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ABSTRACT

Tax incentives are considered a necessary evilaftracting investments and
increase Foreign Direct incentives. In that spkanzania issue different tax
incentives via the Tanzania Investment Centre ashgeTanzania investment Act,
1997. The law puts threshold qualification for avestor to be issues with an
incentive certificate depending on relevant sediso, other laws like the Income
Tax Act, 2004, the Value Added Tax Act [CAP 148 RRE02], Export Processing
Zones Act, 2002 and The Mining Act, 2010 allow ®sce of incentives to

investors as qualified by threshold.

For example save for investments in mining and g@im, centre can issue
certificate of incentive to a foreigner or locavéstor with the qualification under
section 2 (2) (a and h)that to qualify for and obtain Tanzania Investm@antre
Certificate of Incentives minimum fixed investmerdst for New, Rehabilitation
and Expansion Projects should be at least US$ Q00f@r projects, which are
wholly owned by Tanzanian Citizen (s), and US$ 800, for projects, which are
wholly owned by foreign investors, or if a jointntare. Or, to qualify for an
Export Processing Zones licence, the investmentldhamongst other things, be
new business or activity which has not been alrestgblished, with at least 80%
of the goods produced or processed for export anda export turnover of at least
USD 500,000 for foreign investors (USD 100,000lémal investors).

This research looked the qualification of the inwesinder above metioned Acts,
by making an analysis to see whether tax incerditracts investment or not and
if not what qualification are plausable for inceeticertificate to be issue and then
the merits of tax incentive in growth of tanzani@®omy was evaluated as against
demerits. In order to get precise materials fortimgi this work, the researcher
employed two research techniques: documentary weaed case study. In
documentary review materials were gathered fromslieiipns, policy, documents,

reports, newspapers and journal articles, onlitieles and textbooks,. In a case

! The Tanzania Investment Act [CAP 38 R.E 2002].
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study the methods which were employed includedctineterviews and use of

guestionnaires.

The research revealed that, tax incentive was notapor factor for attracting
foreign direct investment in a country with poorfrastracture, geographical
berriers and weak taxation system. Again, compatieg incentive issued in
Tanzania and her developments, the research foahdex incentives have resulted
into more revenue losses that profit, because d@neyneans used for tax avoidance
and they beneficial bonus to investor who would ehamvested without tax
incentives. The study further noted that, incemstigeialifications under different
laws are not cautions to obvious reasons, thueshiold can manipulate or hide
investment to qualify for incentive while it doestnFor example an investment
which would have come in Tanzania despite of inwestbecause of market and

raw material needs.

From the above mentioned finding, the researcheternacommendation that, the
Tanzania Investment Act, 1997 should be amendest, thh allow the parliament
and the centre to amend or withdraw tax incentigdiftccate in case of abuse.
Second the qualification for an investor shouldrddewed, instead of looking on
the threshold, each investiment should be evalualiéfgrently according to

purposes and benefits to Tanzania. Third, tax itnes should be reduced or
ablished and the taxation system should be enh@deto facilitate transparency

and accountablitiy.
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CHAPTER ONE
GENERAL INTRODUCTION
1.0 Introduction

Investment is an important contributor of economiiowth and development. The
rule is while weak investment tends to undermir@agin, robust investment boosts
and accelerates grovithThe law governing Foreign Direct investments, Zeania
investments Act, 1993pecifically on how section 19 (1) is coached, &3t a weak
investment. That has undermined economic GrowthTahzania, by providing
investments attraction through tax incentives withaontrolling mechanism, leaving

the fate of this great nation in the hand of inuest

This study examined the merits and demerits ofinaentives in Tanzania by first
tracing its origin and assessing the reasons wéy were established. Again on the
study assessed the social factor led to desinalofitax incentives in connection to
current social factor and whether to date tax itices are still desirable. Also, the
study examined criteria and mechanisms used te issuincentives and to control

investors from abuse.
1.1Background to the problem

Origin of tax incentives in Tanzania is traced froplonial period. As the German
Colony, Tanganyika tax system was designed to gtinen colonial administrator
with unfettered powers against colonial subjéctsix incentives where issued to all
foreigners during this period, allowing them to waicg super profits in their
undertaking$. Although no specific piece of legislation refledt¢his, literature

reveal to be the practice.

2 Mpango. PThe Role Of Investment In Economic Development@asvth Strategy Of Tanzania:
The Case Of The Lake Tanganyika ZobDar es Salaa, 2015, Proceed of The Tanganyika Lak
Investiment Forum, available aivw.mipango.go.taccessed on 14 th of July 2018.

% Luoga, F. D. A. M (2002Yaxation in the Advent of Democratization and titios to free market
Economy in Tanzania and Concerns on Rule of Lawtandan Riglg, p.12.

* Sunseri, T, Labour Migration in Colonial Tanzanénd the Hegemony of South Africa
Historiography, African Affairs, Vol 95, No 381, 26, p. 589.
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Codification of taxation rule is evidenced durig tBritish Colonial administration.
First, the enactment of the Income tax legislatiorKenya in 1937; with some
amendments, this ordinance remained in effect A9H0. In 1948, under the East
African (High Commission) Order-in-Council set ugCantral Legislative Assembly
that contained official and non-official represdmnias from the three constituent
territories and was empowered to legislate witlpeesto certain specified matters.

Such legislation would, when enacted, overridectivlicting territorial legislatior?.

The High Commission, suggested the enactment @f Edist African Income Tax
(Management) Act,1952 dealing, with respect towhele of East Africa (excluding
Zanzibar), with general matters, leaving each tmwito enact separate legislation
dealing with rates and allowancedégain apart from the rules of practice and the
words of prominent authors, Tax incentives werelagal evidence, though argued
to be presented especially on the raw materialsréegh from colonial territories, and

imports by foreigners at some extent.

After independence no noteworthy changes were raadaxation system by TANU
government. Although characterized by anti- privateperty ownership the TANU
government realized that there was a need for fovegue to the fact that the
economy was still in the formative stadesnd socialism was failing (after the
collapse of the Soviet Union), price fluctuatiomcdease of oil supply, hunger and
war necessitating Tanzania to seek refugee froreratiations. The rescue came
(from World Bank and the International Monetary BuiiMF) with its conditions
that Tanzania was to adopt free market economycipsli Allowing outside
investment, to attract such investment, tax ineestiwere introduced to attract

Foreign Direct Investments.

*Aspatore (2010)Tax Law Client Strategies in the middle East andicAf available at
\Givww.west.thompson.com\ccessed on 16of July, 2018.

Ibid.
" After the Arusha Declaration, 1967.
8 peter. C. M and Saudin. J. M (2004)vestment in Tanzania: Some comments- Some jgs8es
® Flavianus, M. (2012Petermination of foreign direct investments (FDIIg)East Africa Countries
of Tanzania and Keny®zumbe University retrieved from http://www.clknar.tz/.
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Henceforth, to attract Foreign Direct Investmeifioins in Tanzania, an Investment
policy was put in place in 1990 when the governmenacted the National
Investment Promotion and Protection Act, 199@vhich granted tax incentives to
investors in the form of tax holidays for a spexifieriod of time® Specifically,

investors were taxed after seven years of invedtnidre Act was more of political
nature, by promoting investment and insurance of ifaentives for investors with

no regulatory mechanisms and any law which was éiaeegulating those matters.

Repealing theNational Investment Promotion and Protection AG&90 Tanzania
Investment Act, established the Tanzania Investment Centre, potlier to issue
different tax incentives to investors. Tanzania elsiment Centre can grant a
Certificate of Incentives, Strategic Investor ssatind an Import Duty Draw Back
Scheme which, as a package, provides tax religfedisas preferential treatment by
authorities and lending institutions. Complimeityaithe Act established regulatory

mechanism for issuing tax incentives in Tanzania.

Arguably, taking note that the Tanzania Investm&et, 1997 is still applicable to
date, meaning that the formation of issuing taceitives is the same, in the period
where attraction of foreign Direct Investments, cheet to be facilitated at our cost.
As a country we have enough to offer to investoithaut such attraction. The
emphasis of section 19 of the Act is encroach, same attracting business by
ensuring investors are not interfered with by thev€&nments in their activities,

however absolute power corpuses absolutely.

The evidence suggests that the tax concessionsidptbvby the government,
combined with the aggressive tax avoidance straseg@mployed by mining
companies have resulted in a substantial loss wérgment revenue that might

otherwise have been used to spur economic develgme

10 Flavianus, M. (2012Petermination of foreign direct investments (FDIlg)East Africa Countries
of Tanzania and Kenydzumbe University retrieved from http://www.clkner.tz/.

L Act no 26 of 1997

2 Magai P.S, Marquez PTanzania mining sector and its implications for twintry’s development,
p. 9.
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For example, in the mining sector which is not urttie TIC, Tanzania offered a raft
of incentives to attract mining companies into toentry; there are almost 11 areas
where special incentives are being offered to ngiriompanies. These include the
following:*® exemption from capital gains tax (unlike other pamies in Tanzania),
special VAT relief, which includes exemption fromAV on imports and local
supplies of goods and services to mining compaares their subcontractors, the
ability to offset against taxable income the cdstlbcapital equipment incurred in a
mining operation, a reduced rate of stamp duty).atper cent. This is included in
several mining agreements signed between the goeen and the mining

companies, even though the rate of stamp dutyt isyskaw at 4 per cent.

Revenue collected through international trade tayesv by less than 30% from
2009 to 20157 For example, the Tanzania Revenue reports on Resein 2010
reported that 45.12% of revenue ought to be catkdtom different FDIs were
exempted by Tanzania Investment Centre due to imess promotiort®> The tax
statistic reports show that the growth in reverineg2016/201% was simply because
of the current administration, which have triedbtock all means used by foreign

investors to avoid taxation through tax incentives.

The purpose of which section 19 of the Tanzaniastwents Act, 1997 was enacted
for is long overdone. Changes in the provisionftaure growth of our country are
needed, from that back ground this study was uakent in order to show the need

to change the setting of the provision, for thedyegbmorrow.

13 Curtis. M & Lissu. T, A Golden Opportunity: How Tanzania is Failing tor@éit From Gold
Mining p.23, available dittps://www.kirkensnodhjelp.nAccessed on Mof June, 2018.

NBS, Tax Statistics Report 2016/2017 Tanzania raaohl June, 2018 Available at
https:/nbs.go.tz/nbs/takwimu/Tax/Tax_Statisticspéte 2016-17.zipAccessed on 3of July 2018.

15 UWAZI, Tanzania’'s Tax Exemption: Are they too highd Making Us too Dependent on foreign
aid? atwww.uwazi.org Accessed on 370f June, 2018 12:35 PM.

8 Op cit, NBS
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1.2 Statement of the problem

The government of Tanzania is providing tax inoesifi to investors who are
willing to invest in Tanzania in accordance withitenia under the Tanzania
Investment Ac as a way to attract greater level of foreign awal investment into
the country. Tax incentives are used to facilitaaesign Direct investments and local
business as well. Section 19 (2) of the Tanzaniadtment Acf read together with
Regulation 45 of the Investments Regulations, %Oﬁrovides for the purpose of
creating a predictable investment climate, an itorebe issued with certificate
entitling benefits stipulated therein for a perwid5 years from the date of issuance
of such certificate, without being amended or ified by any law to the detriment

of such investor.

Plainly, section 19 (2) and regulation 45 abovejuines that Tanzania investment
centre after granting the Tax incentives certiicglhould neither alter the certificate
terms, nor can such certificate terms be amendenhantified by the Act of the
parliament, because the law prohibits amendmerthéyaw expressly. Therefore,
Tanzania hands are tied soon after granting thentine certificate for five years
with no power to revoke in case of circumstancerarging that effect or even when

the tax incentives are no longer beneficial to Ba economy and its people.

Tax Incentives result in loss of revenue, foramse, the government lost Tanzania
shillings two hundred ninety point seven billionchase of the Tanzania Investment
Center Incentives to investors in 2013 which is 18Rthe all incentives granted by

the governmerft: And according to Tanzania Revenue Authority repibe total

17 Section 3 of the Tanzania Investment Act, 199éan tax reliefs and concessional tax rates which
may be accessed by an investor under the Incomé&&ax 973, the Customs Tariff Act, 1976, the
Sales Tax Act, 1976 and any other law for the tbing in force, and includes additional benefits
that may be accessed by an investor under sec@iamd 20.

18[CAP 38 R.E 2002]

9 bid

20 The Investment Regulations, G.N. No. 381A of 2002.

2 The Minister of State in the Prime Minister's @#i( Investment and Empowerment), Dr. Mary
Nagu speech at the Parliament published by Mwanafighr es Salaam) Tanzania Tanzania
Investment Centre gives tax incentives about T9® @llion published on Wednesday Sharon
Sauwa, 25 June 2014, p.4.
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amount of incentives granted in the year 2013/204¢ Tanzania shillings one point

four trillion.??

For Tanzania, Tax incentives have not been proeetild. In different investment
sectors tax incentives have caused revenue ldssesxample, in mining sector and
transportation sector the Controller and Auditon&al reports abuse of tax relief of
Tanzania shilling 3.46 billion provided to two bénmries in the transportation
sector who ordered 238 cars. According to the tethercar were registered and used
by unintended beneficiaries of exemptfdn. Also, the Controller and Auditor
General report singled out a case in which no desdation was provided for 4.2
million liters of oil transported from Dar es Sataebetween October 2014 and

December 2015 for the use in mining areas in Bugvgagyankulu and Geita.

Tax incentives are issued in order; first to attraore Foreign Direct investmefits
which are expected to stimulate the country’s econdy offering employments,
developments in invested areas and transformingnt#dogy in to the country.
Second, to facilitate new investments and motiviaestors in certain locations for
development. However, as shown above, tax incentive used for tax evasion and
avoidance and not for the intended purposes beaaastof the investor’s shelf the
previous investment to a new investment after acdat®es profit from the incentives

given before the expiration of incentive period.

22 The Minister of State in the Prime Minister's @#i( Investment and Empowerment), Dr. Mary
Nagu speech at the Parliament published by Mwana(i@ar es Salaam) Tanzania Tanzania
Investment Centre gives tax incentives about Ts®@ Billion published on Wednesday Sharon
Sauwa, 25 June 2014, p.4.

2 Controller and Auditor General Reports 2016/ 20dVailable at www.nao.go.tz/?wpfd_dI=253
accessed on 15of September, 2018 at 09:40 am.

24 Ngowi. H.P (2000), Tax incentives for Foreign Rirelnvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.19.
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1.30Objectives of the study
This study was guided by both general and speaifjectives as follows:
1.3.1General Objective

The core objective of this research was to analyag incentives laws and
regulations in relation to provision dealing witifferent tax incentives offered in
Tanzania in different investments sector. This iE@daexamining tax incentives

merits in investments sectors against the demarifanzanian economy.
1.3.2 Specific Objectives

i. To examine how tax incentives provision can accwith our current
economic status and developments;

ii. To show why the law needs to specifically regul@eocation of certificate
of incentives in case of abuse by investors;

iii. To complement reforms of our investments law.

1.4 Research Questions

This study was conducted on the basis of the fafigwuestions:

i. Does tax incentive influence the attraction aneémgon of investment in
Tanzania?

ii. What are the plausible qualifications for investinem be issued with tax
incentives?

iii. Do tax incentives merits outweigh the demerit imZania?

1.5 Justification of the Study

The law, which regulates our prosperity in econ@nyg social order, gives power to
a foreigner to regulate themselves, with unspetite rather unknown boundaries,
breathing our country and economic to the mercynedstor, provoked this study. It
is time to evaluate our investments laws, measwdevel of our developments and

see if there is any worth to such laws.
7



Completion of this research was envisaged to se@selution to the problem by
highlighting the losses suffered and suggesting wy the law can controll Tax

incentives in Tanzania, for prosperity economic.
1.6 Significance of the Study

This study extends knowledge about what shouldhbegtialification for issuing tax

incentives which results in merits. Thus, the rese#s viewed to add knowledge in
relation to the impact of tax incentives in investmh sectors, generally to
government desiring to continue issuing tax inca#ito different investors and
those incentives which have been issued alreatijs sfudy also extends knowledge
to other economic stakeholders including Tanzaeigemue Authorities, Local and

Foreign investors, Tanzania investment centre ahdrdnterested persons in the

field of taxation law.

