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Abstract

.. . . iect O,
Sales tax was introduced in Tanzania in 1969 with the main object of
increasi,

. . . . n the
ng revenue and reduce reliance on income taxation which was the
major source of tax revenue. B

eing a single stage sales tax it has a narrow f‘;’;
base which forced the System to have a unique and complex rate stmctu‘re un .
1989 when it was changed. The notable effect of such rate structure is mnd
pant tax evasion. The revenye performance of sales tax, however, has pr 0"? :
fo be satisfactory compared 1o other laxes. Preparations for the introductio?
of value added ¢

ax (VAT) are continuing with the aim of broadening the ta;
base and collect more revenue. We suggest that in order 1o have a successft
and efficient VAT system publicity is essential,
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reform involving base broadening and abolition of exemptions was not consid-
ereg, This essentially resulted in less sales tax revenue collection in 1990.
Evidence shows that the sales tax contribution in real terms towards GDP fell
from 6.3% in 1989 to 4.5% in 1990 (see Table 5.1), despite the fact that na-
tional economy grew in real terms from 3.3% in 1989 to 3.6% in 1990 (The
economic survey 1991, p.15). As a measure to overcome sych revenue short-
fall the government in 1992 abolished tax exemptions and in 1994 the tax base
Wwas broadened by including more services in the tax net. (see Appendix A).

Although sales tax has demonstrated a satisfactory revenue perfor-
mmce, theA government is badly in need of more revenue for recurrent expen-
diture. This can be achieved by broadening the tax base further and improving

the tax administration machinery.

The purpose of this paper is to analyze the sales tax system and evalu-

ate its revenue performance since 1978 to 1994.
In Part 2 we briefly discuss the historical background to sales tax in
§WMa and illustrate how a single stage sales tax operate. We analyze in Part
the tax base and'the rate structure; while in Part 4 we discuss the merits and
demerits of 3 single stage sales tax. Part 5 contains the general evaluation of
fevenue performance of sales tax in Tanzania; measures to be taken in order to
!)r Oaden the tax base and raise more tax revenue are also discussed. Conclud-

i
Ng remarks are contained in Part 6.

2 The Historical Background to Sales Tax in Tanzania

N Sales tax was first introduced in Tanzania in 1969 by the Sales Tax Act
0-30(STA), and the Regulations made under section 66 of that Act. Tanzania

Was the secong country to introduce sales tax in EastAfrica, following Uganda

Which introduced sales tax for the first time in 1968 with the assistance of an
tax was to increase rev-

&lisnrael advisor. The main object of introducing sales r
Ue and redyce reliance on income taxation which was the only major source
Of tax revenue. In November, 1976 the 1969 Act was, however, repealed and
Placed by the Sales Tax Ac,t 1976. The Act has retained all the regulations

Made under the repealed law, that is, the Sales Tax Regulations 1969

21 ales Tax System.

* A Single Stage Manufacturers )
igi i ed Sales

Th 1976 Sales Tax Act originally impOs ‘
e 1969 as well as the od scheduled articles. Section

T .
& on both domestic manufactured and import
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2(1) of STA defines the term “scheduled article” to mean any article, that is,

commodity upon which sales tax is payable under the Act. The First schedule

. 1 n ir
to STA contains alist of articles which are liable to sales tax together with the
respective sales tax rates.

In 1983 and 1987 sales tax was introduced in respect of telephone, and
catering services in designated hotels and restaurants respectively. These gre_
specified under the second schedule to the Act. It should be noted that el(*fctl’lCf
ity is also service which has been chargeable to sales tax since the adoption 0
the tax, but it was categorized as a scheduled article under the first schedule.

In normal circumstances, therefore, the tax is payable by the manufac-
turer at factory level, the im

porter at entry point, and the supplier of services,
hence it is a single stage tax in nature.

22.  Application of a Single Stage Manufacturers Sales Tax

A manufacturers tax, per se does not include services under the nor-
mal definition of the term man

ufacture. In Tanzania, the tax is levied at manu-
facturers’ and importers® level, and on certain few services (see section 2.1).

