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Fact sheet: Country profiles (2009)
Issue Mozambique Tanzania Zambia SubAfSr?::P;aran
Population (million) 22.9 43.7 12.9 839.6
Size of territory (surface area) 799,380km* | 947,300km* | 752,610km? 24,ﬁ422,130

m
Exchange rate (1 USD) 30.9 MZM 149@S 4671 ZMK
GDP (billion current USD) 10 21 13 946
GDP per capita (current USD 428 503 990 1,127
Tax revenue of GDP (%) 15.4 14.2 15.0 17.9
(FY2009/10)

Agriculture (share of GDP) 31 29 22 13
Urban population (% of total) 38 26 36 37
Life expectacy 48 56 46 53
Literacy rate (% of people 55 73 71 62
above 15)
Infant mortality (per 1000 live 96 68 86 81
births)

Source: All numbers from World Bank (2@]d,e,j except tax revenue of GDP (see table 1 for sources) and

exchange rates from Quandaui@ency Converter http://www.oanda.com/currency/conveitdiaccessed 3

March 2011]
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Summary

This study was commissioned by the
Norwegian  Agency for  Development
Cooperation (Norad) for the purpose of
systematising and  analysing existing
knowledge on taxation and tax administration
in selected African countries, and to advice
Norwegian authorities on how this knowledge
can be translated into practical, effective and
concrete development policiesThe report
focuses on Mozambique, Tanzania and
Zambia. It examines current work to
strengthening the tax systems in these
countries, identifies gaps and provides
recommendations for Norwegian support for
effective and accountable taxation.

The study is alesk study, supported by shorter
fieldworks in each of the three case countries.

1. Introduction

1.1 Effective tax systems are central far
sustainable development because they can
(i) mobilise the domestic tax base as a key
mechanism for developing countries t
escape aid or single resource dependency;
(i) reinforce government legitimacy
through promoting accountability of the
government to taxpaying citizens and good
public financial management; and (iii)
achieve a fairer sharing of the costs and
benefits ofglobalization.

1.2 If taxation is undertaken in a way that
promotes greater responsiveness and
accountability, alongside improvements in
the state’s institutional capacity, then the
tax system can become a catalyst for
broader improvements in government
perfomance.

2. Revenues and tax structures

2.1 For Mozambique and Tanzariae taxto-
GDP ratio was 14.2% and 14.8%,
respectively, in 2007, i.e. below the
average (14.9%) for lower African income
countries, while Zambia generated a tax
ratio of 17.7%. However, thexahare in
Zambia declined to 15% of GDP in 2009.
A similar decline took place in Tanzania
from 15.1% in 2008 to 14.2% in 2009,
possibly due to the global recession.

viii

Mozambique, on the other hand, saw a
substantial increase in the tax ratio from
14.3% of GDP in 2008 to 15.4% in 2009,
which is linked to improved tax
administrative procedures and
enforcement.

2.2 Official Development Assistance (ODA)
as share of total of public revenues has
declined from 2004 to 2008 in all three
countries. Zambia has experiedc the
largest reduction in aid dependency, from
53% of total public revenues in 2004 to
28% in 2008. The corresponding figures
for Tanzania are 54% in 2004 and 41% in
2008, and for Mozambique 62% and 56%,
respectively.

2.3 Mozambique is the most aid dependeh
the three countries also compared to the
African average, with USD 66 per capita in
tax revenues and USD 93 in ODA per
capita in 2008. In Tanzania tax revenue per
capita in 2008 was USD 71 compared to
ODA per capita of USD 58.The
corresponding figurefor Zambia aré&JSD
219 tax revenues per capjtand USD 93
(ODA per capita

2.4 Does aid substitute for domestic tax
mobilisation?There isno robust evidence
to support the claim that aid crovedit
domestic tax effort. Recent econometric
studies actuallyind evidence of a positive
association between aid inflows and tax
revenue. This positive correlation lends
some support to the interpretation that
development aid since the 1990s, through
its stronger focus on institutions may have
led to an improvementin the tax
administration and revenue collection in
recipient countries.

2.5 Value Added Tax is a major tax base in all
three countries. In 2009 VAT generated
revenues equal to 5.4% of GDP in
Mozambique, which was more than the
revenues from personal and cague
income taxes combined. This was also the
case in Tanzania where the VAG-GDP
ratio was 4.6%, compared to 4.1% for
Personal Income Tax (PIT) and Corporate
Income Tax (CIT) combined. Special for
Zambia is the importance of Personal
Income Tax, whichin 2007 and 2008
generated more revenues than VAT.
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26In spite of the laws’ intention, the

opportunity of using the personal income
tax (PIT) to improve vertical and
horizontal equity is in practice more
limited in Mozambique, Tanzania and
Zambia than it isn developed countries.
There are two main reasons for this. First,
the tax base is typically nen
comprehensive due to the large untaxed
informal sectors in the three countries.
Second, there are challenges in properly
administering the tax.

2.7 A recurring poblem with PIT is the non

compliance of employers to register their
employees and to remit such taxes to the
relevant authorities. Further, capital
income, predominantly earned by
relatively wealthy individuals, either faces
low effective rates or escapdsxation
altogether. In Zambia, for instance, there is
no tax on capital gains, while in
Mozambique the gross capital gain or loss

is halved in real estate or business assets.

In Tanzania, capital gain or loss is
included in business or investment income
and taxed in principle at 30%, but in
practice it is easy to avoid.

2.8 The corporate income tax regime is

challenged in all three countries due to
substantially tasbase narrowing, mainly

through tax exemptions and the provision
of tax holidays in Investment Codes and
Free Zones. For instance, in Mozambique,
special tax regimes are established for
certain  investment  projects  where
incentives are granted, e.g. in Rapid
Development Zones, Industrial Free
Zones, and in the agriculture, mining, ail,
and tourism sdors.

2.9 The presence of tax holidays has enabled

a number of firms, notably extractive
industries, manufacturing and processing
firms, but also hotels and tourist lodges, to
effectively escape taxation altogether for a
large subsequent number of years.

2.10 The question remains open whether

countries that do have proper aaltiuse
legislation are in the position to apply it in
an effective way. Tanzania, for instance,
has a catclall antravoidance clause in its
CIT legislation, butit is not clear how this
is applied in practice.

2.11 Mining is a revenue generating activity

in all three countries. Historical data on
mining tax revenues are limited, and the
tax regime in the sector is relatively
complex. Extensive tax incentives are
common. Changes in the regime and
renegotiation of mining contracts are
controversial and a source of both national
and international debate.

2.12 All three countries are candidate

countries for the Extractive Industries
Transparency Initiative (EITI). The first
EITI reports that disclogsepaymeats made
by the major mining companies tihe
government ireach of the three countries
were launched in February 2018or all
three countries, # reports show
substantial discrepancies between what
mining companies reported having paid
and what governnm entities reported
having received.

2.13 Mining could potentially contribute

with  substantial revenues since the
activity, in principle, is relatively easy to
tax compared to many other economic
activities. However, considering the extent
of natural resource rents in many sectors
and especiallyin mining, the current tax
to-GDP ratios are significantly below what
they could have been if the resource rents
were differently shared between the
country and the investors. This is
particularly so for Zambia, wherbé level

of foregone rent is significant, but also for
Tanzania and Mozambique albeit at a
lower level relatively due to less developed
mining sectors.

2.14 Revenues from renewable natural

resources, mainly from fisheries, forestry,
and wildlife, are commonlcollected by
the respective line ministries asdmeby
local government authoritiese.g. forest
levies). Only limited revenues from
renewable resources reach the Treasury in
the three countries. The revenue potential,
however, is substantial. Revenue
enhancement from renewable resources
requires policy changes and better
administration.

3. Revenue administration

3.1 Mozambique, Tanzania and Zambia have

all established semsutonomous revenue
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authorities, in line with 4 other African
countries. Ambia Revenue Abority
(ZRA) was established i©994, Tanzania
Revenue Authority (TRA) in 1996, and
Mozambique Tax Authority Autoridade
Tributaria de Mgambique ATM) in 2006.

3.2 The choice of a revenue authority model

aimed partly to limit direct political
interference bythe Ministry of Finance,
and partly to free the tax administration
from the constraints of the civiBervice
system with respect torecruitment,
promotion of staff, and dismissals.
Moreover, it was believed that a single
purpose agency could integrate tax
operations and focus its efforts on
collecting revenues better than what was
possible under civil service rules.

3.31In 2010, ATM had 3010 staff members of

whom 1776 were in CustomsTRA
employed a staff of 3727 people (1236 in
Customs); and ZRA had 1380 dtaf
members (about 450 in Custom¥Yhile
TRA and ZRA have oftesin all districts
in their respectivecountries ATM — the
newest of the three RAs is currently
present with offices in 43 of
Mozambique’'s 128 districtsSalary and
related expenditures aaaut for the largest
portion of the RAs’ budgets (up to 80%).

3.4 The number of tax staff available for every

1000 citizens differs between the
countries, from 0.131 in Mozambique,
0.087 in Tanzania and 0.099 in Zambia in
2010 (including Customs officers)The®
‘tax staff per population ratios’ are very
low compared to the world average of
0.82, but higher than the average of 0.037
for subSaharan Africa.

3.5 Funding of the three RAs comes from the

annual Parliamentary budget appropriation
process and in the forrof grants from
donors. According to the Tax Authority
Act in Mozambique, ATM shall retain 1%
of the revenues collection for its operation
(which is in line with OECD countries’
limit of 1%). However, due to the
substantial investments required to develop
and expand the tax administration, ATM at
present receives-4.5% of the revenues
collected through the general Government

budget. Further, a group of donors (UK,
Switzerland, Belgium, Germany and
Norway) coordinates their support to ATM
through the Tax Comon Fund.

3.6 In Tanzania, the budget allocated to TRA

through the Government budget in 2008/09
constituted about 2.8% of the revenue
collections (net of VAT refunds). This
amount, however, is insufficient to cover
infrastructure, software, hardware, training
needs etc. Thus, a substantial share of non
current expenditures are currently funded
through the Tax Modernisation
Programme - a Dbasket funding
arrangement signed in 2006 and supported
by the World Bank, DFID, Danida and the
Government of Tanzania.

3.7In 2008, the costs of running ZRA

accounted for 2.3% of the total domestic
revenues collected (down from 2.7% in
2006), while the initial target agreed by the
Government of Zambia and DFID was
1.9%. DFID has been the main external
funder of ZRA since the revenue authority
was established in 1994.

3.8 A relative small number of large

enterprises account for the majority of tax
revenue (6&/0% of total tax revenue).

These enterprises engage in lasgale,

specialised and often global operations.
Hence, due to theiunique characteristics
and needs, ATM, TRA and ZRA have all
set up Large Taxpayer Offices (or units) to
manage the tax affairs of the large
taxpayers. By end 2010, there were
approximately 600 large taxpayers in
Mozambique of which about 350 were
locatedin Maputo. In addition, there were
six megaprojects of which 5 were

multinational companies covering multiple
sectors (construction, mineral extraction,
energy, aluminium production and the

financial services) and one domestic

(energy).

3.9In Tanzania, 400large taxpayers were

registered in November 2010 (0.08% of
total taxpayers) whereof 18 were dormant.
The large taxpayers contribute about 70%
of total domestic revenue collections in
Tanzania. The number of large taxpayers
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registered in Zambia is about@@4.1% of
total taxpayers).

establishment of revenue
authorities has improved tax
administrationin Mozambique, Tanzania
and Zambia through the introduction of
new information and communication
technologies, and by moving from a
system organized arod different taxes to
one organized around localities and tax
segments so that individual taxpayers have
to deal with fewer tax officers. Further, it
has comprised the introduction of unique
taxpayer identification numbers (TIN) for
each individual taxpaygg unit.

3.11 According to the World Bank'®oing

Business 201&urvey, the countries are far
better performers in terms of the ‘paying
taxes ranking’ than in the ‘ease of doing
business ranking’. Zambia, for example,
ranks as 37 of 183 countries in the world
on the ease of paying tax, while the overall
Doing Business rank is 76 of 183. Tiss
also the case for Tanzania and
Mozambique. Consequently, although tax
rates and tax administration are considered
to be a constraint by businesses there are
other factoes that seem to be more
important constraints. Thus, it is unlikely
that the provision of generous tax
incentives will have significant impacts on
foreign direct investments.

. The political economy of tax policy
and revenue collection

4.1 High-level, political support is needed to

build a strong revenue authority. In
Mozambique, for instance, ATM has
benefitted from the support of the
President of the Republic. This support has
facilitated ATM’s campaigns to change
public attitudes towards paying taxes.

4.2 Establshment of a semautonomous

authority, however, has not protected the
tax administration completely from
political interference in the dap-day
operations. To the contrary, in some
respects it might have made it a more
attractive target because the reawen
authority offers considerable resgeking
opportunities including relatively well
paid jobs Experiences from Tanzania and
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Zambia show that a revenue authority can
also be vulnerable to political interference,
in particular with respect to tax
exemptions.

4.3 Good working relations between the

Ministry of Finance and the revenue
authorities, particularly in Mozambique
and Tanzania, have facilitated the design
and implementation of significant tax
reforms.

4.4 Providing timely and welargued tax

policy advice should be a core
responsibility of the Ministry of Finance.
Although the capacity of the MoF to fulfil
this function has improved in recent years,
in particular in Tanzania and Zambia, the
Ministry’s capacity for formulating tax
policy and realistic revare budgeting
needs to be strengthened.

4.5 Consultation and cooperation between the

central government revenue administration
and other public agenciesre generally
limited in the three countries. Firms often
have to negotiate and provide similar
information on their operations to several
government bodies, imposing high
compliance costs on the private sector.
Furthermore, the duplication of databases
implies higher administrative costs on the
public sector.

4.6 Local government taxation is still a major

constrant on the commercialization of
smallholder agriculture and formalisation
of small and micro enterprises.
Specifically, multiple taxes (including fees
and charges) make it difficult to enter new
businesses and markets. Levies are
perceived as exorbitant,tefi charged up
front irrespective of the size and type of
business. Sometimes local and central
taxes duplicate.

4.7 A general lesson from the country studies

is that there is need to build local
government capacity in tax design and
modern revenue administration. In
Tanzania there is an @oing pilot project

on property tax collection where TRA is
collecting the tax on behalf of

municipalities in Dar es Salaam. This pilot
may provide relevant lessons with respect
to how the collaboration between the
centralgovernment tax administration and
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local government treasuries can be
designed and implemented.

4.8 Various stakeholder forums have been

established in the three countries where the
tax administration and taxpayers (business
people) meet, exchange informationda
discuss tax policy changes. These forums
have the potential to improve the relations
between taxpayers and the revenue
authorities. However, it is uncertain
whether they have had any impacts on tax
policy. An effective publieprivate
dialogue has yet tdevelop.

between the tax
administration and business associations
may contribute to improve tax compliance
by creating a more cooperative and less
conflictual relationship. Revenue officials
should therefore view consultations as an
important entry point to learn about
deficiencies of the tax systemo, educating

a major constituency, and strengthening
the coalition in favour of good tax policy.
Government officials, however, do need to
be cautious about distinguishing between
special plading of the business lobby and
important insights from the business
community for improving the tax system.

4.10 Although the tax administrations in the

three countries have made significant
progress in recent years, and the private
sector acknowledges this sbme extent,
problems in taxpayer and tax
administration relations remain. In spite of
tax laws which in general are well
formulated and ‘business friendly’, tax
officers in practice have discretion over
important decisions, such as those related
to the determination of tax liabilities
(assessments), selection of audits,
litigation, delays in VAT refunds, etc.
Many administrative procedures, including
those reporting tax revenues, could be
more transparent.

411 All three revenue authorities address

corruption risk with a wide range of
approaches. For example, ZRA’s annual
reports regularly list the number of
corruption cases, their completion rate, and
the time required for their processing. In
Tanzania, the TRAnanagement has
recently invested substantially ni
awareness raising and aao@rruption
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training of its staff. Still, according to
studies done on perceived levels of
integrity the results show that further
efforts hae to be made both to fight
corruption and to improve the public's
perception of the adinistration.

412 There is also a need for striking a

balance between revenue and service
targets. The uncompromising revenue
target focus of the tax administrations

implies that achieving the collective target

becomes not ‘everything’, but the ‘only

thing’ - sometimes also at ‘any cost’, to the

detriment of other responsibilities of the

tax administration. This may legitimise

extortion and harassment of taxpayers, and
transparency, accountability and customer
friendliness are likely to suffer.

4,13 Civil Society Oganisations (CSOs)

can be an important channel for improving
awareness and education on tax issues. In
Zambia during the last decade and more
recently also in Tanzania CSOs have
played an important role in generating
public debates about tax policies, @hdir
role has not been limited to the commercial
interests of the private sector. NGOs in the
social sectors with a prpoor agenda have
contributed to the public discussion of
these issues, in particular with respect to
taxation of natural resources.

414 CSOs have become increasingly

involved in issues related to the mining
sector and natural resource taxation in
Zambia, Tanzania and other countries in
the region. Caritas Zambia and Revenue
Watch Institute Tanzania (RWI) have also
initiated dialogue meetingand training
workshops for policy and law makers on
mining sector reforms. CSOs in
Mozambique, Tanzania and Zambia,
including Caritas, Center for Public
Integrity, RWI and the Norwegian Church
Aid have published several reports which
have led to widespread public debate on
the role of the mining sector for the
development of the country

5. Broadening the revenue base

5.1 Addressing the informal sector, cutting

down on tax exemptions and hindering
illicit financial flows out of the country are
complex, challenging but potentially
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rewarding areas to focus effort$o
broadening the revenue base.

5.2 A large share of the economic activity in

the three countries is located within the
informal sectorMuch of the anger about
tax evaders in the informal sector centres
on @mpetition from enterprises that
operate well above the margin of
subsistenceHowever, the sector is hard to
tax. Generally, tax administrations tend to
give it little priority, because, in cash
terms, returns to effort may be low and
attempts of collectig the tax is likely to be
unpleasant, difficult, or even dangerous.

5.3 Yet, finding better ways of taxing the

informal sector is receiving increasing
attention by the tax administrations in the
three countries. For instancdRA has
introduced a ‘Block Margement System’
(BMS) that aims to promote compliance
by registering all eligible small and
medium scale enterprises within a
particular business, sector or geographical
area, and to gather relevant tax information
on the level of economic activities to ffig
tax evasion. The BMS has simplified the
registration of traders, and has brought
nonfilers and norpayers into the tax net
through closer monitoring and
collaboration with local government
authorities.Thus, it is expected to widen
the tax base

5.4 Tax exemptions are widespread in all three

countries. In Tanzania, for instance, tax
exemptions in Fiscal Year 2009/10 are
estimated by TRA to represent 2.3% of
GDP. A recent study by the African
Development Bank  suggests that
exemptions and tax incentives combined in
Tanzania could account for up to 6% of
GDP. According to official data, about
40% of the exemptiongn FY 2009/10
were grantedy the Tanzanian Investment
Centre(TIC) and the Zanzibar Investment
Promotion Aithority (ZIPA). Exemptions
granted to mining and donor funded
projects represented 7.1% and 10.4%,
respectively, of total exemptions although
these sectors may have enjoyed additional
tax exemptions through the TIC.

5.5 The mining sector enjoys generous tax

incentives in all three countries. One
argument is that a favourable tax regime

xiii

will attract more foreign direct investment
and thus contribute to economic growth.
The World Bank has been a strong
advocate for this policy. This happens in
spite of the fact that research shows that
the tax regimes only one of many factors
that impacts on investment decisions and
the general business environment. For poor
countries the ‘competition to grant tax
exemptions’ could become a race to the
bottom.

5.6 New tax exemption rules were introduced

in Mozambique m 2009. The General Tax
Law ends the special levate regime for
large projects, and taxation of mining and
petroleum companies will increase.
However, tax exemptions already granted
to previous major projects will not be
revised. These foreigowned projets
account for up to 12% of GDP but less
than 3% of tax revenues and 3% of
employment.

5.7 The mining laws ifTanzania were revised

in July 2010 after aational debate on the
government’s management of the mineral
sector that followed the publication of the
report of thePresidential Mining Review
Committee from 2008. The Committee
recommended a major review of the tax
regime for natural resources, and to modify
the existing legislation to enable the
government to acquire a pset minimum
revenue from minig companies.

5.8 In Zambia mining tax exemptions have

caused serious domestic debate in recent
years. In April 2008 a new mining tax
regime was introduced, but only a year
later many of the new incentives thmbst
likely would have ensured larger
government evenue from the mining
sector were reversed.

5.9 Estimates of illicit financial flows suggest

that the amount of money leaving Africa
illegally in 2008 was substantially higher
than the amount received in the form of
official development assistance. Of the
three countries, Zambia has the estimated
highest degree of illicit flows. The
difference is largely due to the
systematically higher estimated trade
mispricing in Zambia than in the other two
countries.
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6. Externalsupport to strengthening

the tax systems

6.1 Multilaterals, regional development banks,

donors, think tanks and NGOs have
different approaches to domestic and
international tax issues in Africa. While
some focus on tax administration, others
focus on broader issues of fiscal policy. To
promote tax administration, for instance,
the African Tax Administration Forum
(ATAF) has enrolled the support of the
African Development Bank, OEGDMF,
DFID, the German Agency for
International Cooperatio(1Z), Irish Aid
and Norad.

6.2 At the global level, fiscal issuesrea

traditionally part of the International
Monetary Fund's domain of intervention,
rather than the World Bank’s. The Fiscal
Affairs Department of the IMF provides
technical cooperation via assistance,
missions and training in collaboration with
several doars. The IMF Regional
Technical assistance centres for technical
cooperation initiatives are used on the
country level. Other collaboration is with
the International Tax Dialogue and the
International Tax Compact.

6.3 The European Commission (EC) has

experti® in supporting tax administration
reforms as a means of financing
development from Central and Eastern
Europe, and the EC has now turned to
Africa, for instance, by supporting reform
in Tanzania and financing a fiscal
transition programme with the West
African Economic and Monetary Union
(WAEMU). The EC channels funding
through  the  Extractive  Industries
Transparency Initiative (EITI) by using the
World Bank’s MulttDonor Trust fund
with only few donations going directly to
the EITI International Secretatia

6.4 Donor countries with strong fiscal

capacities are currently the most involved
in supporting public resource mobilization
in Africa through their development
agencies. The International Tax Compact
(ITC), an initiative of the German Federal
Ministry for Economic Cooperation and
Development (BMZ), aims to strengthen
international cooperation with developing
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and transition countries to fight tax evasion
and avoidance. The United Kingdom’s
DFID has provided technical assistance to
a range of tax reform andtax
administrative issues in several African
countries. DFID has also funded research
programmes on taxation and governance,
as well as projects enabling African
governments to broaden their tax base.

6.5 The large number of donors present in

Mozambique makes difficult to get a full
overview of efforts targeting the tax
system. But at least ten different
development partners and multilateral
organisations support the development of
the tax system. Thus, there is need for
strict donor coordination to avoid
overlapping efforts. The Tax Common
Fund is a group of donors that has
coordinated their support to the tax
administration in the country. ¢onsists of
UK, Switzerland, Belgium and Germany,
with IMF as an observing partner. In
December 2010 Norway signedvioU to
join the fund. The German Development
Bank (KfW) has led the tax basket and
refers to it as ‘international best practice’
in donor coordination on tax reform.

6.6In December 2010, ATM and the

Norwegian Tax Administration (NTA)
signed a MoU for techoal assistance to
the taxation of international companies
operating in the oil and gas sectors in
Mozambique.This work will involve the
Petroleum Tax Office which is part of
NTA.

6.7 In Zambia, the number of donors involved

on tax issues is currently limitedith
Norway and the United Kingdom as the
main development partners. IMF provides
technical assistance to the Governmamt
tax policies and tax administration. While
Norway will continue the support ORA,
DFID has expressed plans on leaning more
towards governance than taxation in the
years to come. Strengthening the
management of the mining sector,
however,is one of the priorities of several
development partners in Zambia, with
IMF, DFID, the World Bank the EU
Commission and Norway as key partners.
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6.8 Norway's engagement on taxation in

Zambia dates back to 2006. Norwegian
consultants and lawyers have provided
advice to the Zambian government on a
new tax regime for the mining sector and
on the possibilities to renegotiate the
contracts with the private miirmg
companies. This support also included the
development of a mining tax model and
training of ZRA staff in applying the
model. Furthermore, Norway has
supported specialised tax audits of three
mining companies, and the establishment
of a new Financial Intelligence Centre
located in theBank of Zambia. For the
period 20162014, Norway will fund a
programme that aims tobuild large
taxpayer administrative capacity in ZRA,
in particular through improvedpecialised
mining tax administrative assessment,
audiing and enforcement capacity. The
programme will involve institutional
cooperation between ZRA, NTA and IMF.