The research also provides new insights into quoatibns of tax incentives and the
performance of Tanzania economy through tax ingesti Lacking qualified and

competent investors creates conditions for thdigiehcies and poor performance of
country economy. This research therefore has lggtdd the gaps and provides

recommendations that can be applied in influenchenges in the law.

The research raises awareness to the policy ma&erspakers and other institutions
in the society about the existing law and its ira@eies on the issuance of tax
incentives as an attraction for investments. Theeaech is directed to various
stakeholders who directly and indirectly deal widsues of tax incentives as
mentioned above, for example the Tanzania Revenughofity, Tanzania
Investment Centre, Ministry for finance, touristiansportation, energy and mining.
This research therefore in general terms raisesea®as and influences changes that
can lead to the formulation of new policies or gmmendments of the Tanzania
Investments Centre Act specifically on the quadifions of an investment to be

offered with incentive certificate.



1.7 Literature Review

There is a scarcity of literature which discussestopic selected for this research.
However, the researcher was able to come across ebiie literature that in one
way or another had some aspects of the covered agpiiscussed below:

Curts, M and Tundu Lissu® in their report tiltedA Golden Opportunity: How
Tanzania is Failing to Benefit From Gold Miningiscussed intensively on how tax
incentives especially on mining sector contributethe failure of our economy. The
authors air out their views on the loophole of tiwe incentives provision especially
on managments and issuing of tax incentives ceatdis, relating the process to

ethical dimention?®

The authors argue, on sufferance of beneficiarigav@stment in the name which
Tax incentives are given. Thus, although Tax investare issued for development
the government collects very low tax revenues amatrolling of issuing of tax

incentives is subject to minimal governmental aodydar democratic scrutiny and is

associated with the problem of corruption.

Jonas. J.in his article titledKenya, Uganda and the United Republic of Tanzania
Selected issuesliscusses on how unmanaged tax incentives inloj@ng countries
distorts the economy. He starts by discussing dned in which tax incentives are
issued.The fiscal Incentives which are sometimes refetceds Tax incentives are
mainly in the form of enhanced capital deductiod #ax allowances, which include
investment allowance on capital expenditure, infuesure allowance on
infrastructure expenditure, preferential tax rdi@swithholding tax on dividends,
royalties and interest, preferential tax rates ers@nal income tax and indirect tax;

and double deductions on approved costs and expense

% Curtis. M & Lissu. T, A Golden Opportunity: How Tanzania is Failing tor@éit From Gold
Mining p.23, available dittps://www.kirkensnodhjelp.nAccessed on Mof June, 2018.
26 i

Ibid p. 4.
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Both local and foreign investors who are registdsgdranzania Investment Centre
(TIC) and/or Tanzania Revenue Authority (TRA) arégible for the Tax

Incentives’

He argues that, Tax Incentives result in a lossuafent and future tax revenue. Tax
incentives allow the investor to benefit twice, fogely investing and leaving with

the investments under lower price, as the reseltctiuntry loses revenues twice.

He continues to argue that because Tax Incentreefard to remove once granted.
Tax Incentives create differences in effective taxes and thus distortions in
allocation of investments between activities that subsidized and those which are
not. Tax Incentives attract mainly footloose firrmgd Tax Incentives can be outside

the budget and non- transparéht.

Saul L. and Dominique D° speak on the challenges associated with Tax iivesnt
for instance Tanzania being one of Africa’s larggsid producers, the expectation
has been that mining would contribute significarttlyits economic development.

This expectation has not been fulfilled.

The International Monetary Fund (IMF) notes thatdgexports have risen from
around US$ 1.5 billion in the last five years dwerising gold prices, but that
government revenues have remained at around US$mll0O6n per year. This is

largely because of the corporate income tax hoigagvided to mining companies.
In this report the authors have tried to give dugé nhegative impact of Fiscal
Incentives and that is the purpose of this studythey have failed to provide the
suggestions or the recommendations on what shaaldome so as to avoid such
problems and at the same time they have failedvi® the clear picture of the laws

regulating this issue of Tax Incentives in Tanzania

27 Jonas. J. (2008enya, Uganda and United Republic of TanzaSielected issues; IMF Country
Report No. 08/353.

%8 |bid.

%9 pid.

%0 saul L. and Dominique D. (2011); Staff Report foe Article IV consultation and second review
under support instrument; IMF Country Report No105, p 55.
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Yuduo Lu and Kung'unde G. Marko,>*

in their journal article argue that although
tax incentives are attributed much for the prongigiend of the mining sector, still,
there is a controversy linking the granted incesdivand the actual benefits the
country realizes. The provided tax incentives séeive a way too generous causing
the country to lose substantial amount of much-ededx revenuel. Among the
strong reasons given by the author in relatioméoproblem of tax incentives is poor
setting of tax regimes. He argued that local tagimes seem to be the core issue
surrounding this issue, by granting extensive falitg tax incentives which on

occasions involve the complete writing off of thea (zero tax}>

These fiscal incentives although boost the inflavisFDI's in the industry, they
seriously hurt the economy due to the loss of c@fgotax revenues. Very low rates
of loyalties (3%) and exemption of tax deal a Himwbto the local economy, and this
as noted above has alarmed various internatiordiébsuch as IMF. In this journal
article the authors have just given out the impaétehe fiscal incentives and their
causes, but they did not elaborate on what to pe do as to overcome the problem

neither did they provide the laws governing suaentives.

Moses, K. and Simon, N* argued that the rationale for granting of taceintives

are improving productivity and efficiency by atttiag Tax incentives act as a
catalyst for industrial development, promoting thensfer of proprietary knowledge
and technology; also it is creating employment opputies for general public,

giving the local human resource opportunity to taéned and become skilled. The
authors have only provided the importance of Takeimives after attracting
investors to invest in our country, they have ohBsed on the contribution of
investment after granting Tax Incentives, the saithors have proved failure on the
issue of negative challenges of Tax exemptions tardholidays, and they have

failed to give out the concept of Tax Incentivesdahe laws governing Tax

%1 Yuduo Lu & Kung'unde G. Marko (2010)Gold Mining Investment Incentives in Tanzania:
Current Issues and the Possible Remediggrnational Journal of Business and Mnageniéot. 5,
No.3 available atvww.ccsenet.org/journafidex.

%2 |bid.

* |bid p. 101.

34 Moses, K. and Simon. N. (2014)ax Exemptions; Implications on Social Developm&®ATIN
Uganda, p 21.
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Incentives. According to them it seems like thsues is not recognized by the laws

of the country.

Mark C, Lucy K, James D3 argued that, Tax incentives are a wider term that can
take different forms such as Tax exemption, Taxd@ssion, Tax holidays and Tax
relief. The investment incentives are classifietb itwo major categories: Fiscal
Incentives and Non — Fiscal Incentives, Fiscal fanclude corporate income tax
holidays and reductions in tax rates. Non tax itiges include direct subsidies like
government grants, loans and guarantees for tgnggécts. Tax incentives are
granted to attract FDI and/or promote economic gedi such as to encourage

investment in certain sectors.

Also, here the authors have elaborated the meafitax incentives, its form and its
classification; also they have elaborated the measoto why these fiscal incentives
are provided but they have failed to show the negaimpacts of the fiscal

incentives, neither did they show the laws govegrtime tax incentives or who are
the people concerned with it and also they did gigé out their suggestions or
recommendations on what should be done, so acegptdinthem it seems like the

issue has not any impacts to the country.

Saudin, J. M argues thatthe investment incentives provided under the lasv a
competitive and are aimed at or accessible to tnwests in areas which are
strategically considered being crucial for the exoit development of Tanzania.
These sectors have included agriculture, agro-basedstries, mining, tourism,
petroleum and gas and economic infrastructure (Réslways, Air and Sea

transport, Port facilities, Telecommunication, Biawgkand Insurance.

In this article, the main concern of the authoreolasn showing the reason as to why
we offer these incentives to the investors andai isis because of the competition
with other countries but the author has failed rovigle the effects or challenges of

% Mark C, Lucy K, James D Tax Competition in East Africa a Race to the Boftdax Incentives
and Revenue Losses in Tanzafiax Justice Network- Africa & Action Aid Internatial, p 21.

3¢ saudin J. M. Some Legal Perspectives on Investment Incentilies citizen, 25 May, 2017,
www.citizen.co.tzaccessed on 20of July, 2018.
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these incentive and what should be done so ageiw@me these challenges and he
has also failed to show the causes of these prabkemd he did not provide the
concept of these incentives together with its famd types of the incentives if any,

also they did not show the laws which regulatedgHtesal incentives in Tanzania.
1.8 Research Methodology

Research methodology is a way to systematicallyestite research problem. In it
we study the various steps that are generally adopy a researcher in studying his
research problem along with the logic behind tHérhis includes the sources of

information (data), and the methods of data cathect

Research methodology shows the framework in whidk tesearch study was
carried out. The empirical methodological approémhthis study is informed by
qualitative research methods. The qualitative meses flexible with multi-method
focus® This part therefore tells about the research desigea of the study,
population sample, sampling techniques, types &, diata collection methods, data

collection tools and data analysis techniques.

1.8.1 Research Design

Research design is the content analysis within kvhigsearch is conducted; it
constitutes the blueprint for the collection, measent and analysis of data. As
such the design includes an outline of what theaeher will do from writing the
hypothesis and its operational implications to fihal analysis of dat& The study
was designed in way to collect important data witthie fixed time. Among the
important key issues was the determination of #rapde size, sampling techniques

and fixing time.

37 Kothari, C. RResearch Methodology: Methods and Technigpgs .

% Milanzi, M.C., (2002), Research Methods in So&aiences: Theory, Philosophy, Methodology
and Observation, Institute of Public Administratidfeumbe University, p.29.

39 Kothari, C. RResearch Methodology: Methods and TechnigpesS1.
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1.8.2 Population and sampling Design

Sampling may be defined as the selection of somieopan aggregate or totality on
the basis of which a judgment or inference aboeitatgregate or totality is made. In
other words, it is the process of obtaining infotiora about an entire population by

examining only a part of.f®
1.8.3 Sample size

A total of 60 respondents were interviewed for thisdy. The population sample
was based on the following categorization of resigoms. Three members from
National Audit Office were interviewed, namely olegal officer, and two auditing
officers. Also, five companies namely VODACOM, Mhbaakis Safari Limited,

Kuku Food Company Ltd, Msumeno General EnterpridgdsCargo and East Cost
Oil & Fats Co. Ltd in which the respondents were tompany financial assistant,
Human Resources Managers and company legal officEme researcher also
conducted interviews and issued questionnairesvémtly investors both local and
foreigners in different companies and investmeetgre, three High court judges of
the Commercial Division where one judge and theistesy of High Court

commercial Division was interrogated, as well asese Auditors in different

Auditing firms in Dar es Salaam.

Others were eight members from Tanzania Revenuéohity from Kinondoni,
Kimara, Samora, Magomeni, llala and Gerezani. fszarcher also interviewed
three Tanzania Investment Centre officers and ctglte questionnaire from five
officers of the Export Zones Authority, two frometiDar es Salaam Stock Exchange

Officers and from four members of the public.

% |bid p. 152.
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1.8.4 Sample techniques

Choosing a study sample is an important step inresgarch project since it is rarely
practical, efficient or ethical to study the whgepulation.** In obtaining the

respondents, the researcher used a systematic isgmmpkethod and purposive
sampling. Systematic sampling method requires tih@tpopulation be accurately
listed in such a way that each element of the @jmu can be uniquely identified by

its order. It consists of the selection of the td&mmm the list.*?

The advantage of systematic sampling is that tf@rimation obtained is reliabfg.
Purposive sampling enables the researcher to chregspendents because of certain
criterid it is a deliberate selection of sample units tbanform to some pre-
determined criteria. This involves the selection aaflses which we judge most
appropriate ones for the given studyThat being the case therefore the selection of
the respondents in this research was based oedkern that the respondents must be
well acquainted with taxation law specifically omxt incentives issues and

experience since the research at hand highly regjiimowledge in such field.

1.8.5 Data Collection Methods and Collection Instrmments

In this research the primary data was obtained fiegspondents or experience survey
by interviewing and questioning key participantsowbere in position to answer the
guestion. In this study the following data collectitools were employed personal
interviews and questionnaires survey were the nma@thods used in collecting
primary data. Secondary data was collected byalitee review, literature like
journals, fiscal reports by United Nations, Worldri, International Monetary Fund

and different studies on effectiveness of tax itives were preferred as they discuss

*1 Mashall, M.N., (1996), Sampling for Qualitative $earch , Family Practice, Oxford University
Press, UK p.522.

2 Myneni, S. R. (2001). Legal Research Methodolojighabad Law Agency, Assian Offset Press
p.226.

* Ibid .

* Dooley, D. (1995),Social Research Methods, (3rd.EdPrentice- Hall of India Private Limited,
Delhi p. 136.

5 Krishnaswami, O. R. and Ranganatham, M., (20@#), p. 139 it is based on the judgment of the
researcher or some experts, the chance that ayartcase be selected for the sample dependson th
subjective test of the researcher. The advantageg hit is less costly and more convenient and it
guarantee inclusion of relevant in the sample.
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and answer the question whether tax incentivedtsesumerits or demerits. These

are discussed herein below:-

1.8.6 Interviews

Interview as a method of data gathering, is a @erithod of securing data, it is a
conversation with purposé® It is a two-way systematic conversation between th
researcher and an informant initiated for obtainifgrmation relevant to the study
involves not only conversation but also learning tlespondent’s gesture, facial

expression and pauses and his environrtent.

The researcher chose using interviews becausepfireach allowed the researcher
to elaborate questions to the respondent, helpe#inmmagathering relevant
information from the respondents easy and alsotigss consuming® Furthermore,
the researcher was able to verify the accuracydependability of answers given by
the respondents through observation and probes. Gding the case a set of pre-
determined interview guide was prepared; these weed when interviewing
respondents of different categories. In this stildg,researcher used semi-structured
and unstructured interviews. The interviews weraeal at gathering the first hand

information relating to the research questions.

1.8.7 Questionnaires

Questionnaire is another tool that was used folectobn of primary data in this
study. Questionnaire is the tool of investigatidrsacial legal problems; it is used to
collect data from large scattered population. H Ist of questions to be answered by
a group of people, especially to get facts or mf@tion about their view**The
advantage of questionnaire to this research wéseteffect that it helped me to get
the respondents who did not have time for the we®r with the researcher

following the availability and time they had in thefficial capacity; for example,

“*Dr. Myneni, S. R., (2001), p.186.

7 Krishnaswami, O.R. and Ranganatham, M. (200%),pb183
“8 |bid p. 188.

9 |bid p. 197.
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respondents from Export Zones Authority and DaBGakam Stock Exchange. The

researcher prepared a questionnaire guide whighpended in this report.
1.8.8 Documentary Review

Since the purpose of this research was to exploeetdx incentives in different
investment sectors in Tanzania and appraise thdtsmas against demerits,
secondary data was collected by documentary revidich involved reviewing

different articles on effectiveness of tax inceesiyfinancial reports and fiscal policy
briefs. Selected companies were contacted to geotheir company financial
statements and reports showing how their returmdriboites to and benefits the

economy.

Other documents included statutes providing foritaentives and qualifications for
incentives in different sectors like the Export ¢&ssing Zones Act, 200&,alue
Added Tax Act, Dar es Salaam Stock Exchange Markgulations, and the Mining
Act, 2010 to name a few. These documents were ridddairom different libraries,
such as the Mzumbe University Library, The Unsigrof Dar es Salaam Library,
and from the different websites. The purpose eks¢hdocuments was to provide
some of the information that was useful in answgtime research problem and in

making a comparative analysis in other jurisdictiom effective tax incentives.

