion of the Findings

From the above table which shows the primary datained from questionnaires
given to the Traders below is the discussion paiiview.

4.8.2 Time started using EFD

From the above table 4.3 it can be observed thgbrityaof the VAT traders
sampled and visited for the sake of this reseataltesl using Electronic Fiscal
Device (EFD) at the end of the year 2010 whichkieua 80%. While 20% of the
sampled traders started using EFD at the beginofird®11. This was asked to VAT
traders in order to let it be open to the geneudllip that most of the VAT traders
acquired the devices as early as possible despitbeohigh initial cost of the
devices. Note that in order for a trader to be dadhfor the research one was
supposed to be VAT trader since 2008 and using ERbhine since 2010 or 2011.
Bearing in mind that the general purpose of thearesh was to measure the impact
of EFD on VAT collections in Tanzania of which VADllections for the financial
year 2008/2009-2009/2010 were measured againgictiols for the financial years
2010/2011-2011/2012.

4.8.3 Cost to acquire the device
Out of 80 traders visited during the research 6theim which is 85% purchased the

devices at a price less than two million while d&ers equivalent to 15% purchased
at a price greater than two millions. Most of tnsdasked this question were in view
that such cost of less or greater than two milli@s too high considering that their
businesses are making little profit to pay at pdter all other traders had more than
one outlet of which they had to acquire as mucpassible depending the number of
outlets. Although not specified on the questiormaito any device was sold at a
price less than one million and in fact the redearavas very unconscious that all
devices were sold above one million. Generallyatime here was to prove genuinely

the cost applied to acquire the EFD.
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4.8.3 Offsetting the initial cost of EFD
According to Regulation 28 read with first schedof VAT (EFD Regulations)

2010 the cost of initial purchase of EFD is suppasebe borne by the government
by offsetting the output tax during submission &NVreturns one month following
the month of purchase under the normal refund sysiuring the interview with
VAT traders all traders admitted to have been réfahtheir cost to acquire the
devices. This was testing compliance of the govemtrnon the laws and regulations
administered by itself as well means of motivatingders towards voluntary tax

compliance.

4.8.3.1 Time taken to recover the initial cost of ED

The question was purposely asked

First: To satisfy our self if the initial cost otguiring the EFD was borne by the
government as per VAT (EFD Regulations) 2010 regnéents.

Second: To determine the financial strength/capgbdf the traders as well as

business performance of sampled VAT traders.

From the table above you can see only 16 tradepsvalent to 20% of the traders
visited their businesses’ output taxes were capafbtéfsetting the initial cost within
one accounting period i.e. one month. While 2&eft which was 35% were able to
offset the cost within two to three accounting pds. On the other hand 36 traders
out of 80 visited their business’s output taxesenadnle to offset such cost of initial

purchases in more than three accounting periods.

Simple implication was that, those traders who vwagable of offsetting initial cost
within one month were wealthier than those abowe tvonths. Also the expectation

of TRA was for such cost to be cleared as earlyossible.

4.8.3.2Helpfulness of EFD on reducing operation cbs

Of the 80 VAT traders asked this question 48 ofrthehich was equivalent to 60
percent were on the view that EFD have reduced tp@ration cost. Others went
further by saying that, prior to purchase of theicks they had to hire a person to

sum all the daily sales from the receipt books eswbncile the cash in till. But
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currently they just print x-report any time theyedeor z-report when closing
business.

On the same case 16 traders equal to 20 percemieddor the increase of operating
cost especially on maintenance. The same appligdadi2rs which were 15 percent
noticed no change on operation cost since theyiathEFD.

While 4 of them equal to 5% were not certain asvhether EFD have increased

operation cost or not.

With this explanation you can generally concludat tBFD have reduced operation
cost of business as it was only 20% who claimetawee increased operation cost
while 80 percent were not negatively affected leyitiiroduction of Electronic Fiscal
Devices. However this finding has answered thersspecific objective which was

to determine the cost effectiveness of EFD.

4.9 The Problems and Challenges on EFD Usage
One of the five specific objectives of this resbawas to determine the problems

and challenges faced by VAT traders and TRA on athtaring EFD. This part

gives findings of one part i.e. challenges faced/By traders on using EFD. Most
frequently and repeatedly appeared to traders dedulittle knowledge which

presented 80 percent of the traders interviewedp Alhange of staff something
which required another training to new staff repreed 70%. Refer table number
4.8

Another challenge was maintenance cost of whichtraders representing 90%

claimed to be a problem.

Time to recover malfunction seemed to be a critprablem to all traders since it
represent 100% of the traders interviewed. On ¢hallenges majority said it was
caused by lack of suppliers branches in up couwnthes they had to consign the

devices to Dar es Salaam where suppliers are found.

Bleaching of printed papers was another challenigieessed by traders, you can see
from above that 75out of 80 VAT traders interviewegliivalent to 93.75 percent

faced this challenge. To them it was very imposstbl claim for input taxes since
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figures and other descriptions were not clearlyblestherefore TRA official were
rejecting them.

Network problem was another challenge determingthduhe research, when there
was a network problem traders were unable to senegp@rt. Normally if z report is
not sent within three days the devices give ermal therefore cannot function. This
was not that much serious since only 32 trader®b80 equivalent to 40% claimed

to be a challenge.

Printing error was pointed out by 68 traders whigre about 85 percent of the total
sample. To them was a big challenge when such eoold not be noticed and
traced to provide evidence on the error sincentlmaconsidered as sale. Usually the
TRA requires to be notified on occurrence of amreattached with a receipt which
was wrongly printed. According to TRA this is damdad in order to avoid others to

claim as input tax.

4.9 Effect of challenges on business prosperity
Despite of the challenges analysed above still mbshe trader’s businesses were

not affected. As you can see 72 traders businessgs not affected by the
challenges above, while it was only 8 traders wi@nmed on their business
prosperity being affected. Note that if there cob&lany change on their business
prosperity especially on the negative side thengdlccbe as well a drop on VAT
collection as will be seen while analysing the seleoy data.