6.9In Tanzania, the MoU for the basket

funding arrangement of the Tax
Modernisation Programme(TMP) was
signed in 2006. It is supported by the
World Bank through IDA, DFID, Danida
and the Government of Tanzania. The
objectives of the TMP were aligned ttoe
strategic goals ofRA’'s Second Corporate
Plan (2003/04- 2007/08). The five core
elements of the TMP are: (a) to increase
revenue collection in a cost effective way;
(b) to integrate TRA operations; (c) to
provide high quality and responsive
customer services; (d) to promote tax
compliance through a fair, equitable and
transparent application of tax laws; and (e)
to improve staff competence, motiwt,
integrity and accountability.

6.10 From 1998 until 2007 GTZ (GlIzZ)

assisted TRA specifically in
computerisation of the then Income Tax
Department and in developing the TIN and
the income dx system mainly for
employment taxes. With the integration of
the Income Tax and the VAT Departments
into the Domestic Tax Department, the
income tax system supported by GTZ was
improved in 2004 to support the integrated
operations with the necessary modules of
audit, registration (TIN) and debt
management. A key elemeatt the project
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was the introduction of the electronic
iTAX-system in 2004. GIZ currently
supportsa regional programme for the East
African Community (EAC) that also
includes Tanzania. The project duration is
from 2008 to 2011. Tax harmonization of
laws aml procedures in the EAC region is a
main component.

6.11 Norway has supported the
development of a mining tax model in
Tanzania. Furthermore, Norway has
funded the review of mining contracts and
relevant acts, as well as the analysis and
revision of hedgingagreements in the
mining sector. Recently, preparation for
long term institutional collaboration
between TRA and NTA has been initiated,
with a possible agreement in place in 2011.
This work is likely to focus on specialised
audit of large taxpayers in vaus sectors,
possibly including the finance and banking
sectors, telecommunications, tourism and
mining.

7. Conclusions and recommendations

7.1 Mozambique, Tanzania and Zambia have
come a long way in reforming their tax
systems. There are a large number of good
things to report, in particular with respect
to simplification of the tax system,
including rates and procedures, and
improved tax administration at the central
government level.

7.2 A major challenge for building effective,
transparent and accountable tax systems in
the three case countries are the current tax
policies, particularly in relation to
exemptions and tax incentives.

7.3 There is still scope to build administrative
capacity, especially specialised audit and
legal expertise for taxation of key and
growing sectors such as natural resources,
telecommunications, bank and financing,
and tourism. Further, there is a need to
strengthen the demand side of tax
accountability, i.e. to encourage broader
citizen engagement around taxation (civil
society, includingbusiness and taxpayer
associations).

7.4 Broadening the tax base is important, both
for the sake of increasing tax revenue and
for good tax governance. This includes
finding more effective ways to taxing the
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informal sector and hindering illicit capital
flows out of the country. Further, the
overall benefits of special treatmenof
large multinational corporations are
guestionable. Research shows that tax
incentives play only a marginal role in
influencing for investment decisions.
Policymakers in all three aatries should
here recognise the potential for raising
substantial revenues and also to establish a
more fair and transparent tax system. This
scenario will require further capacity
building to strengthening the tax
administrations and sensitive amendmsent
to the current fiscal benefit laws.

7.5 Due to the reliance on trade taxes, the

countries must cope with the fiscal
challenges posed by trade liberalisation. In
order to reduce the exposure to volatility or
shortfalls in revenue, diversification of tax
sour@s seems a correct policy strategy to
follow. The development of a rigorous
regime for taxation of natural resources
both renewable and extractiveshould be
part of this strategy. Capitalising on many
of the tax policy opportunities available
could male a great deal of difference to
the potency of the social fiscal contract,
and ultimately to the improvements in
public policy and development planning.

7.6 Addressing the gaps identified by this

study will also require longerm
commitment by the internatioha
community. It takes time to build
institutions and change peoples’ behaviour,
whether they are policymakers, tax officers
or ordinary citizens. Norwegian support to
strengthen the tax systems in Mozambique,
Tanzania and Zambia should aim to build
effective tax systems through revenue
enhancement, capacity building of the tax
administration and improved
accountability. It is of course essential that
Norway’'s engagement within the tax area
is based on demand from the partner
countries.

7.7 Several internationapartners support the

development of the tax systeimsthe three
countries It is important to secure
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complementarity and avoid duplication.
Norway should aim to build a coherent,
though flexible, programme on ‘tax for
development’, based on (a) demandnir
the host countries; (b) relevant experiences
from the development of the Norwegian
tax system; (c) experiences from
Norwegianand other support to institution
building in developing countries; (d)
support to civil society organisations; and
(e) support to regional and international
bodies involved in tax policy and tax
administration reform.

7.8 To secure sufficienflexibility, and with

reference to gaps identified above, the
research team recommends that Norway's
engagement should aim to covehe
following tasks: (i) Support to tax policy
reform; (ii) Capacity building of the
revenue authorities; (iii) Support to civil
society organisations; and (iv) Building
domestic research capacity on taxation.

7.9 Within these broad categories, and to

secure _coherencethe research team
suggests that (&apital flight, (b) Natural
resource taxationand (c) Accountability
should be core thematic areasor the
Norwegian engagement. The proposed
areas are also among those prioritised by
the governments of Mozambique,
Tanzania and Zambia, and by the African
Tax Administration Forum (ATAF).

7.10 To address the core areas (apital

flight, (b) natural resource taxationand

(c) accountability Norwegian support may
include one or more of the following
measures: (i) tax policy reform, (i)
capacity building of the revenue
authorities, (iii) support to civil based
organisations, and (iv) building domestic
research capacity on taxation. This adds up
to 12 specific recommendations. Not all
the areas will be covered in each country.
And the areas covered may differ based on
dialogue between domestic stakeholders
and Norwegian authorities
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1. Introduction

African governments andnternationaldevelopment agencies increasingly acknowledge that more
effective tax systems are central for a sustainable development because theymnoahiligg the
domestic tax base as a key mechanism for developing countries to escape agleoresource
dependency; (b) reinforce government legitimacy through promoting accoiiptabihe government

to taxpaying citizens and good public financial management; and (c) achfawrerasharing of the
costs and benefits of globalisati(ffretoria Communiqué 2008).

There is also a growing realisation in Africa that taxation and-btalding are linked Ayee et al
2010). The way domestic revenue is raised significantly influences bathoedc growth and
democratic consolidation (Brattigam et al 2008; Moore 1998, 2004; GIIEJSIJDZOO6).1 Bargaining
over taxes is central to building relations of accountability betvtleerstate and citizens based on
mutual rights and obligations, rather than on patronage and coercigray€&as’ mobilization around
common interests has potentially positive outcomes for governance. This ideagafning and
negotiation ovettaxes is central to the concept ofacial fiscal contracta pattern of regular and
routine accountability based on the principle of reciprocity and mutual dbhigafThis is essentially
about stimulating good governance at the interface between state artgl, Snciesponse to the
demands of citizens. There is a strong argument that a substaméel@uce ‘dividend’ can be gained
from mobilising domestic financial resources through the taxesysf ‘virtuous circle’ may be
generated whereby the geation of government tax revenues leads to improved service provision,
which in turn increases citizens’ willingness to pay their taxes. Sersilight, taationis not just an
administrative task for governments and citizens. It is also about pditid power the way that
authority is exercised in a country through its formal and informal institsiti

In this perspective, the tax system may contribute to improved governamcghhthree main
channels (Moore 2008; Fjeldstad and Moore 2008):

(i) Comma interest processes which ensure that governments have stronger incentives to
promote economic growth since they are dependent on taxes and thereforprospbgty of
taxpayers.

(i)  State capacity processes which require states to develop a bureappaiitis for tax
collection because of their dependence on taxes, particularly, direct oises. [iKely also to
lead to broader improvements in public administration.

(i)  Taxation may engage taxpay@tizens collectively in politics and lead them to malkems
on the government for reciprocity and accountability, either through t&rorteonflicts or
longterm increases in political engagement. Governments are therefore compedigoland
to these citizen demands in order to enhance tax complianseistath state revenues.

Increased domestic revenue generation will, however, only lead to improvedpeest outcomes if

the revenue is translated into productive public expenditure. Whikrgments and donors generally
have treated the dual goal§ mvenue generation and improved public spending separately, a
governancdocused tax reform agenda is based on the conviction that the two goals are funtiamental
interconnected, and should be addressed in tandem (Prichard 2010). In macel gexots,if tax
reform is undertaken in a way that promotes greater responsiveness and aitpuatahgside

! As Mick Moore (2004: 312) has notdfione starts fronthe assumption that a core governance problem lies in
the dearth obargained exchange relationships between the state and any orgsotisgdl group, then any
collective action on the padf business tmegotiate with the state over taxation might be considered to be
potentially positive, even if it takes place entirely outside any representativeegislative institutional
framework.
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improvements in the state’s institutional capacity, then tax rebambecome a catalyst for broader
improvements in government performance.

How can MNrwegian aid assist in building effective tax systems in Africa? Thify acuses on the

tax systems in Mozambique, Tanzania and Zambia. The purpose of the studyssetoatise and

analyse existing knowledge on taxation and tax administration in tiwesecountries, and to advice
Norwegian authorities on how this knowledge can be translated intacptaeffective and concrete
development policies.

The report is organised as follows: Chapter 2 gives an overview of theuatusgrin Mozambique,
Tanzania and Zambia. The institutional-gptof the central government revenue administrations in
the three countries is discussed in Chapter 3. Thereafter, in Chafiibows an analysis of the
political-economy of taxation and tax policy. Chaptend&endsthe political economy discussion with
afocus on how to broaden the revenue base by targeting the informal sector, tax exeampltitics
financial flows to foreign banks and secrecy jurisdictionsapgidr 6provides an overview of external
actos involved in strengthening the revenue systems in Mozambique, Tanzaniarah@&ZOn the
basis of the abovementionathpping and analysis, Chaptedigcusses opportunities and challenges
for Norwegian support to strengthening the tax systems in the plaréner countries.

Threesections @& annexed to the report: Annegives an overview of useful links and web resources
on the topic of taxation and development in Afrisanex|l is anintroduction to the nuts and bolts of
technical assistance, a topic which is central to all development pamgaged in partnership with
the public sector in developing countrieBnnex Il provides a statistical overview of the basic tax
data for the three countries.
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2.Tax revenues and tax structures in Mozambique,
Tanzania and Zambia

This chapter gives an overview of the tax structure in the three countaésti&l data is largely
based on information provided by the revenue authorities, ministries of finadcéhe national
statistical offices in MozambiqueTanzania and Zambia; the African Economic Outlook (AEO)
Database on African Fiscal Performance which is a database on revenue flowd Adrican
countries; IMF, OECD and World Bank databases; and research reports and ewluation

2.1 Tax revenues in per cent of GDP

Public revenues from domestic sources have gradually increased as a percentageweéiGbe past
two decades across Afri¢AEO 2010a). In 2007, the average-taxGDP ratio was 34% for African
middle income countries; almost 25% for kEwmiddle income countries; and about 15% for lower
income countriesHigure ). In comparison, the average #axGDP ratio in OECBEcountries was
around 35% in 2007 (Marshall 2009). Although tax revenues per capita have increasedga iaver
Africa during the last two decades, the increase has been modest in lower income cOABR@ies
20109.

Figure 1: Tax revenues in % of GDP(2007)
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Source: Africa averages (AEO 2010d); Tanzania (TRA 2011b:81); Mozambique2@095Lemgrubeet al
2010:9); Zambia from authors’ calculations based on ZRA Tax Statistics (ZRA 2011).

For Mozambique and Tanzania, the-texGDP ratiowas 14.2% and 14.8%, respectively, in 2007, i.e.
below the average for lower income African countrigigfrel), while Zambia generated a tax share

of about 17.7%, which is above the average. However, as reflectatble 1 the taxto-GDP ratio in
Zambia declined to 15% in 2008. similar decline took place in Taamia from 15.1% in 2008 to
14.2% in 2009. These observations correspond with the African Economic Outlook’s )(2010b
estimates of a decline in tax revenues in many African countries in 2009 due tolblergcession.
Mozambique, in contrast, saw a substantial increase in tHe-GRP ratio from 14.3% in 2008 to
15.4% in 2009, linked to improved tax administrative procedures and enforcememic(sae33.7).
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Table 1: Tax revenue in % of GDP (2005-2009)

Tax revenue % GDP 2005 2006 2007 2008 2009
Tanzania* 11.6 13.2 14.8 15.1 14.2

Mozambique 12.2 13.41 14.17 14.28 15.38
Zambia 17.22 16.40 17.72 17.33 15.02

Source: Tanzania (TRA 2011b:81); Mozambique 200@9 (Lemgruber et al 2010:9); Zambia from authors’
calculations based odRA Tax Statists and ZRA GDP at market pric€RA 2011). Note: The 208®ure for
Zambiarefers to the revised revenue target and not actual numbers.

Note*Figures for Tanzania showing fiscal years 20052899/10

Both estimates and actual figures fak revenues and GDP in Mozambique, Zambia and Tanzania
vary substantially between different sources. The general trend forre# ttase countries is
nevertheless positive with respect to increased tax revenues in nomimaloteer time. The revenue
potential is most likely underestimated in all three countriestdusnderestimation of the GDP, large
untaxed informal sectors (see section 5.1) and extensive tax exemamtion 5.2). Zambia’s
Central Statistical Office, for instance, indicates thatunderestimation of the GDP may be as large
as 3040% for some sectors (ZRA 2010c).

2.1.1 Foreign aid and tax revenues compared

The taxto-GDP and aieto-GDP ratios are illustrated Figure?2. For the period 2002009 Zambiag

the least aid dependent of the three countries with ato-&DP ratio of 9.9% in 2009 and a tax share

of 15%. Tanzania experienced a drop in aid dependency from 16.8% of GDP in 2007 to 13.7% in
2009, while the taxo-GDP ratio increased from 14.8% i0@7/08 to 15.1% in 2008/09 and thereafter
dropped to 14.2% in 2009/10. Mozambique remains more aid dependent tharethevotcountries,

but tax revenues are becoming increasingly important relative to aid;dtbh@@DP ratio dropped

from 22.1% in 200%0 20.6% in 2009, while the tar-GDP ratio increased from 14.2% to 15.4%
during the same period.

Figure 2: Tax revenues and foreign aid in % of GDP (2007-2009)
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Source: Taxo-GDP ratio see Table 1, Aitb-GDP ratio estimatedby the authors based on World Bank data on
Official Development Aid in current USD (World Bank 2011b) and GDRedurUSD from the World Bank
(2011a).

Note: *Figures for Tanzania refer to fiscal years 2006AD08/09.
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Aid as a share of GDP for the peri@@802009 is reported irfrigure 3. The large fluctuations of
foreign aid allocations during this period are noticeable for each of the ttbfleeting the volatility of

aid revenues. For stfhaharan Africa on average, however, ODA as a share of GDP has been
relatively stable over time.

Figure 3: Aid as share of GDP (1980-2009)
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Source: Official Development Aid in Current USD (World Bank 2011b)

Figure 4shows the relationship between official developtressistance (ODA) per capita and tax
revenue per capita in 2008. On average, tax revenue per capita in Africa was USDildG90h
represented USD 42 per capita. Tax revenue per capita in Zambia was USaniEded to ODA of

USD 93 per capita. The corresponding figures for Mozambique are USD 66 and USD 93; and fo
Tanzania USD 71 and USD 58. Aid per capita is higher per capita in alldbweéies compared to

the African average of USD 42.

Figure 4: Aid and tax revenue per cajita (2008)
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Source:African Economic Outlook 2010h
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Official Development Assistance (ODA) as share of total public revenues shdedine from 2004

to 2008 in all the three countrie$aple 2). For Tanzania, ODA as share ofaopublic revenues
increased from 2005 to 2007, and thereafter declined. The substantial drop in aidedepdrom

2007 (53% of total government revenues) to 2008 (41%) is mainly due to ODA levelling out
combined with increased domestic revenue enhander8gll, Tanzania is highly aid dependent with
foreign aid contributing more than 40% of total government revenues in 2008. Thee de
Mozambique’s aid dependency from 2003 to 2008 is less spectacular, with an @Darteind 60%

of total governmentevenues during the period. The slight reduction in ODA as share of total
government revenues from 2006 onwards is mainly due to increased domestie i@&ation after

the establishment of the ATM.

Table 2: Official Development Aid as share of total government revenues (2003-2008)

2003 2004 2005 2006 2007 2008
Tanzania 57 % 54 % 46 % 48 % 5% 41%
Mozambique 63 % 62 % 58 % 60 % 58% 56 %
Zambia 49 % 53 % 48 % 44 % 32% 28%

Source: African Economic Outlook and OEQBvelopment Assistance Committee 2010 (AEO 2010e,f)

What is the relationship between foreign aid and taxatido@s aid substitute for domestic tax
mobilisation?The rentierstate model argues that the scalipgof aid will crowd out domestic tax
efforts and thus generate patterns similar to what occurs in natural resathice&otintries
(‘petro-states’) (Guptat al 2003; Remmer 2004). However, theraaobust evidence to support the
claim that aid crowgbut domestic tax effort (di John 2009: 26). For instance, some recent econometric
studies have reached the opposite conclusion and identifies and overall pif#tveof aid on tax
effort (Brunet al 2007; Mosset al 2006). Gambaro et al (2007) find evidence that there is a positive
association between aid inflows and tax revenue, which is primarily driven ppsiteve relationship
between grants and tax revenue over the period -2000 The authors emphasise thieir
conclusions only hold for the period 192000, which is both a more recent and shorter time frame
than the study by Guptat al. (2003). Although the results of these statistical studies shauld b
considered with caution because of lack of relidiideal data for lower income aid dependent
countries, the positive correlation between aid and tax revenue lends some wugbioititerpretation
that development aid since the 1990s, through its stronger focus on institutionsvedgdéo an
improvement in the tax administration and revenue collection inieetipountries (di John 2009). An
important conclusion highlighted by Gambatoal (2007) is that ‘both donors and recipient countries
should try to identify the pivotal set of policies thaflienced the response of tax revenue to the
inflow of aid after 1990’. Nevertheless, research suggests that sustainegendetece tend to have
negative impacts on governance by limiting the scope for domestic accountdiititigam and
Knack 2004). According to Braiitigam (2000), aid dependence creates incentigevdanments to

be accountable to donors rather than to their own citizens. Thus, when governspmts te these
incentives and donors exercise a degree of control over policy and repeatadiisions, domestic
accountability institutions such as parliaments are likely to be marginalibeddEand Henn 2003;
Langdon and Draman 2005; CABRI/SPA 2008).

2.2 Composition of tax revenues in Africa

There is no optimal tax mix. The way tax systems are designed, both in develapeleveloping
countries, is the result of what is feasible given the need for revenue to financalitexpsn
administrative and fairness considerations, historical developments aadebrpolitical economy
considerabns (Volkerink 2009). Many African countries inherited the tax systemwvihatin place
under the colonial period. Historically, taxes have been levied on theh&adles’, which were
available and administratively feasible (de&x 1). At the turn of the last century, typically excises
were levied on imports and on agricultural produce as these goods could edsigdal physically.
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Over time, as the need for revenue increased and countries developed, taxvagief base§ncome
and later consumption in a broad sense) became more common.

Box 1: Tax handles

Tax handles, i.e. structural features of economy that make tax cailefdasible at low
administrative costs, typically comprise of the follogin

Concentrated tradeif major trade flows pass through a limited number of points (interradt
airports, harbours, a limited number of land crossings) tax collection is typeadier than fo
countries with more porous borders.

Openness of the ecang: As imports are easier to tax, countries that are open to trade generd
in a better position to tax than more closed economies.

Character of the agricultural sectoBmall scale agriculture is generally hard to tax, whereas large
corporate casbrop farming is often easier to tax.

Presence of large corporate sectotsirge companies are typically easier to tax than smaller pnes,
though widespread tax exemptions and transfer pricing by-matithal companies may lead |to
limited tax revenues.

Informal sector:The nature of the informal sector is such that these activities escape most taxes.
Administrative capacity: The availability of qualified accountants andt@nsgias well as gener
high literacy and education levels in the society, increabes possibility to levy morg

comprehensive (less presumptive) forms of taxation that often raise morageven

Per capita incomeMore developed countries typically are able to levy higher taxes thar
developed countries.

Source:Volkerink (2009:17).

Central government tax bases across Africa can be categorised into: (i) Direct tax@isiduaals and
companies; (ii) Indirect taxes imposed on goods and services; (iiile Tteagks; and (iv) Natural
resource related taxeBigure 5 illustrates the average tax mix in Africa since 1996, weighted by the
size of the economy, and measured by collected revenues as a share &irigBR999, there has
been a substantial increase in revenues from natural resources in per cent ofi G2PAfrican
continent. Revenue from trade taxes, however, has steadily decreased sindeofithe 1990s due to
economic liberalisation and reduction of trade bar(AEO 2010c) On average there has been a very
modest increase in direct taxes, whikvenues from indirect taxes have stagnated in percent of GDP.
With respect to direct taxes, personal income tax revenues have subsided kpoitatedncome tax
revenues have grown during the period 19067. Thus, total revenue from direct taxesreasained
relatively stable over time although there have been structural changes in theeriease (Marshall
2009).
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Figure 5: The tax mix in Africa in % of GDP (1996-2007)
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Source: African Economic Outlook (AEO, 2010b)

Natural resource rich countries have experienced a revenue growth of alSoubf/GDP from 1980

to 2005 (Keen and Mansour 2010: 556). The growth has, however, largely beentheéthiain oH
exporting countries, including Angola, Equatorial Guinea, Gabon, Cameroon, anNigepntrast,
revenues from the mining sector have lagged behind. According to Sol (201Affzari
governments have not been able to optimize the mining tax revenue and tntigipialls during
the price boom from 2003 to 2008". The reasons are due to too many concessions and subsidies
granted to mining companies operating in Africa and a high incidence of tax awidaiitated by
secret mining contracts and ‘creative’ accounting mechanisms. Furthengraimmpanies generally
have a strong negotiation position -aisis many African governments and claim they have to be
compensated for the unique risks they face through special tax exemptions andgicondsee
section 5.2).

It is important to understand the composition of the tax revenue when planning pdigy.de
Evidence from Western countries suggest that countries relying more sangaion taxes rather
than taxes on labour and capital income tend to save more and grew €@stthe other hand,
personal income taxgwovide a bettetargeted way of structuring an equitable tax system. Further,
IMF (2005) finds that in principle there are clear gains to be made in mowimg&liance on customs
revenues and towards domestic consumption taxes.

2.3 The tax mix in Tanzania, Mozambique, and Zambia

Figures 68 present the composition of central government tax revenues in geecdse countries.
Comparable data specifying natural resource tax revenues were notleviaitathe research team.
However, a discussion of na#l resource revenues in each of the case countries is included in section
2.4.4.
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Figure 6: Tanzania tax mix in % of GDP (19962008)
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Source:Compiled by the authors basedforld Bank(2011a) and AEO (2010a).

Indirect taxegmainly VAT and excises) were the largest tax base in Tanzania duringride p@99

until 2008 Figure 6). From 2001, however, revenues from direct taxes (personal and corporate) in
percent of GDP have gradually increased. F2005, onwards, the same applies for trade taxes
(import duties). Thus, by 2008, indirect taxes (4.6%), direct taxes )4abth trade taxes (4.1%)
contributed with almost the same tax share of GDP. Trade tax revenues diolmé&dbo of GDP in

1996 to 2.6%in 2005, before increasing to 4.1% in 2008. Nax revenues are mainly fees and
charges from various ministries and have been kept relatively stable as a BB thiroughout the
period.

Figure 7: Mozambique tax mix in % of GDP (1996-2008)
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Mozambique is much more dependent on indirect taxes (as a share of GDPanbhanid. In 2008,
indirect tax revenues represented 7.4% of GDP compared to 4 #Mitefat taxes and 1.5% for trade
taxes. Indirect, direct and ndax revenues have all increased as share of GDP between 1996 and
2008, while trade taxes in percent of GDP have remained rejasitadlle, representing 1.9% of GDP

in 2003, and 1.5% in 2008, which is in line with the overall trend of decreased impoofanade tax
throughout Africa Figure 7.

Figure 8: Zambia tax mix in % of GDP (19962008)
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In Zambia, revenues from direct taxes and trade taxes have constituted ébe Gid shares of tax
revenue during the period 1996 to 2008, with a gradual decrease in the importande t@ixea from
2003 (7.3% of GDP) to 2008 (6.6%). Indir¢akes hit a low in 2004 with 1.7% of GDP compared to
3.4% in 1996 and 2.6% in 200Bigure 8). The importance of indirect taxes has decreased over the
last decade and that both trade and direct taxes contribute more to Zaniifateds indirect taxes.
Compared to Tanzania and Mozambique, Zambia is less dependent on indireetn@dxasre in line
with the African average with respect to indirect and direct taxes.

2.4 Features of the major taxes in Mozambique, Tanzania and Zambia

The four major tax bases in Mozambique, Tanzania and Zambia are: (i) t2xes on individuals
and companies; (ii) Indirect taxes imposed on goods and servicgstréide taxes, in particular
customs duties; and (iv) Natural resouretated taxesThis section briefly examines key features of
these revenue bases.