1.8.9 Data Processing and analysis

This research used qualitative data analysis amdnm®tric data analysis for
clarification. This is the process in which we mdk@am the raw data that have been
collected as part of the research study and uséo ifprovide explanations,
understanding and interpretation of the phenomeeaple and situations which were

under the study.

The aim of analyzing qualitative data is to examihe meaningful and symbolic
content of that which is found within. What we aiening at is to try to identify and

understand such concepts, situations and ideas.
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Qualitative research method involves the procedur@hich the research question
requires an understanding of the processes, eaadtselationships in the context of
social and cultural situation. Qualitative researaims at producing factual
description that is based on face to face knowlexfgadividuals and social groups
in their natural setting that is relevant to thsdy. It is useful for obtaining insights

into situations and problems concerning which oy mave little knowledge.

It is argued that a qualitative method can be usedbetter understanding of
phenomena which are not well known. It can alsaded to gain new perspectives
on the things or issues that are already knowr @ain more in-depth information
that may be difficult to convey quantitativeRf. With the research at hand it was

imperative that qualitative method be used to a®atiata to explain the problem.

The researcher used content analysisth respect to documentary data which were
obtained from the named libraries above. In addjtihe analysis of primary data

included the tabulation and graphing of the satd tla explain the problem at hand.

Since this was a qualitative research, the reseadid a content analysis. Content
Analysis means analysis of the contents of int&rgjequestionnaires in order to
identify the main themes that emerge from the resps given by the respondents.
Generally, this includes data management and rexhjctdentifying the main

themes, classifying responses under the main theamesconclusion drawing and

verification

0 Marie C. H., (1997) Choosing Qualitative ResearBhimary for Technology Researchers, in
Journal of Technology Education, Vol. 9 No.1 of

®1 Krishnaswami, O. R. and Ranganatham, M., (20@8), pp 211-212 defines Content analysis is a
research technique for making inferences by objiggtiand systematically identifying certain
specified characteristics of a content of a documeéhis is the method of data collection and data
analysis. This is used for gathering data fromexddirecords, documents, news paper. The content of
the written material serves as a basis of inferertiee analysis is made objectively and
systematically. Objectively refers to making to nmakanalysis on the basis explicit rules which
enable different researchers to obtain the samdtsefsom the same document. Systematic analysis
refers to making inclusion or exclusion of contefitaccording to consistently applied criteria of
selection; only materials relevant to the resedegign are examined.
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1.9 Scope of the study

This study is exclusively examining the legal andtitution Framework governing
issuing Tax incentives in Tanzania. Taking inteaot the limitation of time and
specification of the Topic, The researcher focusedthe key issue which was
examining whether Tax incentives are panacea towasthinable developments as
per the reasons of their establishments or thdyppawide for neo- colonialism. The

research was conducted in Dar es Salaam.

1.10 Limitations of the Study

There are various sectors in Tanzania governed iffigreht legislations; such
legislations allow issuance of different tax ince@$. One of the challenges was
identifying the sample of respondents to covergtuely at wide range to represent

different sectors.

Again, getting the responses in time was a challesgme respondents argued to
have no time and requested the researcher’'s patiand some misplaced the
guestionnaires necessitating the researcher te iafesh and wait for response
again. Thus, the researcher incurred additiondlinasaking such follow-ups. Costs

were incurred for follow-up of different intervieschedules which were rescheduled

many times because the respondents were busyheithdaily activities.

Few respondents feared to answer the questionviorggirue information believing
that the researcher was a spy. For example, maastiqus were not answered by
Tanzania Revenue Authority and Tanzania Investn@amtre officer, especially
when asked whether tax incentive draw advantagesadvantages. There was also
a problem with the time frame for completion of ttesertation compared to the
multitude of the respondents selected and the @abéirthe problem particularly

getting responses on time.

As noted in the previous section, the challenges@lwere dealt with using different
approaches. For instance, the researcher had taddhe respondents particularly

those who were given questionnaires that theiriopgwere vital in getting accurate
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information about the legal aspects and practidesnance and management of tax
incentives. Therefore, the researcher consultedrespondents by making phone
calls, issuing other questionnaires to respondehts misplaced them, speaking to
them and also seeking audience to speak with thHemsome situations, the
researcher asked the respondents to fill in thestoqprenaires in his presence. This
approach helped much as respondents were able ttalgdfication on some

questions appearing to be unclear or vague inukstgpnnaire.

Overcoming other problems such as getting inforomator the questions that were
not answered by the respondents while respondingh& questionnaire, the
researcher had to ask the same questions whenctorglinterviews. This approach
helped the researcher obtain information for a# tjuestions appearing on the

guestionnaire.

The researcher had to assure all candidates teaputpose of the research was
academic only and the research had nothing to do &gpionage. In addition, the
researcher assured the candidates that he wasspgtparticularly for those who had
fears about the purpose of the research. In maogstans the researcher had to
show the research proposal to those respondentsmghm worried. This approach
helped build confidence among respondents. Consdguke respondents were able
to provide their opinions freely. In addition, thesearcher assured participants that

their names would not appear in the published decurfor privacy reasons.

Overcoming the problem of additional costs due adoW-ups, the researcher
devised a mechanism in which initial contacts witspondents were made using
phone calls and agreeing on dates and times fervietvs. In addition, before
meeting with the respondents, the researcher cigegarticipants to confirm if they

were ready for interviews.

All these mentioned problems in one way or anottmmtributed to the delay of
finishing the dissertation. However, every chalkemmncountered and progress made
was directly reported to the supervisor and thea@ute was given on how to address

the challenges encountered.
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1.11 Chapterization

This research consists five chapters, chapter amuskes generally, the problem
forming the subject matter of this research; exansicholarly views and approaches
that have so far been taken in addressing effews® of tax incentives and the
methodology of the research. Chapter two discu#sesnain concept underlining
this research in detail. Chapter three deals \highLiegal regime forming the basis of
this research and Chapter Four deals with dataysisahnd presentation, while

Chapter five deals with recommendations and corarusf the research.
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CHAPTER TWO

CONCEPTUAL FRAMEWORK ON TAX INCENTIVES IN INVESTMEN T
SECTOR IN TANZANIA

2.1 Introduction

With the aim of attracting different foreign directvestments, Tanzania under
different laws governing and different investmergcters including mining,
agriculture, fishing and tourism provides a widaega of incentives in general and
tax incentives in particular in every fiscal ye&his chapter discusses the essential
concepts under this study. Mainly this chaptetsiedth the concept of investments,
explains the investment sector subject of tax itices, and concept of tax
incentives. Types of tax incentives as defined eladsified by legislation and how

are they issued.
2.2 Investment

This phrase is spoken every day with purpose ofa@xpg venturing in economic
and social productive aspects for prosperity. 8ack” defines investment to mean
the creation or acquisition of new business asaet$ includes the expansion,
restructuring or rehabilitation of an existing mess enterprise. Investment connotes

the production of goods that will be used to pradather goods.

Furthermore, investment is a result of saving @oree consumption) by individuals,

private firms and governments. It includes realestvent such as new plant and
equipment, public utilities including schools, rsadailways, ports and pipelines as
well as financial investment which entail buyingdncial instruments shares, bonds

and securitied®

°2 The Tanzania Investment Act, [CAP 38 R.E 2002)].

3 Mpango. PThe Role Of Investment In Economic Development@aevth Strategy Of Tanzania:
The Case Of The Lake Tanganyika Zobar es Salaam, 2015, Proceed of The Tanganyike La
Investment Forum, available @tvw.mipango.go.taccessed on 2'3August 2018.
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Thus, for every initiative taken for investmentspmses, expectations are always to
prosper, mainly economically and socially. Like amyestment initiative, Tax
incentives are used in Tanzania as investmentagass to attract investments in our

sectors for prosperity of our economy and sodialdf her citizens.
2.3 Investment Sectors subject of Tax Incentives ifianzania

With her natural resources, Tanzania offers investsiopportunity in almost every
economic, social and cultural sector. Specialnéitia is directed to the priority
sectors. The priority sectors are agriculture, dgased industries, mining, economic
infrastructure, tourism, and petroleum and gasoseé€tor all these sectors, except
petroleum and gas sector, acquisition of all cagib@ds and parts are zero rated for
import duty purposes and Value Added Tax therederdsf*. Research expenses
for agriculture are allowable for income tax pumegswhile capital acquisitions are
100% expensed. To attract productive investmerthénpetroleum and gas sector
petroleum legislation was enacted. Equipment antkmads used in exploration are

tax-exempt.

Other sectors include manufacturing, natural resssisuch as fishing and forestry,
aviation, commercial building, financial servicdsansport, broadcasting, human
resource development and export oriented projéat®stors in these sectors enjoy
zero import duty rates for importation of capitadogs and deferment of Value
Added Tax thereon. There is also a set of exemptigranted on those investing in
export processing through the Free Economic Zonesghdkity and Export

Processing Zon€es. The incentives under this cluster range from ldegn tax

holidays to full tax remissions.

% Section 5 (1), 56, 57 and 58 of the Value Addex, Pa14.
%5 Section 15 of the Export Processing Zones 2@f6.
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2.4 Tax Incentives

The word Tax incentive is not the creature of ttaguge; however, it is attributed to
incentives because all incentives as against tales.term “incentives” has been
defined under sectior®to mean tax reliefs and concessional tax rateshwhiay be

accessed by an investor under any law for the taeieg in force, and includes
additional benefits prescribed by the certificafeircentive. A tax incentive is

defined as ‘a deduction, exclusion or exemptiommfra tax liability, offered as an
enticement to engage in a specified activity sucinaestment in capital goods for a

certain period®’

Tax incentives are the fiscal form of investmenteintives and include corporate
income tax holidays and reductions in tax ratesn-Necal or non-tax incentives
include direct subsidies like government grantgnto and guarantees for target
projects. Tax incentives are granted to attract RDH/or to promote specific

economic policies, such as to encourage investinargrtain sectors
2.5 Types of Tax incentives

Tax incentives can be in different forms, it can ta@ exemption, tax holidays,
capital allowance deductions, investment allowaarg tax credit, timing differences
and many others depending on how the law classifiem or allows them to be

deducted during tax assessments.
2.5.1 Tax exemption

Tax exemption is in form of tax incentives, tends éxclude some classes of
investments, earnings or business from paying taXess, its exclusion of tax
liability by the law, normally a tax exemption igopided to an individual or
organization which falls within a class which thevgrnment wishes to promote

economically, such as charitable organizations.

%6 The Tanzania Investment Act [CAP 38 R.E 2002].

5" See http://lwww.businessdictionary.com/definitiam/tncentive.html  Accessed on "2Bugust,
2018.

58 AJN-A, Tax Competition in East Africa A Race to the bofloifax incentives and Revenue Losses
in Tanzaniapg 4.
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Tax exemptions are usually meant to either redheetdax burden on a particular
segment of society in the interests of fairnessog@romote some type of economic
activities through reducing the tax burden on thaggnizations or individuals who
are involved in that activiy. For example, the second schedule to the Income Ta

Act, 2004, lists transactions exempted from taxatio

The minister enjoys power to exempt payment of uadersection 16° and The
Finance Act, 2018 has added a new section 129 wémghowers the Minister for
Finance to make Regulations for the better carrgumgof the objects of the principal
legislation (Income tax Act). In addition, the Fmt& Act, 2018 has granted power to
the Minister for Finance to exempt Government migefinanced by non-

concessional loans.

The Finance Act, 2018 has provided for tax Exemmpim Withholding Tax on
Interest on Government Loans paid by the Governrtemton-resident Banks and
financial institutions, other Governments or thepresentatives arising from a loan
agreement for the purpose of financing Governmemiepts. Apart from the
overwhelming power to the minister, likely to besmsed, everyday exemptions are

adding up, initiating losses of revenue and weighthe burden to fewer tax payers.
2.5.2 Tax Holidays

Tax holidays are time-limited exemptions from tleeporate income tax, which may
or may not be renewable. They are widely regardec particularly ill-designed

form of investment incentive, and one that posessicierable dangers to the wider
tax system, unless offered for periods so lonthase investors are likely to doubt
their credibility, they are most attractive to thest footloose firms, which are those

likely to bring the least benefit to the wider eooty **

59 Luoga, F. D. A. M,Taxation in the Advent of Democratization and tiios to free market
Economyin Tanzania and Concerns on Rule of Law and HuRights, pg 11.

0 The Income Tax Act [CAP 332 R.E 2008].

®10dd H. F and Kari K. Hthe tax system in Mozambique, Tanzania and ZanBémacity and
Constraints. Available at www.Norad.no>.no.globalassets>filarkiv>summary-systems-in-
mozambique-tanzaniz-zambia-27-04-20A&cessed on ﬁSAugust, 2018.
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For example, under the Income Tax Act, 2004 a qaitpanewly registered under the
Dar es Salaam enjoys tax holiday of 5 % off theumegl 30 % for three years.
Another example of tax holiday is the recent amesminof the Income Tax Act,
2004 by the Financial Act, 2018 which reducgarporate Income Tafkom 30% to
20% for new investors in the pharmaceutical andhkyaindustries for five

consecutive years from the date of commencememtoafuction.

From the last example, tax holiday as an incentaelitates production and

investment in pharmaceutical sector, although ifige years the government will be
losing 10% of the revenue from the company, thepaomg business is facilitated and
within five years the facility will be more capabile terms of establishments and

from then the government harvests the proceeds.
2.6 Categories of Tax incentive for this study

Tax incentives are issued depending on the reqgeinerof law, thus a specific
provision of the law must provide incentives fortaen purpose and at what rate,
either whole or partly, for example the Income Pat, 2004 requires all companies
registered in the Dar es Salaam Stock exchange éfléaokbe taxed at the rate of

30%, however these new listed member have taxdnolfl 5% for three years.

There is a lot of tax incentives, for the purpodethis study only tax incentive
affecting investments were discussed, knowmasstments Incentiv¥s Generally,

Investment Incentives can either be Fiscal incestior Non- Fiscal incentives.

Non-fiscal incentives include direct subsidies ligevernment grants, loans and
guarantees for target projects. Tax Incentivesgaamted to attract FDI and or to

promote economic policies, such as to encouragestnment in certain sectdts.

%2 Investment incentives are measurable economicraagaes that governments provide to specific
enterprises or groups of enterprises, with the giasteering investment into favored sectors or
regions or of influencing the character of suctestments.
8 Mark C, Lucy K, James D. (2012Jax competition in East Africa a Race to the Boftdiax
Incentives and Revenue Losses in Tanzara; Justice Network-Africa & Action Aid Internatial,
pg 21
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2.6.1 Fiscal Incentives

Fiscal form includes corporate income tax holidageguction in tax rates, Tax
holidays, Tax credits, Investment allowances, are¢dd depreciation, reinvestment
or expansion allowances and all exemptions on itaoiffs, export duties, sales,
wage income or property taxes and social secuoityributions. Fiscal incentives are
tax provisions granted to qualified investment ectg which represent a favorable
deviation from the provisions applicable to othevestment projects. In principle,
the primary objective of fiscal incentives is tdlience investment decisions by
either directly affecting the potential profit siras of projects or reducing the risks
attached to it. Tax incentives (or fiscal incensivgprovide indirect support to
investors in the form of tax breaks, access toidutesl credit, and lower customs
tariffs among others, which are aimed at directhpiioving investors’ earnings.
For example, under the Tanzania Investment Act71®eertificate of incentive to
withdraw all Value Added tax and import duties ssued on all inputs for mining,

agriculture, tourism and goods manufactured fooexp

That all agricultural facilities and any technolcaji industrial equipment are

exempted from taxation, this is also reflectedr@nREinancial Act, 2018.