There is no sales tax at subsequent stages in distribution channels such as whole-

salers and retailers. With the use of a5 illustration, in this part we explain how
a sing2e stage sales tax System operate.

Let us consider a case

scheduled article (product) X

where the Government imposes sales tax on a
A sells the article X

at arate of 30%. Assume that the manufacturer

Subject to excise duty. Being a
llect sales tax of Shs. 150,000/=

Wholesaler B pays the manufac-

tires A | the price of article X including sales

Revemns, manufacturer A s requireq 1o pay the tax to the Sales Tax and Inland

R?V?I:lijuepmmem on the date of sale (section 4(1) (b)). However, for ad-

It rative purposes the due date for payment of i on the
last day of the month j . pay sales tax is normally

y followin - elates
(Regulation 10 Q). g the month to which the tax r

B. This means that the
turer A a total of ghg, 650,000/= which is



a;quisition of the article. In our illustration the wholesaler B will recover the
sales tax of shs. 150,000/= when he sells the article to a retailer C, who will in
turn recover the same from the final consumer D.

3. The Tax Base and the Rate Structure

AS. stated earlier the tax applies to the sale by the manufacturer of scheduled
31'11¢le; an importer of scheduled article, and the supplier of scheduled ser-

ices, and that no tax applies at subsequent Stages in distribution channels.
The tax base is, indeed, very narrow, as a consequence in order to raise signifi-
Cant revenue the tax rate must be high. In this section we attempt to analyze
and discuss the sales tax base and the rate structure in Tanzania.

3.1. The Tax Base

i The tax base comprises of the locally manufactured and imported ar-
cles consumed in Tanzania, and selected services.

1:;;1 Calculation of sales tax is done by applying the tax rate on the ex-
actory price plus excise duty in the case of domestic produced scheduled ar
ticles; on CIF value plus import duty plus excise duty? in the case of imported
gOOdS; and on the total bill in the case of scheduled services (Section 22 of
TA). In certain cases the tax rate is applied on specific weight, liquid mea-
meter as the case may be.

su
rement or any other measurement such as square

There is no sales tax levied on 1aw materials because doing so, would
result in cascading: in addition section 9 of STA prohibits double taxation O
the same scheduled article. That is, if for example sales tax is levied on raw
Material R which is used to manufacture & scheduled article § and the 1atter s

aR]SO Subject to sales tax upon sale; there is double taxation on the raw material
n and cascading of sales tax on raw

mate-rials’ intermediate and capital goods the government intIOde:ed the sg-
genslon method or ring system (Cnossen, 1977) which enables registered deer-
r-s 10 purchase or import such goods free of sales tax4. In June 1992, howevel,

" Mmethod was abolli f granting total remission of sales t2%
abol d a system of granting .
g for the | oduction of scheduled articles was

9" all raw m . I
introgyceq (Bfﬁzl;::s S?;thfolrgtg;)fo,f.ﬂuz with effect from Juné, 1992.3,11 r:::
Materials whether purchase’d. within or imported from outside Tanzé @ f“;aw
"0t subject 1o sales tax. This measure has an effect of reducing prices 0cOSts
Materials and thys reduce the production Costs- Definitely if production

In order to avoid double taxatio
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are low taxpayers will sell their scheduled articles at lower prices, hence they
will be able to effectively compete in both domestic and external markets.

On the basis of the above discussion the tax base is, certainly, com-
paratively narrow because distributors mainly wholesalers and retailers, an(;
most of services are excluded from the tax coverage. However, in a move 0
widening the base and collecting more tax revenue, the Government included
more services in the sales tax net since July, 1994. (See appendix A)

Definitely these services might yield a significant amount of sales tax
revenue, however, cascading would be inevitable. This is the case because tax

payers who render such services have many inputs on which sales tax has been
charged, and their charges are borne as input costs by many clients who are
also liable to pay sal

es tax. Thus, although the base has been broadened this
shortfall should be

considered in order to avoid double taxation. This would
be proper when VAT is introduced or credit system is applied.