2.4.1Direct taxes

Direct taxes consist of taxes levied on the income of individuals andrporate profits. During the
period 2002-2008, direct taxation as a share of GDP has expereeao@ll increase in Zambia, while
both Mozambique and Tanzania have seen a gradual incFégises(68).

Figure 9 illustrates theimportance of Personal Income Tax (PIT) for Zambia, while there has also
been an increase in Corporate Income Tax (CIT) from 2003 to 2009. In Mozambique the consributi
of PIT and CIT have gradually evened over time with 2009 being the/&astwhere a larger share of

10
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direct taxes came from corporate taxes than from personal income tax. Tamzaeeeh a gradual
increase of direct taxes during the period with no apparent change in thetipropbtaxes coming
from individuals and corporations, respectively. Mozambique is inviitle the African average as
reflected in the fast growth of CIT and the subsiding importance of PlTivestat CIT. A similar
trend is also observed in Zambia, although PIT is still more importaasuned as a share of GDP
than CIT.

Figure 9: Direct taxes as share of GDP (2002009)

Zambia

Mozambique ‘ Tanzania (Mainland) ‘

0,0 1,0 2,0 3,0 4,0 5,0 6,0 7,0

CIT mPIT

Source:Mozambique 200Q006based orCastro et a2009: Table2) and 20072009based on Lemgruber et al
(2010:9); Tanzania TRA2011c,d) andor FY 2008/09 Bank of Tanzania; Zambia based on Bank of Zambia
(20042009 and ZRA(2011)

Note: Tanzaniaefers toFY 2003/04 2007/08; Zambia PIT 20608009includesPAYE and withholding tax.

(i) Personal Income Tax (PIT)

PIT on salaried employment is based on ‘Pay as You Earn’ (PAYE). All tbredres have lowered
their overall personal income tax rates during thedastde in an attempt to broaden their tax base.
The countries apply a progressive rate ranging from 0% to 30235%.

2 The exchange rates applied in the followipgragraph refer to the Quanda Currency Converter
(http://www.oanda.com/currency/conver)er{fa) 1 USD = 30.MZM; (b) 1 USD = 1,496 TZS; (c) 1 USD = 4,671
ZMK [accessed 3 March 2011].
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In Mozambique, the employment income is taxed under the PAYE system at rates ¥p (8aB&
Caldeira 2010:39). The maximum rate appli@s an annual income above MZM 1,512,000
(approximately USD 48,900), while a 25% rate applies between MZM 504,000 (USD 16,300) and
MZM 1,512,000 (USD 48,900). The 10% rate applies to income less than MZM 42,000 (USD 1,360)
Employment income is widely defideand includes benefits received from the employer (Deloitte
2010).

Tanzania and Zambia also impose PIT on a graduated scale. In Tanzania, TZ® (280 80) is
charged on the first TZS 720,000 (USD 480) per month, and 30% of the excesstd[%£aid)
Taxable income includes both cash and-oash benefits. Income derived by an individual in
conducting business is taxed in the same way as a company, though spcegbpst if the turnover
is less than TZS 20 million (approximately USD 13,400).

In Zambia, the first ZMK 8.4 million (approximately USD 1,800) per year is not téRetbitte
2010). The next band up to ZMK 16.02 million (USD 3,430) is taxed at 25%, followed by the band up
to ZMK 49.2 million (approximately USD 10,500) at 30%. Any excess is taxed at 35%. Local
government authorities are allowed to add a 2% levy on income of residaduals, up to ZMK
15,000 (USD 3.2) annually.

In spite of the laws’ intention, the opportunity of using the PIT to improvéceéand horizontal
equity is in practice more limited in Mozambique, Tanzania and Zambia thanint developed
countries. There are two main reasons for this. First, the tax base is typaatlgmprehensive due
to the large untaxed informal sector in the three countries gseon 5.1)° Second, there are
challenges in properly administering the tax. A recurring problem with $tfiei norcompliance of
employers to register their employees and to remit such taxes to the relehantiast(Ayee et al
2010). Further, cafil income, predominantly earned by relatively wealthy individuals, efdtes
low effective rates or escapes taxation altogether. In Zambia, for instaece is no tax on capital
gains, while in Mozambique the gross capital gain or loss is halveshirestate or business assets
(Deloitte 2010). In Tanzania, capital gain or loss is included in busoressestment income and
taxed in principle at 30%, but in practice it is easy to avoid.

Thus, although the personal income tax bases in a legad s®ay be quite comprehensive, in practice
the majority of those actually paying PIT are people employetthdr government and those formally
employed in a VAT and/or corporate income ¢&XT) liable company (Volkerink 2009:42).These are
taxed through PAE. For the tax administrations this is a simple way to ensure that revemoesnco
without creating too many taxpayers.

It is clear that the collection of PIT needs to be improved to make it a more fautem in the tax
system of the three countridsyth with respect to revenue enhancement and from an accountability
perspective. Some of the recommendations that should be considered for ingmoireaiude: (i)
lowering overall income tax rates in an attempt to broaden the tax (iaenforcing comliance of
employers to register their employees and to remit such taxes aotteorities; (iii) making room for
increased reliance on presumptive taxation for-esmployed (lawyers, medical doctors, dentists,
consultants etc); and (iv) ensuring equityough conscious and coordinated efforts to taxing the
informal sector. Mozambique Tax Authority (ATM) has made important tsffoecently to
incorporate formal sector operators in the tax base (see section 3.3.5)nzZanida theBlock
Management SysterfBMS) is highly potent for widening the tax base arapturing tax evaders
(section 3.4.5).

% In Zambia for instangeB3% of the labour force is engagedsameform of economic activity in the informal
economy (Mulenga 2006: 120).
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(ii) Corporate Income Tax (CIT)

Statutory corporate income tax rates in the three countries do notndiféér from other lower income
countries. In Zambia the standard rate is 35%, in Mozambique 32%, and in TanzaniBaB028)(
These rates are higher compared to many OEQihtries, whose average CIT rates are below 30%.
Some upper middle income Africa countries also have lower CIT. fadesnstance, the standard rate
in Mauritius is 15%. For some sectors, however, notably mining and obretiph, higher standard
rates make sense, as location specific profits can easily be taxed at a higher rateaffébtng
decisions to invesir not.

Table 3: General CIT rates and rates on domestic withholding taxes

CIT rate (general)  Top marginal PIT rate  Withholding taxes (general)
(dividends/interest/royalties)

Mozambique 32 32 20/20/20
Tanzania 30 30 10/10/15
Zambia 35 37.5 15/15/15

Sources: Volkerink (2009) arkloitte (2010a; 201(; 201X).

In Mozambique and Tanzania, capital gains and losses are included in ordiang iacd taxed at
company rate. For land and buildings in Tanzania, a single instalmeayable at 10% for residents
and 20% for nomesidents at the time of transfer, which is creditable againstirthe dorporate
income tax liability (Deloitte 2010ab). However, it is natarl whether the countries actually are able
to tax capital gains. fiis reality is reflected in Zambia which has no tax on capital gains. However, in
Zambia a balancing charge on the disposal of assets is included in taxable incgedeprahe
proceeds less the tax writtdlown value, up to the total capital allowances claimed (Deloitte 2010c).

None of the three countries tax interest payments at the corporatg\felkerink 2009: 38). The
return to equity is, however, in all instances taxed, at least on papeesintgome is typically
assumed to be taxed at theip@mnt level. Although this distorts the form of finance, itridine with
international practice. All three countries tax interest incomeeapénsonal level though at different
rates. In Mozambique interest paid to residents aner@gidents is subgt to a 20% withholding tax
unless the rate is reduced under a tax treaty. A 0% rate applietetesinpaid to a registered
Mozambique financial institution. In Tanzania, the general rate on interesopasidents and nen
residents is 10%, but exetigns are available for interest earned by -nesidents on deposits in
banks registered by the Bank of Tanzania and on interest paid to resideniafinesiitutions. In
Zambia, interest paid to resident and mesidents is subject to a 15% withholdiag, unless the rate
is reduced under a tax treaty.

Corporate income tax revenues have not been robust, partly due to a reducttes and base
narrowing, but mainly through tax exemptions and the provision of tax holidays strivese Codes
and Free Zones (Keen and Mansour 2010). For instance, in Mozambique, specigjirtees rare
established for certain investment projects where incentives are granted, Rapid Development
Zones, Industrial Free Zones, and in the agriculture, mining, oitcamdm sectors. Correspondingly,
in Tanzania, companies in export processing zones are exempt from income takhapttiwg tax
on dividends, interest and rent for the first 10 years. In Zambia, thergpacial rates for mining
companies (30%) and for exporters of Amaditional products and farming and fertilizer producing
companies (15%). Further, special tax incentives apply for congpamnéepriority sector or under the
Zambia Development Policy Act.

Accordingly, one problem with the curte@IT-system in the case countries is the prevalence of
generous tax incentives. Tax holidays are present in all the three casgéesaigeeBox 15). This
leads to firms not being taxed in the first years of existence, when typicafits @re negative. The
presence of tax holidays has enabled a number of firms, notably extractivigi@sgusanufacturing
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and processing firms, but also hotels and tourist lodges, to e#fiyciscape taxation altogether for a
large subsequent number of years. Tax holidays are often granted for fivebygasmetimes this
extends to 15 years. The triggers for tax holidays in some seatogsiita explicit, whereas in others
there is more room for discretion (e.g. as experienced in the ngaatgrs in Tanzania and Zambia).

Anti-avoidance or anthbuse legislation is also a challenge in all the three countries. It comtains t
elements, namely, the arm’s length principle for pricing transactions eéetretated parties and thin
capitalisatio rules (both between related, international parties and for domestic tag)pay&ambia
the legislation for thin capitalization specifies a maximum -@efoity ratio of 3:1 for mining
companies. In Mozambique, the deduction of intercompany interésitesd where the indebtedness
to a nonresident related party is more than twice the equity. The legislatiomizaifi@a specifies that
an interest deduction for payments made by an exempt controlled residented lionthe sum of
interest income plug§0% of total income, excluding interest income and interest expeNses
deductible amounts may be carried forward (Deloitte 2010).

While tax losses may be carried forward for 5 years in Mozambique, lossesencayried forward
indefinitely in TanzaniaThe carry back of losses is allowed neither in Mozambique nor in Tanzania
In Zambia losses may generally be offset against future income from the sace feouhe next 5
years of account. However, special rules apply for copper and cobalgmminpanies where losses
may be offset against future income for the next 10 years of account.riFtothmining companies
losses may be indexed to the ZMK exchange rate against the US dollar (ibid).

The question remains open whether countries that do have propabasei legislation are in the
position to apply it in an effective way. Tanzania, for instance, has aalhtntitravoidance clause in
its CIT legislation, but is not clear how this is applied in practicék@fmk 2009).

Ayee et al (2010) arge that there is substantial room for improvement in the exi€tigsystems in
many African countries, including Mozambique, Tanzania and Zambia. Some ofdhewendations
for improvement comprise: (i) uniformity of rates with the exception tibnal resource taxation; (ii)
reconsideration of depreciation schedules; (iii) reform, harmoaizatid scaling back of tax incentive
schemes to prevent the harmful effects of tax competition; (iWhaitling taxes on interest should be
at least positive anbligh to prevent distortion of the dedquity ratio; and (v) enforcement of anti
avoidance legislation.

Box 2discusses what role corporate income tax might playBaxd3 examines which tax rate mater
for investors.
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Box 2: What role should corporate income tax play?

What role should corporate income tax (CIT) be playing in Mozambique, flianzad Zambia
Why should these countriesrelatively small and increasingly open tapital movements tax
corporate income at all? There are several reasons:

1. Foreign direct investment and tax competitiovihen a country hosting an investment offers
a lower corporate income tax rate than does that in which thestamvépersonal o
corpoite) resides, the benefit may flow not to the investor but to the treasuhe
residence country. This is because countries that have resiukesex incoméax systemg
(such as the UK and US) tax income on a worldwide basis, giving a foreign téxfared
taxes paid in the host country; the total tax ultimately paid by the investosidebermined
by the residence country, not the source country. In such cases ithes imédrest of the
source country to set its tax rate no lower than that of the residenceycsinte otherwise
it simply forgoes revenue that then accrues to the residence cewitihyno impact on the
total tax paid by the investor (and the investment decisions).

174

2. Locationspecific rents:Pure profits that are tied to some geqahical location, such 3
those deriving from natural resources (e.g. oil and minerals), can, in irtodplaxed at u
to 100% without causing investors to look elsewhere. Taxing such rents capebilbs
attractive since doing so is in principlemdistortionary, and the rents may otherw
accrue largely to foreigners. In practice, however, capturing even resontsasréy no
means straightforward. Apart from the scope for multinatioeaburce companies
disguise these rents, countries nfagve to compete to attract scarce managerial
technical skills and can risk discouraging exploration if they-taseresource investments
once they have been made.

© 0

3. Backup to the personal income talf:corporations were not taxed (and in the absafge
fully effective taxation of capital gains), capital andstome extent labour income might
largely untaxed as rewards would be taken in the form of undistributed derparaings
Thus, CIT should be seen as a bapkto the PIT.

4. Attractive tax hadle: Perhaps most important for developing countries, with lim
administrative capacity, is that corporations provide an attratdivédhandle (see Box 1
Since investment is typically concentrated in a relatively small number rgk
corporations, tb CIT is— in principle - relatively easy to collect. The establishment ¢
Large Taxpayer Office in the tax administrations intends to facilitegdtttther.

All this leaves a more important role for the CIT in the case countries. Any pragpeceosion
through international tax competition would be a significant cause for concern.

Source: Keen and Mansour (2010)
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Box 3: Corporation tax: which tax rate matters for investors?

Three taxrate concepts are frequently used ialgsing the effect of taxes on corporate decisi
They are interconnected, but have an impact on different aspects of bdsicisgms.

The statutory tax rateThe headline CIT rate is visible, readily understood, and easy to co
across countrieBut since the final tax liability on an investment is determined bypthduct
of this rate and the tax base (reflectiimger alia, the tax treatment of depreciation and finang

DNS.

mpare

ing

costs) and since other taxes could also apply to investments (tasffadogy sales taxes, stamp

duties, and so on), the statutory rate is of limited use in assessingpie bf the tax system ¢
real investment decisions. It is the statutory rate, however, thaissrelevant for taplanning
by shifting income acrostax jurisdictions: this is because the values of the deductions
liabilities involved depend simply on this rate.

The marginal effective tax ratdhis measure, which combines the effects of the statutor
rate and key features of the CIT base, iatis by how much the corporate tax increases the
of return that an investment must earn before tax in order to yield thewumnn aftertax return
required by investors. It thus summarises the impact of the Clibwmmucho invest in a giver
country.

The average effective tax rafBhis measures the present value of taxes on a project relat
the present value of the pi@x revenue stream it generates. All else being equal, a projec
be located in whichever country offers the lowest aveedfgctive rate, which thus shap
whereto invest. It can be shown that this average effective rate is a weighted avethgg
other two rates.

Source:Keen and Mansour (2010)
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) rate
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2.4.2 Indirect taxes

These taxes include VAT and excise duties. During tbtedecade, indirect taxation as a share of GDP
has increased in Mozambique and Tanzania, while they have decreased dltgarginZambia
(Figure6-8).

Value Added Tax is a major tax base in all three countfégule 10). In 2009, VAT generated
revenues equal to 6.3% of GDP in Mozambique, which was more than the revenues from grdsonal
corporate income taxes combined. This was also the case in Tanzania where #@eGR¥ ratio

was 4.8% compared to 4.1% for PIT and CIT combined in 2007/08. In Zambia, however, personal
income tax generated more revenues than VAT in both 2008 and 2009 (FiguréslO).aExcises
have been stable in Mozambique from 2003 to 2009, while Tanzania saw an imcr288é ad
Zambia in 2007.
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Figure 10: Indirect taxes as share of GDP (2002009)

Zambia

Mozambique ‘ Tanzania (Mainland) ‘

0,0 1,0 2,0 3,0 4,0 5,0 6,0 7,0

Excises W VAT

Source: Tanzania GDBased onTRA (2011d) VAT Tanzania 2008/62009/10based orofficial government
statistics(Tanzania2010:82); Mozambique from 2006 based onCastro et al(2009: Table 2) and from
2007%2009based oremgruber et a(2010:9); Bank of Zambié20042009; and ZRA (2011).

Note: Tanzania shows FY 2003/2@09/10
) Value-added-tax (VAT)

VAT is levied on the taxable supply of goods and sesjiand on imports. The standard te in
Mozambique is 17%, in Tanzania 18%, and in Zambia 1&¥%ese rates are in line with the typical
VAT -rates in other African countries betweenr2l®s, but higher than in other developing regions. In
most Asian ountries, for instance, the VAmtes are around 10%, whereas in the Americas, the
average is around 14% (Volkerink 2009). Exports of goods and services areatedran
Mozambique, Tanzania and Zambia, which is common practice in many countries.

In Tanania, the VATregistrationthreshold for businessess an annual turnover in excess of TZS 40
million (approximately USD 26,700) over a period of 12 consecutive months. In Zambia, the
registration threshold for businesses is an annual turnover in exc@s$K 200 million (approx.

“1In all the three countries the VA te on some goods and services are Idhamnthe standard rate and some
are exempted.
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USD 42,800). Commonly, the monthly VAT must be filed by the last (business)f dlag following
month. The countries apply a credit-invoice type of VAT.

Although there is a wide variation in the level of thresholds for Végistration, the trend in
Mozambique, Tanzania and Zambia, similarly to other African countries, hastdeecrease the
threshold. The argument has been that a higher threshold around USD 40,000 wél tfesluc
administrative costs by removing from the tax net those taxpayergyenerate little net revenue and
to ‘ensure that the tax administration can focus on those firms thaeth{@nossen 1998; Ebrill et al
2001). For this reason, the threshold in Tanzania, for instance, was doubled in 28@fitidém, it is
argued, a higher threshold will reduce the compliance costs, which falbplisponally on small
firms (Volkerink 2009: 35).

In general, the threshold would ensure taxation of those above and leaveiitdesdehe threshold
untaxed —save fornoncreditable VAT paid on inputs. This may ensure that substantial revenu
raised at relatively low administrative and compliance costs (ibid). Howtngapproach is contrary
to the emphasis in principle within the global tax reform program oadering the tax net (see
Chapter 4). Thus, some countries in Africa, including Mozambique and Zambyapmppumptive
taxation for firms below this threshold. If the presumptive regime is keptIsirtips may keep the
compliance costs low and avoid exéessadministrative costs.

According to Bodin and Koukpaizan (2008), generally 70% of VAT revenue comes frgn%nbf

the enterprises, while only-B)% of the VAT revenue comes from-80% of the firms (i.e. the
smallest ones). There are several argusientavour for taxing these smaller firms, most of which are
informal sector operators (Volkerink 2009:36). First, it increases gm&nues. Second, the sheer

size of thanformal sector is so large in Mozambique, Tanzania and Zambia thatasation would

be a substantial bonus to the informal sector, relativelggdaxed formal sector. Third, participation

and constructive statciety engagement around taxes are encouraged by having as many taxpayers
as possible in the tax net. The main argusiagainst a presumptive regime are that little revenues are
raised and that this comes at the expense of costs for the administration.

A more fundamental question is whetheprasumptive regimefor small enterprises should apply
inside the VATFsystem otinside the PIT. The main argument for taxing them presumptively under the
PIT is that, following the logic of the VAT, those below the threshold aradrpaying VAT on their
inputs. Thus, those traders already ‘participate’ in the VAW,thay should pay both income tax and
VAT. Therefore, the presumptive regime should be in the income tax and het\WAT (ibid).

If properly administered, VAT leaves an audit trail (the invoices) and doeslistort production
decisions as ideally no cascadingufess Nor does it distort the intéemporal consumption decision.
Consequently, essential prenditions for a welfunctioning VAT are sufficientadministrative
capacity and a limited casbased economy. Unfortunately, this is not the case in most Africa
countries, including Mozambique, Tanzania and Zambia (Ayee et al 2010).

Tax policy is another problem with VAT in the three case countries. Like in mamgr difrican
countries, numerousxemptionsare granted by the Governments. Generally, health edrsation,
financial and insurance services, basic foodstuffs, ssgalk agriculture, sale of buildings and land,
and philanthropic services are exempted from VAax exemptions are discussed further in chapter
4,

(i) Excises

Excise duty is arad valoran tax on the output of manufactured goods. Excise duties are levied on
what often are referred to as “sin goods” (alcoholic beverages and tobaccotgyraaa fuel. Excise
duty on fuel (petrol, diesel, kerosene and more mundane fuels such as woodjul thficalculate
because of the interplay of volatile world oil prices, frequent changes iseexamnd the prevalence of
subsidies. In some countries in Africa, including Mozambique, there have ofterpblekc outcry
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and furore over fuel price increass it affects not only transport, but also the price of goods,
including foodstuffs. In contrast, excises on tobacco and alcohmherége are in general relatively
easy to collect due to the often few and large companies importing, produciog mageting the
products in the individual country. However, because of the relatively aamabase, one should not
expect that excises will raise a significant amount of revéWotkerink 2009) Still, excise duties
matter. In Tanzania, for instancé® of the total tax revenues came from excise2007/@3,
compared to 14% in Zambia and 8% in Mozambiduable4).

Table 4: Excise duties in percent of total tax revenues

2005 2006 2007 2008 2009 2010
Mozamhque - 8.21 7.42 8.13 6.98 8.01
Tanzania 14.2 13 18.6 19.1 - -
Zambia 14 13.08 14.75 14.33 10.59 -

Sources and notes: Compiled by the authors based on statistics from the Government tfiddezatambia
Revenue Authority (ZR2011) and Tanzania Revenue Authority. Tanzania shows fiscal years 2Q08/0858

with excise diks on domestic and import goods combined as a share of total tax income from Mainland
Tanzania (excluding Zanzibar) (TRA 2011c). Mozambigirrs todomestic and import excises ashare of

total tax income with real numbers 202609 while 2010refers tobudget numbers (Republic of Mozambique
2009; 2011 and unpublished material).

In Tanzania (Mainland) excise duties have become an increasingly impestantie source during

the period 2004/05-2007/08but the data from Tanzanido not reflect the change in the compositio

of excise revenues over timRevenues from excise duties on domestic goods decreased from 12.2 %
of total tax revenue in 1996/97 to about 6.4 % in 2007/08. In contrast, excises on imported goods
increased from 3.1% of total tax revenue (mainland) in 1999/00 to 12.7% in 200R(E&8 revenue

from excise dutie®n import ha becoméncreasingly more importarfor total governmentevenue

than excises on domestic goadg anzanig TRA 2011c).

2.4.3 Trade taxes

Trade taxes refer to customs duties levied at the border. These are mainly amffersince export
duties have been abolished in most African countries, including the #see&auntries. Import das
are charged as a percentage of the value of imports or as a fixed amount contiogention

On average, trade tax revenues in Africa have declined substantially as share ofir@igRhe last
decade. The decline has taken place in upper middberie and lower middle income countries, while
revenues from trade taxes in most lower income countries have remained stable asGbételof
Mozambique revenues from trade taxes as share of GDP have remained relatively staplénelu
period 1996 to 2008T@ble 5). Still, trade taxes in Mozambique represent less than 2% of GDP. In
Tanzania the GDP share of trade taxes decreased during the perié2D09%hd thereafter increased
to the same level in 2008 as in 1996 (4%). Fambia the importance of trade taxes has dropped as
share of GDP from about 9.5% in 1996 to 6.6% in 2008. Still, trade taxes are a majoerbase in
Zambia.
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Table 5: Trade tax as share of GDP (1996-2008)

Taeax ¢ 5 2 2 8 2 § 8 % 8 8 5 8
(e} (e} (e} )] (@] o o o o o o o o
— — — — N N N N N N N N N
Mozambique 1.89 1.87 189 180 188 1.72 190 193 176 182 183 187 152
Tanzania 400 3.77 289 237 265 279 268 266 249 255 342 398 410
Zambia 948 895 741 830 927 6.32 7.80 7.32 7.93 7.13 6.56 6.92 6.61

Source: Based on African Economic Outlook on trade tax estimates (AEO 2ah8&Yyorld Bank Data on
GDP Current USD (World Bank 2011a).

Major problems with tragl taxes include undeleclaration of goods, tardiness in the clearing of goods
due to the cumbersome clearing procedures in many African countriesy(Bosiness 20H] and
corruption in customs (Fjeldstad 2009). The World Bablding Business Indaxeasires the ease of
trading across border$able6 reports the score fromoing Business 201(based on data collected in
2009 and 2010)t shows that the ease of trading across borders is considered basizania of the

three countries. According to these data, Zambia is the weakest performegmafsred to the Sub
Saharan average. Although Zambia requires fewer documents to export andgogust the time
required for the transfer is consideralipder in Zambia than in Tanzania and Mozambique. With 44
days needed to export and 56 days to import goods combined with a much higher cost per,containe
Zambia has a challenge to make the procedures at the borders more effictrdt afigctive.