Fiscal incentives promoted in Tanzania in relattonthe mining sector are tax
holiday and tax exemption whereby the governmemt3amzania grant those as
incentives with the role of attracting the investto invest in Tanzania. For example,
the Financial Act, 2018 amended section 90A (5jhef Mining Acf® to exclude
Salt producers from payment of inspection cleardaedfor the purpose of boosting
production. Again the Act amends Value Added TaxX*Ady providing exemption
on imported animal and poultry feeds additives, #m® being to reduce costs
incurred by livestock keepers and increases thdribation of the sector to the

economy.

% Senate Economic Planning Office, (200Bylicy Insight; rationalizing the fiscal incentivegstem.
Retrieved on 27 January 2017 fromwww.senate of the Philippines (.gov)>ph>P1 2005-03,
Rationalizing the fiscal incentives system-1.

5 [CAP 123 R.E 2002].

6 [CAP 148 R.E 2002].
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The Tanzania’'s Export Processing Zones Act, 2008viges Fiscal incentives
including (i) 10-year corporate tax holiday; (ii)-year withholding tax holiday; (iii)
duty and VAT exemption: raw material, capital goo@&ministrative vehicle,
ambulances, firefighting equipment and two stafédsj (iv) VAT exemption on
utilities and wharfage; and (v) exemption on taxesl levies charged by local

government authorities.
2.6.2 Non- Fiscal Incentives

Non-fiscal incentives are service oriented tax mies, mainly issued on business
running by offering different services to faciléga¢conomic growth, including direct
subsidies like government grants, loans and gueearfor target projects. Also, it
can refer to the services and assistance providedh¥estors by the government
departments to facilitate registered enterprisegamns and entry into the market.
These are available to all firms including thosattlo not qualify for fiscal

incentives’

The non-fiscal purposes of taxation are normallyiddid in three categories: re-
distributional purposes, behavioural purpose amallff purposes where the objective
is to make an influence on the trade cycles. Toesextent, the above-mentioned
purposes reflect certain basic elements in a tateny, thus aspects that should be
taken into consideration when deciding the basistd® computation and the tax

rates.

The Tanzania’'s Export Processing Zones Act, 2006viges for Non-fiscal

incentives for firms operating within zones thatlude: (i) operating under only one
license issued by the EPZA; (ii) the ability to atg visa for key technical staff at
point of entry; (iii) securing unconditional traeshbility of profits, dividends and
loyalties; (iv) access to one-stop-service cenyr&EBZA for set-up, facilitation and
aftercare (work permits, labour relations, custgmahd (v) on-site customs

documentation and inspection from all relevant goreent authorities.

67 See INCENTIVES (meaning of non-fiscal incentives) available at

www.naga.gov.ph>investments/incentives.hfmtessed on 24of August, 2018.
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2.7 Issuing of Tax incentives in Tanzania

Tax incentives as explained above, in whatever fehould be provided by law.

Issuing of tax incentives in Tanzania follows dserprocedures of issuing
depending on the legislation establishing suchitaentive, the investment sector
and nature of the incentive required. It shoulchbied that, not all incentives require
certificate of incentives, other work automatically the due cause of business,

unless the law provides otherwise.

For example, section i%gives the council for Tanzania export processiogezto
issue different tax incentives as established utiteract. The procedure of issuing
will be executed in all processing zones in accocdawith the council instruction.
And Section 1% prohibits application of the Tanzania Investmert,AL997. In
other words, the certificates of incentives grantetler the later Act are not

applicable to the former Act.

The procedure for issuing tax incentives diffemyfrone sector of investments to the
other. For instance, enterprises engaging or imgntb engage in Mining and
Petroleum Sector shall follow the approval processtained in their respective

legislations”®

2.8 Conclusion

This chapter discusses the main concept of thly stod their legality point of view
in terms of application. The discussion details idraounts to tax incentives, with
examples shows that, tax incentives can be bathlfend non fiscal as described by

different legislations.

®8 Export Processing Zones Act, 2006.

69 |hi

Ibid.
® Tanzania Revenue AuthorityTaxation In Tanzania: The Tanzania Investment Amddd
Promotion, available at

http://www.sanec.org/themes/sanec/uploads/filesAANA%20INVESTMENT%20AND%20TRADE
%20PROMOTION%20final%20version.péiEcessed on ﬂSAugust 2018.
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The chapter substantiates different investmenbseeind their priority in investment
process, and lastly the procedure of issuing theneentive has been proved to be
diverse depending on the legislation requiring sEdegrocedure and issuance of

certificates of incentives and other working auttiosdly in due course of business.
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CHAPTER THREE

LEGAL AND INSTITUTIONAL FRAMEWORK FOR TAX INCENTIVE S IN
TANZANIA

3.0Introduction

Taxes are charged only if established by the ldsg tax holidays and exemption
must be provided by the law; and authorities téecbland administer tax incumbents
including tax incentive are established by the IaWis chapter examines the law
providing tax incentives in detail, the institut®for issuing tax incentives, that is
Tanzania Revenue authority and the Tanzania Inwgt@enter. Again the question
on how tax incentives are issued in Tanzania throtlgese institutions and

qualification for tax incentives has also been uksed.
3.1Law Governing Tax incentives in Tanzania

As argued above and in previous chapter, tax igstdd to law, unless established
by law accorded with purpose it cannot be claimedgranted. Tax incentives laws
are discussed according with sectors. Note thatiskued are financial matter, each
year reports and budgets are planned for a fisead, yherefore tax laws change each
year through the financial Act. For the purposéhig discussion, the Financial Act,
2018 is discussed.

3.1.1 The Income Tax Act, 2004

It is the principal legislation governing taxatiggsues. Providing how to charge,
assess and collect Income Tax and matters incidérei@to. The Act is subjected to
amendment each fiscal year. Despite other taxhines provided by the Act to be
discussed below, section’@ives power to the minister to exempt any perkeggl

or natural, from tax, thus he can issue tax inwestiat his or her discretion, without

consultation or anything.

" Income Tax Act, 2004.
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The Act sources different tax incentives in Tanaaimcluding corporate tax rate
30% exempting the newly registered companies to Dia@ es Salaam Stock
Exchange Market at charge of 25 %. Thus, any comparal or foreign for three

years since registration to the Dar es Salaam SEahange Market will be

exempted from income tax at rate of 5%or agricultural sector the Act provides
for 100% tax incentives for investors capital al&mwe on expenditure incurred for
agricultural purpose. For mining operations, ingestenjoy 100% tax incentives for

expenditure incurred for the year either capitalemenue expenditure.
3.1.2 The Value Added Tax Act,2014

Value added tax was established in Tanzania in ,1B98his Act named after it.
Value Added Tax is a general consumption tax assesa the value added to all
commercial activities involving the production addtribution of goods and the
provision of services and on imports (taxable siespl First scheduf@ provides for

a long list of tax incentives charged under zeresand the Second Schedfile

provides for a long list of items exempted from.tax

The Act empowers Tanzania investment center an@draa revenue Authority to
zero rate or exempt revenues from taxation. Fomgi@, certificate of incentives by
Tanzania Investment Center, grants an investor #etto per cent (0%) Import Duty
on Project Capital Goods, Computers and Computeeggories, Raw Materials and
Replacement Parts for Agriculture, Animal Husbandnd Fishing, Human and
Livestock Pharmaceuticals and Medicaments, Motdri&e in Completely Knocked

Down form and inputs for Manufacturing PharmaceltiRroducts.
3.1.3 Export Processing Zones Act, 2002

The Act gives power to the minister to establisifiedént export processing zoriés

to facilitate export of goods manufactured by dreptinternational competitive

"bid Section 142 (7).

3 Made under section 9 (1) of the Value Added Tak 2614

" Made under section 10 (1) of the Value Added Tak R014.

> The Act has been amended by the Export Procesgimgs (Amendments) Act, 2006 and the
Economic Zones Laws (Miscellaneous Amendments) 2@t1.
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market leading to economic growth. Section 15 ld #Act, provides for tax

incentives for Investors wishing to establish oergte in export processing zones.
Of most interest an investor on export zonesxismpted from payment of corporate
tax for an initial period of ten years and thereaf. corporate tax shall be charged

at the rate of not more than twenty five per cefifum

For ten good years the country will benefit nothagyrevenue from investments in
which there is no assurance that other benefilsbe@ibccumulated no guarantee that
after expiration of such period the investors \pily taxes, how absurd the law can
be. Again from being exempted to pay taxes theee aiher incentives, double

revenue loss with a single investor, imagine farde more.

Fortunately, the Act has been amended twice by ERport Processing Zones
(Amendments) Act, 2006 and the Economic Zones La@discellaneous

Amendments) Act, 2011, but no changes to that prowi has been effected.
Comentraries on tax incentives under this Act artpa¢ tax exemption ‘for the first
10 years’ is the foot-loose investment, the inmest may easily close their
operations after the expiry of the tax incentivasl aelocate in other Export
Processing Zones and Special Exports Zones witl@rcountry as a new investment

or even flag out to other countriés.

A pace has been taken under this Act, by firsemieg the application of the
Tanzania Investment Act, 1997, meaning sectionflif®elatter is not applicable to
investors of the former. Second under sectiof? l&xpressly prohibits an investor
whose tax relief has been issued to carry bussioesof those prescribed under the
Act. But this alone does not safeguard our econostagnation because the

incentives issued overweigh the benefit accumulbyetthe country.

78 Section 3 (1) of the Export Processing Zones 2002.

" Ibid Section 15 (1)(b).

8 Tax Justice Network-Africa (TIN-A), Tax Competiiin East Africa; A race to the bottom? Tax
incentives and Revenue Losses in Tanzania, p. 6 ilaba at
http://www.tzdpg.or.tz/fileadmin/_migrated/contenploads/Tax_Incentives_and_Revenue_Losses i
n_Tanzania.pdéccessed on f[‘September, 2018 at 9:57.

9 Export Processing Zones Act, 2002.
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3.1.4 The Tanzania Investment Act [CAP 38 R.E 2002]

The Act intendsto provide for more favorable conditions for intess.” and
establishes the Tanzania Investment Center, andcahter grants Certificates of
Incentives under authority conferred upon it bytPi&r Section 17 (1-8) of this Act.
The Act showers investors with openhanded ‘incestivn the form of tax reliefs
and concessional tax raf®sAlthough it does not list down which incentivesidae
issued by Tanzania Investment Centre; however dlysyrotect investor with

incentive to hold the same, without any amendments.

Substantial Section 19 (2) prohibits any amendnoériax laws at the detriment of
the investors for purposes of creating a predietatvestment climate. Adding to
tax incentives, the Act allows free transfer of italp profits and dividends that

could have otherwise been paid to the country asuge.

Again, the Act assures investors against exprapnatithout the dugrocess of the
law.®? The principle ofdue process of lavis divided into two categories, namely
substantive and procedural. In essence, the phkn@pmeant to protect individuals
or entities from coercive powers or abuse by thevegument by ensuring

adjudication process under valid laws which aredad impatrtial.

The principle has been interpreted further by theerhational Centre for the
Settlement of Investment Dispute (ICSID) and theermational Chamber of
Commerce (ICC) that ‘due process of law’ importsestelements such as the fact
that expropriation must not be discriminatory agaitme investor, it must be for a

public purpose and be accompanied by full compensahat is prompt, adequate

8 The term incentive is defined under Section 3hef Act as including “tax reliefs and concessional
tax rates which may be accessed by an investorruhdéncome Tax A¢t1973, theCustoms Tariff
Act, 1976 and th&ales Tax A¢tl976 and any other law for the time in force.”

81 See Section 21 The Tanzania Investment Act [CAR.82002)].

82 See Sections . 22, 2 (1) (a), and Section 2f(3he Tanzania Investment Act [CAP 38 R.E 2002].
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and effective. In essence, the provision meantatept the business interest of the

investor®®

In support of that section 23 Pf) the Act allows settlement of disputes in
accordance with the rules of procedure for arbdraof the International Centre for
the Settlement of Investment Dispute where thera gispute between a foreign
investor and the Tanzania Investment Centre ergtbvernment in respect of a

business enterprise.
3.1.5 The Mining Act, 2010

With this Act, tremendous changes have been wigtess 2017, to ensure the
government does not suffer revenue losses, as dndigureported. This study
discusses the Mining Act, 2010 as amended by ThigtafrLaws (Miscellaneous
Amendments) Act, 2087 The Acf® contains provisions regulating prospecting for
minerals, mining, processing and dealing in mirgrab granting, renewal and
termination of mineral rights, payment of royalfiéses and other charges and any

other relevant matters.
3.21ssuing Tax incentives in Tanzania

Issuing of tax incentives depends on the law diest there are tax incentives
which are issued by operation of the law and thedgjected to application, for

example though issued under by Tanzania Invest@entre.
3.2.1 Direct tax incentives issued

Categorically, tax payer does not apply for, byragien of the law; tax incentives
are established automatically. If your investmatisfin that category, it is excluded

when Tanzania Revenue Authority are assessing i@bility. Tax payer is

8 Mwakaje, S, How the Law Protects Investment onzgaia,’ theCitizen 14" September, 2014
available at http://www.thecitizen.co.tz/oped/How-the-law-pratemvestments-in-
Tanzania/1840568-2452308-4upkcw/index.hamtessed on 9th September, 2018 2:22 pm.

8 The Tanzania Investment Act [CAP 38 R.E 2002].

8 Act no 7 of 2017.

8 Mining Act, 2010.
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responsible for showing that, in returns, the extenre and revenue obtained follow
either under section 9 and 10 of the VAT Eabr any other law exempting such

income.
3.2.2 Indirect tax incentives issued

This is in most cases done by foreigner investatgere a tax payer or investor by
way of application will be issued with certificatef incentives by Tanzania
Investment Centre only on taxes as exempted by Téaere are some incentives by
operation of law tax assessor cannot exclude auicatig until the tax payer prove
that tax incentives were issued to him, for examgéetion 17 of Tanzania
Investment Centre Act, authorizes Tanzania Investr@entre to grant certificates of
incentives on issues specified by the Act, if avestor does not apply for such a

certificate and issued with it, he cannot claimltakility exemption.
3.2.3 Qualification to be issued with tax incentives

Qualifications to be issued with tax incentivesTianzania, depends on the law
establishing such incentive, this part discussesinaentives qualification under
Tanzania investment Center, Export Processing Zéwugisorities and qualification

in relation to minerals and petroleum investments.
3.2.3.1Qualifications under Tanzania investment Act, 1997

Save for investments in mining and petroleum, atreenan issue certificate of
incentive to a foreigner or local investor with tipealification under section 2 (2)(a
and b¥®, which provides that to qualify for and obtain Fania Investment Centre
Certificate of Incentives minimum fixed investmewist for New, Rehabilitation and
Expansion Projects should be at least US$ 100,60(@rbjects, which are wholly
owned by Tanzanian Citizen (s), and US$ 500,000pfojects, which are wholly

owned by foreign investors, or if a joint venture.

87 value Added Tax Act [CAP 148 R.E 2002].
8 The Tanzania Investment Act [CAP 38 R.E 2002].
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Thus, if the investor meets the threshold is qigaliffor tax incentives, of course
there are other procedural requirements and docdsmehnich an investor should
possess as per section 17°{2vhich obviously every business to be formed must

possess. The question remains does meeting gwhtiid only suffice?

It is argued that, the threshold alone does notagiee that such foreign direct
investment will at least offset the cost tax indezg™° Threshold qualification opens
Pandora’s box, for example the form of investmemiciv would have come to
Tanzania even in the absence of tax incentivesw@siment aiming at selling in the
Tanzania domestic market need not to qualify for itecentives, after all they in

need, not us.

Arguably the threshold qualification is not enoufyilither examinations on condition
capable of being proved physically should be set,ifivestor to qualify for tax
incentives, for example condition necessitating theestor to build schools,
hospitals, and infrastructure and provide employisieshould be mandatorily

provided as qualifications.