4.9.1 Malfunction frequency.

This was asked to interviewees in order to detegnfithe Devices are genuine and
suitable for use in our climate. Although frequentynalfunction can be contributed
by poor handling of the devices by the traders sSewes but at least it can tell to

some extent how genuine they are.

During the research 76 traders equivalent to 95étr ttevices got malfunction in
less than six times a year. This implies that iergvtwo months a device gets
malfunction once. Under normal circumstance thgyfsaquency of malfunction is

not a big issue, rather time taken to recoverythradost associated.
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Other 6 traders were claiming that since they aeguiheir devices they have been

developing malfunction almost more than six timgear.

4.9.2 Time taken to report malfunction
This was asked to traders to answer the fourthifsp@bjective which was to find

out the awareness of traders on EFD regulationgtadlegal obligations to the use
of Electronic Fiscal Device. Majority of traders mth was about 70% failed to report
malfunction within 24 hours a required under regiala 10(9) of VAT (EFD
regulations)2010. While 30% of traders reported thatters as per regulations
requirement. Some of them were not aware of thallegquirements, some
negligence; others failed to report on time wherfunations occur in weekends
while TRA offices are closed.

4.9.3 Time taken to recover Malfunctions

This part/ question aimed at checking the compbasfcEFD suppliers over the EFD
regulations. Regulation 7 of the VAT (EFD Regulatip 2010 states the obligations
of suppliers and one among obligation is to recthemalfunctions within 48 hours

from the moment is reported to them by users. Tas purposely to check the
compliance although it was not the major concerrthtd research. Note that the
research has left a gape for other researchermdoout the compliance of EFD

suppliers and the awareness of the general puladictbe use of EFDs.

While holding discussion with VAT traders it wassdbovered only six trader’s
machines equivalent to 7.5 percent were recovenetihee while 74 or 92.5 percent
were recovered after recommended time i.e. 48 hddinsfurther discussion they
reported that this was mainly due to absence ofdbres in upcountry of which they

had to send the devices to Dar es Salaam for nm@nee.

Generally this regulation was not complied and thB#\ need to see how this can

be effectively complied.
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4.9.4 Offences.
This question aimed to see by how much traderscaneplying with the general

VAT (EFD regulations) 2010. Note that the highex tompliance the higher the vat
collections. Also for the sake of this questionedire higher the number of offences
raised the lower the compliance. Also it is not essary that lower number of
offences implies high compliance, it may be alsosed by weak management of
TRA on using legal tools. On field only 10 tradersl2.5 percent were served with
offence for failure to comply with different EFDgelations. On the other hand 50 of
them or 62.5 percent said they have never servddoffience for any case while 20
of them or 25 percent did not respond to this qaess it was personal concern to
them. But generally as per these findings most AT \traders were not served with

offence with reasons stated above.

4.9.5 Option of using the EFD
This was asked in order see the willingness ofermén using the EFD if it was not

for the sake of law. On the field it was seen th@tpercent of traders asked these
question were willing to use the EFD with reasorgla@ned while discussing the
helpfulness of EFD on reducing cost. With impotesainentioned still some traders
were on the view of not using EFD due forced cépitamintenance cost and the
disturbances when there are malfunctions. On tBi&526 traders were on the view
of not using EFD. Other 23.75% or 19 trader askexiquestion were on dilemma as
to whether to use it or not. This can be concluithed traders are willing to use the

EFD especially if all the challenges addressedbeachanged to opportunities.

4.9.5.1 The Awareness of traders on Usage of EFD
Opinion on the use of EFD objectively, the awarsr@draders on EFD regulations

and their legal obligations to the use of Electtdfiscal Devise.

During interview VAT traders were asked their opmiin general concerning EFD.
This aimed at gathering opinions of core stakehotohehow to improve the use of
EFD.

Due to this the following are the opinions of mU#T traders. Maintenance of EFD
be under TRA,TRA should employ technician to takarge of EFD’s Malfunction
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Education on the EFD regulations especially onubker and suppliers obligations
cost of acquiring the EFD is reduced and TRA hasuchase the devices and then
distribute to users. Also this provides an indmatihat traders are willing to use the
EFD thus why they are providing positive advice the sake of improving the

general use of EFD.

Table 4.8: Primary data obtained from TRA official.

REQUIREMENT RESPONDENTS PERCENTAGE
Meaning of EFD Correct meaning 22 91.67%
Wrong meaning 2 8.33%
Total 24 100%
| 15 Time to hear about 2010 21 87.5%
EFD After 2010 3 12.5%
Total 24 100%
Problems on Network 15 62.5%
administering EFD Insufficient technical & 23 95.83%
mechanical knowledge
Non issuance of receipts 12 50%
Wide range of performance 2 8.33%
Measure
Little support of general public on 14 58.33%
demanding receipts
Reasons for non-Low level of voluntary tax 62.96%
compliance compliance 17
Lack of knowledge to traders 15 55.56%
Negligence 10 37%
Lack of knowledge to the genergl 20 74%
public  specifically on the
importance of demanding receipts
when making purchases
REQUIREMENT RESPONDENTS PERCENTAGE
Appropriateness  for YES it is appropriate 15 62.5%
TRA to introduce EFD| Not appropriate 9 37.5%
Strategy to improve Sensitization of general public gn 20 74%
usage &| the importance of demand receipts
administration of EFD| Increase education to traders pn 15 55.56
the importance of voluntary tax
compliance.
Administration of EFD should b 20 74%

D W

every one’s duty including polic
and other organizations

Source: Field Data EFD Impact, 2013
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4.10.1 Discussions on Primary Data obtained from TR officials

4.10.2 Meaning of EFD

This research also was intending to know how kndgéable the TRA officials are
over EFD. A total of 24 officials were involved which 22 of them stated correctly
the meaning of EFD equal to 91.67 percent whild them equal to 8.33 percent
stated wrongly from literature and reality. NotettlElectronic Fiscal Device is a
machine designed for use in business for efficreahagement controls in areas of
sale analysis and stock control system which coméaio the requirements specified
in VAT Act (EFD Regulations) 2010 and dully regisé under regulation five of
these Regulations. However this gave a startup enmagthe awareness of EFD to
TRA officials.