3.1.2.  Furthermore, the tax base is eroded by substantial generous exemp-
tions which are, of course, augmented

by the illegal ones owing to tax evasion.
Exemptions are divided into two categori

Statutory exemptions are specifically provided under section 36 (1) of
STA. These may furth

er be subdivided into specific exemptions being those
listed under Part A of the Thi

articles or services; or the tax Payable by any person or
category of persong by issuing an order in th

[ e Gazette if it is in the interest Of
the public (S.28(1) of STA).

» Of cate of
danger which arises 1 that:gory persons should be exempted from tax. The
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“A mini . .
the technic af]“;:l]ldSter qr committee that is given wide discretion, is likely tolack
System is subjoct ltocl)nsmess expertise to make the best choices. A discretionary
c i .
Present” (Goode, pOZS%f)f.UPUOH or to charges of corruption even when none is

The most pressing problem facing Tanzania like many other develop-

1ng ¢ tac :

thit ﬂ?:?)tr[:)?)s] :n Wl(?e§pread and overt corruption and tax evasion. It is clear

With the g, ooy orlgl.nates from the t.axpayers who are not willing to comply

Ginly, sup o untarily and pay their sales tax liabilities accordingly. Cer-

in tup, have payer§ would ask for some favours from the Minister who will
to use his statutory mandate and grant exemptions to them.

empﬁOn’g];;S the Ca}se even where the scheduled aru'c_le is one which, if ex-
Course, expe(:[;l(tied will not be in the interest of the public. Thf: taxpayer is, of
inister, Ty to pay for such a favour in a form of a financial reward to the
sales tax Jigh; payers, indeed, use the system in general as a means of evading

ilities. For example, the taxpayers may declare to have imported

Umap .,
edicine which in the first sight is in the interest of public, while in
thorough and careful

aCtug]

.iHVesu;:fjtoh? has imported, say, TV sets for sale. If a

ina form orn is not done, the Minister will use his powers and grant exemption

acCtion Wouldr e""SSIPn of tax in the “interest of the public”. This kind of trans-
Vidence gp, . definitely, result in a loss of government {ax revenue onTV sets.

2 toty e SHOWS that during the years 1992/93 10 1994/95 the government lost

i shs. 59.763 bn/= (in absolute terms) sales tax by way of exemptions

N im
POrted scheduled articlesS.
have a S?Ve.can thus, conclude that the coverage and numerous exemptions
Stantjq) hjgmﬁ(;am influence on the narrow tax base which attributed to sub-
the hext gh tax rates in order for the government to generate more revenue. In
Of the Part we briefly analyze the sales tax rate structure since the adoption
tax in Tanzania,

32
The Rate Structure

e five ad valorem

a €n the sales tax was a adopted in 1969, there wer
ue et al; 1990). An ad valorem
eduled ar

and eqy;
fate is eqlf“'alent number of specific rates D
Ucle 14 dgfm cular tax rate which is applied on the value of the sch
Ory pys - Crmine the amount of tax payable. For ex ac-
fs apg:;ce of the article. On the other hand a specific rate is the tax rate whlzl:
On a specific measurement such as weight liquid measurement



. 415/=
Square meter. For example a rate of Shs. 200/= per litre of beer or Shs.
per 1,000 cigarettes,

. en-
The rates were imposed separately by BTN (Brussels Tariff Nom

clature) which is the tariff classification number,

as
Substantial revisions were made in 1976 when a new apprgact;o\:ll >
introduced under which the rates were imposed by customs cooperation
cil nomenclature (CN

e
NN) tariff classification number. By 1980, there :‘;e(f)f
about 25 different ad valorem rates and 25 specific rates. The l?asw ra © of
12% was imposed on many foods and necessities, 24% on a wide Fangeues
£00ds regarded as luxuries, 25% to 50% on motor vehicles, 50% on cigar

. H ljc-
and liquor, and high rates on various imported textile products. The multip

. and
ity and co of excise duty

mplex rate structure was a result of the abolition 1989
that, the rates of this tax were merged with those of sales tax. By January ’

e
the rates multiplied substantiaily exhibiting a wide range from 0 (zero) to 200
percent (Finance Act 1978-1988)

.