3.2.3.2Qualification under Export Processing Zones Act, 202 and the Special
Economic Zone Act, 2006

Investors operating business in the Export ProngsZiones enjoys different tax
incentives under the Act, but to enjoy them, aregtor must obtain one among the
licenses issued under the Act, either the Develppérence, the Operator’s Licence
or Service Provider's Licen¥e Again the qualification under this Act is based o
threshold of investment. To qualify for an Expomoéessing Zones licence, the
investment should, amongst other things, be newnbss or activity which has not

been already established, with at least 80% ofgtiwels produced or processed

8 |bid.

% Ngowi.H.P, 'Tax Incentives for Foreign Direct @tments(FDI): Types and Who Should/Shuld
Not Qualify In Tanzania', The Tanzanet Jounal, ¥pho. 1, 2010, p. 24.

91 Kasanda. P, Export Processing and Special Econafuices in Tanzania, available at
https://www.lexology.com/library/detail.aspx?g=9@dd5-7ec5-4438-983d-63d18a644 7faccessed
on 13" September, 2018 at 9:57.
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for export and annual export turnover of at leaSDU600,000 for foreign investors
(USD 100,000 for local investors).

The process of obtaining a licence, including ttstalelishment of a Tanzanian
company through which the investment must be hificialy takes three months
although in practice this can be longer and thddrobf such a licence must continue
to comply with the terms of the licence in order t¢ontinue enjoying the
related benefit8?

The qualifcation for tax incentives under the SpeEiconomic Zone Act, 2006 are
based on the threshold of investment also, Investwalify under the Special
Economic Zone scheme if they demonstrate that theastment is new, achieve a
minimum annual export turnover of US$ 5 million floreign investors and US$ 1
million for domestic investors, and they can previddequate environmental

protection and safe utilization of resourte .
3.2.3.3Qualification for tax incentives in Minerals and Pdroleum sector

Unlike the procedure above, tax incentives in natgeland petroleum are issued
through mining contacts entered between the gowventsnand the investor. To
invest in mining an investor must obtain mininghti* which are in form of license

depending on activities intended and the mineratgeted by the investor after
meeting the qualification of age, incorporation tmmpanies, solvency and all as
mentioned under section 8 of the Mining Act, 210The amendment adds a
qualification of development, physically displayekhus mining right license will

not be issued unless there is proof ga#tstantial developmenksmve been effected

92 Kasanda. P, Export Processing and Special Econafuices in Tanzania, available at
https://www.lexology.com/library/detail.aspx?g=9@¢d5-7ec5-4438-983d-63d18a644 7faccessed
on 13" September, 2018 at 9:57.

9 Tax Justice Network-Africa (TIN-A), Tax Competititn East Africa; A race to the bottom? Tax
incentives and Revenue Losses in Tanzania, Availabl at
http://www.tzdpg.or.tz/fileadmin/_migrated/contemploads/Tax_Incentives _and_Revenue_Losses i
n_Tanzania.pdéccessed on f[‘September, 2018 at 9:57.

94 Section 7 of the Mining Act, 2010.

% The Written Laws (Miscellaneous Amendments) A6t 2
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by the holder of a mineral right. The 2017 amendsiedepart from the concept in
the Tanzania Investment Act, 1997 which qualificas basing only the threshold.

3.3Institution responsible to issue tax incentives iTanzania

3.3.1 Tanzania Investment Centre

This centre has been established urskmtion 4 of the Investment AcY which
states thatthere is hereby established a body to be known has Ttanzania
Investment Centre, the centre shall be an AgendheiGovernment and shall be
under the general supervision of the MinistBne Centre has been given mandate to
initiate and support measures that will enhancerthestment climate in the country
for both local and foreign investors, including $kdn oil and gas industries. In turn,
the Centre in consultation with the Governmentitagons and agencies identify
investment sites, estates, or land together wido@ated facilities of any sites,
estates or land for purpose of investors and invests in general. What is more, it
assists all investors, including those who arebmeind by the provision of this Act,
to obtain all necessary permits, licenses approsahsents, authorizations,
registrations and other matters required by theftava person to set up and operate

an investment, and enable certificates issued @#ntre to have full effect.

Moreover, the Centre is mandated to provide, dewekmnstruct, alter, adapt,
maintain and administer investment sites, estatelaral together with associated
facilities of those sites, estates, land and sulifecelevant law, the creation and
management of export processing zones and alsmwdp and disseminate up-to-
date information on benefits or incentives ava#atd investors? Foreigners who

want to invest on land in Tanzania must route thpplications for allocation of land
to the Tanzania Investment Centre (TIC). The Tamzémvestment Centre would

issue land to successful applicants.

% See Section 8 of the the Written Laws (Miscellarsd8mendments) Act, 2017.
97 Act No. 26 of 1997
% |bid, section 6(c-d).
% |bid, section 6(e-f).
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Since the Tanzania Investment Centre is requiredetotify sites, estates or land for
investment purposes; this has to be done in a ttatise manner with local
government authorities where the land is situafBte local authority must be
consulted and be fully involved. The Tanzania Itwesit Centre has developed a
“Land Data Bank” which provides for large tractsland that have been considered
suitable for investment projects (including thdsattmay have a bearing on REDD+
programmes) in Tanzania. The derivative right otupancy for purposes of
investment is issued under section 20 (2) of thedLAct. The law requires that a
survey of land be carried out prior to grantinggit of occupancy. For land that is
intended for investment purposes, the processnatigs at the Ministry level, in the
Directorate of Surveys and Mapping. Depending enue to which the land is to be
put, there must be consultation with the relevaimidtry. Local communities must
be involved where land is under Customary Law. finecedure is important for the
implementation of REDD+ so that misdirection ofdign investments in forest lands

can be avoided.
3.3.2 Dar es Salaam Stock Exchange

The Dar es Salaam stock exchange market (DSE) derporated under the
Companies Act, 2002 as company limited by guarantees established by the
Capital Market and Security Authority (CMSA). It market where securities are
traded by members of the exchange who may act #s dgent (broker) and as
principal (dealers). The Dar es Salaam Stock Exghdniarket provides markets for
listed securities, facilitates price discovery amahsparency. Thus, it requires all
listed companies to promptly furnish informatiorsadosing all prices sensitive so

that investors may make informed decist8h.

In dealing with the stock exchange or the securityrket the Dar es Salaam Stock
Exchange Market has power to issue different tagntives as authorised by Income
Tax Act, Dar es Salaam Stock Exchange Market aeenpied from tax on interest

earned by investing in such bonds.

100200 Norman.A.S, The Role of the Dar es Salaam Stock Exchange iagGafding Securities
Investors in Tanzanjdnternational Business Management Journal, 20A®22-228, p. 223.
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The issuer of such bonds is not required to deditbholding tax when paying out
interest to investors. Also, the Expenditure inedrby a company for the purposes
of an Initial Public Offer and first listing on thBar es Salaam Stock Exchange
Market is considered “research and development rekpeae”, which is fully
deductible in computing any taxable profits for gear in which the expenditure is

incurred®?

Again a company newly listed on the Dar es Salatok3¥xchange Market, with at
least 30% of its shares issued to the public, enfoyeduced corporate incortax
rate of 25% (compared to 30% for unlisted comparf@s3 consecutive years from
the date of listing®?

3.3.3 Tanzania Revenue Authority

It is an autonomous revenue administrdﬁanharged with assessing, collecting and
accounting of central government reveritfe Tanzania Revenue Authority territorial
jurisdiction is within Tanzania mainland, colleetsn union taxes like VAT, excise
duties, hotel levy, stamp duty, motor vehicle taaed other charges, also is entitled
to collect union revenues imposed by the Income Aetx 2004 and custom duties
under the East Africa Custom Management Act, 2@0%ong Tanzania Revenue
Authority responsibilities is to advise the minrsta effective tax incentives for the
growth of the country. TRA assesses and collettsats, and on assessments those
revenues and expenditures under tax incentive edeiaied when calculating tax

liability.

191 5ection 15 (1) and (2) of the Income Tax Act, 2004

192 paragraph 2 of the First Schedule to the IncobeneAct, 2004.

1931t is established under section 4 of the TanzRe@enue Authority Act [CAP 399 R.E 2002]
104 Section 5 of Tanzania Revenue Authority Act [CAR.E 2002]
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3.4Conclusion

This chapter explained the main legal themes umdgthis study. It intended to
substantiate incentives in Tanzania in order taubeerstood in their legal context
and literal context and how different legislatianslify them. Also, the chapter has
enlightened the legal and institutional perspestiokthe problem at hand; thus, how
different laws discuss tax incentives in Tanzania.
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CHAPTER FOUR
MERIT AND DEMERITS OF TAX INCETIVES IN TANZANIA

4.0 Introduction

This chapter endeavors at analyzing and preseatidgta collected during the study
in respect of tax incentives in investments secor;appraisal of merits against
demerits. The researcher was able to collect secpndnd primary data. The

primary data are explained using an inductive aggiiobased on the response of
specific groups, and then by the generalizatioallofespondents. Secondary data or

information was analyzed using a content analyssaach.

The data analysis and findings are based on guestichether tax incentives
influence the attraction and retention of investtman Tanzania; what are the
plausible qualifications for investment to be isbwdth tax incentives and Do tax
incentives merits outweigh the demerits in TanZaie research question where
substantiated to form sub questions enabling theareher to come up with concrete
evidence of the issue. Also, question on issudeabfnicality on tax incentives were
posed to only Tanzania Investment Centre, TanzRaeenue Authority, Dar es

Salaam Stock Exchange Market and the National Aaftiters only.

The researcher found that, on the first questiar,ibcentives was not the major
factor attracting investments in the country. Tami@anarket potentials, availability
of natural resources to extract, and politicallpbdity where the major factors
attracting investments and could retain the investnfor longer period. On the
second question, Tanzania legislation governingntiges regard the investment
capital threshold as the only qualification forusg incentives, however was found
to implausible. Other qualifications like profitéity of the investment and necessary
need or desire for the investment should be givasrify. On the third question, it

was proved that tax incentives demerits outweighntierits.
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4.1 Tax incentives as an influence to attract andetain investments in Tanzania

Granting of tax incentives to attract either FDI olocal investment was received
with mixed feelings among respondents. A total 0fréspondents were asked this
guestion by the researcher which divided into twedtions as to what extent does
tax incentives affect investment retention and twaivextent does tax investment

affect investment attraction as shown in Table I.

In the course of research the researcher camesases®ral opinions in respect to
this issue of whether tax incentive affects invesita retention. Morisstt opined

that tax incentive affects investment retention aatvery little extent because
incentives are only beneficial when a company begarning income, while the

benefits of a lower corporate tax accrue more si@md over a long perié%f.

As correctly noted that tax holidays as incentivendfit primarily short term
investment typical of “footloose” industries in whi companies can move at any

time, 17

this author reveals that tax incentives affectestent at a very little
extent. Also, tax incentive holiday tends to rewtirel founding of a company rather
that investments in existing companies and to oiisoate against investments that
rely on long lived depreciable capitdf He asserts that, tax holidays can lead to
erosion of tax base as taxpayers learn how to etaddion of income from other

sources?®

The IMF, OECD, UN and the World BaHR noted that developing Countries
sometimes believe that an attempt to hold the digeinst multinational negotiations

for necessary tax breaks will simply drive the istweent in question into

195 Morisset.J, (2003), Using Tax Incentives to Attrareign Direct Investment, available at
https://www.researchgate.net/publication/238083083ng Tax Incentives to Attract Foreign Dir
?O%t Investmentretrived on 1% February, 2019 at 10:54.

Ibid.
197 |MF, OECD, UN and Word Bank, (2011), Supporting ttlevelopment of more Effective Tax
Systems, Report to the G-20 Development Working u@ro available at
http://documents.worldbank.org/curated/en/61547138813647/Supporting-the-Development-of-
more-Effective-Tax-Systenaccessed on f&une 2018 at 11:05.
1% Op Cit, Morisset.J .
109 pig,
1°0p Cit, IMF, OECD, UN and Word Bank.
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neighboring country, this sort of bargain frequgmésults in a race to the bottom in
which countries in region are made collectively seroff to the benefit of the
multinational investments: And the G-20development working groups concluded
that tax — driven investments do not provide alstaource of investment in the

recipient country*

On the second question as to what extent do tagnties affect investment
attraction; other author whose work was reviewerbgaizes tax incentive as the
least determinant factor for investment attractiorthe country'l.13 Arguably, the
most important factor reported to that impactedestinent decision is market
potential** Thus, where the Government is poor, corporatenmcexemption does
little to attract FDI and in case they do, thensitat the expense of the domestic

investment®

For observation, many economists disdain tax ineest seeing them as ineffective
and a loss of revenue for the treasury and experstortions that actually reduce
the true value of outpdt® Tax incentives cause distortion and are prefeled
footloose companies, which have ceasing concercentives may not be main
determinants of a country’s attractiveness to imaest'’, other important factors
like political stability, infrastructure, stable nkat and political climates are

important.

11 MF, OECD, UN and Word Bank, (2011), Supporting tlevelopment of more Effective Tax
Systems, Report to the G-20 Development Working u@ro available at
http://documents.worldbank.org/curated/en/615471833813647/Supporting-the-Development-of-
mzore—Effective-Tax-Svsterrm:cessed on T6une 2018 at 11:05.

Ibid.
113 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.23.
14 policy Forum, 2013, Tanzania and the Problem ofx TBxemptions, available at
https://www.policyforum-tz.org/sites/default/fildsxpolicybrief.pdfretrieved on 16th June, 2018 at
11:54 AM.
115 Op Cit IMF, OECD, UN and Word Bank.
116 Bergsman.J (1999), Advice on Taxation and Tax ntiges For Foreign Direct Incentives,
available atvww.unctad.org
17 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.19.
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Tax incentives are not the leading factor for fgneinvestments when deciding to
invest in a country, for example as argued abd¥section 15 (1) (B}° provided tax

incentives for Investors wishing to establish oergte in export processing zones.
However, the IMF report shows that the introductadrthe EPZS in 2002 has not

resulted in a noticeable pickup in foreign investisesince its establishmert.

In 2012 it was found that only 7.9% (39) out of 488pondents in Burundi, Rwanda
and Tanzania would not have invested without tad &scal incentives they
received®’. In 2013 the study on what was the most importiautor that impacted
investment decision, tax incentives ranked 17o@2ivhile market potential ranked
first followed by Access to finance, electricitypad roads and other police brief
2013% While tax incentives is the least attracting éador investment proved to be
costly, section 19(25® and regulation 45 allows issuance of incentivethouit safe
guard as its prohibit the Tanzania investment eeaid the parliament to modify or

amend the certificate terms.

Corporate tax incentive is the major tax inceniiveélanzania; for example, when
issued with Tanzania Investment Centre Certificdtencentives, a corporate in the
following sectors: agriculture, air aviation, geaghical special developments areas,
manufacturing, extraction of natural resources ndism enjoy a 100% capital
allowance deduction in the year of incdffe The study found out that Corporate
Income Tax did not and does not play a major rolénvestment decisions on the
part of the corporate. For example, the foreignavestor respondents in
Telecommunication sector argued that the marketHeir business was the major
attraction, for generally 84% of the respondengsiad that they would have invested

in Tanzania without Tax exemption while 11% woutit mvest.

118 See Chapter Three of this report.

119 Export Processing Zones Act, 2002.

120 |MF, (2008), Kenya, Uganda and United RepublicTainzania: Selected Issues, available at
https://www.imf.org/external/pubs/ft/scr/2008/cr@33pdfretrieved on 15th June, 2018 at 1:02 PM.
21 sebastian, J. and Krasnigi, M. (2012) Investoriidion Survey.

122 policy Forum, 2013, Tanzania and the Problem ofx TExemptions, available at
https://www.policyforum-tz.org/sites/default/fildsxpolicybrief.pdfretrieved on 16th June, 2018 at
11:54 AM.