Table 6: The ease of trading across borders

Export procedures Import procedures

Documents Timeto Costto Documents Timeto Costto

to export export  export (US$| to import import  import (US$

(number) (days) per (number) (days) per

container) container)

SubSaharan 8 32 1962 9 38 2492
Africa
Tanzania 5 24 1262 7 31 1475
Mozambique 7 23 1100 10 30 1475
Zambia 6 44 2 664 8 56 3315

Source: Doing Business 2(4.1

2.4.4. Naturalresource-related taxes

Natural resourceelated taxes are levied on both renewable andremewable resources. Revenues
from renewable natural resources, mainly from fisheries, forestry, andifeyildre commonly
collected by the respective line ministries and in some dagdscal government authades (eg.
forest levies). Only limited revenues from renewable resources reachesufly in the three case
countries. The revenue potential, however, is substantial. Revenue enhanéeme renewable
resources requires policy changes and better adraitog.

Taxes on nomenewable resources include mainly revenues from upstream expldcagiocessing
activities in oil, gas and mining. It is principally royalties and oose income taxes on resource
extraction activities. On average resourelaied tax revenues nearly tripled in Africa as a share of
national income between the late 1990s and 2007. Since then, they have retreatgdbabigghtd
around 15% of GDP on average (Ayee et al 2010).
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Mining is a revenue generating activity in all threse countries. Historical data on mining tax
revenues are limited, and the tax regime in the sector is relatively complex. Extensincentives
are common. Changes in the regime and renegotiation of mining contracnamersial and a
source of both national and international debate. All three countries are ¢tarcbdatries for the
Extractive Industries Transparency Initiative (EITI) and have uniil-May 2011 to complete the
validation process (EITI 20&1 www.eiti.org). Mining could potentially contribute with substantial
revenues since the activityin principle- is relatively easy to tax compared to many other economic
activities(Roe and Essex 2009).

The mining tax regimein Mozambique

The mining sector is poorly developed, due to the long civil war during whichaingtry was in
effect closed to foreign investmead the resulting lack of investment and available geological data
(MEITI 2011). Consequently, the sector operates well below potential. In 2006, foplexahre
sector contributed only 1.6% of GDP. A number of large investments are armsfoirming the sector.
The sector iprojected to increase to 5% of GDP in 2011.

Minerals that are currently being exploited include titanium, tantaluanble gold, coal, bauxite,
granite, limestone and gemstones (ibid). There are also known deposits oftifgegohatinoids,
uranium, bentonite, iron, cobalt, chromium, nickel, copper, granite, fluoritegnuiat emeralds,
tourmaline and apatite. The courgritey areas for export growth are believed to be in base rather than
precious minerals. Reserves of natural gas in commercially exploitablétiggdmve been identified,

and further exploration is under way. There are also ongoing offshore loifaigns.

Since 2002, the Code of Fiscal Benefits (CFB) is applied to all largestment projects in
Mozambique, and not only to the mining industries (see Chapter 4 Tax exemptiongihg). The
following specifics count for natural resources in Mozambique:

e Customs duties and VAgxempt for temporary import of necessary equipment.

e Personal income taexemptions for nomesidents expatriate personnel.

e Corporate income tax32% on income derived from petroleum operations. If the field where
development is undertaken before the end of 2010 the rate was reduced one quarntatein the
of CIT for the first eight years of commercial production.

¢ Income tax by withholdingtandard rate 20% upon payment to nesidents with a few
exceptions.

e Depreciationfor income taxexploration costs 100% in the year when commercial production
starts. Development and production capital costs 25% each year from the yesarciam
production begins.

e Carry forward of losses and deferral of depreciatiap:to six years from when the loss
incurred.
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Specific taxes on mining activities include (MEITI 2017):

e Mineral royalty (Impostos/Producéo/Royalties).
e Surface tax (Impostos de superficie).
e Tax/licence on concessions (Taxa de Concesséo/Assinatura):
- Reconnaissance licence.
- Prospecting and exploration licence.
- Mining concession.
- Mining certificate.
e Taxation on profit (IPRC).
e Dividends from government shareholdings.
From a revenue perspective, royalties and profit tax are the most impmremntMineral royalty is a
production based tax which is captured in the Law no. 11/2007 (MEITI 2011). The production royalty
is imposed on the value of the quantity of minerals extrachedpftoduct of price and quantity) from
the land. Royalty payment is based on the gross value (the product of price ang)oofamiherals
mined on monthly basis. For mineral products sold, the value is based on thelsaldeclared by
the extractive entity. In relation to mineral products left unsoldeaetid of the month, the valuation is
based on the price of the last sale made by the extractive entity. lies@asa made in the month, the

valuation is based on the market price of the mineral product. The awsdbr the correction of the
valuation figures of minerals if:

i) documentation on sales does not allow the direct verification and acquiattification of
essential elements in determining the value of minerals; and

i) sales or other disposition were made at a value less than that of the mavitebot
commercial consierations.

Although the law specifies that royalty payment is dependent on mineralstecktfiziam the land and
independent of sales, in practice most companies have negotiated witheéhaget to pay royalties
after sales have been made. For instasome companies have negotiated, due to cash flow
challenges to pay royalties on quarterly basis (i.e. on a 3 months cylee)gulntity of mineral
products is checked by the Customs Department of the ATM.

The royalty rates are fixed according to the enith type.Activity and surface fees apply from the
moment the mining product is extracted. The rates are: DiamondsPr&&ipus stones and metals
10%; Semiprecious stones 6%; Basic minerals 5%; coal and other mineral products 3%.

For profit tax the folbwing considerations are involved as part of the new mining fiscal redirdg (i

o Capitalization of initial exploration and development cost in the first geproduction.
e Standard straight line depreciation.
¢ Indefinite carry forward of capital allowances.

e Carry forward of operational losses for 3 years.

® This sectim drawson MEITI (2011).
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o Exemption of import duties taxes and other charges on goods imported for the purposes of
exploration, development and mining. Goods must be unavailable in Mozambique to qualify
for the exemptions.

Most of Mozambique’s extractive sector industries are atx¥pemtion and feasibility phases. Thus,
extractive sector payments to the Government, particularly royalty is expeatedst@se substantially
with time, as companies begin production (MEITI 2011). Tax on profit is also likehctedse in the
near future with companies going beyond the initial investment period, athgtdll the capitalized
preproduction costs.

The first report by the Mozambique EITI muitiakeholder group was laurezhin February 2011
(http://eiti.org/Mozambique The EITkreport discloses payments made by the major mining and oil
and gas operating companies to government for calendar year R00&crepancy of MZM
111,675,565 (approx. USD 3,614,100) was recorded between extractive company payments and
government receipts (MEITI 2011). This is amount represents over 50%abfptyments by the
extractive companies.

The mining tax regimein Tanzania

The mining laws in Tanzaai(seeBox 4) were revised in July 2010 after having remained fairly
unchanged since 1998 (TEITI 2011).

Mining accounted for 3.8% of Tanzania’s GDP in 2006, and gold represented 90%eddlnxports
(www.revenuewatch.org/our-work/countries/tanzanieanzania ranks fourth in Si8aharan Africa
in gold production, and is also richly endowed with other minerals, including cobpfie; nickel,
platinum group metals, and silver, as well as diamonds and a variety of gesnJtbaepetroleum
sector is dominated by natural gas, of which there are currently two prgdiglds. Offshore oil
exploration has increased in recent years on expectatfomemising opportunities. Currently, more
than a dozen international oil and gas concerns are in operation in Taitednging companies from
the UK, Australia, Canada, Norway, Brazil, Holland, France and the UnitédErarates (UAE).

The mining imlustry in Tanzania has grown considerably during the last decade. Large adale g
mining increased the production of gold from 323 kg in 1997 to 46,219 kg in 2004 (Roe and Essex
2009). A mining project gives highly variable income in the different phakes to the nature of
investment, risk taking and the time it takes to start operating.eGoastly, mining companies
typically pay very modest amounts during the first years of operatiorthére are expectations of
increased tax revenues after the ntias been in operation for some years. According to IMF, mining
tax revenue in FY 2007/08 amounted to approximately USD 90m, corresponding to 3.6% of tot
government revenues (ibid.). Consequenthspite the relatively large value of exports, the génera
opinion is that Tanzania has not been able to get a fair deal in the mioiog #eis likely that this
view will be strengthened after the launch of the first report by theah@nZITI multistakeholder
group in February 2011eiti.org/newsevents/tanzanidisclosesmining-revenuesirst-eiti-repor).

The EITHreport discloses payments made by the major mining and gas operating conpanies
government for the period of 1 July 2008 to 30 June 2009. The report showsdningt companies
reported having paid USD 84.4m in 2008/09. However, government entities relpaviad received
only USD 48.3m, i.e. unresolved discrepancies of USD 36.5m (TEITI 2011).

With the current mining tax regime in Tanzania, the International Council omd/#iMetals(Roe
and Essex 2009stimates that tax contribution of the existing gold mines will rise signtficantil
2017, before a decline is expected to start if no navingnactivity is initiated (ibid: 34). Assuming a
nominal growth rate of total government tax revenues in dollar terms of 5% per gmough 2017,
then total tax revenues would rise to USD 3.87bn. Mining revenues wouléehenont for 7.3% of
the totalgovernment revenues from domestic sources.
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Box 4: Tanzania mining tax legislation
e Corporate income tax in mining 30%.

e Fuel tax levied on gasoline and gas oil (limit of USD 200,000 for companies
Mining Development Agreement).

¢ Notax, duty, fee or other fiscal impost on dividends for companies with MDA.
¢ No capital gains tax for companies with MDA.

e Losses carried forward for unrestricted period.

e VAT 18% on limited goods and services in the mining industry.

e Royalties— charged at the netback value of minerals sold: 3% for gold and minerals;
5% for diamonds and gemstones; 5% for uranium; 12.5% for petroleum and gas; 0%
for cut and polished gemstones.

e License and permit fees, annual rental fees and other charges paid by miniag
companies at different rates to LGAs and the Ministry of Energy and Msneral

¢ Annual local government levy of USD 200,000 to be paid by mining companies fto the
local governments where the mines are located.

¢ Withholding tax on technical services to miniogmpanies (5% for residents and for
15% nonresidents). 10% withholding tax of the liable interest income for
residents and neresidents (except where it is stated otherwise in the respq
MDA).

e Import duties levied on CIF value of goods impdrte the country. Rates for goods
imported from countries outside the EAC are 0% for raw materials, 109
intermediate goods and 25% for finished goods. No customs duty on all equipmént and
materials for the period prior to first anniversary, thereafi@ximum 5%.

o Ad-valorem excise duty rates of 7%, 10%, 20%, 30% and 120% depending
product.

Source:FIAS (2006:24-27); Lange (2006:10); TEITI (2011:17)

A specialised agencyTanzania Minerals Audit Agency (TMAA)is established to conduithancial

and environmental audits as well as auditing of quality and quantity of nsinpratiluced and
exported by mining companieBd@x 5). It has taken over the functions previously undertaken by the
Minerals Auditing Section in the Merals Department under the Ministry of Energy and Minerals.
TMAA is a unique institutional setp for Tanzania. Similar entities are not in place in other mineral
rich countries in the Region. However, according to people interviewed as phis stug, TRA
does not receive sufficient information and data from TMAA which coulde hbelped to
strengthening the mining tax regime.
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Box 5: Tanzania Minerals Audit Agency (TMAA)

TMAA is a semiautonomous institution established through Government Notice No. 382/ of 6
November, 2009 under the Executive Agencies Act, Cap. 245.

Roles and functions:

1. To monitor and audit quality and quantity of minerals produced and exported by, large,
medium and small scale miners; to determine revenue generated to facilletgoro|
of payable royalty.

2. To audit capital investment and operating expenditure of the large and medaigmn sc
mines for the purpose of gathering taxable information and providing the sahe to t
Tanzania Revenue Authority (TRA) éother relevant authorities.

3. To monitor and audit environmental management, environmental budge
expenditure for progressive rehabilitation and mine closure.

4. To collect, analyse, interpret and disseminate minerals produatid exports data for
projecting Government revenue, planning purposes and decision making
administration of the mining industry.

5. To counteract minerals smuggling and minerals royalty evasion in collalorsith
relevant Government authorities.

6. To assess values of minergdsoduced by large, medium and small scale miners to
facilitate collection of payable royalty.

7. To advise the Government on all matters relating to the administration ofitbeahn
sector with main focus on monitoring and auditing of mining operations xoniza
Government revenue.

8. To promote and conduct research and development in the mineral sectatl tleaivy
to increased Government revenue.

9. To examine and monitor implementation of feasibility reports; mining progrand
plans; annual mining performance reports; and environmental managementrnplans a
reports of mining companies.

Source: TMAA (2011)

The mining tax regimein Zambia

The copper mining industry in Zambia is large. The Lumwana Greenfield pirojiset North Western
province is the largest new copper mine in Africa. The mines were larggbtiped in the years
between 1997 and 2003, but the Zambia Consolidated Copper Mining Investment Holdipgng€om
(ZCCM) still has a minority shareholding interest in most of the mines. Geesstdsacontribute to
resource income for Zambia, although the gemstone industry is much more difficedjulate than
the large mines. How much is actually extracted from the mining sectamibiZ is unclear, because
Zambia is also a transit country for natural resources from neighbourimpdbetic Republic of
Congo(Osvik et al., 2008)SeeBox 6. Zambia mining tax legislation in Zambia (April 2008y the
mining tax legislation in Zambia per April 2009.
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The different types of kenue collected from mining are VAT, customs duties, excise dutiesme
taxes; property transfer tax; mineral royalty; medical levy; motorciefee; and carbon tgOsvik et
al., 2008).

Box 6: Zambia mining tax legislation in Zambia (April 2009)

e Royalty on gross sales value of copper 3%

e Income tax 30%

e Variable income tax 15% (when profits are more than 8%)
e Export levy on concentrate copper ore export 15%

e Capital allowance 100%

e Losses carry forward 10 years

e Introduction of referece price to limit transfer pricing

¢ Ringfencing of new mining investments and operations

Source: ZRA (2010c)

According to Zambia Revenue Authority, tax revenue from the miningrsezpresented 1.23% of

GDP in 1995 FFigure 11). Thereafter, mining tax revenues dropped for several years (0.28% of GDP
in 1998) before starting to increase in 2002 and reached 2.9% of GDP in 2008 (equivalent to
approximately 17% of total tax revenues in 2008). However, in 2009 the mining taxes\®ishare

of GDP dropped to 1.9%, which represented 12.7% of the total tax revenuesathat ye

Figure 11: Zambia mining tax (2005-2009)
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Source: Compiled by the authors based on data from the Zambian Revenue Authority (ZRA 2011)

Zambia’s first EITI report was published 23 February 2011 (ZEITI 2011). The repselosies
payments made by the major mining companies to government for IRGws that mining
companies reported having p&iéD 463 millionin 2008. Although the goverremt entities report
having received almost as mudhe detailed figures reveal significant discrepancies in either idinect
among the different payment componenithie reconciliation effort reduced these discrepancies to a
net total of unresolved disgancies of about USD 66 million. The unresolved discrepancies relate
mainly to VAT and customs duties, but also to corporate income tax.
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2.4.5 Other taxes

These include property tax, land tax, user charges (toll roads, leviesivarsity education) and
environmental levies. Most of these have not been explored in the three casesguartly because
of their highly sensitive and political nature. This notwithstandirapyzania is currently piloting a
new system of property tax collection which implies that the Tanzania Revenue iu{i&®A)
collects property tax on behalf of the municipalities in Dar daa®a These taxes do not yield
substantial revenue, though property tax has the potential to becomprarenanue source for
municipalities.

2.5 Concluding remarks

This chapter hapresentedmain features of the revenue structures in Mozambique, Tanzania and
Zambia, and changes in these over time. There has been a substantial incdemsestic revenue
generation measured in nominal monetamyngein all three countries during the last five years.
Measured in tato-GDP terms, however, the tax share in Zambia has stagnated in recent years and
saw a decline from 2008 to 2009. Mozambique and Tanzania, on the other side, have both seen a
substantihincrease in the tax share in recent years, although Tanzania experienceideaiddeY

2008/09, possibly due to the global financial crisis. Official Development Assist(ODA) as share

of total public revenues declined from 2004 to 2008 in all tlw@entries. Yet, the countries are
severely aid dependent. Aid contributed 56% of total public revenues in Mozambique in 2008
compared to 41% in Tanzania and 28% in Zambia.

Value Added Tax is a major tax base in all three countries. In ¥8d9generatednore revenues in
Mozambique and Tanzania than the revenues from personal (PIT) and conmpaoate taxes (CIT)
combined. Special for Zambia is the importance of Personal Income Tax, which7ira20@®008
generated more revenues than VAA.recurring problem with PIT is the namompliance of
employers to register their employees and to remit such taxes to the redettamities. Further,
capital income, predominantly earned by relatively wealthy individudl®rdiaces low effective rates

or escapesakation altogetherThe corporate income tax regime is challenged in all three countries
due to substantially tamase narrowing, mainly through tax exemptions and the provision of tax
holidays in Investment Codes and Free Zofsee section 5.2)The presnce of tax holidays has
enabled a number of firms, notably extractive industries, manufacturing andgingctrms, but also
hotels and tourist lodges, to effectively escape taxation altogetharlémge subsequent number of
years.

Mining is a revenugenerating activity in all three countries. The tax regime in the seawlats/ely
complex. Extensive tax incentives are common. Changes in the reginerggotiation of mining
contracts are controversial and a source of both national and inteahatiebate. Mining could
potentially contribute with substantial revenues since the activity, igiplén is relatively easy to tax
compared to many other economic activities. However, considering the extamtraf nesource rents
in many sectors and particular in mining, the current tag-GDP ratios are significantly below what
they could have been if the resource rents were differently shared between niry end the
investors. This is particularly so for Zambia, where the level of foregaras significant, but also
for Tanzania and Mozambique albeit at a lower level relatively due to less piedetoning sectors.
Revenues from renewable natural resources, mainly from fisheries, foregirywikife, are
commonly collected by the respective line ministries @amdsome casedy local government
authorities. Only limited revenues from renewable resources reachaasufy in the three countries.
The revenue potential, however, is substantial. Revenue enhancement from lenesabrces
requires policy changes and better administration.
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3. Revenue administration

No developing country has the manpower resources or the money to create a
high-grade civil service overnight. But it is not sufficiently recognized that the
revenue service is tHpoint of entry’; if they concentrated on this, they would
secure the means for the resticolas Kaldor (1963)

3.1 Introduction

The literature on taxation and development often refers to ineffaetivadministration as one of the
main constraint to thability of states to collect revenues in general and direct taxes in partBithr (
2008. Hadler (2000:10) estimates that better administration of existing gestaldion may increase
revenue by 30% or more in many countries in-Saharan Africa. Hare, strengthening of the tax
administration has been an important part of technical donor supgasblic sector reform in Africa
during the last two decades (von Soest 2007:1). The proliferation ofas¢omomous revenue
authorities (SARASs) constitutegs most visible expressionAs of May 2011 there were 1
autonomous revenue authorities in Africged Table 7). Zambia Revenue Authority (ZRA) was
established in 1994, Tanzania Reverughority (TRA) in 1996, and Mozambique Tax Authority
(Autoridade Tributaria de MogcambigqueATM) in 2006.

Table 7: Semiautonomous revenue authorities in Africa

Country Year of Creation
Ghana 1985
(initially 3 agencies; integrated in 2010)
Uganda 1991
Zambia 1994
Kenya 1995
Malawi 1995
Tanzania 1996
South Africa 1997
Rwanda 1998
Zimbabwe 2001
Ethiopia 2002
Sierra Leone 2002
Lesotho 2003
Gambia 2005
Mauritius 2005
Mozambique 2006
Burundi 2010
Swagziland 2011

Source: Updated by the authors based on Fjeldstad and Moore (2009: 2).
Five aspects have characterized the reform of tax administrationdda Myee et al 2010):

()  General improvements in the capacity of the tax administration.

(i)  Changing the tax agency from organization by tax type, to organization by core furetidns
more recently, organization by tax segments (or clients) through thmorefiLarge
Taxpayers’ Units (LTUs), which are functionally organized and deal wsthgle tax
segment
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(i) Upgrading and expansion of information communication technology (ICT) with theigbjec
of improving data management and analysis, lowering compliance costsngethecscope of
corruption and collusion and improving monitoring. Even though there have been ssiccesse
many of the ICT projects have not achieved their objectives because of detays, p
integration with existing processes, weak implementation and taxpayedlil€@aay.

(iv)  Improving taxpayer services with a focus on taxpayer education and avearedesing
compliance costs and adopting atouser orientation. While some changes in attitudes have
occurred, the lack of detailed assessments suggests that actual progress hagdxken limi

(v)  Managerial autonomy of the tax administration from civil service réignawith the aim of
reducing polittal interference, increasing flexibility with respect to hiring anddioh staff,
and improving wages and conditions of work. Tikigeflected irthe creation of semi
autonomous revenue authorities. It is clear from the literature tbatteough RAs had often
achieved short term improvements in performance, those gains have been fremyogatly
difficult to sustain once the initial urgency of reform has subsided asiexped in Tanzania
and Zambia (Devas et al 2001; Fjeldstad 2001, 2006; Mann 2004; Taliercio 2004; von Soest
2007).

This chapter brieflydiscussegshe main characteristics of the revenue authority model, including
objectives and functions, followed by a presentation of the tax admiiisfrain Mozambique,
Tanzania and Zambia, includj organisational structures, achievements and challenges

3.2 Semi-autonomous revenue authorities

The choice of a revenue authority model aimed partly to limit directiqalinterference by the
Ministry of Finance, and partly to free the tax admiaistn from the constraints of the civil service
system (sed3ox 7 for an overview ofrevenue authority models). Firstly, it was assumed that the
revenue authority model would be less vulnerable to political inteprentn its operations. Secondly,
a semiautonomous revenue authority can, in principle, recruit, retain and promotty cuafi by
paying salaries above the civil service regulations, and also easier dismists wiaéf.assumed that
such steps would provide incentives for greater job motivation and lesptoamt Moreover, it was
believed that a single purpose agency could integrate tax operations andsfefiastd on collecting
revenues better than what was possible under civil service rules. A shift to@asenumous revenue
authaity model was also attractive to donors and senior politicians bettaafsens opportunities for
more widespread reforms of tax administration (Therkild2664. To this should be added an
additional concern: the chronic inefficiencies of the existing tax adnatigtrarrangements placed in
Ministries of Finance.

Box 7: Revenue authority models
There a three main type of models for the organisation of revenue aathoriti

1. Productbased relating to the type of tax (income tax, VA customs duties etc
administered by the RA

2. Functional, relating to the different administrative functions performed by RAs sug
processing tax returns, or auditing, or collecting taxes

3. Clientbased relating to the different segments or types of &yep according to criteri
such as scale of operation (large, small etc), form of ownership or iatlestsnomic sector

— Sometimes,revenue agencies adopt an approach involving some combination of the three
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3.2.1 Objectives and key functions
The principal objectives of the revenue authorities refer to:

Raise domestic revenues by establishing a sustained revenue base to enable the countg its fina
recurrent and development expenditure needs.

Develop a tax regime that is transparent, effecand conducive to economic growth led by private
investment and international trade.

The key functions of the revenue authorities are to:

Assess, collect & account for central government revenue
Administer tax laws

Advise the Government on fiscal pyl.

Promote (quasi-)voluntary tax compliance.

Improve the quality of tax services.

Counteract tax fraud and tax evasion.

N o g~ w N PE

Produce and publish revenue and trade statistics.

The establishment of revenue authorities in Mozambique, Tanzania and Zasasbimpoved tax
administration through the introduction of new information and communication tecjiesl and by
moving from a system organized around different taxes to one orgam@attdocalities and tax
segments so that individual taxpayers have to deal with fewer tax officetiself-ur has comprised
the introduction of unique taxpayer identification numbers (TIN) feheéadividual taxpaying unit. It
has also included the establishment of different offices and proceduregféoent categories of
taxpayer, starting with the creation of a Large Taxpayer Unit focusinggooobnpanies. A general
aim has also been to make the tax collection process more ‘user frighdlygh sme taxpayers
perceivethis as ‘windowdressing’(Fjeldstad and Moore 2009).