4.10.3 Observations: Electronic Fiscal Devices
According to the interviewed TRA officials, the Eteonic Fiscal Device (EFD) is a

Cash Register fixed with Fiscal Memory. Fiscal Meynes a special Read Only
Memory built into the cash register to store tawimation at the time of daily sales.
EFD can be used as standalone or configured intetavork. EFD has special

security features e.g. seal, memory, serial no,spedial technical specifications.

4.10.4 Types of EFDs
From my experience and the knowledge gained irfigha, there are three types of

EFDs in use depending on the nature of businefweaiser, these include:

1) Electronic Tax Register (ETR) The Device is appropriate and commonly
used by retail outlet that issue receipts manually.

i) Electronic Fiscal Printer (EFP) This device is commonly used by
computerized outlets. Examples of users of thisd kaf device include
Supermarkets, Petrol Stations and ticketing.

lii) Electronic Signature Device (ESD)This device is used by computerized
business that issue receipts or invoice via speaaounting software.
Example of users of this device includes manufacsjwholesalers.

Note: In this assignment, the Electronic Tax RegisterREWas identified in most
of the areas of the survey. The Device is commasBd by retail outlets that

issue receipts manually
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4.10.5 Operation of EFD
It is a daily routine for a VAT trader to enter eyesale made and issue a fiscal

receipt to a buyer. This device is operated fromnaomy of the business to closure of
the same. Normally the trader enters the item &duantity first followed by the
multiplication sign and price of the commodity thbe presses a certain button
depending the mode of the device before it priotstioe receipt.

Before closure of the business the trader sendsmamsry of day sale commonly
known as Z report summary to TRA server and thgetraemains with the print out
of the report. But before closure of the business may require interim day sales
summary called x report without sending it to TR&wers. X report is used by TRA
officers for reconciliation of sales i.e. cash iih dr box against total amount on x
report. With this, TRA officials may determine bgw much the trader has been

issuing receipts.

Table 4.9: Models of EFD
Of the 80 VAT traders visited all had EFD’s but hvidifferent varieties or models.

These are the devices found during the field womlda@rogoro.

S/n Model Photograph Number Percentage
1| INCOTEX 38 47.5

S/n Model Photograph Number Percentage
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2 | BRAVO 8 10
3 | RCH 12 15
4 | CUSTOM 13 16.25
5 | DATEC 9 11.25

Source: Field Data EFD Impact, 2013

Other EFD models in use although not found durivegfield work in Morogoro.
) MPSSLD
i) DFC
i) HCT

This is according to research conducted MOROGORINGA AND NJOMBE
REGIONS; INCLUDING A SMALL SCALE OF DAR ES SALAAM R EGION
Tanzania Chamber of Commerce Industry and Agricalt(TCCIA) Morogoro
branch in August, 2012. A Study Commissioned to PAMOMA by TCCIA
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Morogoro and Undertaken By: - Ambakisye Mlungwegistered Tax Consultant,
with  Dr. Joram Kilemile, Mr Zephaniah Mposo andtAony Muchoki.Financed
By Best —Ac

From the above table 4.1 it can be seen that, thst mommon EFD model in
Morogoro is INCOTEX as it presents about 47.5%hef 80 devices observed from
traders followed by CUSTOM 16.25%, RCH 15%, DATEC.26%, and BRAVO
10%.

The major reasons of such differences are presesfceapplier's branch offices,
simplicity on operating and prices of the devices.

For instant INCOTEX was the simplest device to aperand was supplied by
PERGAMON a company with branch in Morogoro and thaye selling at a price
ranging between 1.5millions to 2millions.This igfelient from other models which
were difficult to operate, sold at cost above Zionland the suppliers do not have

branches.

4.10.6 Other Observations
While interviewing TRA'’s officials it was observetthat the sales sent by VAT

traders after closure of the business were momnitbyetax officers through software

called Electronic Fiscal Device Management SysteFDMS).

For an officer to access the Z- report through EFDMeed to have a password to
enable him enter the system. Here is where a lblgm was observed, despite
majority of TRA officials being familiar with it sice early 2010 still some have
passwords and some do not have and therefore hethal are monitoring the
EFDMS. This becomes too difficult to enforce usaf§&FD as it is a matter of few
staffs who monitor daily sales regularly henceidifit to identify traders who are not
using the EFD

4.10.7 ' Time to hear about EFD
Majority of TRA officials heard about EFD for thedt in 2010 which represent 21

traders which is about 87.5%. 3 officials of the I#&fard about it after year 2010
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which was about 12.5 percent. EFD was introduceduly 2010 thus why this
question cited this year in order to know for h@ng did they know the EFD.

Also the 12.5% represented new TRA staffs who weoently employed. Here it
can be concluded that TRA officials knew the exisee of EFD more than three

years ago.

4.10.8 Problems on administering EFD

Right from the beginning of this researches it maoncern was to determine the
impact of EFD on VAT collections in Tanzania andedmine the challenges there
on to the users of EFD and the TRA as well; thdlehges faced by VAT traders
have been discussed on the part of traders. Tae rtfak research complete TRA
officials stated some challenges of which some wgarelar to those of traders and
others were for TRA alone which in total made tiéEhallenges.

Such challenges included;

Network of which 15 officials stated as a challengesufficient technical &
mechanical knowledge to TRA officers on which 28i@go 95.83 percent of them
sated as one among challenges facing the admirostiaf EFD. Note that almost all
officers asked agreed that what they knew over Ede the EFD regulations, X
and Z report generations. Thus they completelylagging behind technical and
mechanical issues of EFD. Other challenges addiebgethem included non-
issuance of receipts by VAT traders, on this 50ceetr agreed with this as a
challenge since it leads to low collections of VAWide range of performance
Measure was another challenge to them, this wasini@onal. To them lack of
specific measure of performance was a challengeirfstance one may decide to
measure performance by checking issuance of recafiters by checking the VAT
collections, others the increase of sales, otherevery of EFD on time e.tc. This
was much discouraging the officers as it never bBapg to be praised for the good
performance of EFD. But carried only 8.33 percehthe officials asked. Little
support of general public on demanding a receif® aveother challenge, according to
TRA officials was that they are very few in numlb@rinsure every trader is issuing
receipts. They are in view that the general puldicequire to provide maximum
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support to TRA by providing information of thosaders selling or issuing services
without proving receipts. On this scenario 14 d@f& state this which was about

58.33 percent of the total sample.