A wide range of 800ds were exempted from sales tax as zero rate(.i'
These include foods, medicines some building materials, various ,aw'matefl'
als, farm and industrial machinery. The basic rate of 25% was applle.d toa
Wwide range of food and other 800ds regarded as necessities. Other major tax
rates in terms of goeds covered were 50% and 75%. The tax

, office machines etc; where
as 75% and other higher rates were imposed on luxury goods such as private
cars, TV sets, Cosmetics, cigarettes, beer, spirits etc.

The main objectives of having such a unique rate structure compared
with those of many other sales taxes of other developing countries were as
follows:

To generate more revenye; As the tax base is narrow it was necessary to have
multiple and higher rates ip order to raise significant revenue,

Equity: Higher tax Tates are imposed on Tuxur
purchased by the highincome by , - Sales tax in this case comple-
ments income tax i reducing a wide gj

carners to enhance €quality in



S.umptuary: Tanzania like other countries imposes highest rates on tobacco,
cigarettes, beer and spirits for the purposes of discouraging consumption of
such goods regarded as harmful to health.

In July 1989 and 1990 the government of Tanzania endeavoured to
rationalize the rate structure by making major reforms. These reforms involved
re-introduction of excise duty on certain articles which were subject to a higher
rate of sales tax; and reduction of both rate categories and the highest rate.
Thus, in July 1989 the highest sales tax rate was reduced from 300% to 50%
and rate categories from more than twenty five toeight only, including the zero
rate. Likewise in July 1990 the highest ratc was reduced to 40% and the rate
categories to four (Finance Acts 1989 and 1990). In July 1992 the highest rate
was further reduced to 30% while in July 1993 the rate categories were re-
duced to three, that is, zero, 25 percent and 30 percent (Finance Acts 1992 and

1993),

It should be noted that sales tax rates on services were S percent and 10
percent for electric current, and telephone and catering services respectively.

The sales tax rate on telephone and catering services was, however, increased

t0 15% in July, 1993. In the case of other services the rate is 10 percent (see

section 3.1.1 and Appendix A).

there has been a tendency of reducing rate

categories and highest tax rates since July, 1989. No doubt the rpain objective
of such trend was to encourage taxpayers to pay their tax liabilities voluntarily
rather than evading paying tax or even seeking exemptions; hence to enable

the government earn more tax revenue.

We have so far noted that

4. Merits and Demerits of 2 Single StageSalesTax

Compared with other forms of sales tax such as turnover taxes; wholesale and

retail sales taxes; and value added tax; 2 single stage sales 1ax has some merits
and demerits. In this section, W€ briefly discuss the advantages and disadvan-

tages of a single stage sales tax.

4.1. Merits
Simplicity and Certainty
I~ ST . d certainty in
Th teristic of a good tax 1§ simplicity in design an
s, turers sales tax appears to

Operation (Cnossen, 1977). Single stage manufac
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. ed on the
meet the two requirements. We have earlier noted that t.he tax is cll:a:tgis simple
basis of taxable value (price) which is easier t.o ascertain. 'A; ls::c )
for both tax officials and taxpayers to determine the tax liability.

Minimum Administrative and Compliance Costs

Tax

The tax is less costly and easier to administer because the bsearﬂg: ax-

and Inland Revenue Department deals with a relatively small nunll.s or every

payers. In 1976, for €xample, Tanzania had one re gistered taxpa)garbados and

12,000 persons compared to one for every 42 and 30 persons m6 Currently,

Iceland respectively, which adopted retail sales taxes (Due, 19?7 )-C mpliance

Tanzania has one registered taxpayer for every 15,000 persons’. Oa ors are
COSis on part of taxpayers are less due to the fact that most of taxpay

large firms; thug record keeping is €asy and adequate.