3.2.2. The ease of paying tax

How easy it is to pay tax in a country is measured by the World Bank as a parDoineBusiness
project. Regulations relevant for a small to medium sized businessleméfied and rankeih 183
countriesprovidinganoverall score of the ease of doing business in a country. The ease of paying t
is one of the indicators frofdoing Businessand it is found by examinintpe number of payments
needed each year; hours spent on tax issues per year; the total taypestersimage of profilTable8

is based ooing Business 2014nd reports the scores of the three case countries compardtewith
world ranking and the regional rankingSub-Saharan Africa, where 1 is the best and 183 andel6 ar
the weakest for the World and S8kharan rankingespectively

Table 8: The ease of doing business and paying taxes (2009/10)

DB 2011 rank Doing business Paying tax
World (183) SSA World SSA (46)
(46) (183)
Tanzania 128 14 120 21
Mozambique 126 13 101 19
Zambia 76 7 37 5

Source: Doing Business 20 (based on dta collectedn 20092010
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As reflected in table ,8he three countries are far better performers in terms of the ‘paying taxes
ranking’ than in the ‘ease of doing business ranki@gmbia, for example, ranks as 37 of the 183
countries in the world on the ease of paying tax, while the overall Doingdassiank is 76 of 183.
This implies that even if tax rates and tax administnaére considered to be a constraint in the region
there are other issues that should be considered as well for the ease otidmegsb For example, in
negotiation with mining companies tax incentives will thus not be the onfjainémg card, because
there are other isssi¢hat are important for the ease of doing business beside taxation.

Figure 12 The ease of paying taxes
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Source: Prepared by the authors based on Doing Business 2011

Figure 12shows the hours spent per yés enterprisesnd the number dbx payments done per year
together with the total tax rate as percentage of profit. Regardingeffludency of the tax
administration the figure suggests that Mozambique has consideratdmghalcompared to Zambia
The corporate taxpayer in Mozambique needs to spend 98 more houas #wanvalent taxpayen
Zambia in order to do the same number of payments.

The total tax rate on profits iswerin all three countriethan the Sutsaharan average of 68%, while
Zambia and Mozambique also has a lower percentage than the OECD average of 43%. Tanzania i
closest to the OECD average with a total tax ratprofit of 45.2%.

Figurel2indicatesthat Zambia has the least administrative buraieshlowest level of tax of the three
case countries rankind"®est of 46 countries in Staharan Africa and number 37 of 183 countries
in the world.In total a Zambian taxpayer has to do a total of 37 tax payments a year, ataséutld
take the esmated time of 132 hours.
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3.3 Mozambique Tax Authority (ATM)
Vision of the Autoridade Tributaria de Mocambiddd M):

To promote efficiency and fairness in the application of tax policy, including
customs, ensuring greater convenience for taxpayers Ifilliig their
obligations (ATM, 2010).

The Mozambique Tax Authority (Autoridade Tributaria degsimbique) was established by law in
March 2006 after the merging of the customs and the domestic tax admamstfa M 2010) The
creation of the ATM laid the foundation for efficiency gains of the public admatish in
Mozambique (Nathan Assaociates Inc 2009:26)

3.3.1 Background

Between 2006 and 2009 Mozambique has initiated and implemented some major tax reforms,
beginning with the establishment of the Tax Authority (ATM) &y [1/2006 and continuing with the
General Tax Code from Law n.2/2006, March 22. The second law includes all gemsipglgs and

laws regarding the tax system and administration in Mozambigaeplifed as intended, the riglak

the taxpayers are guaranteed. Tax courts have existed since January 2004re.ehdefiablishment

of the ATM. The courts are situated in the main cities of Mozambique and are waskindependent
institutions from the ATM. According to Dourad@010:54) the courts have contributed to enhance

the credibilityof and confidencen the tax system among taxpayers and foreign investors.

In the document PARPA 1l the Government set out their reform goals for troel (#062009 for
poverty reductionn the country (seBox 8).

Box 8: Tax policy vision as spelled out in PARPA I

The government will work to reform and increase the efficiency of the dminéstration with g
view to gradually increasing the mobilization of domesticds as a percentage of GDP, with
idea of reducing external dependency. To that end, the following stefimewdken:

(a) Domestic revenues will gradually be increased.
(b) The tax system will be simplified and refined, and the tax base broadened.
(c) Reforms made in direct and indirect taxes will be consolidated.

(d) Simplified taxation regimes will be reviewed, the effectivenessofand investmen
incentives will be evaluated, and the process of establishing tax cdlis wontinued.

(e) Work on modernizing the tax administration will be continued, to make it asieeff
tax-collection system and to curb fraud and tax evasion.

(f) Legislation will be approved that simplifies the relationship between &xe
administration and the taxpers, making it easier for them to exercise their rights
receive the protection assured them.

(g) Tax and customs courts will be effectively implemented.

(h) Legislation on local government finances will be refined and the conditibrise
agenciesesponsible for collection and control of local government taxes will be iragro

Source: PARPA 11 2068009 (Republic of Mozambique, 2006:120)
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3.3.2 Organisational structure

ATM is a state organ with administrative (managerial) autonomy. Theitads supervised by the
Ministry of Finance. The top hierarchy levels of the ATM are composed @uperior Tax Council,

the President of the Tax Authority and the Executive Council. &uthie organisation is divided into
General Departments (Direccé@gra) that cover, among other tasks, technical operational services,
strategic planning, inspection and internal audits, administration and fin&csimplified
administrativestructure of the ATM is outlined iRigure13. Currently,ATM is present with offices in

43 of Mozambique’s 128 districts, including the largest cities of Beira, Nampulapdma, Queliman
and TetgDourado, 2010:53).

There ardhree Large Taxpayers UniisTU) in ATM, one in each region (North, Centre and ®ju
A separate sectiowithin the LTUs give advice on mega projects to the stafftbé LTU. The
distinction between megarojects and largprojects is that megprojects are more complex from a
tax perspective, and require specialised tax expertibinvite tax administration.

3.3.3 Human resources

In November 2010 ATM had 3010 employees, of whom 1776 were employed in the Customs
Directorate and 1234 in the Domestic Tax Directorate. The number of tiawdddbble for every

1,000 persons is 0.131. This ‘tax staff per population ratio’ is le@rycompared to the World average

of 0.82, but higher than the S@aharan (SSA) average of 0.037 (AfDB 2010%)M expects to
increase its staff to about 4900 employees within the next tlgaes,yas part othe strategy to
establish tax offices in new districts across the country.

The creation of the revenue authority has given the tax administrationex biggree of managerial
autonomy and flexibility in human relation issues. Remunerations, decisions g, promotions

and retention of stafiavebecome more flexible under the new syst&lathan Associates Inc, 2009)
For instance, ATM pays higher salaries than equivalent positions in theryliois=inance. The tax
authority is generally perceived be an attractive employer.

ATM has made substantial progress in upgrading the skill levels of the staff duvidatienal
credentials and training programs. Nathan Associates Inc (2009:28) suggests that a more strategic
approach for the human resource management wsitddgtherATM’s use of staff for generating
revenue and improving taxpayer compliance. For example,-tae gystems and the new training
needs connected to the modernization of ATM will create challenges ioingraand organisation
(ibid). In particular, this applies to the need for qualified tax auditogs {or specialised tax audits on
extractive industries) and {&xpertise, as well as for shorter, specialised training of &ataxing
extractive industries and megeojects ingeneral(e.g. on transfer pricing).

3.3.4 Funding

According to the Tax Authority Act 1/2006, ATM shall retain 1% of theerzies collection for its
operation. However, due to the substantial investments required to develoxpamd ¢he tax
administraton, ATM at present receives-45% of the revenues collected through the annual
Parliamentary budget appropriation process. The management expects, holavere financial
needs will be reduced to 2.5% of the collection by FY 2012/13.
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ATM also receies donor funding via the Common Fund, from Belgium, Germany, Switzerland and
the United Kingdon?. Norway joined the Common Fund in late 2010. In FY 2010/11 this donor
support amounted to USD 3-4 million, out of ATM’s total annual budget of USD 6milli

Figure 13: Simplified organisational structure of Mozambique Tax Authority*

Ministry of Finance
1
1 1 1
Technical Unit for
Tax Authority of State Financial General Inspectorate
Mozambique Administration - ofFfinance
CEDSIF
1
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e Refund . R
department - Customs communication
|
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Source: Developed by the authors based on information from official government web pdgesriens
literature (see among others AT 2011). *The chart is meant as an illustration only and dawtret the official
English names of departments and offites.

® The Common Fund is provided by a graffonorsthatcoordinate their support to ATM. See chapter 6.5 for
further details.

" The full organizationalchart in Portuguesehttp://www.at.gov.mz/organogramaat/orggeralat.pdast accessed
23.02.2011]
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3.3.5. Taxpayers

Unique Taxpayer Identification Numbers (TINs) were introduced in 1998imeaction with the
introduction of VAT. Increasingly, IN is also required when applying for car insurance, passport,
personal identification cards etc. The total number of registergohyers was 960,000 in 2009,
compared to 382,000 in 2006 (Nathan Associates Inc 2009). For FY 2010/11 the tartet fo
Domestic Tax Directorate is to increase the number of registeredyegavith 200,000, of whom
20,000 should be sméakxpayers. ATM has made substantial efforts to broadening the tax base by
including informal sector operators. Between June 2009 and November 2010, 35,000 smadtstaxpa
have been registered. This has been achieved by (a) simplification of thee geo@edures for small
and micro enterprises, including mobile collection points (currentlyetiaee about 30 of these
operating across the country); (b) through taxpayer education and outregcinpmes using local
languages; and (c) collaboration between the ATM and informal sector/emtzprise associations.

By end 2010, there were approximately 600 large taxpayers in the countrycbf atdtut 350 were
located in Maputo. In comparison there were six m@ogects of which 5 were multinational
companies covering multiple sectors (construction, mineral extractiorgye@duminium production
and financial services) and one domestic I(@yle

3.3.6 Information collection and processing

The focus on simplifying tax systems is in general strong. im@heation of ICT systems has been a
prioritized area. Electronic tax registers are up and running, and there isgeffoitisto integrae

the various systems to secure efficiency througktterflow of information. However, the electronic
tax system is not connected between various factions of the public. $éetdly the FMIS system;e
Sistafe, should be connected so that the registaredevenues could be registered directly into the
Treasury.

3.3.7 Achievements and challenges

By end 2009, USAID commissioned a review of the achievements of the PARPR#e lieiew found
that “By and large, the reforms have aligned well with the PARPA 1l objectives aretgdoy tax
policy” (Nathan Associates Inc 2009:Although the gadual increase in domestic revendés not
reach the goal of 17.3% of GDP in FY 2008/9, the difference between the target amctuthle
collection of 16.4% of GDP may be due to the glofiadncial crisis. However, in FY 2009/10
revenue collection reached 17.7% of GDP and increased to more than IE¥0id1 which is
substantially higher than the averagetimGDP ratio of 15% for lower income African countries.

The tax base has beerohdeneds reflected in the increased number of registeregayers. In the
beginning of 2006 there were 382,000 registered taxpayers and in 2009 960,000. However, not all the
registered are actually paying tax, because the registers alsmfit péo, for example, import tax

free goods.

Improved tax legislationvas achieved by the new tax laws of 2006 (1/2006 and 2/26@&h laid
the foundation for the revenue authority awtich set clearer rules fothe tax administration.
Simplified rules were implemented with the New Simplified Tax (IPRC2009 (ibid.). The new
arrangement replaces the arrangement with simplified VAT and intameith a new simplified tax
that has a flat rate of 3% of turnover, up to a maximum liability &\VIZ75,000(approx. USD 2,400)
Still, there are challenges, in particular with respethéavithholding taxsystems.

Perceptions among private sectpreratorsand donorstaff interviewed as part of this studye that
ATM has managed to create a ma@rofessional and efficient tax collection. On the other hand the
same interviewees also reflectér view that tax fraud and evasion were still happening at a large
scale In 2009 there was a large backlog of tax dispytéathan Associates Inc 2009The
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implementation of customs courssunderway with some in operation and some getting ready to start.
The legal framework is in place with trained staff.

The reconciliation of taxes by the central government and the checking of irapdrexports at th
borders are still done manually (AEO 2010a). New technology wilinpéemented to modernize the
daily routines of the tax administration with ateg system (éributac&o) that is planned to be linked
directly with the FMIS system-8istafe. Tax data i/then be channelled directly to the Treasury and
manual control of taxes by the ATM will then not be required anymore. The chaegespacted to
be implemented not earlier than 2012. The governmeaairiently working to speed up the cress
border exbanges with electronic payments ahd establishment afnestop control points on some
border posts (AEO 2010a).

One of the main challenges ATM faces is to build one organisation frormitially very different
entities.Before the establishment ofettATM, the Customs and the Domestic Tax Directorates had
different approaches to human resource management. For instance, custosnsvegfit through
paramilitary training. Customs also had a higher degree of autonamyh& domestic tax directorate
with respect to staffing. Capacity building and trainwfgstaff, both at the managerial and the
operational levels, is considered by the top management as essebétibtbarmonise the work of
the Customs and Domestic Tax Directorates and to builditaryirculture within ATM. Building
research capacity within ATM is seen as an important element to bettén@liga work of the two
directorates and to strengthening strategic planning.

3.4 Tanzania Revenue Authority (TRA)
Mission statement of TanzariRevenue Authority:

To be an effective and efficient Tax administration, which promotes Voluntary
tax compliance byroviding high quality Customer service with fairness and
Integrity through competent and motivated staff (TRA, 2010c).

3.4.1 Background

Tanzania Revenue Authorityas established in 1995 and became operative in 1996. The TRA’S main
functions are to administer, assess, collect and account for all revenues dutamzdeia's tax laws,
and to advise the Government both on changes to thaseaind fiscal policy in general.

TRA is organised under the general supervision of the Minister of FifaiR"E 2006) The President
appoints the chief executive of the TRA with advice from theaice Minister. This way of
appointing the Commissioner General is meant to secure that the TRA can figepeniently of the
political sphere (Fjeldstad 2003:165 cited in von Soest, 2008:13-14).

3.4.2 Organisational structure
The TRA consists of a Board and four revenue departmeigisré 14

e Tax Investigation Department
e Large Taxpayers Department (LTD)
o Domestic Revenue Department (DRD)

e Customs and Excise Department.
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The President appoints the Commissioner General of the TRA, who is @lsbi¢h executive. The
Deputy CommissioerGeneral is under the supervision of the Commissi@eneral and is
responsible for the dap-day management of the business and affairs of TRA.

The Minister of Finance is entitled to give directives to the Bohaditethe performance and function,
and the Board is obliged to comply. TRA's Board of Directors consists of terbarspmincluding the
Secretary to the Board. The Chair is appointed by the President on the recotiimexidbe Minister
of Finance. There are five -@fficio members: PermanenSecretary of Finance, the Union
Government; the Principal Secretary of Finance, the Zanzibar Goverrtheftrincipal Secretary of
the Planning and Privatization Commission; the Governor of the Bank of fiianaad the
Commissioner General of TRA. In addition, the Minister of Finance appointsdimer Board
members on the basis of their relevant experience and qualifications. Siné¥Atheas established in
1996, several economists from academic institutions have been members afatide & d also
chairpersoné.Currently one Member of Parliament is member of the TRA Board (see Chjpidre
tenure of office for the members is three years andemasfficio members can be 4&ppointed only
once. The Board of Directors is required, according to fé Act, to meet at least once every month
to review the main aspects of the operations and performance of the revenuigyaatitto provide
required advice and guidance about changes in direction and practical iSsuglgemientation.

The Tax Investigtion Department started out as a Tax Audit and Investigatoh896, but after the
Large Taxpayer Department was established the core activity was limitechtereati fraud and other
forms of fiscal evasion. The Large Taxpayers Department (LTD) was establishe@@snaasteform
for integration of domestic tax operations and taxpayer segmentétiermain aim of the LTD has
been “to provide consistent and quality service to large taxpayers, to sa@mea,eto improve audit
programs, to improve collections and management of tax debts, and also to actlasomuities for
testing new processes, procedures, structures and sy$idrAs2010b).

The Domestic Revenue Department (DRD) became operational from 2005afteegrationof the
formerValue Added Tax (VAT Departmentindthe Income Tax Departments. Its tasks are similar to
the LTD except that it has a broader target group for taxation.Gustoms and Excise Department
has existed in various forms since 1977 when it was under manageiéme East African
Community. When the TRA was established in 1996, the Customs Department becategratet
part of the revenue authority. The department collects import dakesesand VAT on imports, and
Fuel Levy(TRA 2010a).

Each of TRA's rgenue functions (i.e. domestic revenue, large taxpayers, customs and excise and tax
investigations) are headed by a Commissioner. Its support functionsdinéaidit, legal services,
taxpayer services and education, ICT, finance and human resourcebranistaation) are headed by
Directors.

TRA has a presence in all the 23 administrative regions of Tanzania maaamid in Zanzibar (foB
2010b). The tax revenue collected is compared with the target and published onlinegioer re
annually. TRA also hasa tax training centre, the Institute of Tax Administration (ITA), whitters
both short and long term courses. ITA operates as a semi-autonomous cost centre.

8 The current chairperson is Senior lecturer and Head of the Department of Fibanessity of Dar es
Salaam. The first chair of the Board (1998 was Executive Dirg¢or of the African Economic Research
Consortium, and is currently serving as Governor of the Bank of Tanzania.
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Figure 14: Simplified organisational structure of Tanzania Revenue Athority
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Source: Figure developed by the authors based on information from the TRA webpage and ITD (2011)

3.4.3 Human resources

In 2010, TRA employed 3727 staff of whom were 1776 (48%) in the Customs and Excise Department.
The number of tax staff available for every 1,000 persons is 0.087. This ‘tax staff ptipopatio’

is higher than the SuBaharan (SSA) average of 0.037, berty low compared to the World average

of 0.82 (AfDB 2010b).

In contrast to many other revenue authorities in the Redioard and executive management
positions in the TRA have been filled with Tanzanians since its establisiPeesbns recognized for
their integrity and past performance have been appointed as Chairperson Bbatee and
Commissioner General. With fewkeeptions, the executive managemens been recruited from
outside the system, predominantly from jobs in stateed enterprises.

To strengthen the integrity of the staff in the tax administration jarnchange of personnel was
carried out at the introduction of the TRA in 1996 (Fjeldstad 2003). All employees readgply for
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their jobs, and almost 1200 earlier staff members were let go in the prAbess one third was not
reemployed due to earlier misconduct. TRA follows a private business noodetifig, and thus the
job security is weaker than in the traditional public services.

Initially the salaries were highly competitive to both private and pubtitos jobs and weljualified
professionals were attracted. Howewhis has not been susted due to inflation, limited funding
and demand from other public sector agencies for wage increases. In recent yearBasTRA
implemented the recommendations of independent salary surveys undant2ké4/05 and 2007/08
(TRA 2008).

3.4.4 Funding

Annud TRA operations are financed via the general government butigetigh the annual
Parliamentary budget appropriation procd$RA prepares a budget based upon its annual action plan
and on revenue targets that are negotiated with the Ministry of Finseedl@nn 2004:20). Since the
revenue target constitutes an annually moving target, it does not peosdaliel base from which TRA
can carry out mulyear planning of its operations. In FY BJ09, for instance, the budget allocated
constituted about 2.8%f the revenue collections (net of VAT refunds). Thimount, however,
merely covered current expenditures and was insufficient to cover infrastusbitware, hardware,
training needs etclhus, nost of the norcurrent expenditures are funded by external donor sources
through the Tax Modernisation Program(ié1P).

The TMP is a basket funding arrangement signed in 2006 and supported by the Whk|dBaida,
DFID, and the Government of Tanzanide objectives ofthe TMP were aligned to the TRA second
Corporate Plan (2003/04 — 2007/08) strategic goals and focused on:

(i)  Toincrease revenue collection in a cost effective.way

(i)  Tointegrate TRA operations
(i)  To provide high quality and responsive customer service

(iv)  To promote tax compliance through a fair, eaji¢ and transparent application of tax
laws

(v)  Toimprove staff competence, motivation, integrity and accountability
The common basket approach has helped to facilitating donor coordination assviseling more
responsive to TRA demands. Donor support is expected to continue through thetbind-eotporate
planning period2008/09 — 201/A23). Since a continuation of the external donor support is not likely

to be continued at current levels after 20it is essential to secure TRA with relialfilending from
domestic resources.

3.4.5. Taxpayers

The TRA is divided into departments, as discussed in 3.4.2, accoodoategaies of taxpayes with
the distinction between domestic revenue, large taxpayers and customs argl excise
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Table 9: Registered taxpayers in Tanzania (2002008)

Total 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 9% increase
number (2002/03 to

2007/08)
TIN 190 000 259 794 318 033 288 680 334724 398 080 110%
VAT 13634 15320 8 010 6 154 7 342 9 036 -34%

Source: African Development Bank (AfDB 2010b, Table C13)

Table 9 shows that the number of taxpayers registered in the Taxpayer Ideptifi&tstem (TIN)
went up from 190000 in 2002 to almost 400000008 —an increase of abodtl0%.VAT registered
taxpayers on the other hand, decreased in the period from 13634 in 2002 to 9036 due2@®&n
increase in the threshold for VAfEgistration from TZS 20m (approx. USD 13,400) to TZS 40m with
effect from dily 2004.

In order to expand the tax base and optimise tax revenue collection, TRA bdsdatt the Block
Management System (BMS). The objectives of the BMS are (a) to promote compianecgskering

all eligible small and medium scale enterprises within a particular business;, se geographical
area, and (b) to gather relevant tax information on the level of econdtinitiexcto fight tax evasion
(TRA 2011b). The BMS has simplified the registration of traders, and has brouglier®and non
payers into the tax net through closer monitoring and collaboraitbriagal government authorities.
Thus, it is expected to widen the tax base B®e9: The Block Management System of the Tanzania
Revenue Authority).

Box 9: The Block Management System of the Tanzania Revenue Authority

The Block Management System (BMS) consists of areas of trading concentrations thegaed
up in small territories/segments, defined on the basis of geographicahimisachtive set up, or a
combination of a few streets to form a block. Each Block is mandatexgberate all the ta
functions of registering, assessing, collecting and accounting for reveiertenhl Each Block is
allocated staff to carry out those functions, subject to rotation aftertain length of stay in orje
Block. To measure performance, each Block is allocated targets, incligliague collectior
targets, measured against set time frames and benchmarks. To enable smaothniginetch
Block has a leader who is answerable to an Assistant Manager and assisted by a nu
subordinates.

The advantages of BMS are evidenhe system is highly potent for widening the tax base
capturing new taxpayers and evaders. However, a survey of theahfgector conducted by TRA
and the National Bureau of Statistics in 2010 found that the BMS has yetftdiybadopted a
evidenced by the absence of records for registered presumptives tiddeeover, tax officers ar
not stationed to the Block asettoperational system originally assumed due to scarce h
resources. According to TRA’s own assessment, this shows the importance of simngathér
TRA tax administration regimes by better linking human resource developmérth@ use o
manpower athte operational levels.

Source: Tanzania Revenue Authority (2011b)

In November 2010400 large taxpayers were registered (0.08% of total taxpayers) whereaerd8
dormant. The large taxpayers contribute about 70% of total domestic revenatar@lanTanzania.
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3.4.6 Information collection and processing

The Information and Communication Technology Department (ICTD) has the risltynfor all

ICT activities in the TRATRA 2010e) The revenue departments are supported by ICT systems with
the mostcentralbeing the Integrated Tax Administration System (ITAX) with Taxpayer |tieation
System (TIN), Computerized Motor Vehicle Registration Sysl€eMVRS), Customs Administration
System (ASYCUDA++) and preparations for the Computerized ¥iveicene System (CDLS)
(TRA 2010e).

Other support systems for the TRA departments are Integrated Findeslgement System
(EPICOR), Integrated Payroll, Human Resources System (PEODESY), Té&8aging System (e
Mail) and other legacy applicatioERA, 2010e).

Box 10 below summarises TRA’s responsibilities with information gatheridgntification of
taxpayes and sharing of information, according to the lavaxpayer identification numbers is
registered so that the public adminitsa and management of the laws may exchange information
and documents about taxpayers for the purpose of following the law. Foplexahe Taxpayer
Identification System (TIN) is also used by a range of other public institigimisas the Ministry of
Industry and Commerce, Ministry of Energy and Minerals and the Registrantof vehiclegTRA
20114.

Box 10: Taxpayer identification and exchange of information Act No.9 of 2000

1) The Authority shall, after consultation with the Minister by Notice phblisin the Gazette
provide for the establishment, maintenance and application of a system for thei@anve
and effectual identification of taxpayers for the purposes of codedirmministration of
the revenue laws of the Unit&epublic.

2) Notwithstanding subsection (1), the taxpayer identification number eegisin accordance
with the provisions of part Il of the Income Tax Act, shall apply in refatiothe
administration and management of the laws set out in the First Sehedhis Act or any
other written law administrable under the Act.

3) Without prejudice to the provisions of subsection (1), it shall be lawfulfficecs in the
revenue departments to exchange or furnish each other with informatioruaratds
concerning any taxpayer and for the purposes of the discharge of functions unéet. thig

Source: The Tanzania Revenue Authority Act (URT 2006:6).