4.10.9 Reasons for non-compliance
This question was asked purposely to know if theATd®ficials are aware of the

traders noncompliance and the reasons there sholild be noted that the lower the
level of compliance the lower the VAT collectionBuring research the TRA
officials seemed to be aware on trader’s noncompéaand thus stated some of the

reasons for such noncompliance.

Such reasons included lower level of voluntary taxnpliance, About 17 official
equivalent to 62.96 percent were on this view. Adow to officials tax is
compulsory deductions or levy; however it is a pimdhen they pay tax as it reduces
ones income. Lack of knowledge to traders on takerawas another reason stated
by officers for noncompliance, here about 55.5&@etr agreed with this. Some of
officials went further by saying that noncompliarveas due to negligence about 10
officers or 37% pointed out as a reason there ack lof knowledge to the general
public specifically on the importance of demandiageipts when making purchases
On these 20 officers or 74 percent stated the sp@eifying that, this was caused by
the insufficient staffs thus requiring support frothe general public by just

demanding receipts.

4.10.10 Appropriateness for TRA to introduce EFD
During this research again officers were askeahtifoduction of EFD was for the

appropriate time. Of the 24 officials interviewe8 df them or 62.5 percent thought
it was appropriate pointing out that the world nswintegrated with software thus
traders need too. But others officials who preskmtieout 37.5 percent of the total
sample had different opinion that it was not prdpeithe EFD to be introduced.

Their opinions were supported by the challengeSkid pointed out earlier.

4.10.11 Strategy to improve usage & administratioof EFD
Despite the challenges addressed by the VAT traaietsTRA officials still TRA

officers as part of stakeholders think there isething to be done to improve the use
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of EFD in steady of throwing away such technologsteategy. To improve these
TRA officers suggested some strategy to improve pdormance of EFD AND
VAT collections at large. These strategies inclutteddfollowing,

Sensitization of general public on the importanteéeamand receipts of which 74%
suggested this, Increase education to traders ernintportance of voluntary tax
compliance, here about 55.56 percent of officersevam this view. Administration

of EFD should be every one’s duty including poleel other organizations.

Note that TRA has insufficient number of staffseli@ther organizations; however it
is very difficult to monitor all activities of tras at a time. Thus why it is thought to

involve other organizations to insure maximum caoarge.
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CHAPTER FIVE
5.0 CONCLUSION AND RECOMMENDATIONS
5.1 Conclusion
This study aimed at finding out if there is anyregase or decrease on VAT
collections since the introduction of EFD in 201lAlso to address different
challenges faced by both VAT traders and TRA ddfiwhile using the EFD and
administering it respectively. Due to data of VAdllections obtained it has revealed
a large increase of net VAT from Tshs 2,557,8408®1n financial year 2008 —
2010 to Tshs 3,532,507,712.81 in financial year020Q12 for the 80 sampled

traders. This is equivalent to an increase of 38q#ages.

Also this study has tried although not stated @enptoposal to list some other factors
which may have contributed to an increase of VATlections such as increase of

population, increase of middle class earners, asgef businesses with high output
taxes than input taxes such as hotels, dealersrestfproducts and others and other

economic factors.

Generally the EFD has proved a positive impactisygasing the VAT collections in
two years since introduction of EFD.

Despite such huge increase of VAT this researchodered a lot of challenges
facing VAT traders and TRA official which in facead to be rectified for further

increase of VAT collections.

The most challenges facing the adoption of EFDuiketl the availability of GPS
network in most parts of the country. Currentle thain providers in most parts so
far are Airtel Tanzania LTD and Vodacom Tanzani®LThis really has resulted in
reports of communication inefficiencies experieneeatong many EFD users in the

areas where this study was conducted.

Whereas these two companies are not distributedvat the country, the VAT
registered businesses are spread in various afetssocountry including other

remote areas where the network is not availableaebler, even where the networks
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are available, the network problems are still eigmeed at large due to data traffic
jams. Bear in mind that EFD phase | targeted twémdyisand VAT traders in the
country. Users of EFDs failing to send Z-Reportsdaily basis by negligence and

network fault, is another problem affecting the sithcoperation of EFDs.

The design of Fiscal devices which uses fiscal mgmequires that the Z-Report,
which is the actual data stored in fiscal memoryisifal device; to be sent on daily

basis to TRA main saver.

High accumulation of unsent Z- report in the fisc@mory of the device results to
malfunctions. In this way it is important for thetwork to be efficient to allow EFD
users to clear out the fiscal memory by sendingltita to TRA daily.

Proper and adequate training using a language mnodérstood by many like
Kiswahili is another challenge which needs to béreslsed. The study revealed that
many of the problems experienced by EFD users emadrfaom inadequate and
improper training the users received from the sepgl As statistics indicated many
users complained that the training they received Wot give them a sound
knowledge in effectively using the machines. Than de rectified through on

business training.

Another challenge which is now a problem is thentemance cost of the devices
when they get malfunctions. This is in hand wittmei taken to recover the EFD
malfunctions since most of suppliers do not hawnbines in upcountry of which
traders are supposed to send the machines to sigppicated in Dar es Salaam at

their own cost something which is very unfair.

Note that regulation 7.4 of VAT, (EFD regulatiorZ)10 gives an option to EFD
suppliers to open branches in upcountry of whictsthad them have opted not to
open branches since it is not mandated. Thisstatéshe “approved supplier may,
for convenience purposes, at his own or upon theast of the Commissioner, open
branch offices in various regions.”This regulatgises a loophole for the suppliers

to fail to open branches upcountry. This has beersburce of all troubles as traders
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have to send the EFDs all long to Dar es Salaammfaintenance. This has been
badly affecting the smooth operation of EFDs.