4.2. Demerits

Non-Neutral Tax

Itis clear that when sales tax is im
would in

Crease their prices by an amoun
mitted forward into wholesale and retai}

of pricing, As Wwholesalers and retailers

to the purchase price which includes
Pyramiding of the tax op the way to fi

posed upon manufacturers, the ﬁﬂ‘gs
t of tax. The tax is, therefore, uanod
prices under the normal markup meth o
would apply their mark up percto:qtagof
tax, there would be a possibility 0
nal consumers. The tax, thus, has ai .
inflationary effect because the tax burden to the final consumer would resu1§5 ,
Phce increases in excess of the tax payable to the government (See Due, 1951
1957; and 1970).
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Consumption and Production Distortions

m"S“msgglnup:t:n d higher rates as a consequence of narrow tax base distort

fer only Slighrt)] rns and p.roducer fesgmce allocation. Some of the rates dif-

category or anot)l,reand there is no scientific basis for classifying goods in one

and increase 1, as a consequence consumers shift from heavily taxed goods

behaviour wou]t:'jmand on. less.taxed goods. In the long run, this consumer

production of creatc mstorgons on producer resource allocation resulting in
more goods which are less taxed.

Vi . . .
retailers ’lll;t]llally a manufacturer charges different prices to wholesalers and
to differém e tax, therefore, cannot take into account such variations on prices

trade levels giving rise to different consumer prices and this would

result i
It in consumer choice distortions.

Easy to Evade

tion flo \flgce the impact of thej tax is at an early stage of production-distribu-
ward o u’n q xpayers would 'easlly evade tax by i{ltegraﬁng their activities for-
ot be incly gﬂal;te wholesaling and retailing activities, S0 L_hat .thefir value would
Non-integray ed in the tax?lble price. This would result in discrimination against
the tax, Uy :d firms which cannot shift their activities beyond the impact of
facturer i er fhe STA, however, this cannot be practiced because the manu-
from the mfeqmred to pay the tax even when he merely removes the article

anufacturing premises to another place, say a godown (Section 4(1)

) sse N
(iii), without selling such article.

s, R
evenue Performance

economy and tax revenue sys-

f sales tax and compare with

5.1
Sales tax plays a significant role in the
Table 5.1

tem, In(h;
n this section we analyze the performance O
import duties and income tax.

Show
S st j
revenue contribution of major (axes
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Table 5.1: Major Taxes as % of GDP and Total Tax Revenue:
1978 - 1994 (At Constant Prices of 1985)

Year | Sales Import | Income |Sales Import Income
Taxas % | Duties | Taxas |Taxas | Dutizsas| Taxas %
of GDP | as % % of % of % of of Tax

of GDP | GDP Tax Rev. | Tax Rev. | Revenue

1978 6.2 3.0 55 33.8 16.3 30.2

1979 7.1 25 5.3 41.5 149 31.3

1980 7.8 22 6.4 43.0 11.9 35.3

1981 9.3 14 59 53.3 8.1 33.5

1982 9.1 1.2 5.7 55.2 1.3 35.0

1983 9.8 1.2 6.1 55.4 6.6 34.6

1984 10.6 1.3 55 57.7 7.0 29.9

1985 10.2 1.5 47 59.0 8.9 27.2

1986 8.2 1.2 49 53.9 79 32.3

1987 9.2 2.3 40 55.9 13.8 24.3

1988 7.1 1.7 3.7 50.6 124 26.3

1989 6.3 1.6 48 470 12.2 35.2

1990 45 1.7 34 36.1 14.2 274

1991 4.6 2.1 4.1 324 14.8 29.2

1992 43 2.0 4.2 29.2 134 28.3

1993 33 1.2 3.6 292 11.0 31.7

1994 13 55 37 33.2 25.1 16.8

e

Source: Appendix B.