3.4.7 Achievements and challenges

Since its establishment, TRA has undergone three phases of reforms centrifl)y iostitution
building; (2) improving services delivery; and (3) deepening thbogity's specialisation (AfDB
2010b). Under phase 1, besides increased levels of revenue collection, &t the following
results: (a) the Board of Directors and Management Team were appointed; (l3yetaspntification
number (TIN) system was established; (c) ASYCUDA++ system was implemed)ethe( Large
Taxpayers’ Department (LTD) was established in 2001; and (e) the tax appeais st unified.
Phase 2 reformsontributed to the following key results: (a) increased revenudectohs; (b) a
growth in the large taxpayer population to about;40psystems improvements; and (d) electronic tax
payments and refunds.

The implementation of phase 3 reforms is siillgoing (ibid.). Some of the main achievements so far
include the: (a) institutionalisation of risk management tax based operafly attainment of the
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International Standards Organisation 9001:2000 certification in October 2008p(ejrientation o&
compliant traders scheme for importers; (d) opening of seven Tax Centraseés Balaarto register
taxpayers, assess and examine returns and collect revenue; and (e) compdesiecoofd time release
study in 2009/10.

The Tanzania Revenue Authorttas received the African Association for Public Administration and
Management AAPAM Award frorthe United Nations Public Administration Network (UNPAN) for
its reform and modernization efforts. Using the OECD’s PrinciplesanfdGlax Administration as a
benchmark the following achievements of the TRA can be highlighted:

a) Revenue collectiomcreased 555.6% measured in nominal USD dutiedirst 12 years of
TRA's operations.

b) Almost all the money transactio(tax payments and VAT-refunds) are handled through the
banking system.

c) Tax lawsare updated, harmonised, consolidated and simplified. The new Income Tiax Act
2004 and East Africa Community Customs Management Act 2005 were adapted.

a. Integration of TRAoperations with a focus on integration of VAT and income tax
operations has been achieved by creating #daeinistration ofdrgetaxpayersinder
the Large Taxpayers DepartméhT D) and administration ofrsall andmedium
taxpayersinder the Domestic Revenue Department (DRIi}hin the LTD training
has been emphasised to strengthen the auditing skills and understanding of the law.

d) Implementation of the ICT strategy

a. Integrated Tax Administration Systéhax) and the TIN for identification of
taxpayers

b. Tanzania Interbank Settlement System (TIBS$. has modernised the payment
system in the country based on electronic transfers and made way for a new
arrangement of tax collection through banks. TRA has been able to reduceoopérati
costs, security and efficiency due to the new system.

c. Central Motor Vehicle Registration Systestablished in 2003 and is operating in 19
centres to improve control of vehicles and reducing the number of fraudulent
registrations and substandard documents.

e) Customs modernisation

a. ASYCUDA++ — software to better moniteustoms

b. Destination Inspection Scheme Implementation (DI&) identify risk and inspect
goods upon arrival.

f) TRA Employees and Management Controls — with result based training and ampitioorr

g) Reform of the tax refund systdmas improved dialoguesbveen TRA and major stakeholders
through the TaxpayefSharterand the annual Taxpayers’ Day

h) Establishment of th8takeholders érum(see section 4.3.1)

i) Quality Management Systeathe TRA departments are becoming Standard 9001:2000 ISO
certified, with LTD as the pilot in 2006.

As a general conclusion TRA has achieved well both measured against good piactiaes
administration and measured against internal performance criteria. Y&tstilRfaces a number of
constraints, including (i) limitecudit capacity inspecialisedsectorssuch as extractive industries,
finance and banking, telecommunications and tour{@npoor integration of ICIsystems between
various government bodie§iji) staff integrityis a challenge, especially at the operatidezels (see
section 4.3.4)and (iv) suboptimal communicationand exchange of informatiofdata mining, data
analysis and investigation techniqué®th within TRA andwith other public agencies such as the
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ministry responsible for mining, th€anzaniaMining Audit Agency(see section 2.4)4and local
government authorities. For instancecdl government authorities (LGAS) levy a large number of
taxes, fees, licenses and charges. The coordination between TRA and h@#ding sharing of
information,is a challenge (FIAS 2006). Taxpayers have to deal with a system many findtdifficu
understand. Since 2008, several initiatives to improve the working relaitwedn the TRA and
local government authorities have been initiated. These includeralde training of LGA staff at
the Institute of Tax Administration. Further, on a pilot basis TRA collpatperty tax on behalf of
municipalities in Dar es Salaam

3.5 Zambia Revenue Authority (ZRA)
Mission statement of Zambia Revenue Authority:

“To maximise and sustain revenue collections through the integrated, efficient,
cost effective and transparent systems, professionally managed to meet
expectations of all stakeholders” (ZRA, 2010b)

3.5.1 Background

ZRA was established in April 1994, and is, shone of the oldest integrated revenue authorities in
Africa. Theauthority functions as a corporate body with the responsibility to collect rewwenbehalf
of the government (ZRA 2010b).

3.5.2 Organisational structure

ZRA consists of a Board and two divisions with tax collection as core.fotiese are the Domestic
RevenueDivision in charge of the varus taxpayer officesand the Customs Divisiofrigure 15):

e Customs Division
e Domestic Revenue Division
0 Large Taxpayer Offic€LTO)
=  Mining Tax Unit
= Mega projects

o Small and Medium Taxpayer Office.

All taxes imposed on large taxpayers are handled from one ofiitén the Domestic Revenue
Division, which has thorough knowledge of the industry and business ofrgeetéxpaye Thus, the

service level is improved and the relationship between the revenue authaditthe corporate
taxpayers enhanced. To qualify as a large taxpayer in Zambia the client has toneneéttioe
following criteria: i) have a turnover of ZMK 20 billion (approx. USD 4,159,910) andeghig\wbe a
specialised industry or business operating in mining, financensurdnce sectors; or iii) be a
multinational companyAccording to senior ZRAstaff interviewed dter the establishment of the

LTO, ZRA has &perienced an increase in the level of voluntary disclosures by taxpayd¢ax on
underpaymentseduced enforcement costs for the revenue authorities and reduced compliance costs
for taxpayers.

The Mining Tax Unit (MTU) within the Large Taxpayer Office (LTO) of ZR&as establishechi
2008, with an initial establishment of 12 officers drawn from within the LTO. Taation of the
MTU reflects the need for special focus on effective ways to improve arghgectax compliance and
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revenue collection from theining sector, and is an important step in the processimihg tax
reform.

Figure 15: Simplified organisational chart ofthe Zambia Revenue Authority
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The President appoints the Commissioner General of the ZRA, who serves asthexetitive.

With the approval of th&oard the Commissionéseneral decides therganisational structure of
revenue authority. The Commissior@@eneral reports directly to the Board and not to the Ministry
Finance andNationalPlanning.The Board is responsible to appoint the Secretary and other necessary
staff. The Secretary is m@ensible for the dayo-day affairs of the Board and is supervised by the
CommissioneGeneralRepublic of Zambia 1993).

The Board consists of:

e The Secretary to thEreasury
e The Permanerfiecretary in the Ministry responsible for legal affairs.

e The Gowernor of the Bank of Zambia.
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o Arepresentative of the Law Association of Zambia.

e One representative from each of the Zambia Confederation of Chambers of Ceranekr
Industry; the Zambia Institute of Certified Accountants; and The Banksesichation of
Zambia.

¢ Two members appointed by the Minister of Finance.

The members have to be nominated by their respective organisationsdridahce Minister will
formally appoint them to the Board. The members of the board areesefecithree years with the
possibility to be reappointed for three more years when the first period is over. The Finance Ministe
may give general directives to the Governing Board, but only ZRA have trer pmgive effect to the
directives(Republic of Zambia 1993).

The Central Imestigation Unit deals with serious cases of tax evasion and is working [@scat sunit
for the three main divisions in the ZRA (von Soest 2007).

3.5.3 Human resources

The staff from the former tax administration within the Ministry of Finaaroceé Natonal Plannindhad

to reapply for their jobs when ZRA was establisied994. The new positions were well paid and
attractive, although job security was weaker than in traditiomilsgrvice positions. ZRA introduced
a minimum qualification policy whicrequires that all staff from the midvel and up to have at least
a diploma or a degree from a university. Currently, ZRA has about 1380 staff mexiisbiem about
450 (33%) in the Customs Divisioithe number of staff available for every 1000 citizen§.099,
which is higher than the average of 0.037 for-Sabaran Africa, but lower than the World average of
0.82.

Initially, only foreigners were recruited to the top four positiondRA, on the assumption that these
were less likely to be comprosad by national politics and pressure from local networks rdfloem
project was evaluated to be a success by observers, especially against paggale and the ability
to sanction corruption strictly. In 2003, a Zambian, who had served as Deputygi€oner General,
took over as Commissioner General. The first period was also seen as successifpdimgitocal
staff for the management positiofy®n Soest, 2008:28)

ZRA's staff remuneratiorirom the start wasignificantly higher than the civBervice pay scalin
Zambig including the Ministry of Finance (Hill 2004:144). From the outset in 1994, the ZRA paid it
employees on average twlaree times higher salary than in the formeradministration. In addition,
staff receives substantial @Vances and other benefits. Today, the difference between thestaRA
remuneration and the norm has increased even further (von Soest 2006:108)taRce jires young
graduate in the Tax Policy Unit of the Ministry of Finance and Natioralrithg earnZMK 890,000

per month (in 2004rices) while his or her counterpart in the ZRA’s Executive Support Un#ids p
aroundZMK 7,000,000 per month, i.e. eight times higher (ibid).

However, in several cases the real value of the tax offisataries have beeeroded over time by
inflation and/or by reduction of additional benefits. It appears thaiften is difficult for the
Government to maintain theelatively generous remuneration packages for the tax administration
amidst an often unfavourable budget situation and increasing pressoreotiner segments of the
public sector for pay increases in accordance with those paid to thaffigers. ZRAstaff also
complains that their employment conditions have worsened in recent yease, He 2003 tax
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officers in the ZRA for the first time went on a-glow in order to pressurise for pay advances,
overtime benefits, housirgjlowancesand study loans (von Soest 2006:1?)9).

This erosion of salary differentials is likely to contribute to erstdéf motivation It is therefore likely

that the initial wage reform might have hadly limited lasting impact®n staff motivation and
integrity. But, irrespective of the wage rates, ZRA remains an attractive hvoekpas reflected in
relatively low staff turnoverHowever, those turnover losses are often concentrated in key areas and
can have a major operational impact on tax administration, for instancerauthik lawyers and T

staff, who are attracted to the private sector. Such movements mayreé ¢@mve someositive
aspects. For instance, one might expect that these former revenue officleFbevable to assist the
private sector to improve tax compliance. However, one should eisowledge a possible negative
aspect; the former taafficers have intima knowledge of the tax administration, of loopholes and
other weaknesses for tax evasion, which can be exploited.

3.5.4 Funding

According to the ZRA Act, funding of ZRA may come from the Parliamenutirdahe annual budget
appropriation processr in theform of grants or donations (Republic of Zambia 1993). In82€e
costs ofrunning ZRAaccounted for 3% of the total public expenditures, down from 2.7% in 2006
(AEO 2010b) The administrative costs of tax collection has representéd 8f the totatax revenues
collected, while the initial target agreed by the Government of Zambia aidvizis 1.9%.

3.5.5. Taxpayers

As in Tanzania and Mozambique, the largest share of tax revenues in Zamledrdenia very small
segmenbf taxpayers. According tiiloeden et a(2006:38),less than 5 % dhe registered taxpayers
contribute to more than 70 % of the total tax revenues, followed by another segrmeonshituts 5-

25 % ofthe registered taxpayers amweho contribute 1625% A large segment afmall &xpayers
makes up 7090% of the registerethxpayingpopulation but only contribute 610 % of total tax
revenuesln 2005, for instance, 8 % of the 454 registered VAT taxpayers accounted for 79 %hef all
VAT revenue collected that yearPayasyou-ean (PAYE) increased from 19% to 31% between
1995 and 2005. One explanation cantlg there has been a reduction indhbeincome from the
mining sector and from the company income tax overall, and thdidbkiscreasd the tax burden of
the personal ioome tax(ZRA 2010c) Geographically Lusaka and the Copperlzet contributing
mostdirecttax and VATrevenues compared to the other regions in the country (Kloeden et al 2006).

Informal sector compliance has been facilitated by trade organisagoasinions’ membership
registrations. Such organisations have an incentive for a large membership dndiyed(e to
membership fees) and thus work to recruit-negistered taxpayers. ZRA has MoUs with parts of the
agricultural sector to collect tax on b#taf the tax administration. Further, ZRA collects presumptive
income tax on transporters (owners of niinses) which are collected by contracted agents.

3.5.6 Information collection and processing

Computerisation of the ZRA has been a priority, andesip000 the customs clearance process got
computerised, and VAT processing is streamlined with the ‘Integrated diainfstration System’.

° The Uganda Revenue Authority provides another illustrative exaBpteieen 1991 and 1998 nominal wages
remained unchanged. In 1991, the URAffsbn average received salarie® 8mes higher than salaries for
corresponding positions in the civil service. This factor had shrunk toter fat 45 in 2000. Furthermore,
compared to the salaries in other autonomous authorities in Uganda, fglexhenWildlife Authority and the
Human Rights Commission, the URA paid less (see Fjeldstad 2006).
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The coordination of data is expected to be favourable to detect tax epasmioBoest, 2007)The
ASYCUDA++ programme is used as the electronic customs management system, similar to the
system used in Tanzania (www.asycuda.org).

Information and serviceto taxpayers are done through an Advice Centre opened in Z8&0has
been well received by taxpayecsnsideringthe high number of contacts to taxpayef@axpayer
information is also provided throughe ZRA homepage, radio adverts and leafd® Soest, 2007).

With the creation of ZRA the number of auditors increased considerably. Qlosesision of large
compaies is a priority. There are two Flexible A®muggling Teams (FAST) created to catch
smugglers and serve as a visible warning to those who maydeorsnuggling. The Central
Investigation Unit (ClU)supportsthe investigative units in the three tax digns in ZRA. CIU
covers the more serious cases of tax evasion (von Soest ZB08} Integrity Committee has the
mandate to promote transparency, arrange trainings, monitor as well asnggogdnsidering and
addressing complaints (ZRAIC, 2010).

3.5.7 Achievements and challenges

Achievements of ZRA are documented in the literature and in discussions withadtiks They
include

a) Zambia was highlighted as thmest reformerby Doing Businesdn 2009 because of tax
reforms. The Income Tax Act and Mal Added Tax Act were introduced to strengthen the
effectiveness of the tax administration and to remove ambiguities in theHaxtlsermorgthe
withholding tax on savings and deposit accounts was reduced 2s8mto 15% (Doing
Business 2009 Tax reforns have been geared towards expanding the tax base, removing tax
exemptions and giving tax relief to the kimcome earners and the disabled (AEO 2010b

b) During 2008-2009ZRA and the Bank of Zambia agreed to collaborate on a project to create a
technologysolution to eliminate manual processing of tax payments and improve service
delivery particularly at border poingBank of Zambia 2008-2009).

c) The African Economic Outlook (AEO 2010b&dnsiders ZRA as a success story in combating
tax evasion. Tax educati@ampaigns have created awareness and increased )gplastary
compliance. To link company registration to the ZRA is another improvemert) \Wwhs
made the identification of tax liable entities easier.

d) According to von Soest (2008 2@ne of ZRA’'shiggest achievements has been the hiring
strategy that has reduced some of the political pressure on mid addvabstaff, for
instance by introducing formal requirements for higher education faaélls midievel and
over.

Between 2006 and 200Re Millennium Challenge CorporatioMCC) observed a range of specific
achievements relating to ZRA aswrruption work and efficiency in administration for business and
investment as quoted below (Weiser and Balasundaram 2009:2)

e Significantly reduced processing time for business registration andr¥gigtration.

e Perceptions regarding demands for informal payments at Patents and CorReagis&stion
Officeshaveimproved,but data foZRA was inconclusive

e Improved access to business registration services for companies outsidekaf Lus
(specifically in the Copper Belt and Southern Province).

o Increased efficiency of bond repayment for transhipment of goods through ttedizatidn
of ASYCUDA.

47



CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

e Piloting of a riskbased Accredited Customs Client Progifaitowing theWorld Customs
Organization guidelines, which has reduced processing time at the fmyrderolled clients.

As for ATM and TRA, taxation of small taxpayers in Zambia is a challenge andesquibstantial
resources. However, tHeommissoner General of ZRA argues that it is importdotfacilitate that
people start pagyg taxes even though the system is not optimal from the beginfirgproces#self
educates the taxpayer (for instance on how to register income and expenses) and elatteship
between the taxpayer and the tax administration.

Taxing multinational companies, particularly extractive industriesa major challenge. This is
reflectedby transfer pricing, thin capitalisation, hedging transactions,-grwap servies and treaty
shopping. In order to deal with gechallenges, the legislation has been strengthened. ZRA has also
organised capacity building of staff through training and workshdpseover,ZRA hasdeveloped
Transfer Pricing Practice note and cagpes with other tax jurisdictionsHowever, specialised
auditing expertise is in short suppim ZRA. There is also scarcity of researchpacityin the tax
administration to assist in identifying key challenges and to providingyp@ltmmmendations.

3.6 Autonomy and its challenges

A number of autonomgnhancing elements form a key part of the reforms of the tax administrations
in Mozambique, Tanzania and Zambia, including legislated standing, oversight thrdaogindaof
directors with broad representation, and personnel systems independentivf fsgvice. The logic

is that these autonomgnhancing elements offer revenue authorities the freedom to manage their staff
to increase financial efficiency by controlling their budgets, and prawe peformance by limiting

the possibilities of political interference. However, tegenue authoritieare less autonomous than
Central Banks, though more autonomous than the normal civil service,ticulgarwith respect to
human resources management. Thhusy are often referred to as sesmionomous.

The RA-model has the great merit of facilitating the degree of managerial autahamnmany tax
administrations neetf However, the ways in which tiRAs have been introduced and promoted in
some countriesdve led to problems which should have been foreseen. Above all, fascinatiomewith t
potential of a single new ‘supagency’ has distracted attention from the fact that, in tax raising as
elsewhere in the public sector, good organisational performate® @épends on the nature of the
relationships among agencids. particular (Fjeldstad and Moore 2009):

(i)  Tax administrations need to cooperate with the Ministry of Finance,iabpever tax and
budgetary policy. If a revenue authorisyestablished iways that stimulate rivalry and
jealousy with the Ministry of Finance, cooperation might be severely jdispat’

(i) If RAs are not to be abused by powerful Presidents, and used as a private sowaeefr
an instrument to intimidate political oppongrthen their high status and managerial
autonomy needs to be offset by pluralistic governance arrangements.aPalitetmomy, in
the positive sense of the term, is likely to be maximised to the extentahatR@ has a
guaranteed budget that cannot be changed by the government in power; (tsits sta
responsibilities and powers are enshrined in law and can be protected thropglicthand
the courts; (c) appointments to the supervisory board are made by a varietiicohgebts
(e.g. different ministries) and natate agents (e.g. business or lawyers associations); (d)

19Not least because they are ofwmpetingfor staff with private lawyers and tax advisers. If the reeenu
authority is unable to provide levels of remwatem and job satisfaction to attract high quality staff, it can easily
find itself outwitted by the private sector.

" Therkildsen (2004) argues that the Uganda Revenue Authority became aféargeslry, jealousy and
political interference, especialtyer personnel matters, becausefieredwell-paid jobs and considerable rent
seeking opportunities.

48



CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

appointments to the supervisory board are of long-term and fixed duration) amah@gerial
and operational staff are answerable only to the supervisory boarel¢ita2004).

(i)  As organisation theorists have long argued, sustainable organisatiamedraytcannot be
granted, but has to be continually earned by proving valuable to the poétycale. It is
always under threat. The organisation has continually to demortbiatalue of its
autonomy to those who could terminate it.

One can understand why autonomous agencies were introduced. In environments ckdrasteris
large scale corruption and politicisation of the taxation process, radstaltional reform is ver
appealing. Three potential problems with the creation of felevant for Mozambique, Tanzania and
Zambiashould, however, be noted (Fjeldstad and Moore 2009):

a) First, because contemporary tax collection always involves some exercise ofalistheti
creation of a powerful, autonomous RA not subject to adequate external constualehts ¢
expose the taxpayer to extortion. The tax relationship will only workifntek taxpayer has
some kind of protection against extortion, notably substantive taxpagéts. However,
pressure to meet unrealistic revenue targets set by the Ministry of Finanderams have led
RAs to using a combination of tighter squeeze on registered taxpayersatidrgovhich has
sometimes contributed to undermining the reputation and credibility of taeueauthority
in the eyes of the public (Fjeldstad 2003, 2006; von Soest 2006).

b) Second, if the autonomy of the RA from the Ministry of Finance is estatdlisfmnditions
that create itfeeling between the two, or provide few incentives to cooperation, thendax a
budgetary policy may be compromised.

c) A third problem is embedded in the application of the conceptitninomyto an organisation
that handles large sums of money. Managerial autonomy - to run a tax agency o dagay
basis in ways that make sense from a perspective of its special functémms very sensible.
The problems lie at the level of political control. The top managers ofagtncy cannot be
left free to dispose of its income as they wi3lney should be responsible to someone or,
preferably, to some institution. The problem with RAs in some countribatighie label
autonomyhas in practice disguised the fact that they have been answerable to onlysone pe
often the President.

3.7 Concluding remarks

This chapter has examined main features oftélxeadministrations in Mozambique, Tanzania and
Zambig including organisational structures, achievements and challefbes.establishment of
revenue authorities has led to substantial improvements ofatheadministrations in the three
countries. Better integration of tax departmentsth a focus on integration of VAT and income tax
operations has been achieved by the creation of the Large Taxpayers Offagsus approaches to
taxing small enterprises, includinmpformal sectoroperatorshave beenmplemented in all the three
countries. Generally, the effectiveness of Customs in the caseieshagimproved through the use
of modern technology and specialised software for betteitanimy, including destination inspection
schemes to identify riskand inspect goods upon arrival. In Mozambique, the dindg that there is

a need fortechnical assistance to better integrate and harmonise the work of Custbnisean
Domestic Tax Depément.

As part of modernisation, IG3ystems are being implemented in the three revenue authorities with the
aim to reducing operational costs, and improve security and efficiency. lmfianthis has made
way for a new arrangement of tax collection through banks. In Zambia, theti&&gy includes
collaboration between ZRA and the Bank of Zambia aiming to eliminate mprmua#ssing of tax
payments and improving service delivery particularly at border poirts. implementation and
effective use ofCT, howeverjs a longterm procesthatrequires patience and substantial human and
financial resources.
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Although the staff compensation system of the revenue authorities is delinkedhabrof the
ordinary civil service, the management of fR&s ackrowledges the challenge to recruit, retain and
motivate high level professionals. In particular, the recruitment, develupmnd retention of
specialists in areas such as ICT, accounting and finance, audit and legal issuesyavbidfcal for
the effective implementation and maintenance of the revenue regime, remain agehdlters, fothe
three revenue authorities the need for further technical assistance is relateddevelopment of
expertise within areas such as specialised audit functionargd taxpayers in growing sectors,
includingextractive industries, telecommunications, the banking and finance sectbtsuasm.
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4. The political economy of tax policy and revenue
collection

4.1 Introduction

This chapter examines the politicaldainstitutional dimensions of tax policy and its administration in
Mozambique, Tanzania and Zambia. There is a strong argument that substaetiahigce ‘dividend’

can be gained from mobilizing domestic financial resources througlaxheystem (Brautigam et al
2008). A ‘virtuous circle’ may be generated whereby the generation eflgoent tax revenues leads
to improved service provision, which in turn increases citizens’ wilkisg to pay their taxes. Seen in
this light, taxation is not just an adnstriative task for citizens and governments. It is also about
politics and power the way that authority is exercised in a country through its formal andnafor
institutions (Moore 2004).

The chapter is organized as follows: Section 4.2 examines the political &dubiynof the revenue
administrations in Mozambique, Tanzania and Zambia, including the ngorklations between the
tax administration and the Ministry of Finance in tax policyrfolation. The relations between the
revenue administratiomnd other parts of the public sectare also examinedparticularly local
government authorities, which is the government body that interacts mmpserity with taxpayers
countrywide. Section 4.3 examines taxpatger administration relations, and tdhat extent a social
fiscal contract between the private sector and governmengisisked. Do citizens have a ‘voice’ in
tax policy formulation? What mechanisms are in place for pybli@te dialogue on taxation?
Thereafter, section 4.4 synthesizes experiences from the casgasowith respecto efforts by civil
society organisations to encourage broader citizen engagement arourmhtaxati

4.2 The politics of tax policy

It should be recognised that tax administrative reforms are ofterytpghitical processes that will
inevitably pose a threat to important domestic stakeholders (@ad#rellechio 1997). They take time

to achieve and are often contested, high profile measures. The sucaapéfohentation of such
reforms requires political wiland support from the highest level of government. The reforms are
unlikely to succeed if the main source of energy and leadership comes frode.olte importance

of political support is expressed by a former ZRA top manager (von Soest 20@§:9

“You need a lot of sturdiness, you must be able to brief Cabinet and you need support from the
Minister. Any [revenue] authority can’t survive without political supgor

How does political support to the revenue administration materialisaatiqe, and whaessons of
broader relevance do the experiences from the case countries pnotfiderespect? Moreover, what

is the political accountability of the revenue administration, includsgelations to the Ministry of
Finance and other spheres of goveent? These issues are explored in this section, which also
examines commonalties and differences between the case countries.