Also during this field work most traders confessbdt TRA could burst on VAT
collections if much enforcement on issuance ofiseould be addressed to Dar es
Salaam commonly known as the DUBAI of East Africa.

Bear in mind that Morogoro traders are on view thay are not issuing receipts and
hence under declarations of sales since they dresswwed with receipts when they
make purchases in Dar es Salaam. Some of themtlsaydare not given receipts
since they are making credit purchases, so thegodat least to get something to
purchase and sale. Also others are not given regepbecause their suppliers are

monopoly on the market due to genuine producteices they offer.

Cost of EFD initial purchase is another challerméraders since they are forced to
withdraw capital to finance the purchase of it. Miwaders in Morogoro are running
businesses on credit and thus they don’t have dnoagh to withdraw at once to
finance the purchase of devices. This seemed thakenges as they had to pay by

installment for long without being given the macsn

Bleaching of papers used to issue fiscal recegeeed to be a big challenge to both
TRA and traders especially during audit, as somdoaiuments are too difficult to
make reference. Note that for tax audit purposes nrequired to maintain
documents for five years, here there is a big case® majority of papers used are
not durable and bleaches within very short time.

From the observed z-report summary some importants were missing for easy
determinations of VAT payable. The summary was espg to contain input as well
so as the account offsets direct/automatically. Buvbrtunately is not so as a result
many taxpayers collect receipts from different eorof the city as input tax evidence

purposely to reduce tax payable.

Likewise TRA officials were facing some challengésvhich others are the same as

that traders facing such as network.
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Also the lack of technical and mechanical knowledsgge challenge as a result of
failure to perfectly supervise the management dD ERowever this needs TRA to

give more emphasis on providing technical and maichhknowledge to officials.

Also marketing and creating more awareness to basimen on the importance of
EFDs for the development of the nation. There was\esign that this information

lacked among businessmen during the study.

Theoretically, EFDs are supposed to be very effedt processing VAT returns; to
reduce the tax-reporting burden on businessesgwmproving the efficiency and
effectiveness of government operations. It is etgueto provide timely and accurate
tax information to TRA, and increase the availépilof electronic tax filing.
Practically, that will only become possible if maaf the challenges of adoption
indicated in this study will be addressed. In thiecess TRA may need also to see
to it that its officials, at least understand hoWwE operate to lessen unnecessary
misunderstanding, and for the purposes of makiegitbapable of giving informed

solutions to experienced EFD problems.

Limitations and delimitations of the Study

Time factor was a constraint because the reseawhagron normal work schedule
while doing the research. Poor response rate tstigns was another problem where
most registered traders were unable to give out th@nions about the study to

particular questions.

However, the researcher tried hard to run withtittne and encourage respondents to
give out their opinions since the same helps toowerc problems related EFD and
suggest possible positive measures. Also lack tdraliure review occurred
considering EFD is still a new case hence littleerences as it is seen on the
reference only 6 references touched EFD direct, EED Regulations, BMTL
website, Research done in Kenya by Lumumba O.Mgn@b B. MMagutu O. P
(2010), Daudi Mboma (2012) in Tanzania, researchdoxted by TCCIA
Morogoro in 2012 as well as TRA EFD manuals whiclerav always

available at TRA offices.
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Small coverage was a limitation of study which wassed by time factor and fund
to carry out the project. Note that the study cedeonly Traders and TRA staffs
from Morogoro town. Lastly conflicts of interest ghity have led to biased
conclusion since the researcher was an employdbeobrganization under study.
Preliminary sorting of limitations increased thesearcher’s punctualityto extent
of minimizing the adverse effects of the fore-menéd limitations thus increasing

reliability.

5.2 Recommendations

EFD is purely ICT which is mostly recommended irs tbophisticated world which
is about to replace the entire mechanical world.

Being the case there is no way can Tanzanians VYAdets to be left behind with

this technology under globalization

It is strategically collecting tax in more costesffively manner which is contributed
by Information and Computer Technology considetimg importance of using EFD
to both VAT traders and TRA as well. However foe thake of this research my
recommendation is to all VAT traders to acquire ars# EFD with the below

modifications despite of the challenges early dssedl.

Machine should be configured to the extent that ihas two entries i.e. debit for
sales which enters output taxes and credit side wth enters input taxes which
automatically set off the difference.

Thus when a trader makes purchases his full péatare entered including TIN on
the suppliers EFD thus input tax paid to supplieers directly to his credit side of
his VAT account through his EFDMS. Table 4.1 whisha z report summary as
appears in TRA servers’ shows only output partisul@ut while discussing the
importance of EFD to users it was seen that, p$& control stock by punching all
the purchases and sales made in the EFDMS. Dedpiteese being punched in the
device they do not display on the TRA servers heatept for the sales. While
preparing VAT returns both VAT traders and TRA offis computes input tax (tax

on purchases) out of the electronic fiscal devigstesn. Or in other word VAT
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returns are prepared manually despite of the sbedi®ns. Due to these challenge
this research proposes the best way to solve ghis have machines and Electronic
Fiscal Devices Management System which is capabladicating both debit and

credit side which will automatically offset to eacther and determine the tax there

on.

Training Users on Best Ways of Using EFDs as requed under Regulation 7.1(i)

of the VAT-EFD regulations, 2010; which stress theeed of having EFD users
being best trained to be able to administer them mperly.

However, the field findings revealed that most Hiers did not get the best training
required. As a result a lot of operational probldmse been experienced by users.
Some of them included knowledge of how to conttoick by the traders, issue
receipts with the name of the buyer, Taxpayer ifleation Number of the Buyer
and Address of the buyer. Also the EFD users durasgarch period were issuing
receipts without identifying the item sold of whidme could claim input tax for
purchase of sugar while in fact it was cooking 8il. these are full indication that
traders were not taught as per regulations. Du&isy the research is on view that
EFD users are required to be effectively trainedhow to use the EFD by the

suppliers.

Training TRA officials to acquire technical and medanical knowledge for the
TRA to maintain EFD malfunctions for free in order to reduce the cost and time
of maintenance.