128 Tanzania Investment Act, 1997.

124 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.21.
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The study by the Investment Climate Advisory Sassiof the World Bank Group
found that weak investment climate cannot be offgebffering lower tax rates to
corporation¥>. Results show that in countries where the investrokmate is good,

the effect of lowering effective tax rates on FgreDirect Investment was positive,
while in countries with poor investment climate tthiaclude Tanzania and other
developing countries the effect was almost nontemf$® This study further showed
that 88.5% of business owners who have chosenvisinn Tanzania would have
done so without tax incentives. Arguably, it is mdmportant and efficient for
Tanzania to focus on improving her investments ateanlike stabilizing the market

and developing infrastructure, rather than grant@ngincentives to corporations.

Another survey conducted with investors in Tanzamarundi and Rwandd,

shows that tax incentives are one of the least itapbfactors that impact investors’
decision. By far the most important factor mentibri®y investors was the market
potential (nearly 80% of respondents), followeddagess to Finance (nearly 30%),

access to electricity, good infrastructure, labmsts, and the like.

Further, The World Bank recently looked at a suloddtventy firms in Tanzania to
assess whether tax incentives were beneficial. et small size of the sample,
the evidence suggests that overall, tax exemptaesnot a key determinant of
business investment decisions in Tanzania. Forntlagority of businesses, tax
exemptions also do not appear to influence growtiegjies. Furthermore, although
the data is limited, it seems that many firms haller short of their expected targets

which they have articulated to obtain tax exemg@idn terms of employment gains,

125 \world Bank Group, “Effectiveness of Investmentdntives in Development Countries, Evidence
and Policy Implications”, Investment Climate AduigoServices of the World Bank Group,
Presentation, Vienna, May 14, 2012.

126 |hid.

127 \World Bank Group, “Investor Motivation Survey RésuTanzania”, Tax Incentives Study in the
East African Community Member (EAC) States, Presiion by Global Tax Team, CIC, IFC,
Washington.
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the message is mixed, with some firms generatinficerft employment to justify

the exemptions they receivé.

From the respondents, this study came out witlréBponses that, tax incentives are
not the influential factor for investments. Theaaxher managed to interview 36 of
the respondents and 24 respondents responded esi@nnaires, about 60% of the
respondents answered the first question in negathey argued that incentives
would not be retained their business rather iteseof bonus and through incentives
they can increase their capital. However, on theosg& question 70% of the

respondents agreed that tax incentive would attitaeir business but not to the
extent of investing if there is no potential marketile 30% strongly affirmed that

tax incentives are not an influential factor foerto invest.

The responses from five companies, three Nationalitar Officers, five foreign
investors and four out of seven Auditors, five Uoaavestors, five out of eight
Tanzania Revenue Authority officers and one Tarmadnvestment Centre officer
opined that for any investor whose business hasel@blte markef®, good

infrastructuré® like electricity and roads. They further opinedtttaxation system
contains excessive tax exemptions, which are gewderby different laws and
different institutions which tend to complicate tiaxation system making it difficult

to detect tax avoidance for companies with hugermstamount.

Other respondents that are three Auditors, threzdrda Revenue Authority argued
on the importance of tax incentives in influencingestments. For areas which are
not geographically appealing like Kigoma, Songea afttwara incentives are

necessary to influence developments in the H'ea.

128 The World Bank Group, (2015), Tanzania Economiciatp; Why Should Tanzanians Pay Taxes?
The unavoidable need to Finance Ecomonic Developgnarld Bank Group Macroeconomics and
Fiscal Management Global Practice Africa Regioaués7, p. 41.

129 \yodacom Marketing Director interviewed on"lRecember, 2018, Human Resource Manager for
Msumeno General Enterprises Ltd interviewed of D2cember, 2019, Local investors interviews on
11" November and 28 December, 2019 and foreigner iokgsnterviews on 1» December, 18
December, 8 June, and 11 November, 2018.

130 Example from the interviews with martketing direcof Mantheakis Safari Limited, and the one of
the Directors of East Cost Oil & Co. Ltd was iniewed on 2 November, | 2018.

131 Tanzania Revenue Authority officers and Auditors.
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In line of the above question, 40% of the respomsa® collected via questionnaires,
issued to 21 respondents. In respect of Export Zénghority Officers Four officers
among Five who filled questionnaire out of 5, opiritbat tax incentive was a great
influence for investments in export zones becatlse,demands of today’s world
accompanied by investments competitions and fimkncrises require more
attraction for investor to come and invest in Tamaanot in any other country like
Kenya and Uganda. They said few substantial investsnare required in export
zones and special zones unlike in another sect@revbenefits are sumptuously
seen, for export zones to secure such investmeoghiives are necessary because

the benefits to investors are less obvious.

The respondents were of the view that tax incengveechnical knowhow for the
betterment of the country, and it allows accessnéw material, technology,
education and allows the country to go along withbgl trends. On the other hand,
one Export Zone Authority Officer, two Dar es Sam&tock exchange market
officers and three High Court Commercial Judgesidgin that there was no need to
have incentives, much less excessive incentivey. tAre investor will invest in a

place where his business prosperity is ensureddisga of tax incentives.

In line with these opinions, in respect of ten istees®® who filled the
guestionnaires, six answered the questions in ivegaiclination. Their business on
agricultural  products, Information and communicatiotechnology and
pharmaceutical depends much on market acceptanite @roducts and the current
high demands of products, although incentives helpuilding capitals, it was not
such an influential factor for them to invest inowkver, three investors all from
pharmaceutical companies appreciated issuancexond¢antives for the three years
of the business as their business required hugéatpcause developing products
takes a lot of finances and manpower. Also, thedyeco when introduced in the
markets it is more of company expenditure thansshécause they are new waiting
for the market acceptance.

132 Five being Local Investors and five being Foreignévestors, the former are investors in
pharmaceutical and agricultural investors while thetter are investors on Information,
Communication and technology developments, agricailt transportation and mining.
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For Tanzania investment Centre Officers who fillpaestionnaires, answered the
guestion in affirmative way that tax incentivesuisd by under Tax Incentives Act,
were influential to investments. They opined ttneg tentre has witnessed changes in
investments because of incentives offered. For @i@non agricultural sectors most
of investors import modern agricultural tools anducts like soil fertilizer to
facilitate the sectors even at the time when tles@es are unfavorable (when it is
not raining). They further opined that due to inwesnt received via tax incentives,
Tanzania benefits from infrastructure built, emph@nts and transformation of new
technology. The respondents were of the views tihagast Africa there is a big
competition over investments because the regiorgeegraphically related in

resources, therefore without incentives securimgstments is near impossible.

Four respondents including one wholesaler, one seiatid two customers were
sampled by the researcher as members of the publidhem tax incentives
(kupunguziwa kodi au kutokutozwa kodi kwa waweRéZajvas unfair practice,
because if tax incentives are issued to investardhfe betterments of the country
why would those investors sell their products aghhprice. Thereafter, Tanzania

Revenue Authority and the Municipal officer colléctge taxes from their business.

They opined that it was obvious that tax incentivesuld attract investments
because the business will get profits twice. On#hefrespondents said,;
hata ningekuwa mimi ningekuja kuwekeza, maana mtakuwa bila

tozo ya kodi kwa miaka kumi, na faida nitapata s&fia

The above block quote is literally translated irgksh as‘even myself, | could come
to invest since the capital would grow without loeiaxed for ten years, and | would

get a lot of profit”,

They concluded that, if the business has satigfactoarket kama biashara

inatokd*®d) the tax incentives would not matter, rather Wil bonus to the business

133 To these respondents the questions were translatédswahili for them to understand the
guestions.

134 Response by Emmanuel Mushi, wholesaler at Kariakadket; in translation, with tax incentives
even | would invest because for tax holiday petioel business capital will grow and profits will to
the roof.
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prosperity. Because even if incentives are issuedhe whole business forever if
there is no market, or good infrastructure to tpanisproducts or raw materials there

can be no investments at all.

Table 4.1 Categories of respondents and their respses on Tax incentives as an

influence to attract and retain investments in Tanania

Respondents Intendec| Agreed | Disagree | Moderatt Total
National Auditor Officer 3 0 3 0 3
Companie 5 0 5 0 5
Local Investor 1C 3 6 1 1C
Foreigr Investor: 1C 2 5 3 1C
High Courts Judge 3 0 3 0 3
Tanzania Revenue Authority icers 8 3 5 0 8
Tanzania Investments Centre offic 3 0 3 0 3
Auditors 7 3 4 0 7
Export Zone Authority Officel 5 4 1 0 5
Dar es Salaam Stock Exchange Mg | 2 0 2 0 2
Member of the Publ 4 0 0 4 4
Total 60 15 37 8 60
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Figure 4.1 Categories of respondents and their respses on whether tax
incentives attracts and retains investments

135 The word used by wholesaler, vendor and one ciestamtranslation marketability of products.
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Table 4.1 and Figure 4.1 above show the responstwlrategory of respondents in
respect to Tax incentives as an influence to dtteaw retain investments in
Tanzania. The response shows that the majorityhefrespondents answered the
guestion negatively and disagreed to term incestag an influencing factor for

investment.

Table 4.2. General responses on Tax incentives as influence to attract and

retain investments in Tanzania

Response Number of respondents out | Percentac
60

Agreec 15 25%

Disagree 37 61.7%

Moderatt 8 13.3%
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Figure 4.2 General responses on whether tax inceméis attract or retain
investments

Table 4.2 and Figure 4.2 show that the majorityrefpondents overwhelmingly

favour the idea that tax incentives are a prioctyicern to an investor in making

investment decisions. About (61.7%) of the intenteEspondents acknowledged that

investments decisions are mostly influenced by lakdity of market, good
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infrastructure, transparent and simple taxatioriesys The respondents noted that
Tax laws should be amended first to abolish taxetiges in sectors like mining,

tourisms and gas. Secondly, tax incentives sho@disued cautiously. Eight

respondents, about (13.3%) of the respondents inettee middle, they argued that
depending on the sector tax incentives can ata@adt retain investments, but on
other sectors tax incentive might be unnecessappul (25%) of the respondents
agreed that tax incentive attracts and retainssinvents in Tanzania, that is why
there are things like incentives competitions iifiedent countries, each country tries

to win investments over the other.
4.2 Plausible qualification for investment to qualiy for tax incentives

The Tanzania Investment Act under section 2 (2ar(@ b}*, provides that for an
investor to qualify for and obtain Tanzania Invesitin Centre Certificate of
Incentives his minimum fixed investment cost for wjeRehabilitation and
Expansion Projects should be at least US$ 100,60(@rbjects, which are wholly
owned by Tanzanian Citizen (s), and US$ 500,000pfofects, which are wholly
owned by foreign investors, or if a joint ventur@s correctly argued, in Tanzania
this is the only qualificatioli’, however it should not be, because the thresHottea
does not guarantee that Foreign Direct Investmeiltat least more than offset the

cost of tax incentived®.

Again to qualify for an Export Processing Zonestice, the investment should,
amongst other things be new business or activityichvhhas not been
already established, with at least 80% of the ggdduced or processed for export
and annual export turnover of at least USD 500,@f0foreign investors (USD
100,000 for local investors). The qualifcation tax incentives under the Special
Economic Zone Act, 2006 are based on the thresbbélihvestment also and
Investors qualify under the Special Economic Zocieeme if they demonstrate that

their investment is new, achieves a minimum anraxgdort turnover of USD 5

136 The Tanzania Investment Act [CAP 38 R.E 2002].
137 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.26.
138 ||ai
Ibid p. 24.
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million for foreign investors and USD 1 million folomestic investors, and they can

provide adequate environmental protection and tifeation of resourcé®

The reviewed literature demonstrates that whervergonent offers tax incentives to
investors or its citizen it foregoes some incomédoim of taxe$™. Therefore, it is
important to examine the investments’ plausibledhés before issuing a certificate
of incentive rather than depending of thresholdiifjcation. Another writer argued
that if tax incentives lead to an increase in floiforeign direct investment into the
country that would not come without the presencdaaf incentives or when the
investment will contribute to the country develomitsebe it offering returns which
offset the foregone tax revenue in form of tax moe, then such investment should
qualify.*** He further suggested that some investments shaodcqjualify even if
they meet the above threshold because threshah@ a@oes not guarantee that such

investments will at least more than offset the ofsax incentive¥?

Thus, tax incentives tend to reduce governmentmexeby 12% of the Gross
Domestic Product, therefore the investment shoalavéll targeted and narrowly on
the activities they see and to promote if they havée of any benefitd® . For
Tanzania, it is argued that the following investinsactor should not qualify for
incentives even if it meets threshold: an investmeith benefits not outweighing
cost of incentives, and investment which would cam&anzania in absence of tax

incentives for example investment in tourisms setto

139 Tax Justice Network-Africa (TIN-A), Tax Competitiin East Africa; A race to the bottom? Tax
incentives and Revenue Losses in Tanzania, Availabl at
http://www.tzdpg.or.tz/fileadmin/_migrated/conteaploads/Tax_Incentives_and_Revenue_Losses i
n_Tanzania.pdéccessed on f[‘September, 2018 at 9:57.

140 Morisset.J, (2003), Using Tax Incentives to Attrdreign Direct Investment, available at
https://www.researchgate.net/publication/238083083ng_Tax_Incentives_to_Attract_Foreign_Dir
ect_Investmentretrived on 1% February, 2019 at 10:54.

141 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28.

142 |bid, p.24.

13 Thuita,G.W, An Investigation of the Effect of Téncentives on the FDIs: A Case pf EPZs in Athi
River Kenya, Journal of Accounting, Finance and iind Studies, pp 17-35, p. 24.

144 Op. Cit Ngowi,H.P (2000), p 25.
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Also, investment in natural resources extractidee IMining Sector, instead of
issuing tax incentive, the revenue should be ctdtband build good infrastructure,
border security and enhance tax collection systefi{gain investment aiming at
selling in the Tanzania market, as argued abov&ufér cent of telecommunication
investors said they could have invested in Tanzavitaout incentives. Others
include foot- loose short term investments suchtrade sector, construction of

restaurant$®.

Professor Ngowi suggested abolishment of tax imeesitin Tanzania. He argued
that,
On who should not qualify for tax incentives in Zama, an extreme
suggestion is that all the tax incentives should dimlished; no
investment should qualiff

While Ngowi suggestion was in 2000, eleven yeater [the Controller and Auditor
General in his report suggested the abolishmentinoéntives in Tanzania,
specifically; tax incentives being administeredTltanzania investment Centre should
be abolished or harmonized with TRA and other Gowvamt Centré'”.

This study found that, some investment that dorgéetrthe threshold might be more
important than those which quaftff, this study suggested that in every application
for incentives certificate a thorough examinatibowd be conducted to ensure that,
1. The benefits outweigh the cost of the incentivesesl, and
2. The business is important, and could not come tozdaia, except
through incentive for example investments to dgvédov growth areas in
the country thereafter,, the threshold under th@z&aia Investment
Centre Act and other Acts are very important, @dbmpany capital can
determine the predictability of the business anduem benefits to the

county; but it should not be the only qualification

145 0p. Cit Ngowi, H. P (2000), p 25.

148 1pid.

147 Annual General Reports of the Controller and AediGeneral on the Audits of the Financial
Statements f the Central Government for the yedingr3d" June, 2011.

148 Ngowi. H.P (2000), Tax incentives for Foreign DRirenvestments (FDI): Types and Who
Should/Should Not Qualify in Tanzania, The Tanzadetrnal issue 1 Volume 1, pp 19-28, p.26.
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There are divergent opinions in respect of whatificetion is needed for a company
or investment to be issued with incentives in TareaThe question what should be
plausible qualifications for issuance of tax indegd in Tanzania was posed to the
respondents; the researcher managed to interviewe§gondents and 24 filled
questionnaires. During interviews the researchas able to explain the current
gualification to be the threshold amount underThazania Investment Centre, 1996
and the Export Zones Act, 2002, for questionnatres law was cited above the

questions.