4.2.1 Political support

A reflection of the importance of political support is the positive developmehedilozambique Tax
Authority (ATM). From the outset the ATM has been able to courthersupport of the Presideoit
the Republic. This support has facilitated the ATM’s campaigns to change pititlides towards
paying taxes. In addition, the principle of ‘fiscal contract’ is well understoaddATM's leadership.
This has laid the foundation for ATM’s ongoing work to develop a taxpaying culturel bass
participation and citizenship.
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On the other side, experiences from Zambia show that the establishment of-autegrmmous
authority with comparatively generous remuneration packages and substamgdts has not
protected it from political interference in the dayday operations. To the contrary, in some respects
it might have made the revenue authority a more attractive target becauséhtngyaoffers both
considerable rergeeking opportunities. Although President Chiluba (32@041) supported the
ZRA's autonomous operation as exemplified by the authority’s merit orientdtiere are indications
that it was dficult for the ZRA management to maintain the autonomy of operation and tonpreve
political interference. According to von Soest (2006:98), ‘[it appears d®eitthave been some
instances of preferential treatment on the one hand and tax harassritenptrer’. For instance, the
Chilubagovernment sometimes singled out ‘special cases’ which the ZRA was told taat {this
included businesses owned by ruling party politicians, which allegedly had motbieject to a tax
assessment and had neverdptax (ibid.) On the other hand, opposition politicians and former
government members were subject to frequent tax audits and harassmentefrtar guthorities
(Afronet 2002:27). However, according to von Soest (2006:98), there is § whtred percdjon

that the late President Mwanawasa's administration managed to rémsetihcidents and that the
ZRA has gained more autonomy since 2001. Experiences from the Tanzania Revenue Authority
(TRA) also show that a revenue authority can be vulneralgelitical interference, in particular with
respect to discretionary tax exemptions (Fjeldstad et al 2003). The eartursupporting this
observation can be summarised as follows:

Politics dominates over lavizegal provisions for organisational autonomy@fenue authorities have
limited importance in contexts where political elites do not respect them.

Autonomy may also contain seeds of its own destrudiemenue authorities may become attractive
targets of political interference due to comparatively favourable remunenadickages and to rent
seeking opportunities.

Success may help to protect autonomRgspect for organisational autonomy established by law
depends to some extent on the success of the tax administratiasaPslipport to the Mozaue

Tax Authority seems to have has been sustainedypsirice it has met its revenue collection targets
(andover performedluring the last two years).

Inflated expectations may help undermine autonddayiors and the Ministry of Finance, by pushing
for high revenue targets help to undermine the SARA'’s credibilityereyfes of state elites and the
public, because such targets create expectationsfteatannot be met.

4.2.2 Political accountability of the revenue authorities

Accountability and political control of the revenue authority reesl around what authority is
delegated to the revenue authority, the depth and detail of monitoring conductetiaogepd and the
Ministry of Finance (MoF), and the methods of recourse for thdeetedl by he revenue authority’s
activities, i.e. the taxpayers (Gloppand Rakner 2002). A number of arrangements are in place to
ensure that the revenue authority does what it is designatedftbete include:

e Monthly and quarterly revenue reports detailedevenue sources and regional offices, as
well as changes over time.
e Annual reports and audited accounts.

o The Commissioner Genera§ TRA and ZRAreport to the Permanent Secretary of the
Ministry of Finance, and also interacts with the PS frequently, includiefinys and
monthly statements of revenue performance. Equivalently, the PresideatAfM reports
to and interacts with the Ministry of Finance and the Council of Ministers

¢ Main stakeholders are represented in the Board of DireatdiRA and ZRA, and in the
Fiscal Council of ATM.
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None of these arrangements can, however, guarantee that the Ministry of Fiflancel@ase control
of the revenue authority, but they contribute to increase the visibiitthe tax administration’s
activities, its performance over time with respect to revenue collection, angasimle the potential
for regulation and control to be exercised more effectively. Our impre§sim the case countries is
that when it comes to accountability and attention to issues like delegaionitoring and control by
the MoF, measures are in place that to a large extent gives attention to ttese fact

ZRA should be commended for its Annual Reports, which also include information on arrupti
cases within the revenue adimsination. The Annual Reports of the ATM are filled with tables and
figures providing valuable data on many facets of revenue collectioragratiininistration (USAID
2009). TRA’s annual reports are also informative. Yet, the anrepdrits lack some typesf
indicators that would provide management with better information for nmowjtcoperational
efficiency {ndicadores de desempenhé&or instance, information that would have been relevant to
include are: Survey findings on taxpayer satisfactiumberof taxpayer service requests handled, by
function and location; Quality of information provided to taxpayers; Nuntfeieclarations
processed, by type of tax; Processing time per declaration; Processedoti refund requests;
Number of audits per audstaff and type of contributor; Average time per audit; Percent dfsaud
finalized and accepted by taxpayer without contest; Percent of challengéxi sattiied in favour of
the government; Average time for contacting taxpayers about overdue payandntstiating action;
and Average time for customs inspections.

TRA should be acknowledged for the quality and prompt regularity ofeitenue reports. The
websites of the ATMwWww.at.gov.mz), the TRA (vww.tra.go.tz) and the ZRA ww.zra.org.zmy
contain a wealth of information to taxpayers. The FRébsite also contains revenue statistics that
can be downloaded in Exespreadsheet from fiscgkar (FY) 1997/98 to FY 2008/09. Monthly tax
revenues specify details on Domestic Revenues, Customs and Excise and Large Taxpyéng, wh
yearly accounts break the numbers down to tax items such aPITI&nd VAT. The latest available
data on the TRAvebsite refer to the last quarter of the current year. Mekyén addition to the hard
copies of the reports submitted to some of the main stakehdlugtgling the development partners,
TRA'’s accountability visavis the general public is likely to énease if the reports were also be
published on TRA's website. This also applies to the other revenue authtrdteare part of this
study. Furthermore, detailed information on how the revenue authorifynided should be
incorporated in the Annual Reports and Corporate Plans. For instance, TRA's Gofplara for
2008/092012/2013 does not contain budget information for the authority (TRA, 2068y the
purpose of improving transparency and accountability it would béuhégp the next Corporatelén

or future annual reports to contain such budgetary informationthierbenefit of stakeholders,
employees and interested parties.

In Tanzania, Members of Parliament have over many years been members of theodildATBis

may add positively to the gttal accountability to the revenue administration. At present thereds
Parliamentarian in the TRA Boar@he MPs are appointed as Board members due to their personal
gualifications, and not due to their position as members of ParliaBieae TRA isinvolved in tax
policy making, this implies that the Parliament is indirectly involved in tdicyp making (see section
4.2.3).However, thegeneralparliamentary oversight of the revenue authorities in the case countries is
weak.

This observation is riounique to the revenue administration, but applies to budgetary and public
finance issues in general. According to recent studies examining the acdaynmhtions between
political and administrative power holders in kEmincome African countries, the majority of the
Members of Parliament interviewed said they felt that the budget process wamiesk than
satisfactory and that it needed to be strengthened. The extent of understdratingplex budgetary
issues, including taxation, amongst MBsoften relatively limited. This is worsened by the weak
research support, limited resources and information. According to MPgémted in Tanzania, there

is also limited transparency over how and why decisions are igleover, tax policy is givereks
attention by MPs who, in general, are more focused on the expenditure sidebatigjes: MPs are
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largely judged by voters according to their ability to ‘bring the goods home.’ Thésrab@ecessarily

imply that the Executive and the Cabinet inteachide information or to deceive Parliament, but it
reflects how little attention is given to Parliament in the pelicy-making processRecently,
however, Members of ParliamantTanzanighave become sensitive to the country’s high dependency

on aid and the excessive influence of the donors. In this regard, in the debate of the 2008/09 budget
partly in response to growing donor pressure for government to curb corruption meq@nditure,

many Parliamentarians agitated for the goal of weaning fh@énzaut of its aid dependency. In
response, the Minister of Finance pledged to accelerate growth in doressticces.

Theseexperiencesuggest that there is a neadtle case countries for greaselvisory, training and
research support to improve ttechnical capacity and basic skills of MPs in public finance and tax
policy, including how to read and understand government budgets. Priority should be given to
members of the Finance and/or Economic Affairs Committee and the Rdoiimints Committee.
There is &0 aneed to increase the time available for MPsdtiny the budget proposafurther,
more useifriendly information on tax reforms should be provided at an earlier sthtfee budget
cycle. In Zambia and Tanzania civil society organisations have takeadato build capacity in
Parliament on public finance management and budgetary processambiaZaritashas played an
important role in educating MPs on budgetary and tax isgudgding mining taxation, anBevenue
Watchhas provided training on taxation for Tanzanian Parliamentaf&aes section 4.4 anzania
Revenue Authority also conducts training seminars to the Finance, reicsrand Public Accounts
committees of the Parliament when the committee members are appointed, pvbigde an overview

of TRA operations, current challenges and expectations for support from tizeneatIThese efforts
should be encouraged and expanded.

4.2.3 Tax policy formulation

Key institutions involved in tax policy formulation are commonly paticy analysis department in

the Ministry of Finance (preparation of the budget with revenue patiegsures), and the revenue
authority’s planning and research department. Some line ministries, siande the Ministry of
Industry and the ministry respsible for energy and minerals, may also have notable influence on tax
policy formulation. In Mozambique, the Ministry of Planning plays a significale. Moreover, the

IMF and the World Bank are involved in policy debates, in particular with cespeevenue targets
(taxto-GDP-ratio), policy proposals and technical details (Fjeldstad and Moore 2009).

In Mozambique, ATM is directly involved in tax policy in collab@on with the Ministry of Finance

and the Ministry of Planning. The Analysis Departiné@abinet de Estudos) in the Ministry of
Finance is, in principle, responsible for developing tax policy, but the gittatensiderations are
taken by the Ministry of Planning. The Research, Planning andititenal Cooperation Department
of the ATM develops and submits background analysis to the MoF. Theréaftgmolicy proposals

are presented by the Ministry of Finance to the Council of MirssCM). When approved by the
CM, the proposals are submitted to the Parliament.

Revenue targets in Tanda are set on the basis of negotiations between TRA and the Ministry of
Finance and Economic Affairs (MOFEA). TRA's Department of Research and/PBIPD) prepares
revenue forecasts using the Revenue Forecasting Model based on macroeconaméteparas
agreed by the key Government agencies, which include the Planning Commtissidyreau of
Statistics and the Ministry of Finance and Economic Affairs. The revemaeakts are prepared by
type of tax. Discussions between the RPD and TRA'’s revenuetohepas on the targets are formally
carried out prior to the finalisation of the revenue targets for dspective department. This
arrangement reflects the strong role played by the tax bureaucrawy folicy formulation. It also
amplifies the moral hazard problems when the tax collection agency becamlgednin the process
where its own performance targets are set.
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The Tax Policy Unit in the Ministry of Finance and National Plannin@fMP) in Zambia was
established in 2001 and has made significamtributions to the formulation and implementation of
tax policy in each of the budgets since then, as well as the Fifth Nationabpaegit Plan (FNDP)
and rolling MTEFs since 2004. In 2002, the Tax Policy Unit and the Revenue Unit merged
(administraitvely) under the Budget Office of the Ministry, charged with the respiihg of both tax
and nonrtax revenue policy and was-named the Revenue Mobilization Unit (RMU). Yet, according
to von Soest (2007:33), the MFNP has poor capacity to evaluatimpuevperformance and
determining revenue targets on its own. Thus, with its Executive SuppdrtttuniZRA is not only
able to analysing tax policy and forecasting the revenue impacts of policy chiangatso plays a
major role in formulating tax policy. According to von Soest (2006:109), there is aimaj@iance in
the ability of the MoF and the ZRA, in favour of the latter. Further, thaively high remuneration
and better equipment of the ZRA have created resentment within the Mafiflinane. Tax officers,

on the other side, have expressed disregard for the capability of the ritasperform its
responsibilities. Thus, the relationship between the MoF and the ZRA hasooadigsibeen
characterised by some frictions. Support from DFIBttengthen the tax Policy Unit in the Ministry
of Finance and National Planning have shown mixed results, partlydgethe ZRA sometimes
recruit officers from this unit.

The rolss ATM, TRA and ZRA are playing as both tax policy formulation and tax ipgl
implementation bodies must be seen in the light of the capacityraiotstfacing both the revenue
authority and the Ministry of Finance in the case countriegoiByng forces, good working relations
between the two institutions, particularly in Mozambique and Tanzania, haveafedithe design and
implementation of significant tax reforms. However, over time measaresequired to secure an
unambiguous demarcation of the policy formulating and the policy implementesyaf the Nhistry

of Financeand the revenue administration, respectively.

4.2.4 Relations between the revenue authority and the Ministry of Finance

A strong and welplaced leadership of the revenue administration is essential for oveg-done
political and bureaucratic obstacles that often confront it. The role of thestii of Finance in
formulating and designing tax policy, and the responsibility of the revenue adatiaistto
implement this policy, must be unambiguous and mutually respected. In contrast, seeMMdni
Finance acting as the chief executive and involved irtakalay operations, is certainly not the recipe
for a strong and effective daily leadership which the revenue admimstrageds. Experiences from
other African countries, e.g. Uganda, show hoiercamanagement by the MoF will undermine the
authority and effectiveness of the revenue administration’s top manap@fjeddstad 2006).

In all the three countriebe revenue authority has provided the Ministry of Finance with fiscal policy
and management experts. As a result, at the technical level, a close wetatianship has grown
between the tax administration and the MoF. In Tanzania, for instaRée h@s been an important
source of technocrats to spearhead the consolidation of +®eenomicand fiscal reforms in the
Ministry of Finance and Economic Affairs (AfDB 2010). Yet, in all three coastra better
demarcation of management authority between the top manager refvénue administration and the
Ministry of Finance is required. For instance, providing timely and-argilied tax policy advice
should be a core responsibility of the Ministry of Finance. Although the caprddity MoF to fulfil

this function hasmprovedin recent years, in particular in Tanzania and Zambia, there ischtoe
strengthen the Ministry’s capacity for formulating tax policy andista revenue budgeting. Such
measures should aim to maintain constructive cooperation between the revemistiadion and the
Ministry of Finance. The revenue administratiorsggEsses unique datasets on taxpayers and revenue
bases, and this information is essential for improving tax policy andelégms
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4.2.5 Relations between revenue authority and other government agencies

Establishing a sound system of taxation requiresp@ration and ongoing linkages between different
parts of government, so that overall economic policy, with its tax and expenidiplieations, is
coherent and well managed. Checks and balances create demands for transparencyraabiléggcou
across geernment. Commonly, the revenue authority works with the Central Bank on mversea
investments and financial activities, while the revenue authorities in $kecoantries often have only
limited interaction with other ministries, including the ministriesponsible for managing (revenues
from) natural resourcefn Tanzania, for instancéje study team was informed thERA did not get

the required information and data from the Tanzania Mining Audit Agen@A®) which could have
helped to strengthenirthe mining tax regime (see section 2.4l4kewise, Bigsten et al (2010: 17)
report that in Zambi#he Ministry of Mines is short in resources to monitor the mines effectiValy
ministry is understaffed and has been one of the least prioritised ministteysnis of funding from

the government budgébid). In theory, the ministry responsible for mining and the revenue authority
in the case countries should have a potential for makingagstimpact on the mining industry given
their responsibilitie$or monitoring and taxing the sector. However, duénted capacity political
interventions andvested intereststeflected in poor exchange of informatiorand extensive tax
exemptions (see section 5.8)is potential is not satisfactory fulfilled.

Consultation and cooperation between the central government revenue admainisirat local
government authorities asésogenerally limited in the case countries. This also applies to compliance
enhancing initiatives such as community outreach anday@xpeducation. Firms often have to
negotiate and provide similar information on their operations to dey@rarnment bodies, imposing
high compliance costs on the private sector. Furthermore, the duplicatiatabbses implies higher
administrative csts on the public sector. For instance, in Tanzania the City Service Levl, iwlie
major local tax in urban councils, is levied as a fixed percentage otrrtie furnover (0.1% of
turnover for the bank/financial sector, and 0.3% for the othéorséc requires the same data for tax
assessment that the TRA requires for income tax.

Poor coordination between the central and local government levels leadsntoemsing number of
local taxes, which are difficult for taxpayers to understand. In Témzahe TRA's Taxpayer
Information Centre receivesumerousrequests regarding local taxes and fees. According to
stakeholders interviewed, including government officials, local taxasiatill a major constraint on
the commercialization of smallholdagriculture and formalization of the small and micro enterprises.
Specifically, multiple taxes (including fees and charges) make it diffioidnter new businesses and
markets. Levies are perceived as exorbitant, often chargi&dntgrrespective of th size and type of
business. Sometimes local and central taxes duplicate. We have also baeedifp business people
and senior civil servants that new taxes, fees and charges are introduced gapliiance taxes
abolished by the government in recgears. This contributes to undermining the legitimacy of the tax
system, encourages tax evasion and delays the formalization of aridremall scale enterprises.

A general lesson from the country studies is that there is an urgentonbailidt local goernment
capacity in tax design and modern revenue administration. This adonben collaboration between
the local government authorities and the central government body respdasibigining revenue
officers, by offering a local government finance curriculum. In Tanzdm@eetis an ogoing pilot
project on property tax collection where the TRA is collecting the tax balfbef municipalitiesin
Dar es Salaanirhe pilot started in 2008. This pilot may provide relevargdes with respect to how
the collaboration between a revenue authority and local government treasutidse designed, what
works and not, and whether this experiment may provide lessons for other coururiber efforts
are also required to harmonize local and central government taxes and fees, aidl dolication.
Moreover there is a need for the central government revenue administration and thelecahtent
authorities to share databases. In particular, this applies to data onidicorise and turnover which is
required for estimating revenues from bases which are shared by the cedtrata government
revenue administrations. Finally, the revenue authority’s ‘taxpayermation centre’ should be
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developed into a service centre for all taxpayers, which sonegjuests on all types of local and
central government taxes, fees and licenses.

4.3 Taxpayer — tax administration relations

This section first examines how consultations between the private ablit mectors are
institutionalised in the case countrighiereafter follows an exploration of taxpayar administration
relations. Taxpayers’ mobilization around common interests has potentiaitivgo@sitcomes for
governance (Braltigam et al 2008). This idea of bargaining and negotiatiotares is cdral to the
concept of asocial fiscal contracta pattern of regular and routine accountability based on the
principle of reciprocity and mutual obligations. This is essentiddyuastimulating good governance
at the interface between state and societyesponse to the demands of citizens. Thus, there is a
strong argument that a substantial governance ‘dividend’ can be gainednfsbitising domestic
financial resources through the tax system. A ‘virtuous circle’ may be gedevdiereby the
generatio of government tax revenues leads to improved service provision, whiagmimcreases
citizens’ willingness to pay their taxes.

4.31 Public-private dialogue: consultations in tax policy formulations

The relations between the revenue administratiah @arts of the business community in the case
countries are characterised by a constructive dialogue throuiglhisyéormal and/or informal foms

In Mozambique, for instance, tax policy is in principle made through a continuoustatimeyrocess
which involves the private sector. Representatives of the major business assodifiaren(ACIS)
have monthly meetings with ATM where issues related to the simplificatidheofax system, tax
rates and taxpayer education are discussed. Every quarter privataeygreteentatives from business
associations meet the Minister of Finance, and twice a year with the PrimeeMifiakation is
among the topics discussed at these meetings. There are also occasional meetingAbétveeeh
large corporations. Ilfianzania, consultations between the private sector and government take place in
both formal and informal faims including theTaskforce for Tax Policy ReformiRA’s Stakeholder
Forum the International Roundtablethe CEO Group and theTanzania National Business Council
(TNBC). In addition, a range of business association, as well as individualebsss lobby the
government on tax issues. Among the institutionalised mechanisms ianfarnheTaskforce for Tax
Policy Refornprovides an important foruior dialogue between the private and public sector on tax
issues. Although the membership of the Taskforce is significantly skeweditotkarpublic sector, it
functions as an arena for trust building between the private and goverrentnt an fiscal isues.
The influence of the Taskforce on Tax Policy Reform has fluctuated ower but seems to have
increased recently, possibly reflecting the impacts of long terst building between the Ministry of
Finance, TRA andegments of the private sector.

As part of the national budget formulation process, the Government of Zambia htlineulglinistry
of Finance and National Planning (MoFNP), has put in place mechanisms throughnohitate
actors can submit tax and expenditure proposals to be considehednational budget (Bwalya et al
2009:6). This opportunity is increasingly being utilised by individuals, bus#sesprofessional
associations and civil society to lobby for tax concessions and exesptohanges in tax
administration and public expenditures, and thereby influencing budget outclomaddition to
lobbying through the formal budgetary process and structures, interest gleapse informal means
to channel their lobbying effort to influence policy decision making.

During the lastlecade the Zambia Government and the private sector have initiated a more fdrmalise
consultative process through thambia Business CoundiZBC) where key government institutions
and the private sector engage in a dialogue on key policy issues (ibith&Oobjective of the private
consultation is to generate ideas and dialogue with government on imsétutegulatory and policy
reforms that need to be undertaken to promote private sector develophe@BT comprises four
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key Cabinet Ministers sponsible for Commerce Trade and Industry, Finance and Nati@malif,
Transport and Communication, and Agriculture; Zambia Development Agenck)(ZBusiness
Associations, and the Zambia International Advisory Council (ZIB&@) is comprised of well
established international business experts. The Zambia Business Csuimired by the President
and in his absence by his Economic Advisor anétmgearterly. Bwalya et al (2009:11), however,
guestions how effective the ZBC has been and argues tHatute relevance is still questionable
since its establishment and credibility was strongly linked to late reditivanawasa.

The Zambia Business Foru@BF) comprises seven business associations. The business forum was
formed as a common intermediamganisation to spearhead constructive and formal engagement with
the Government on crossitting issues of interest to all its members, as well as a platform for
exchanging information and lobbying Government and other stakeholders sueh kateral ad
multilateral agencies on matters of business interest of its exehip (ibid: 11). The seven members

of the ZBF are represented by their Chairpersons on the ZBF Board, from whom itpeiSba of

the board is appointed normally on a rotation basid,the Chief Executive Officer of ZBF serves as
the Secretary of the Board. TBambia Chamber of Commerce and Indugfi#CCl), which was one

of the core founder members, has pulled off the ZBF perceiving it as simpligading the core
functions and matate of the ZACCI. However, with its current seven member associatiendBth

still represents business sectors that account for approximately 50% abZaGDP.

While the Zambia Business Forum (ZBF) and other private sector assocatagsnerallyperceived

to advance the interests of the business community, civil society orgamizatie seen to advance
broader public interests and especially the interest of the poor (t@mn gk4). Consequently, it has
not been uncommon to find policy positioand interests of the business associations and those of
civil society organizations at variance and in competition (Bwalyh26G9: 12).

The experiences from Mozambigueanzaniaand Zambigprovide important lessore measuresnd
approache$o improving the relations between the private sector and the revenue administrétion. S

it is uncertain what impact such consultations have had on thd aoplamentation of tax policy.

The general picture derived from the country studies is that althibegh is no lack of contact, the
formalised publigprivate interaction in the tax arena often occurs after tax policy hasaoegted by

the government. For instance, various ‘stakeholdamidgrare potentially important entry points to
improve the dialgue and communication between the revenue administration and taxpayers. In
Mozambique, the annudPrivate Sector Conferencerovides a regular venue for discussing
constraints to business development, including tax issues. The last ofdhém®nces tdoplace in
November 2010www.cta.org.mz/? __lang _=gn

According to business people interviewied Mozambique the private sector has had impacts on
recent Customs reforms. Still, they argue that governnegméesentatives are not always receptive to
their views about problems with the tax system. They claim that the goverhasesbught comments
on drafts of recent tax reform decrees on a very short notice, and only afterde@gions already
had been ade. Similar critique has been raised in Tanzania against the B#eholder Forum,
which is perceived by taxpayers as a mechanism for the TRA to inform on tax policeshiBS
2006). Consequentlyhe potential important role such donscould havefor dialogue, and thereby to
clarify misunderstandings between the administration and taxpayea vi@rking.

Business leaders in Mozambique also complain about problems to get information from the
Government/ATM on specific tax issues, for instanagadn VATcollection and reimbursements.
They also argue that public information and dialogue on the tax system anmeastitjuate, though
consultations with Customs are reported to have improved after théshstemt of the ATM. In all
thethreecourtries, however, small businesses, which compose the largest numberpfisggeseem

to be left out of the tax consultative processes. Small businesses, in genewlwai organized and

do not have a particularly strong political voice. This malkedifficult to harness the views of
business when tax changes are being designed. Betentever, ATM has signed Memorandums of
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Understanding (MOUsyvith informal sector and microenterprise associations, which hadeHai
foundation for reforms that simplify the procedures for business m&gst and taxation of SMESs.