This is possible through Information and computechnology department. This
case is simple, since already there is a departmeh€CT within TRA which is
believed to be capable of doing the same as theF&f supplier. The un answered
question of the VAT traders to TRA is why TANESC®managing to supply and
maintain electricity metre and LUKU while TRA canlb it. For this case | suggest
as well for the TRA to supply and maintain the devihe same as done by
TANESCO.

In case the authority cannot implement the aboga the word may under regulation

7.4 needs to be removed so as the issue of opbranghes to be mandate.
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Enforcement for the issuance of receipt need to b#one to a large extent in Dar
es Salaam and the major outlets example Bagamoyoilaha and Ikwiriri.

During this research majority of VAT traders opesfpjoke out that they sometimes
fail to issue fiscal receipts due to absence otlpases receipts to support input
taxes. They told the researcher that due to mogagfadome whole sellers in Dar es
Salaam they don't issue them with receipt for thechases made. The researcher
thinks the best way to enforce issuance of receipisp countries and the whole
country is to impose tight enforcement in Dar ela&a. And this is specifically at
Dar es Salaam major outlets such as Bagamoyo, Kjb&mwiriri and some more
other places where there are roads or ways goingpt@ountries likes railway

stations

TRA need to enforce the suppliers to supply the geine thermo papers used to
print receipts and z-reports.

It was seen while discussing the challenges of BfeDthe papers used to print fiscal
receipts bleach very easily due the quality of pepesed. The law requires thermo
papers to be used of which the print outs canftasive years as recommended by

the regulations

Number of GPS provider need to be increased insteadf VODACOM and
AIRTEL ALONE. Also ICT department for TRA needs some improvement so
as to reduce regular network problems.

Note that Electronic Fiscal Devices operationsoistiolled by normal mobile phones
networks as mentioned VODACOM and AIRTEL. Sinceréhhave been so many
complains by EFD user i.e. TRA and VAT traders loa hetwork problems then is
better for GPS used to be increased and also thedBRartment dealing with ICT to
improve greatly to reduce network problems. On dtieer hand if the issue of
increasing GPS is impossible then better for TRAdge its own GPS as a way to

completely remove network problem.

51



REFERENCES

Aizenman, Joshua and Jinjarak, Yothin (2008) "Taikction efficiency of the Value
Added Tax: Theory and international evidence', Toernal of
International Trade & Economic Development, Pp. 39410 As
Reported by Lucas Liganga, inan article titled:HEieaic Fiscal
Devices Trigger Concern; The Citizen; 13 Februafg, 1.

Bakari A V (200) Taxation Policy in TanzaniaUniversity of Dar es Salaam.

Cooper, R.D and Schindler, S.P, (1999), Businesse&eh Methods, "6 Ed.
McGraw-Hill Co. Ltd, New Delhi.

DaudiMboma (2012) Enhancing VAT Services in TanzaahAP Lambert
Academic Publishing

Dickerson.T (1961);Economies of public sectbtMackmillan Press, New York

Ebrill, L., M. Keen, J.P. Bodin and V. Summers (2p0The Modern VAT

Washington: International Monetary Fund. Pg.3

Frank T. (2005),Tax Reforms and its Impact on increasing goverrimevenue in

Tanzania Unpublished Research Paper, IFM Dar es Salaam.
http//www.bmtl.co.tz/EFD _devices.html

Jenkins G.P &Kuo, C. (1999),Promoting Export Oriented Foreign Direct
Investment in Developing Countries; Tax and Custasssies’
Harvard Institute for International Development, rtad
University (Unpublished).

Keen, M. and B. Lockwood (2010) “The Causes andséquences of the VAT
Revolution: An Empirical Investigation'Journal of Development
Economics92, pp.138-151.

Kothari, C. R. (1992)Research Methodology, Methods and Technig¥sedition,
Wiley Eastern Ltd.ar, R. (199@Research Methodology, A step-by-
step guide for beginnerSAGE publications, L

52



Lumumba O.M., Obongo B. Magutu O. PR (2010) The effectiveness of electronic
tax registers in processing of value added tax rmetu
Vol.1AIBUMA, (KisiiUniversity College, Kenya Reveru
Authority), University of Nairobi).

Luoga F. D, (1988), Ability to pay: Basis for fair Income taxation inel2eloping
Countries’. The study of Income Tax Act.1973". A thesis
submitted at Queen’s University of Canada in finfént of the

Masters of Laws Degree.

Manento (1992)“Tax Administration and Collection need overhaulinghe

Accountant Journal Vol. 7.

Nabei, K.I, Siringi, E.M. (2011) Itnpact of Electronic Tax Registers on VAT
Compliance” An International Mult-Disciplinaries Journal Vol.
5(1)

Nassiuma D.K (2000)Survey Sampling: Theory and Methodgjoro, Kenya:
Egerton University Press.

Nuru S. (2005) Determinants of the Factors Affecting VAT Complena
Tanzania, Unpublished MBA Dissertation, University of Das e

Salaam.

Osoro N. (1999) Revenue Productivity of the Tax System in TanZE®ii® — 1989”

Journal of Africa Economics Bo.1 No.3.

Richard M. Bird and Joseph L. Rotman (2005) Valwséd Taxes in Developing
and Transitional Countries: Lessons and QuestiBnspared for
the First Global International Tax Dialogue Confere on VAT;
Rome, March 15-16, 2005

Richard M. Bird and Pierre-Pascal Gendron: The VAT Developing and
Transitional Countries”Journal of Economic Literature47(1);
pp.159-170.

53



Saunders, M.K., Lewis, P. and Thorn hill, A. (200Rg¢search Methods for Business
Students2" Ed. Person education Limited, England.

Saunders. Lewis. P and Thorn hill. A (2003Research method for business
student”, 3rd Ed, Prentice Hall. London.