From three National Auditors officers, three Companout of five, six Local
investors out of ten and seven Foreign investot®bten their responses were to the
effect that setting investments qualification flecentive is of significant importance
depending on the type, nature of the investment whdt they are needed for
(purpose of the investment in the country. For eplaman investment purpose is to
enhance country infrastructure uniting rural areas, intends to develop
geographically unflavored areas or its imports neehnology which cannot be
accessed save for issuing of incentive must bedssuith tax incentive certificates.
They opined that if an investment does not havé su@lification but colored with
huge threshold it is difficult to establish whetlitewill benefit the country and offset
the revenue loss through incentives. Furthermdreret are must be procedures
enumerated by the law requiring every investordibofv in running investments
affairs toward achieving the intended goals, thatiirg effective and practical
qualifications is significant because it may lead efffective performance of the

investments in the country’s economy through adieeo procedures.

They further opined that, lack of effective and ghieal qualifications results in

revenue losses, because the investments enjoytiveitbenefits but do not inject
any developments in the area, but if the naturéhef business is evaluated and
conditioned by law, that for a certain period thggstment should provide certain
results in Tanzania, the benefits of incentive wiltweigh the costs. The remaining
respondent believes that, investments threshodh@sigh qualification for issuance

of incentives.

56



They argued that the threshold under the Tanzawiestments Act, 1996 of USD
100000 for Local investors and USD 500000 for Fgirenvestors was too high, thus
if a business has such capital, it is obvious it&tinvestments will benefit the
country. Surprisingly, with such views they notldt evaluating other qualification

than threshold was significant and should be cemel

Responses of the three Judges of the High Courtn@onial were interesting. They
considered the provision to be unreasonable ithheshold is the only qualification
for issuing tax reliefs under the Act. Interpretithge provision during the interview
Phillip,J argued that after reading section 19 qR}he Tanzania Investments Act,
1996 and its regulations, | think this provisionuisreasonable because it deters the
parliament’'s power to check the government actisespnd, even the governments
cannot check on the investor and third to answar gaestion, the threshold alone is
not variable qualification for issuance of tax intiee in the country, because an
investment might meet the threshold but it is ne¢ded in Tanzania or we need it
but the investment plans will not benefit the coyrtb the intended levEP. He
noted that it is important to see the Hansard oy the parliament enacted this
provision, and examine if in the current circums&rwe can cure the mischief

intended to be cured by the provision.

Four Tanzania Revenue Authorities Officers out ightinterviewed, opined that
threshold was among the plausible qualificatiomsrfoentives but should not be the
only one; other flexible qualification should be.SEhese views were supported also
by four auditors out of seven interviewed, theyuad threshold to be plausible
qualifications, thus when the investment hold aiteapf USD 500000 it is capable
of creating employments, build social needs faciitlowed in its investment area
and its production can increase the Gross Domdaticlucts. But setting other
standards for evaluating whether the investmebergeficial at the cost of incentives

is significant and should be set by the law angrattice.

149 |nterview Conducted at the High Court of Tanzag@@mmercial Division) on 12 September,
2018.
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The remaining four Tanzania Revenue Authority efficand three auditors argued
that the threshold as qualification was not plaesito them only the assessments of
the benefits of the investments and the needshieritvestments in the country

suffice to determine whether incentive certificait®uld be issued or not.

For five Export Zone Authority Officers, the thredth was plausible qualification

regardless of others. Giving example of the exportes and special export zones
they argued that, investments in those areas eeduilge capitals, unless you
evaluate the investments threshold you cannot eayleneficial the business is to
the country. Huge capital ensures smooth runninghef zones, if the zones are
effectively operating the country would obviouslgnefit. The same views were
maintained by Tanzania Investment Centre Officdrsy argued that the threshold
determines the capacity of the investor to emplayduce and distribute. They
added that because in some investments it is aitmondhat they employ

Tanzanians, then huge capital ensures employmetsSram there developments

can be witnessed. But they admitted that such tiondiare not set by the law.

The responses from two officers at The Dar es Sal@wck Exchange Market and
the four members of the public were to the efféet,tthe threshold amount set by
the laws was high and indeed the investments df sapital might be beneficial to
offset incentives cost, however other factors carsét as qualifications because the
country might lose investments meeting her purpa@ses need due to threshold.
Thus, other investments might be beneficial but 'tdaneet the threshold
qualifications. To them qualification should be et afford evaluation of each

circumstance independently.
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Table 4.3 Responses on Plausible qualification fanvestment to qualify for tax
incentives

Respondents Intended| Investment| Investments | Moderate (Both| Total
Threshold | Purpose and investments threshold,
only benefits purpose and benefits)

National Auditor Officer | 3 0 3 0 3

Companie 5 0 3 2 5

Local Investor 10 0 6 4 10

Foreign Investol 10 0 7 3 10

High Courts Judge 3 0 0 3 3

Tanzania Revenu| 8 0 4 4 8

Authority officers

Tanzania Investments3 3 0 0 3

Centre officers

Auditors 7 0 3 4 7

Export Zone Authority| 5 5 0 0 5

Officers
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Dar es Salaam Stoc| 2 0 0 2 2

Exchange Market

Member of the Publ 4 0 0 4 4

Total 60 8 26 26 60

Figure 4.3 Categories of respondents and responses Plausible qualification

for investment qualify for tax incentives
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Table 4.3 and Figure 4.3 above show the responstelrategory of respondents in
respect to plausible qualification for investmeatqualify for tax incentivesThe
responses show that the majority of the respondmeferred investment purposes,
benefits and threshold together as plausible dcatibn for issuance of incentive in
Tanzania and not threshold only as provided byTéwezania Investment Act, under
section 19 (1) and (2).

Table 4.4. General responses on plausible qualifiton for investment to

qualify for tax incentives

Responses Number of respondents out of 60 Regen
Investment Threshold 8 13.3%
Investment Purposes and Benefits 26 43.33%
Both Investment Purposes, Benefits anzb 43.33%
Threshold

Columnl
Percentage
Number of respondents out of 60

~tthui)
=t

c
O@,;.
%

® Number of respondents out of 60® Percentage Columnl

Figure 4.4 General responses on Plausible qualifitan for investment to qualify

for tax incentives
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Table 4.4 and Figure 4.4 above show that only 18638f the respondents were of
the view that, investment threshold as the onlyification for issuance of incentive

is plausible. Furthermore, 43.33% of the respohdeggested flexible qualifications
allowing each investment to be evaluated indepethdelepending on its purpose

and the benefits it can offer.

While 43.33% of the respondents suggested thashbid, purposes and benefits of
the investments should be taken as qualificatiooting the equal percentage for
investment benefits and investments benefits, a# a® purpose, this study
suggested them as plausible qualification for itigerissuance against the provision
of the Tanzania Investment Act, 1996, the Expome&d\ct, 2002 and the Special
Zone Act, 2002.

4.3 Do tax incentives merits outweigh the demestin Tanzania

This question intended to evaluate the effectiverds$ax incentives in Tanzania and
obtain evidence of whether such excessive tax iheems provided by different
Tanzania laws are desirable. Although 33.33% efréspondents opined that tax
incentives should be abolished and reasonableatms,r as well as effective and
accurate taxation system$ be established, they agreed with 66.67% of the
respondent that tax incentives in the country Tilemzania is a necessary beneficial

evil.

They argued that tax incentive stimulates investsjesievelopment and growth of
economy, especially in places not geographicalpfed. However, Tanzania Gross
Domestic products growth rates are not increasargging at 10.9 maximum for
almost twelve years now! It is argued thaGDP Annual Growth Rate in Tanzania
averaged 6.73 per cent from 2002 until 2017, reachn all-time high of 10.90 per cent
in the first quarter of 2007 and a record low d@per cent in the third quarter of
20092

150 Argued by Tanzania Revenue Authority Officers iviewed on different occasions, National
Auditors Officers, Export Zone Authority officersih Dar es Salaam stock exchange.
51 Trading Economics, Tanzania GDP Annual Growth Rate
152 |jai
Ibid.
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Tanzania Gross Domestic Products
Annual rates 2006-2018

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Column3 Column2 Columnl

Figure 4.5 Tanzania Gross Domestic Products Annuahtes 2006-2018

Arguably, offering of incentives has not done muctour economic progress. The
World Bank reported that in 2013/14, the total eabf lost revenue resulting from

tax exemptions amounted to TZS 1,834 billion or Bes cent of revised Gross

Domestic Products. Surprisingly, before 2013/ baficial years the government had
plans to reduce incentives as they were causingntey losses, according to the
speech by the then Minister for Finance William Mgia (during the 2013/14

Budget Speech) in Financial Year 2011/12, tax examp amounted to 4.3% of the
Gross Domestic Product and the target in the medarm was to reduce them to
1%"3  Also, the National Audit Office expressed itsapipointment in auditing big

companies on oil and minerals that in respect & éxpenditure and revenue
exempted, there is no physical prove that they fitsf@nzanid™.

153 Speech by the Minister for Finance William Mgimwaaring the 2013/14 Budget Speech whilst
introducing to the National Assembly, the estimai§&overnment revenue and expenditure for the
Fiscal Year 2013/2014.

154 Controller and Auditor General Reports 2016/ 20dv&ilable at www.nao.go.tz/?wpfd_dI=253
accessed on 15of September, 2018 at 09:40 am.
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Also, 100% of the respondents argued for improvemah productivity and

efficiency for industrial development. Cementingtbis it's argued the rationale for
grating of tax incentives is improving productiviapnd efficiency by attracting Tax
incentives that act as a catalyst for industrialefl@oment, promoting the transfer of
proprietary knowledge and technology, also it @eamployment opportunities for
the general public giving the local human resouspgortunity to be trained and

become skilled>®

Again the respondents argued that, comparing witonemic and social
developments, save for a country in general, insinevested like in mining there are
no notable developments, no new technology to bmgemployments opportunity
worth the name. Members of the public (former mjif{érgave an example of
Nyamongo mining and Buzwagi where he traveled etxpgdor best, but life in the
mining area was so poor that he left for Kariakocehgage in retail business as

“machinga.”

The research found that comparing the merits ofit@entives adduced and the
demerits on the economic, the latter is at the p&hk World Bank noted that, while
tax exemptions can be justified to promote stratly significant economic

activities, their excessive use can also resuibéguality and a loss of revenue for

the Government’.

In Tanzania, a recent study has shown that the obsax incentives for Government
do not usually justify the benefits of Tax inceevissued in Tanzania; in nature
they are not economically based rather impresJikie.argued rationale for granting
of tax incentives are improving productivity andfi@éncy by attracting Tax

incentives that act as a catalyst for industrialefigoment, promoting the transfer of

proprietary knowledge and technology, also it @samployment opportunities for

155 Moses, K. and Simon. N. (201%Fpx Exemptions; Implications on Social Developm&&ATIN
Uganda, p 21

156 An interview with Former miner, Anwali Hussein Kesga on 1% November, 2018 at Kariakoo
Market.

57 The World Bank Group, (2015), Tanzania Economiciatp; Why Should Tanzanians Pay Taxes?
The unavoidable need to Finance Ecomonic Developnvéarld Bank Group Macroeconomics and
Fiscal Management Global Practice Africa Regioaués7, p. 41.
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the general public giving the local human resouspgortunity to be trained and

become skilled®®

Nevertheless, in Tanzania incentives have not geplomerits to the extent
incentives are provided by the law. Commentariegaonincentives argue only on
the demerits overtaking merits of incentives beedag Incentives result in a loss of
current and future tax revenue. Of interest twoitausl during an interview argued
that Tanzania is the leading country in taxatiod #rere so many taxes in Tanzania.
To them the problem was not tax incentive ratherttxation system. They further
opine that, if our tax system was transparent dexibie then the merits for tax

incentives could be seen.

The research findings reveal that tax incentivagdten the country’s economic
growth as Tanzania government has been andirglasllions of shilling because
of Tax Incentives in its investment laws. This dsgreat impediment since
investments attracted benefit investors leavingvith economic problems, named
poorest country>® For instance, the government lost Tanzania sb#litwo hundred
ninety point seven billion because of the Tanzdniestment Centre Incentives to
investors in 2013 which is 19% of the all incensivgranted by the governméft.
And according to Tanzania Revenue Authority replogt total amount of incentives
granted in the year 2013/2014 was Tanzania shillinge point four trilliorf®*
trending the same in year 2015-17.

Tanzania Investment Act, 1997 grants irrevocabtemtve until expiration. Even if
the incentives are used in our detriment, the laverd any action even those of the
parliament. Companies that are not profitable arlyeyears of operation would not
benefit from income tax holidays, in contrast, suablidays would be of less

importance to companies that are profitable from skart of their operation, Tax

158 Moses, K. and Simon. Nax Exemptions; Implications on Social Developmpn®l.

159 Jonas. JKenya, Uganda and United Republic of TanzaSlalected issues; IMF Country Report
No. 08/353

180 The Minister of State in the Prime Minister's @#i( Investment and Empowerment), Dr. Mary
Nagu speech at the Parliament published by Mwana(i2ar es Salaam) Tanzania: Tanzania
Investment Centre gives tax incentives about Ts®@ Gillion published on Wednesday Sharon
Sauwa, 25 June 2014, p.4.

161 |pid.
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Incentives attract mainly footloose firms; and Tiwcentives can be outside the

budget and non- transparéfit.

The fiscal Incentives armainly in the form of enhanced capital deduction and tax
allowances, which include investment allowance oapital expenditure,
infrastructure allowance on infrastructure expeamdit preferential tax rates for
withholding tax on dividends, royalties and inteérgseferential tax rates on personal
income tax and indirect tax; and double deductmms&pproved costs and expenses.
Both local and foreign investors who are registdrgdranzania Investment Centre

and/or Tanzania Revenue Authority are eligibletiie Tax Incentive¥®®
4.4 Research Findings and Discussion

From the above data presentation and analysissthidy found that because tax
incentives are not the influential factor for intrasnts, incentive are taken for
granted by investors to benefit from Tanzania withdeveloping her, resulting in
revenue losses; comparing between merits of taanineges and demerits this study

found demerits outweighing merits as tax incentaesabuses and misused.

4.4.1 Abuse and misuse of tax incentives

Other concerns are the misuse and abuse of taxiives, granting of tax
incentives without conditions such as creating @yplent and technology
transfer and discretion powers vested to the nenigh provision of

incentive®

Among the East African countries Tanzania is ag@ias country with more tax

incentives, she issues tax incentive in all ecoeactors, priority being agricultural

162 0p cit. Jonas. J.

183 |hid.

164 Prof. Honest Ngowi quote, Kolumbia. L, Scrap tacentives, expert urge Government, The
Citizen, 27 January, 2018http://www.thecitizen.co.tz/News/Scrap-tax-incervexperts-urge-
qovt/1840340-4280572-fwwwba/index.htimtcessed on i‘ESeptember, 2018, 07:35pm.
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sector, mining, petroleum, transportation and sariwith the view of attracting

investment; however tax incentives are misusedadnsed by beneficiari¢®

Looking at Tanzania from 1995 to 2018, the couhtag developed; the main reason
is because foreign direct investments were allowedreas where natural resources
are extracted have been developed by foreign iorebtilding hospitals, schools
and water schemes. They argued that for so margpmeacorruption, embezzling
public funds, unprofitable and economically impreaible contacts with investors
and abuse of power inclusive, Tanzania has failedptoclaim sustainable

development.

Kama tunavyosikia tanzania ni Taifa lenye mali iasiying, ndivyo
tunavyosikia kuhusu maendeleo yetu sisi wanandlezs jua sana hayo
mapunguzo ya kodi kama yameinua uchumi wetu kulengen wingi wake,
kupitia uwekezaji maana ni swala la kitaalam, lakimweza kusema hivi
kwa wawekezaji waliopo Tanzania sidhani kama tungekhapa, sema faida

za uwekezaji ni mali za wakubtfa

In translation, we hear about how our country hagetbped, now we hear that she is
filled with natural resources, am not aware on hawincentive have increased our
economy through investments, because it is a teahmnatter, however with so

many foreigner investors in Tanzania, | don't thim& are at the intended level, but

the benefits are for top leaders.