W
of sales tai (ttgn GSS(;,from the table that throughout the pericd the contribution
and incOme tax Was between 3% and 11%, whilst those of import duti€s
€re only b.ﬂween 1% and 6%, and between 3% and 6% r€-

;res were between 7% and 25%; and be-
Table 5.1 also shows that between the pe-
10 1988 sales tax yield was well over 50% of total tax revenue. Ouf
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The poor performance of the manufacturing sector was attributed to
shortage of raw materials which were mostly imported. On the other hand the
volume of imports was curtailed by shortages of foreign exchange.

Furthermore, table 5.1 shows that between 1989 and 1993 sales tax
contribution to total tax revenue showed a downward trend between 29% and
47%. This could be due partly to reductions in tax rates (see section 3.2) and
partly 1o growth in volume of imports which resulted in substantial increases
In import duties8. This is evidenced by the share of import duties to total tax
Tevenue which rose from 12% in 1989 to 15% in 1991.

5.2 Of equal interest is the very high percentage of sales tax collected from
locally manufactured articles compared to that collected from imported articles,
p.amcmaf ly during the years 1978-1986. Graph 5.1 shows the sales tax collec-
t1on on local and imported articles as a percentage of total sales tax.

Graph 5.1
LOCAL AND IMPORTATION SALES TAX
AS % TOTAL SALFS TAX
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" The above graph shows that during the period 19
aX op locally produced articles to total sales tax collectio
and 93¢, whilst that of imported articles was between 7%

8h percenta from domestic produced
e of sales tax revenue 10 : ;
_to the facy thaf sales tax was not charged on raw materials which were mostly

"Mporteq, More over, during that period there were drastic restrictions on ?m-
Ports dye g foreign e;cChange shortages, this resulted in less collection at im-
Portatiop, Surprisingly, contrary to the above observation the sales tax collec-

78 the share of sales
n was between 81%
and 19% only. The
articles was due
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tion at importation has increased from 14% in 1986 to 63% in 199.4. ‘I’Vh‘;zf:
the collection from domestic produced articles has dropped drastically us-
86% in 1986 to 37% in 1994. Our analysis suggests that the dechfungﬂi:[ pe-
trial production as a consequence of acute electricity problems during - dles.
riod seriously affected the collection of sales tax on local scheduled arti

: tax
This was, of course, augmented by the reduction of rate categorles-::lnd3 o
rates which by 1994 there were three categories and the highest rate being

(see section 3.2 above).

. . eign
The other factor was the Government policy of imports and foreig

: wth
exchange liberalization in 1988. This, it can be argued, has resulted in gro

. . . ation (Se€
in volume of imports and substantial increase in collection at importation
note 8).

. ent
As noted earlier, numerous exemptions resulted in loss of gO‘{emmn ed
tax revenue. Most of these exemptions were granted in respect of impoO!

n
scheduled articles, For example, in 1989 a potential 55.6% of tax revenue O
imports was exem

in
pt (Tax Reform Report, 1991, P. 13). The government i
ished all types of tax and dut

Furthermore, there have been fmany recent forthright statements by mg
government that rampant tax €vasion has been practised, condemning it ai
saying that firm steps

will be taken to eliminate it Somewhat this has been 2
challenge to taxpayers

: Who, in order to avoid any legal consequences started 10
pay their taxes voluntarily.

5-3-. We can, therefore, conclude that although the tax base is narrow (s€€
section 3.1) sales tax has de

€xpected revenue due to malprac-
tax officials and taxpayers.
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The experiences of other developing countries show that the narrow
base of previous sales taxes and distortions inherent in them motivated these
countries to adopt a broad based system of sales taxation. Tanzania is no ex-
ception because in 1993 it was officially announced for the first time that value
added tax (VAT) would be adopted effective from 1st July, 1993 (Budget speech
1993). The effective date was, later, rescheduled to 1/1/1994 and the govern-
ment formed a preparatory VAT Implementation Team. So far VAT has not yet
been adopted and there is no indication that preparations for introducing VAT
have reached an acceptable level. This implies that confidentiality of the tax is
still maintained. This is quite clear because taxpayer education programs on
VAT which is very crucial during the preparations are yet to be launched. The
danger is that if the VAT is not well publicized before it is introduced it will
lack public acceptance leading to non-compliance and tax evasion. Inorder to
have a successful VAT, therefore, we must learn from the experience of other
developing countries. This and other issues relating to VAT will be dealt with

in a separate study.