Tanzania Revenue Authority MANUAL-1997

Tanzania Revenue Authority VAT general guide 2012.
URT (1977), Constitution of United Republic of Tanzani@pvernment Printer,
DSM

URT (1990) NIPPA Act, Investment Promotion Center, DSM

URT (1990) ‘Investment Promotion PolitypSM Planning Commission
URT (1993) Income Tax Act'Government Printer, DSM

URT (1997)TIC Act No. 7, Government Printer, DSM

URT (2008) Income Tax Act, cap 332.

VAT (EFD Regulation) 2010, Government printer, [@arSalaam, Vol 91

54



ANNEX 1:

1. Schedule of activities.

ANNEXES

MAIN ACTIVITY SUB ACTIVITIES TIME
Drafting Research Proposal|  Introduction $'1- ™ January
2014

Literature review

8 — 21" January
2014

Designing research22™ — 37
methodology including January,2014
constructions 0
guestionnaires.
Review of proposal & 1% - 7" February
submission 2014
Data collections Primary data From VAB"™ — 28" February,
traders 2014
Primary data From TRA staffs 15-28" February,
2014
Secondary data From TR/A8"™ -28" February,
financial reports 2014
Report writng and dataWriting report and datal® March — 38
analysis analysis April, 2014
Report review May 2014
ANNEX 2:
Summary of VAT Collection for each Trader sampled.
Trader 2008/2009 2008/2009 2009/2010 2010/2011 22012
VAT rate 20% 18% 18% 18% 18%
1 93,605,356.00  84,244,820.40 122,546,817.00  62,576,273.0Q 78,656,338.50
2 - 18,724,256.00  12,978,455.0Q 15,186,306.00
3 3,027,238.00 2,724,514.20 0 282,590.00 1,568,552.00
4 316,973.00 285,275.70 2,753,634.00 2,049,747.00 1,505,868.00
5 16,580,855.00  14,922,769.50  22,470,450.00  21,904,351.0Q 13,897,950.00
6
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1,957,105.00 1,761,394.50 9,021,200.00 10,925,014.00 6,959,883.00
7 - - 0 - 1,267,715.0Q
8 192,700.00 173,430.00 6,175,516.00 25,091,139.00 61,245,374.42
9 2,799,533.00 2,519,579.70  19,925,902.20 11,811,707.00 14,485,514.66
10 58,820,338.00  52,938,304.20 134,656,198.00 177,717,966.0( 178,588,959.00
11 0 0 0 0 343,221.00
12 2,205,781.10 1,985,202.99 970,641.95 681,410.00 2,245,413.15
13 15,688,576.00 14,119,718.40  31,005,518.00 5,760,989.00 7,247,578.00
14 2,822,117.00 2,539,905.30 4,753,557.00Q 4,803,970.0Q 10,463,262.00
15 0 0 0 0 4,630,937.0Q
16 0 0 224,784.00 702,027.00 436,838.00
17 13,425,650.00 12,083,085.00  26,046,849.00 17,119,703.00 11,819,874.00
18 0 0 0 2,631,126.00 3,717,383.00
19 1,876,363.00 1,688,726.70 6,888,342.00 5,077,393.00 6,567,366.00
20 7,699,865.00 6,929,878.50 4,806,625.00 7,862,974.00 7,618,598.00
21 11,120,223.0Q 9,886,535.00 8,012,484.00
22 13,492,130.00 12,142,917.00  20,946,936.30 21,425,439.0Q 20,561,109.0Q
24 84,219.00 75,797.10 1,330,170.00 1,638,050.00 -
25 5,851,214.00 5,266,092.60 8,840,408.00 5,809,094.00 2,223,895.00
26 9,605,680.00 8,645,112.00 14,342,723.00 18,471,697.00 22,001,927.0Q
27 3,196,147.00 2,876,532.30 3,671,103.00 2,891,222.00 3,516,376.00
28 0 0 0 16,363,934.00 22,250,031.00
29 6,531,719.0( 5,878,547.10 6,426,639.00 5,034,087.00 7,259,204.00
30 5,140,468.00 4,626,421.20 11,084,664.0Q 15,952,845.00 13,923,129.00
31 3,000,000.00 27,000,000.00 8,595,639.00 22,758,891.0Q 19,867,135.00
32 0 0 0 2,787,404.00 3,695,830.00
33 0 0 0 9,527,972.00 9,895,829.00
34 61,701,579.0Q  55,531,421.10 55,124,672.0Q 39,943,746.0Q 57,770,575.0Q
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4,986,275.30

4,487,647.77

4,596,342.70Q

3,911,705.00

5,802,071.00

36 60,869,818.09  54,782,836.20  73,190,873.0Q 86,542,586.0Q 64,603,895.0Q
37 97,669,360.00 87,902,424.00 90,935,466.00 108,095,574.00 91,946,769.00
38 14,242,160.00 12,817,944.00 200,123,276.00 572,607.0( 363,518,057.10
39 7,743,452.00 6,969,106.80  11,636,682.00 12,925,589.00 12,039,101.00
40 318,844.00 286,959.60 1,111,619.00 273,720.00 2,130,950.06
41 1,730,433.00 1,557,389.70 3,808,796.00 853,680.00 457,880.00
42 11,202,239.00  10,082,015.10  17,427,577.00 16,541,300.00 19,430,208.00
43 2,484,568.00 2,236,111.20 2,424,551.00 1,904,799.00 2,217,638.00
44 2,778,278.60 2,500,450.74 384,121.93 869,505.00 779,391.00
45 5,784,497.0( 5,206,047.30  11,328,740.00 7,392,245.00 7,194,369.00
46 702,789.00 632,510.10 2,232,374.00 3,204,602.00 2,543,455.00
47 2,008,776.00 1,807,898.40 3,990,600.00 2,181,068.00 1,203,036.0Q
48 0 0 0 46,935,650.0Q 29,440,380.00
49 956,284.00 860,655.60 4,101,675.00 985,679.00 2,546,499.00
50 1,535,729.00 1,382,156.10 6,658,965.00 9,397,678.00 5,610,061.00
51 0 0 0 11,397,678.00 10,634,530.00
52 2,377,130.00 2,139,417.00 3,326,240.00 2,917,214.00 1,248,669.00
53 764,060.00 687,654.00 3,476,108.00 3,084,693.00 3,247,148.00
54 93,601,246.00 84,241,121.40 62,677,940.00 129,907,904.0( 158,913,493.00
55 150,514,580.00 135,463,122.00 154,485,331.00 157,384,775.00 147,758,213.0(
Trader 2008/2009 2008/2009 2009/2010 2010/2011 20012
20% 18% 18% 18% 18%