Loopholes on legal framework governing tax incesdivn Tanzania pave way for
tax avoidance, termed as misuse of tax incentiveraany activities conducted by
investors through tax incentives as an umbrella rawe for intended purpose,
therefore instead of benefiting from such investisewe benefit the investors. For
many years tax incentives have been issued ang eegrthey are increasing, but

the country seems stagnant unlike tax incentivasiwédre picking up.

165 Controller and Auditor General Reports 2016/ 20dv&ilable at www.nao.go.tz/?wpfd_dI=253
accessed on 15of September, 2018 at 09:40 am.
186 Anonymous source.

66



For example, in mining sectors since 2011, misumkabuse of tax incentives have
been proved, it was reported in 2011, that Tanzham® lost at least $265.5m in
recent years as a result of an excessively low Ipyate, government tax
concessions that allows companies’ to avoid payarporation tax and possibly
even tax evasion by some companies if allegatiors teue. This is a very
conservative estimate, in that it does not covethal gold mining companies or all
figures for recent year§’ Neither does it cover the financial costs of otte
incentives such as VAT exemption, which are extigrdéficult to estimate. These
extra revenues could of course provide a huge btmstackling poverty in

Tanzania®®

Furthermore, the report identifies three severeblpras with gold mining in
Tanzania, namely: (i) It provides the governmerihweery low tax revenues (ii) it is
subject to minimal governmental and popular demaxiserutiny and is associated
with the problem of corruption (iii) People in tlgold mining areas are barely
benefiting and many are being made podtérAnd no information was given on
whether the oil arrived to the intended terminalkich indicated that the exempted
oil was used for unintended activiti€8.From this it is important to note that unless
Tanzania scraps unnecessary tax incentives thastanebling block in efforts to
boost revenue collection, the aim of establishiag incentives in the first place

might not be realizetf*
4.4.2 Tax incentive loophole for tax avoidance anglvasion

Tax Incentives create differences in effective tates and thus distortions in
allocation of investments between activities thatsubsidized (exempted) and those

which are not, increasing chances of tax avoidamceevasion. Tax incentives were

’Curtis.M and Lissu.T, A Golden Opportunity: How Tanzania is Failing torgéit From Gold
Mining”, 2" Edition available ahttps://www.kirkensnodhjelp.no accessed on f0of September,
2018 12:34 pm.

158 |bid.

159 bid p.7.

10 performance and specialized audit General repoR)15/2016, available at
www.nao.go.tz/?wpfb_dl=228ccessed on {'55eptember, 2018 09:57 am.

71 Kolumbia. L, Scrap tax incentives, expert urge &owment, The Citizen, 27 January, 2018,
http://www.thecitizen.co.tz/News/Scrap-tax-inceatwexperts-urge-govt/1840340-4280572-
fwwwbg/index.htmlaccessed on TESeptember, 2018, 07:35pm.
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established to facilitate investments and promotibrevenue for economic growth,
evidently the provision for tax incentives restittdoss because they avail loopholes
for tax evasion. There is no mechanism to provetldrean income invested was

used according to intended purpose.

The Controller and Auditor General Repdftsexpenditure under umbrella of tax
relief but used for other reason. For example,i@ect5 of the Export Processing
Zone Act, 2002 afford an investor tax relief fon tgears, this is enough loophole for
both tax evasion and avoidance. Reasonably arstment for ten years would
generate enough profit for the investor to clogelibisiness or shelf the company or
investment into new business and register it uniderAct, as new business, enjoy
another ten years, meanwhile the country revenwezsedse and the economy
remains stagnated.

The researcHindings show that there are loopholes in our tawd and those
loopholes have been abused by the investors imsedbat, they use them to their
own benefit without considering the benefit of tmuntry as a result we continue

lagging behind on the whole issue of development.
4.4.3 Legal framework

As argued above, investment laws in Tanzania peotiemendously tax incentives;
some of the Acts intertwin& and offer the same investor incentives twice. For
example, an investor with Certificate of incentiweder Tanzania Investment Act,
1997, depending on the sector enjoys more thaditErent incentives from import,
manufacturing, expenditures, income exemption jooex The question remains at
what time does Tanzania benefit from the investoalli sources of revenue are

exempted?

172 sypra note 97.
13 A holder of Tanzania Investment Centre certificatgoys several incentives as provided by
Income tax Act, 2004, the VAT Act, and Investmeniid® to Tanzania, 1998.
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4.4.4 Condition for issuing tax incentives

Appraising the amendment of the Mining Act, 2&f8vhich makes it conditional

subsequent for investors issued with mining righptove substantial development.
Conditions or qualification to be issued with inttees are economically unrealistic,
disregarding the rationale for their establishmehys increasing revenues and
development through investment. The threshold aslgondition is not enough for
investors to be issued with certificate of inceesivfor the extent of five years

without amendments or interference, living our eouog on investor’s fate.

But how will that investment affect the revenuesamly or in the near future, are
important and necessary question not asked. Realgonahat if the investment
would have come to Tanzania without incentives,abse the investor needs
Tanzania markets for his investments, or the imaests is for short period of time
or the raw material needed for the investment atend in Tanzania only (it is
necessary for the investor business to invest imzdiaia) like Tanzanite, in these

cases the investments need us more than how wemsad

Under those circumstances, the investor benefitsefvby gaining the raw material
under less cost and exempted from contributinghi rtational revenue via his
profits. The research urges on changing qualificesti and strengthens them, to

facilitate development.

4.45 Tax losses

For observations, given that Tanzania is one ofcAfs largest gold producers, the
expectation has been that mining would contribugmiicantly to its economic

development. This expectation has not been fulfill€he International Monetary
Fund (IMF) notes that gold exports have risen famound US$ 500 million to US$
1.5 billion in the last five years due to risingldgrices, but that government
revenues have remained at around US$ 100 millioryg@ar. This is largely because

of the corporate income tax holidays provided taing companies.

174 Supra note 72.
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In fact, ‘none of the existing gold projects hawdomaterial income tax to date’, the
IMF notes’™. It is further reported that, mining revenues witit grow much in the

near future-’®

4.5 Conclusion

The main focus of tax incentives in Tanzania iatteact investment for prosperity of
economy and avail sustainable developments to itizerts, instead were reporting
revenue losses accompanied with poverty. Tax ingntause demerits over merits;
suddenly demerits are caused by our laws. Excedsiventives are issued to
investors; other provision provides incentive fimsith limitation to check and

balance, paving loopholes for tax avoidance andiemathrough complication in tax
assessment, abuse and misuse of incentives by tonsvesSecond excessive
incentives qualification for issuing are absurdamining on the financial capital to
invest disregarding the aim “development”, thathmw are we benefiting from

investment. Fundamental changes are needed; tlstianse of what changes and to

what extent are explained in the following chapter.

175 IMF, (2011), Staff Report for the 2011 Article I€onsultation and Second Review under the
Policy Support Instrument https://www.imf.org/en/Publications/CR/Issues/2AP881/United-
Republic-of-Tanzania-2011-Article-IV-Consultationék Second-Review-Under-the-Policy-24849
retrieved on 21st September, 2018 at 11:39 AM.

178 |bid.
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CHAPTER FIVE
CONCLUSION AND RECOMMENDATIONS
5.0Conclusion

This study has thoroughly examined the tax incestiin different sectors by
appraising the merits and demerits of incentiveoufph examination of tax
exemptions and tax holidays given to the investdrss research was conducted to
examine how tax incentives provision can accord wwiir current economic status
and developments; to show why the laws need toifsgmly regulate revocation of
certificate of incentives in case of abuse by itmessand to complement reforms of

our investments law.

To achieve those objectives two main questions waiged, whether there are
mechanisms to curb the abuse of tax incentives @nzania and whether Tax
incentives provision pact with our economic statlie loopholes in Tanzania
investments laws allow the investors to abuse tloeritive issued, for example
investor registers a company in a certain nameisswked with tax holiday of five
years in expiration of those years such companpgdmits name and pretends to be
a new company gains five years of tax holiday,rso dituations go like that and at
the end of the day the government do not benefitnyn way and they lose a lot of

revenue.

Those tax incentives given to the investors havenet into burden to the
government and its citizens, because the governgiees incentives with intentions
to invite many investors for investments in Tanaanot any elsewhere, to achieve
that, excessive, rampant and repetitive incentiveeasonable, at our own risk.
Thus, the incentives complicate our taxation syseamiling tax avoidance results in

revenue losses, investors benefit more than thergowent.

For example, despite mining being one of the fastgswing sectors in the
Tanzanian economy, contributions to Gross Doméxticluct from gold production

remains low compared to its importance in expatia.
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Mining companies have been granted too many tagidigéls and concessions; there
is a high incidence of tax avoidance among comgaini¢he minerals sector, so this
is regarded as a direct consequence of secret gnaantracts and the efficacy of
creative accounting mechanisms. Indeed, both cfetlmoblems are both presented

as acute in Tanzania.

The government uses tax concessions merely aslaaaattract foreign mining

investments, these tax concessions provided bydernment are combined with
the aggressive tax avoidance strategies employethihing companies and have
resulted in a substantial loss of government regehat might otherwise have been

used to spur economic development.
5.1 Recommendations

5.1.1 Amendment of Section 19 of the Tanzania inuesents Act [CAP 38 R.E
2002]

Section 19 provides that,
A business enterprise in respect of which a cedié is granted under this
Act shall be entitled to the benefits which are leygble to that enterprise
under the provisions of the Income Tax Act, the@us Tariff Act, the Value

Added Tax Act, or of any other written law for three being in force.

In 1997 when the Act was amended, this provisodtdalve justified, because the
country was in need of investments to boost upigiedleconomy and upon pressure
from outside world, whom without incentive and atheeans of attraction, we could
have lost it all. However, the position currently different and we are not in
desperate need for investments, but the investodasperate for natural resources

we can offer, then the provion has been taken bytsv

The research sees no resoans to maintain suchooddprovision in our investment
law, impressing or attracting investments alreadlyaeted to our value. The
provision should be revisited and repealead to mocate our own demand not

otherwise.
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Again if replaced the five-year incentive is tamd;, and the Tanzania Investment
Center should be allowed to revoke the certificatbgnever incentives are abused

or misused with cost.

5.1.2 Amendment of investment law

The investments laws and tax laws should be ametadi@diude the following:
5.1.2.1Setting economically reasonable condition for issng incentives

As discussed in Chapter three of this report, sax affords investors with a lot of
unreasonable and unorganized incentives, underifigaibn of threthold not
necessity of investments for developments. Thisae$h recommends amendments
of section 17 of the Tanzania Investment Act [CAPRRE 2002] and include other
qualification for incentive issuing. Arguably, theconomic rationale for tax
incentives must thus be evaluated in terms of thbility to achieve clear goals in
ways that are both effective and efficient, relatig alternative policies, both tax and
non-tax, that could achieve the same objectilesAn assessment on whether
investment is beneficial to the country is very ortant, and whether that investment
is necessary for the country’s development, shdddthe determinant to issue
incentives. The laws should set some condition emisnt, the example which the
Written Laws (Miscellaneous Amendments) Act, 2088 Bet. If the incentive is for
five years, then within such years proof of subsghrdevelopments should be

shown.
5.1.2.2 Provide measures to curb abuse and misuse of indams

The authority with powers to issue tax incentiv@sould have power to check and
balance the use of incetives issued. Also, measmtnio curb the problem should

be put in place, for example regular and unexpeatatit of return of incentives

7 IMF, Options for Low Income Countries’ Effectivend Efficient Use of Tax Incentives for
Investment; A Report To The G-20 Development Wagk@roup By The Imf, Oecd, Un And World
Bank, available athttps://www.imf.org/external/np/g20/pdf/101515.pdhccessed on 15 of
September, 2018 at 9:10 am.
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holders, establishing special authority to chect halance power, if the authority

issuing cannot handle the matters,

Taking an example in Mining sector where in 201vhere the special commission
was establihed to regulates the investors actioniiings and how their dealing with
incentives, vesting the commission with power tonieate and issue fine in case of

abuse.

5.1.3 Enhancing Taxation system

A good revenue system adopts taxes that are sifaple@nd efficient. Tax incentives

risk compromising these principles to the exteat they complicate the tax system,
create horizontal inequities, and distort productedficiency; and they may forgo

revenue that could have been spent more produgtveheeds to be replaced in
other and more damaging ways. In recent years we Winessed the change in tax
collection and payments system, which is a goaagthAn automatic system helps to
identify who should pay what at what time. Issuaatsuch certificate be amended

or modified to the detriment of such investor”
5.1.4 Reduction of Tax Incentives

There is a need to revisit the number of Tax Ingestin order to diminish revenue
losses and reduce the level of Tax Incentives inz&mia, as well as ensuring that
relevant stakeholders are engaged in developingoges interventions. This is
possible through changes to the legal framework addinistrative practice
underpinning the incentives. In 2011 the MinisteFmance by then Mustafa Mkulo
said in the budget speech that the government lheads taken steps to review
procedures for tax exemptions to strengthen cowiwel abuse and the government
policy was to review and harmonise various tax |awhkich have provisions of
exemptions from their current level of 2.5 per cehGDP in his estimate to at least
1% of GDP*"®

178 Finance Minister, Budget Speech 2011/12, pp. 5W&w.mof.go.tz
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5.1.5 Transparency in Contracts Concerning Tax Incetives

All documents concerning Tax Incentives given byayament to foreign and local
investors, religious institutions, non-governmentatganisations and public
institutions should be mandatory required to puplieclare with full details on how
much they pay and receive in tax. The governmeatlshalso join the Extractive
Industries Transparency Initiative (EITI), which istended to improve the
transparency of investors, religious institutionsn-governmental organisations and
public institutions in payments of deducted amotote government. It will enable
the government and the public in general to knowatvamount is forgone due to tax

concessions and what amount is received.
5.1.5 Control of fiscal incentives

It has been stated that investors both local amdign are not angels; they are
business persons who above all are motivated bgdhsibility of making profit over
and above that which could be made in a simplenessi transaction at home.
Therefore, they would exploit each and every lodpho the statute books to ensure
that they invest as little as possible, avoid pgyaxes, pay low salaries as much as

the law can permit and so &ff.

17 Maina, P. C. and Mwakaje, S. J. (2004), Op.cjicat51
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ANNEXURES

ANNEXURE No. 1; QUESTIONNAIRES

MZUMBE UNIVERSITY
FACULTY OF LAW
QUESTIONNAIRE
RESEARCH TITLE : Tax Incentives in Investment Sector in Tanzardal
Appraisal of Merits Vis A Vis Demerits.
NAME AND ADDRESS
DEOGRACIOUS MAYA

Dar es Salaam

Tanzania

E-mail: mayadeogracious@gmail.com
Tel#: o

THE OBJECTIVES AND PURPOSE OF RESEARCH

| am a Master of Laws student at the Mzumbe Unitye(®1U) (Faculty of Law)
conducting a research on the above researchttitieit; Tax Incentives in Investment
Sector in Tanzania: An Appraisal of Merits Vis A \emerits Am interested in
evaluating different tax incentives issued in Tam@aas against our economic
development and appraise the merit vis a vis demdoreover, the study aims at
educating and contribution on the importance ofitesentive and at what point in

should Tanzania issue tax incentives for our b&nefi

NOTE: You may use extra sheet for explanation or wmiteback of this page,
remember to indicate question number.
(Optional)
(Optional)
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1. What do you understand by the term Tax Incentives?

2. Does tax incentive influence the attraction andemBbn of investment in
Tanzania? IFFES, HOW and IFNO, WHY

3. What qualification should an investor meet to bguél with tax incentives

certificate or clearance (mention the law if any)
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4. Do you consider what you have mentioned above toldogsible qualification, IF
YES, WHY and IF NO, WHY and Please suggest aQUALIFICATION
WHICH YOU THINK IT IS PRAUSABLE. OR What are the plausible

gualifications for investment to be issues with il@entives?

Thank You.
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