6. Concluding Remarks

We have argued in this paper that 2 single stage sales tax has a narrow
base due to the exclusion of wholesalers and retailers, and most of services
from the tax coverage. The base was further eroded by numerous exem.pt'ions
which were statutory under the STA and discretionary granted by the Minister
for Finance. Discretionary exemptions have a danger of causing los§ of gov-
ernment revenue. As a consequence of a narrow base, multiple and higher tax

rates were inevitable since the adoption of the tax up to mid 1989 when the
y 1993 the sales tax rates

government rationalized the rate structure. By Jul

were 0,25 and 30 percent. In addition to the rate change§, the tax base was
changed to include excise duty in the case of scheduled articles which a.re also
liable to this duty. Moreover, in July 1994 the base was broadened by includ-
ing more services (Appendix A)-

We have also argued that a single stage sales tax has its merits a.nd
demerits compared to other forms of sales tax. It can be operated very easily
with P e and compliance COStS. The tax, however, has a

less administrativ al consumer of the taxable article be-

Pyramiding effect on the way to the fin g
Cause it isgimposed at the initial stage of production-distribution flow only

. ibili i hen there is a room for
Under the STA there is no possibility of evasion even wi :
integrating the-activities of the manufacturer forward to undertake wholesaling
or retailing which are not taxed. This is so because section 4(1) (b) (iii) of STA
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requires the manufacturer to pay the tax when he removes the articles from the
manufacturing premises to any other place without sale.

Throughout the period under consideration sa{es tax has proved to beiz
major source of revenue. Our message in this case is that .1f t.he tax base .
broadened with the application of the current rate strucfture a significant amou '
of tax will be collected. This can be donc by effecting a sales tax re.form 1?
which case Tanzania is preparing for the introduction of VAT. E)‘(penenc?’(.)
other countries show that, the introduction of a new tax should “go open” in
order to have public acceptance. Itis, therefore, high time for the VAT Imple-
mentation Team to institute taxpayer education campaigns and make adequate
efforts to have training programs for tax officials, Such measures, indeed, can
enhance voluntary compliance and taxpayers’ cooperation and our dream of
having an efficient VAT system will come true.

NOTES

1. For example in 1988, between 30% and 70%

69 non-oil developing countries was from in
Financial statistics year Book, 1989),

of total revenue of about
direct taxes (Government

2. Section 2(1) of STA “Manuf "ot

which material]

y changes such matter
in Sllbstance, CharaCtef or appeara_nce ”»

Excise duty is levied on very few scheduled articles considered as luxury
and harmful to health,

4, A registered dealer is any person who u
scheduled articles to Mmanufacture other

includes a body corporate

S€s raw materials which are
scheduled articles. This also

which is engaged in the export of scheduled
articles. For more details on the registration of Registered Dealers see
section 10 of STA anqg Regulation 8. See also, section 4(1) (d) of the
same Act,
5. For a detailed discussiop of exemptions see the Thirg schedule to the
Sales Tax Act 1976 See also Luoga et al; 1993 P.p.23-39
6.

T2



(At current prices)

1992/93.......... Shs. 16,980bn/=
1993/94............. Shs. 23,155bn/=
1994/95..... .. Shs, 19,628bn/=

Total Shs 59,763bn/=
Source: Customs Department

Efforts to get sales tax exemptions on locally manufactured articles
failed due 1o non-availability of such records.