56 1,025,444.00 922,899.60 18,514,737.1(Q 5,945,376.00 10,093,344.00
57 3,661,323.00 3,295,190.70 3,273,627.00 2,327,550.00 2,673,883.00
58 206,889,625.00 186,200,662.50  35,708,611.00 111,032,318.0( 146,232,686.0(
59 19,618,097.60 17,656,287.84 26,530,077.0Q 47,521,140.62 20,225,492.00
60 47,268,381.00 42,541,542.90 91,483,555.00 181,532,579.0( 29,701,092.00
61 31,229,484.00  28,106,535.60  35,294,512.00 123,971,076.0( 84,667,718.0Q
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62 3,609,546.00 3,248,591.40 2,815,603.00 2,796,223.00 1,349,762.00
63 2,648,337.00 2,383,503.30 4,820,037.43 2,058,879.00 1,330,620.00
64 117,527,666.00 105,774,899.40 110,087,408.00 108,441,899.00 135,802,952.0(
65 3,285,666.00 2,957,099.40 5,823,374.00 5,260,020.00 7,615,853.00
66 3,451,762.45 3,106,586.21 4,024,124.60 2,974,798.00 1,345,767.0Q
67 2,423,357.05 2,181,021.35 5,134,210.22 3,529,052.00 5,798,853.00
68 7,024,873.00 6,322,385.70 3,888,525.00 16,815,115.00 13,312,001.00
69 2,264,393.00 2,037,953.70 8,088,985.00 11,303,500.72 9,201,652.44
70 850,000.00 765,000.00 - 574,505.00 4,630,699.00
71 1,943,500.00 1,749,150.00 9,332,039.00 15,282,562.00 15,618,655.00
72 6,460,028.00 5,814,025.20 7,669,653.25 3,370,509.00 8,057,006.00
73 1,599,608.00 1,439,647.20 3,418,146.00 2,400,681.00 1,026,958.00
74 6,028,061.70 5,425,255.53 8,851,050.90 15,729,395.37 17,669,316.53
75 1,058,208.00 952,387.20 10,477,094.00 5,814,247.00 11,237,290.00
76 24,236,846.00  21,813,161.40 24,280,183.0Q 18,488,873.00 13,762,421.00
77 3,691,578.00 3,322,420.20 2,794,735.00 2,630,387.00 1,145,344.0Q
78 878,153.28 790,337.95 - 1,324,308.0Q 1,600,388.0Q
79 3,370,245.00 3,033,220.50 6,405,254.00 8,319,354.00 5,197,371.00
80 29,450,339.00  26,505,305.10  24,122,788.84 37,112,628.00 37,070,745.00
TOTAL | 1,323,611,647.08 1,215,550,482.37 1,664,298,543.42 1,887,319,250.71 2,139,721,415.84

Source: Field Data EFD Impact, 2013
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APPENDIXES

Part A: Questionnaire for VAT traders

This questionnaires aims to collect data for pkftiillment of the requirements for
the award of Master degree of business administraawarded by Mzumbe
University. The researcher intends to assess thadatrof EFD on VAT collection in

Tanzania in Morogoro council.

Therefore the researcher declares that this rdsearfor Academic purpose only.
Information from this document will be confidentiahd is in no way will it be

communicated to any person. Thank you in advance.

A case of VAT Traders

Morogoro Municipality

After filling this questionnaire kindly return tbe following

Bahati G. Swallo

P. O. Box 2313

Morogoro

Or call me through (+255)713130023

Please answer the question by writing the lettethefcorrect answer in the given
box and fill in the blanks with the correct answer.
1. When did you start using EFD?
I. Less than a year
i. 1to 5 years

iii. More than 5 years ()

2. Since, started using EFD how much VAT have you beaying monthly

Y

59



. Is the VAT payable increasing or decreasing?

I. Increasing

ii. Decreasing ()

. How do you feel being a government agent in calecVAT?
I. Bad

ii. Good ()

. How much did it cost you to acquire the device?

. Was the whole amount initially incurred borne bg government?
I Yes
il. No ()

. How long did it take to recover your cost incurred?...........................

. Has the use of EFD helped you to reduce the costyaofr business

administration?
i. Yes
i. No()

. What are the major challenges faced on using EFD?

10. Are these challenges hindering your business priigpe

I. Yes
ii. No ()

11.How many times the device did have malfunction?



12.How long did it take to report the matter to supplnd the authority?

14.Since you started using EFD have you ever beenedean offence for
breaching EFD regulations?
I. Yes
il. No ()

15.1f the use of EFD could be an option would you taptise it? Give reason if

16. What is your opinion over the use of EFD?

PART B: Questionnaires for TRA Staffs
This questionnaires aims to collect data for pkftiillment of the requirements for
the award of Master degree of business administraawarded by Mzumbe
University. The researcher intends to assess thadatrof EFD on VAT collection in

Tanzania in Morogoro council.
Therefore the researcher declares that this rdsearfor Academic purpose only.

Information from this document will be confidentiahd is in no way will it be

communicated to any person. Thank you in advance.
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A case of TRA Staff
Morogoro Tax Region

After filling this questionnaire kindly return tbe following
Bahati G. Swallo

P. O. Box 2313

Morogoro

Or call me through (+255)713130023

Please answer the question by writing the lettethefcorrect answer in the given

box and fill in the blanks with the correct answer.

1: What iS EFD ... e e e e e e

2: When did you hear about it for the first time?

I. Less than a year ii. More than a year. ()

3: What are the major problems encountered on ddteriing the use of EFD?
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5: Is it the right time for TRA to introduce EFD?
I. Yes
ii. No ()

6: What do you think need to be done to improvegesad administration of EFD?
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