7 The population projection for 1994 is 26,710,000 and the total mfm.ber
Of registered taxpayers is 1,767 in 1994. (Source: Bureau of Statistics,

and Sales Tax and Inland Revenue Department)

. See for example Trends in Developing Economies 1992.

APPENDx o

Scheduleq services Added by the Finance Act 1994

] SS
;ﬂle _fOIlowing services are chargeable to sales tax wheri u]1e ln;gz;tﬂy gro
“ings are not less than shillings 400,000/=:- (we.f. Ist July

a) Building contractors
b) Electrical contractors
©) Engineers
d Accountants
te)) Advocates
Auctioneers
8) Conmﬁlams other than Medical Consultants
h) Clearing and forwarding Agents
f) Garages
) Tour operators _
k) Laundry and Dry Cleanng
D Photo studios
) Fitness centres
n) Hair saloon

0 Barber shops
p )) Tailoring Marts
q Secretarial Services o and tel
n Commercial advertisements by 1
73
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Other scheduled services added by the Government Notice No. 307 of 9/6/
1995 are:

s) Security Guard Services
0 Courier Services

u) Architectural Services
V) Fumigation Services

X)

APPENDIX B

w) Accounting and Auditing

Workshop for maintenance of house hold appliances e.g. Ra-
dios and Televisions.

Major Taxes, GDP and Total Tax Revenue: 1978 - 1994

[At Constant Prices of 1985 (Billion TShs.)]

Year | Sales Tax Import Income GDP Total Tax
Duties Tax Revenue
1978 10.154 4.906 9.059 163.905 30.039
1979 | 12.124 4.359 9.148 171.169 29.187
1980 | 10.966 3.035 9.008 140.584 25.505
1981 12913 1.954 8.132 138.686 24.245
1982 11.760 1.559 7.447 129.931 21.296
1983 10.989 1.316 6.860 112.038 19.853
1984 10.512 1.278 5.448 99.497 18.220
1985 10.154 1.531 4.678 99.675 17.198
1986 7.991 1.171 4192 97.822 14.817
1987 9.515 2.349 4.144 103.344 17.031
1988 10.072 2.469 5.232 142.224 19.902
1989 11.069 2.871 8.287 174.437 23.553
1990 7.397 2918 5.619 165.955 20.495
1991 7.409 3.391 6.681 162.058 22.850
1992 7.125 3.276 6.907 164.167 24.432
1993 5.460 2.062 5915 165.495 18.667
1994 11.469 8.652 5.801 157.518 34.517
Source; Compiled from Financi

1995; and National Accounts of
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APPENDIX C

S .
ales Tax collection on locally Produced and Imported Articles; and their Per-

Centages of Total Sales Tax Revenue: 1978 to 1994.

(At Constant Prices of 1985) (Billion T.Shs.)

r‘
Year | Local Collection | Total Local Collection

Collection | at Import- [ Sales Tax Collection | at Import-

ation Collection | as % of ation as %
Total of Total
s | a2 | 1as2 10154 | 857 | 143
1980 10.653 1.471 12.124 87.9 12.1
1981 10.206 0.760 10.966 93.1 6.9
1082 11.692 1.221 12.913 90.5 9.5
1983 10.106 1.654 11.760 85.9 14.1
1984 9.433 1.556 10.989 85.8 14.2
198 8.522 1.990 10.512 81.1 18.9
1986 8.878 1.276 10.154 87.4 12.6
1987 6.840 1.151 7.991 85.6 14.4
1983 7.162 2.353 9.515 75.3 24.7
1989 7.878 2.194 10.072 78.2 21.8
1990 8.391 2.678 11.069 75.8 242
199] 5.201 2.196 7.397 70.3 29.3
1997 5.395 2.014 7.409 72.8 27.2
199 4.595 2.530 7.125 64.5 35.5
1500 3.680 1.780 5.460 67.4 32.6
\4_j 4.243 7.226 11.469 37.0 63.0

1833;%: Compiled from Financial Statements and Revenue Estimates 1977 -
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