Although the forumswithin Government in the case countries that consider tax changes generally
work quite well, an effective pubhprivate dialogue has yet to develop. By consitgthe views of

the various segments of the business sector as well as the revenue adminigtiatideely to be
easier to establish consensus on vital fiscal policy issues. Such consultatioasonagntribute to
improve tax compliance by creatireg morecooperative and less conflictuedlationship. Revenue
officials should therefore view consultations as an important mechanideafaing about problems

with the tax system, educating a major constituency, and strengtheninglitiencimafavour of good

tax policy. Government officials, however, do need to be cautious about diskimguibetween
special pleading of the business lobby and important insights from the businessinitymior
improving the tax system.

4.3.2 Customer friendliness

The current corporate plans of the revenue authorities in the case countriele igeherally a set of
objectives which address challenges facing the tax administration with respdakpayers’
compliance, including measures to enhance the administratiegf®nsiveness, and to address
integrity problems and accountability. As such, they have incorporated a kegnélef modern tax
administration, which emphasizes ‘customer service’ as a major measureatcerdompliance.
Hence, in principle the tax administrations’ approach to addressampliance has moved away
from deterrence (stick) toward positive encouragement for compli@marot). This is, for instance,
reflected in the TRA’s Taxpayer’'s Charter of 2005, which sets outighésrand obligatios of the
taxpayer, and the duties and service standards of the TRA in dealingevitixpayer. However, it is
evident from the country studies that the new ‘customer friendlinesieafax administrations is so
far mainly window dressing: taxpayers ntimue to experience harassment, extortion, and
obstructiveness rather than willing, responsive service (Fjel@std Moore 2009). It is also clear that
‘customer friendliness’ is most widely practiced to the refat between tax administrations and tthei
larger corporate clients, often handled by ‘clieriented’Large Taxpayer Units

This observation highlights a wider problem, common in the case countesextent to which
improvements in revenue performance results from a high degree of focukebyevenue
administrations on larger, formal sector corporations, at the poterfiahse of genuinely broadening
the tax base. Thus, the increase in revenue collection in recent years, does nthealleatlopment

of a broad based fiscal contrdtween the state and society, but the fact that the tax authority is now
targeting its efforts towards the most revenue productive, though very fewniper, taxpayers.

4.3.3.Balancing the performance indicators

The uncompromising revenue targetdse of the tax administrations implies that achieving the
collective target becomes not ‘everything’, but the ‘only thingbmetimes also at ‘any cost’, to the
detriment of other goals of the tax administration. This may lead to extortion aassinantof
taxpayers, and transparency, accountability and customer friendliness aye tdikeluffer. In
interviews, representatives of the business community in Mozambique arahiBanzre critical to
the manner and approach of some tax officers whom they perceived to be driven by ptessert
revenue targets. Hence, there is a need for striking a balance between revenuecantusgrisFor
instance, relevant service targets for consideration may include (Nasisaciates 2009

o Taxpayer satisfactiowith the tax administration (based on survey data).
o Number of taxpayer service requests handled, by function and location.

e Quality of information provided to taxpayers.
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o Number of declarations processed, by type of tax.

e Processing time per declaration

e Processing time for refund requests

e Number of audits per audit staff and type of contributor.

e Average time per audit

e Percent of audits finalized and accepted by taxpayer without contest

e Percent of challenged audits settled in favour of the govenhm

e Average time for contacting taxpayers about overdue payments andhigiéiation.

e Average time for customs inspections.

In addition, performance criteria should be linked to the number of taxpayereérinalhe tax bases.
If such a balance between revenue targets and other performance indicators is tecbipaitze

revenue administration’s Strategic and/or Corporate Plans, it is likehhthatvier time will impact on
staff attitudes towards taxpayerscadrdingly, the performance systershould be modified to
incorporate service measures, i.e. marry together quantitative revenue tarbetsanatis other
guantitative and qualitative measures.

4.3.4 Discretion, extortion and corruption

Although the tax administrations in the case countreege made significant progress in recent years
on both tax policy and tax administration, and the private sector ackahged this (to some extent),
problems in taxpayer and tax administration relations remain. In spite laftaxvhich in general are
well formulated and ‘business friendfy, tax officers in practice have discretion over important
decisions, such as those related to the determination of tax liabilities (emsts3sselection of audits,
litigation, delays in VAT refunds, etc. Many administrative procesiureluding those reporting tax
revenues, could be more transparent. Firms in the case countries report tretsessement of tax
liabilities is common, followed by ‘negotiations’ between the tax officer(s)

For instance, businesseggple interviewed in Tanzania report ‘harassment’ by TRA staff. The
examples quoted include inflated estimated assessments and auditors identiiyargayments’ that
were subsequently withdrawn on appeal. But conversely, from discussions Ww&hirRA, it was
evident that the full range of debt recovery legal powers is avakly infrequently- wherever
possible a ‘light touch’ approach is used to secure the outstanding taevétowhe availability of
such discretion in the tax codes is potentighpblematic and can result in unequal treatment. It
should, however, be acknowledged that TRA has demonstrated a willingness to putadeto pl
innovative procedures designed to help businesses comply with their ldgatiobs.

Discretion leads to unprixdable tax bills, arbitrary fines, and corrupt practices. A survey of 100
businesses ithmabane Mozambique, in 2003 found that unofficial payments cost the median firm an
average of 5% of gross revenue, which represented a much higherohtae firm’s net profit
(Nathan Associates 2004:36). The respondents identified customs and tadsoffimjether with
traffic police, as the most corrupt public officials. However, aft@iMAwas established in 2006,
business people report that there have beeiffisamt improvements in Customs.

2 Business leaders interviewed in Mozambique and Tanzania, however, lmtserhe of the current tax laws
lack clarity and are too complex for loaanditions. Thisapplies for instance to the tax withholding system.
Further, in all the three case countries \\fefunding is seen as a major problem.
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For large and middle sized formal sector businesses aggressive tax enforceatemiestapplied by
the revenue officers are perceived to be a major problem. Somgnforened enterprises also report
such tax administteve practices. Tax practitioners refer to the discrimination of largeady
compliant businesses as ‘hunting within the zoo’ in order improve revenue perfermanc
Businesspeople in Mozambique, Tanzania and Zambia complain in intertiew the revenue
administration concentrates on the formal sector of the economy whidyisdered and visible.
Frequent and uncoordinated tax audits are considered to be harassment addtionirtactics to
force taxpayers into extlagal compliance. In a study frodambia, von Soest (2006:113) refers to a
member of ZRA’s Governing Board who conceded that ‘large compéenel to be soft targets’, and
that ‘there are genuine concerns that some [tax] officers’ approach iheavyhanded’. Moreover,

he quotes (ibid.) the manager of a foreign supermarket chain: ‘We’ve got nathimidet but they
come here three to four times a year. The research team received similar stateomants f
businesspeople in Tanzania. In a study on tax reform and busingssner@nt in Moambique,
Nathan Associates (2004:36) report ‘...rampant negotiations with feersf companies driven out

of business by competitors who pay bribes in lieu of taxes; a company that slauiicttion from

one tax official only to be fined by another; a foreign enterprise thahitvagth an enormous fine for

a violation that did not exist, according to his attorney, and businesses thantened unexplained
re-assessments and penalties’.

What is the rationale behind the discretionary implementation of the tax &dgffess people
interviewed believe that tax officers levy arbitrary assessments in ordeedb revenue targets.
Moreover, structural and administrative features of the tax syatiehto the problem. As reflected in
the previous chapr, tax compliance can be a costly and time consuming affair. Moreover, many
small, but also many middle sized enterprises, lack the skills reqaipgdvide minimally acceptable
accounts and accurate information on total sales. This is an iopgation for discretion and
negotiation by tax officers dealing with vulnerable small and medium sizedoéses. In particular,
frontline staff in the customs aride domestic revenudepartments are exposed to and involved in
corruption. This situation is py compounded by the fact that in spite of comprehensive faxme
over the last decade, the tax structures and administrative procedarssllacomplex and time
consuming for businesses. This facilities discretion, corruption, andiertahd catributes to retard
the process of building a tax culture based on transparency and accountability.

4.3.5 Addressing discretion, extortion and corruption

It goes without saying that fiscal corruption, as an integral part of teectioh, does not contribute to
establish productive stasociety relations. Survey research from a number of countries concludes that
citizens’ in general view corruption negatively even in countsilere it is widespread. For instance,

the Afrobarometersurveys that cover 20 African countries, including Mozambique, Tanzania and
Zambia, find that public opinion in all countries is against corruptiomw.afrobarometer.orly/ The
morality of public office holders is therefore most likely an important sowt government
trustworthiness.

ZRA has pursued a commendable stance against petty corruption (von Soest 20066LZRBA's
annual reports regularly list the number of corruption cases, theipletiom rate, and the time
required for their processing. Accordingly, the number of corruption casd®Arir&estigated by the
Internal Affairs Unit was 32 in 2003 and 28 in 2004 (ibid, p. 112). Moreover, in Tanzania, the TRA
management has recently invested substantially in awarenesg gaisi antcorruption training of its
staff. Still, the East Africa Bribery Index from 2010 shows discouragingescfor TRA (2010:28),
and rank the authority as the fifth of 32 public institutions in Tanzahi@n it comes to perceived
corruption (8eBox 11).According to the scores of the Bribery Index, TRA has a challenge to fighting
corruption and to change perceptions of the Authority. The score thas giR#e among the ‘worst

ten institutions’ in the country is likely thave negative impacts on efforts to enhance voluntary
compliance. In another index, tobal Integrity Indexboth Mozambique and Tanzania scored 75 (1
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best and 100 weakest) on the question if the tax collection agency was petoebecffective.
According to this index, ATM is perceived to be operating with the same level gfritgteas TRA
(see http://www.nationsencyclopedia.com/WorldStats/@it-collectionragencyeffective.htm). In
the World Economic Foruminvestment Climate Profile’Mozambique scores better than Tanzania
onthe percentage of firms visiting the tax authoripiesceivingthey are expected to bring giff®.8 in
Mozambique againgt4.7 in Tanzania The score for Zambia was 5.4 (Nathan 2009:33).

Box 11: Tanzania Revenue Authority in the East Africa Bribery Index 2010

The ranking measures Tanzanian citizens’ experiences within four cagegori
(Score 1 is worgperformer and 32 is best performer):

e Likelihood of having to offer a bribe in the meeting with a publi
institution: TRA ranks as humber 8.

[

e Proportion of citizens who actually paid the bribe reported which
institution they paid: TRA ranks as number 7.

e Impact of the bribery which indicates on how necessary it was to pay a
bribe to get the required service: TRA ranks 7.

e Average size of bribe: TRA ranks 3.

e Share of bribe paid to TRA as a proportion of all bribes paid by
respondents: TRA ranks 6

Source: East Africa Bribery Index 2010

The legitimacy of the tax system is dependent on a credible system for erdoto&inpresent, few
systematic studies have been conducted in the case countries to examine howetitesgstem
works, including its main lilenecks, whether these are located within the tax administration amd/or i
the judicial system. Moreover, in Tanzania, Trexpayer Chartels not a legally binding document.
Currently, it is common in Africa that the document is a performance stamgrdBoth the taxpayer
and the revenue authority must ultimately invoke the relevant lawsiing axt or seeking to prevent
action which is inconsistent with the Charter and the I&ex. 12 gives an overview ofhe revised
Arusha Declaration on Integrity in Customs.
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Box 12 The revised Arusha Declaration on Integrity in Customs

The customs administration is often cited as one of the most corrupt sectprgeofiment. Thé
international customs communitythrough the World Customs Organization (WCGQommenced
work in the mid to late 1980s to formulate a comprehensive integritg@mtiption strategy. In 199
this work resulted in the unanimous adoption by WTO members of the Arusharddea on
Integrity in Customs. Since that time, this declaration has become the principabmnftion
framework for the WCO's 162 Member Customs administrations. However, progtiestemming
corruption in Customs was slow. In reaction, the WCO called for a conmzigbereview of the
Declaration and its practical implementation in Member administrationshvéul to the preparatia
of the Revised Arusha Declaratiennanimously endorsed by the WCO Council in June 2003.

N

=]

The Revised Arusha Declaration on Integiity Customs consists of ten distinct but interrels
elements considered essential for the development and implementatiocoofipaehensive an
sustainable antiorruption and integrity enhancement program. It is designed to strikgoeopeate
balancebetween the positive strategies (reform and modernisation, leadershgpessice humal
resources management policies, etc.) and the repressive strategies (sanctiwis, iomeistigation
and prosecution ete)i.e. the carrot and stick approach. The elements of the Revised Declaration
are as follows:

1. Leadership and commitment. 6. Audit and investigation.

2. Regulatory framework. 7. Code of conduct.

3. Transparency. 8. Human resources management.

4. Automation. 9. Morale and organisatnal culture

5. Reform and modernisation. 10. Relationship with the private sector.

Collectively, the ten key elements are designed to reduce monopoly power amapttrepriate us
of official discretion, while at the same time increasing the level of pshcticcountability. In
dewloping the Revised Arusha Declaration the WCO was conscidbe aifferent social, political
and economic circumstances faced by its Member administrations. It therefore ddildzaigned
the Declaration to be neprescriptive in nature. In other onds, the Declaration provides
comprehensive conceptual framewerkut the actual implementation of each key element is up to
individual customs administrations.

Source: World Customs Organization (2011) and U4 (2011)

4.4 Civil society — encouraging broader citizen engagement on tax issues

Civil Society Organisations (CSOs) can be an important eafor improving awareness and
education on tax issues. In Zambia during the last decade and more recenily Talazania CSOs
have played an important role in debates about tax policies, and their role hagmdimited to the

commercial interests of the private sector (see section 4.3.1). NGOssaciagsectors with a pro

poor agenda have contributed to the public discussion of these issuastidnlgr with respect to

taxation of natural resources.

Donors have provided funding to CSOs to help them play an effective roletitinizing and
commenting on fiscal policies. For instance, in 2002 DFID initiated work vighEiconomics
Association & Zambia (EAZ) to identify activities on the theme of promoting civil society
involvement (Hadler 2007: 18). A Project Steering Committee (PSC)amaed in March 2003 with
representatives from professional bodies, research institutions, peeater asociations, non
Governmental organizations (NGOs) and civil society at large from tlogviiog institutions:

e Catholic Centre for Justice, Development and Peace (CCabR)Caritas Zambia.
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Centre for Polty and Research Analysis (CEPRA)
o Civil Society for Poverty Reduction (CSPR).

e Economics Association of Zambia ( EAZ)

e Ministry of Finance and Nation&lanning (MFNP)
¢ Non-Governmental Organizations Coordinating Commi(tié&OCC)
e Transparency International Zambia

e University of Zambia (UNZA)

e Zambi Business Forum

e Zambia Congress of Trade Unions (ZCTU)

e Zambia Council for Social Development.

e Zambia Federation of Employers (ZFE).

e Zambia National Farmers Union (ZNFEU)

e Zambia Revenue Authority.

A longterm contract with the EAZ to facilitate the C®@ject began in September 2003. Under
these arrangements, the following key component activities were cartigdidy:

e The initial stakeholders’ workshop in April 2003 on civil society and busicassnunity
involvement in the national budget process and review of tax policies.

e A workshop to define the CSO-project strategy and outputs was held in January 2004.
e Three studies were commissioned to address:

0 Assessment of the efficiency of Governmerdrsging.

0 Analysis of norntax revenues and earmarked taxes collected by Government.
e Review of previous budget submissions by state actors.

¢ Public meetings were held to disseminate research findings and discuss ¢hentzon’s
budget policies.

e Participdion in the stakeholders’ workshop on the 2004-2006 MTEF and the 2004 budget
hosted by the MFNP in September 2004.

e A 2005 National Budget analysis workshop in Lusaka.

According to Hadler (2007: 21), the quality of the studies contracted was paticlemdone resulted
in litigation, absorbing unnecessary and lengthy involvement of DFID advisors mpectp
management. Simultaneously, EAZ as a professional and academic bodyrolvablypnot the
appropriate organization to spearhead this activity (ibid). Yet, some temhg@bmissions have been
presented and have influenced the Ministry of Finance and National PlannitdgP{Mpolicy. This
includes the study on broadening the tax base to the informal sector undertaken [biofhiblea
Zambia Congress of Traddnions Also, workshops and seminars on budget and revenue policy
issues have contributed to broader citizen engagement on tax issuestafmeinSaritas Zambia and
the International Alliance on Natural Resources in AfridANRA) organised a confereacon
‘Mining and Taxation’ in September 2010, where civil society organisations the Netherlands and
eight African countries (Angola, DRC, Kenya, Malawi, RSA, Zambia, Zimbabwe, and milaigae)
were represented. The conference led to thesaka Declaration on Mining Taxation
(www.ianra.org/news/lanrapresentgjlusakadeclarationg
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CSOs have also published several reports on the mining se@ambig some of which havied to
widespread public debate on the role of the mining sector for the developntleatoountry. Among
these is the studyJndermining development? Copper mining in Zambiehich alsohasreceived
substantial international attention
(www.actsa.org/Pictures/Uplmages/pdf/Undermining%20development%20petiol’ The report is
critical towards the contracts that had been negotiated betvaeemining companiegnd the
governmentlt also criticises th&Vorld Bank and the IMFor “pushing the Government to accept the
contracts” The report is presented in a form that makes ityeascessible for a wide part of civil
society and to policy make(®ymond et al2007).0ther reports on mining includearitas Zambia’'s
annual State of the Nation report’. The 2009 repaddressed, among other issues, tax challenges
facing Zambia in general, and mining taxation in particular
www.caritaszambia.org.zm/images/stories/downloadables/FINAL FRTE%20NATION%20DOC

pdf

Zambia has signed up to tEtractive Industry Transparency Initiati¢€ITI) with the intention of
helping Zambia achieve more transparency and accountability through appralsctsures of
revenue received from these industries and accounting for its prudenSioslarly, initiatives of
Publish What You Palgave been initiatedCaritas Zambia(www.caritaszambia.org.z2ntoordinates
this initiative on behalf of the civil societw{vw.pywpzambia.orj

Caritas Zambiahas also initiated dialogue meetingsd sensitsation workshops for policy and law
makers on issues of natural resources. Furthermore, the Cartjganpnze conducts research leading
to advocacy aimed to change policies or institutional fraffike.Parliamentary Liaison Program
(PLP) was established BO01 with the purpose of enhancing the democratic right of civil soiciety
members in exercising their democratic right of contributing to the apahtary policy and
legislative making process in Zambiawww.caritaszambia.org.zm/index.php/governandesaan
rights/paliarmentaraisor). The PLP aims to inform the public of particular proceedings and bills
being passed in the Parliament. Furthermorés ihvolved in civic education and advocacy work,
including training in Public Policy Analysis. Basic training in public ficmnmanagement and
budgeting has also been provided to Members of Parliament.

Mining and the potential revenues from the sector has engaged a wide ranglesot@ty groups in
Tanzania. The repof golden opportunityby Curtis and Liss2008)published by a consortium of
non-governmental organisations, sparked a heated debate time country
(www.kirkensnodhjelp.no/Documents/Kirkens%20N%c3%b8dhjelp/Publikasjteredhefter/A%20
Golden%200pportunity%202ndEd.pdiThe Christian Council of Tamania (CCT), the National
Council of Muslims in Tanzani@BAKWATA), and the Tanzania Episcopal Conferend@EC)
published the report, while théorwegian Church Aidand Christian Aidwere behind the financing.
The broad support from leading religious groupings, made the arguments put forwaed raptnt
harder to dismiss by politicians, mining companies and others viitiatginterests in the sector. The
result was a public debate where a wide range of Tanzamaaslso some of the international mining
companies were involved in the exchange of opinions (www.business-
humanrights.org/Links/Repository/608500

The Revenue Watch Instituteas been actively engaged in Tanzania anchbfa to build multi
stakeholder collaboration for promoting transparency in the mining ind@&reral publications on

the mining sector in Zambia have been supported by RWI, including a study, published in 2008, on the
history and political evolution of Zambia’s mining tax regime

13 This was a joint report by Action for Southern Africa (ACTSE&JristianAid, Scotland’s aid ageycSCIAF
which was officially endorsed by several members of the Zambian a@wikty, including theCatholic
Commission for Justice, Development and Pe@@JDP),Civil Society Trade Network Zamb{&STNZ),
Federation of Free Trade UnionsZambia (FFTUZ, the Jesuit Centre for Theological ReflectiG¢CTR), the
National Union of Miners and Allied WorkefSUMAW), the Zambian Congress of Trade Uniof&CTU).
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(http://resources.revenuewatch.org/en/official-document/poligfmingzambia%E2%80%99s-
miningtax-regme), and a paper that examines the macroeconomic management of Zambia’s natural
resource endowment over the past centurittpy/resourcesevenuewatch.org/en/official-
document/harnessingsourcerevenuegrosperityzambig. In 2007 Revenue Watch Institu(@wI)
provided financial support to thgency for Cooperation and Research in Developrf@@ORD) in
Tanzaniafor a project thataddressed concerns about oversight of local revenue receipts and
expenditures for social services and development projeetsvw. evenuewatch.org/our-
work/countries/tanzanjaThe project's ma goals includedhe establismentof a multistakeholder
network to spread awareness about transparency in mining operations anc reaeragement,
including mapping of partners, meetings with -sational and local government, and monitoring;
developiy a communication strategy to facilitate EITI information dissenanafihe Revenue
Watch Institutehasalso conducted several training workshops for Tanzanian legislators on mining
sector reformsln March 2010 for instance,RWI conducted a onday traning session on the
Extractive Industries Transparency Initiati¢EITI) with members of the Tanzanian Parliamentary
Standing Committee for Energy and Minerals. The training was organizéu aiequest of the
committee after the country joined EITI in fFabry 2009
(http://caspianrevenuewatch.org/news/042010.php

In Mozambique th&Center for Public IntegritfCIP) has undertaken research on the corporate social
responsibility of extractive sector companies. CIP is also actively engageddoaagrelating to
transparency of the financial flows between companies and government in tive Beetnstitute of
Social Economic Studie@ESE) has conducted research that focus on the link betweancés
generated from the extractive sector, local governance and developmentgse.ac.mi/ Both CIP

and IESE are members of the Extractive Industries Transparencyivait{&@ Tl) Coordinating
Committee in Mozambjue.

The Norwegian Church AidNCA) (www.kirkensnodhjelp.no/ephas become increasingly involved
in issues related to the mining sector and natural resource taxation in Zaatanid and other
countriesin the region, as well as at the global level. February 2011, NCA and its partners
Economic Justice Network (EJN) and Benchmarks Foundation organiset tAke2native Mining
Indaba’ The event took place at the same time and close to the offiai@hdvindaba which is held
annually at the Cape Town International Convention CentreB@e&4 andBox 13.

Box 13: Alternative Mining Indaba Box 14: African Mining Indaba

The Alternative Mining Indaba (AMI) tas Investing in African Mining Indaba is th
place at the same time and close to the offi | world’s largest gathering of mining’s mo
Mining Indaba. It is coordinated by th¢ | influential stakeholders and decisiorakers
Economic Justice Network and Benchmarky | vested in African mining. Each year the even
collaboration with the Norwegian Church Ai attended with more #m 4,000 individuals
The AMI comprises faith based organisatio representing more than 800 internatio
NGOs and community based organisations ffomp companies and approximately 40 governm
Africa (including Mozambique, Tanzania a and quasgovernment delegations. Glob
Zambia), LatinrAmerica and Europdhe AMI professionals including key mining analyg
aims to challenge the official Mining Indaba fund managers, investment specialists,
bringing to the fore issues faced by communities governments clearly dee Mining Indaba aj
in mining areas and explores ways thro| | their preferred venue for obtaining the m
which these commiities can be supporte current economic and mining developme
Further, it aimsto share information on th | from the world’'s leading experts on Africg
lessons, challenges and achievements of va mining. It is held annually at the Cape To

stakeholders’ initiatives  on promotir] International Convention Centre in Cape Town,
governance and transparency in the secto South Africa and is organised by Mining Indaba
extractive industries. LLC.

Source: Norwegian Church Aid 2011 Source:http://www.miningindaba.com/
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4.5 Concluding remarks

Political and institutional dimensions of tax policy and its adstiation in Mozambique, Tanzania
and Zambia e discusseth this chapter. Good working relations between the Ministry of Finance and
the revenue authorities, particularly in Mozambique and Tanzania, faailitated the design and
implementation of significant tax reformalthough the capacity ohe Ministry of Finance torpvide
timely and wellfounded tax policy advickas improved in recent years, in particular in Tanzania and
Zambia, the Ministry’s capacity for formulating tax policy and realigienue budgeting needs to be
strengthenedCorsultations and exchange of information between the revenue authoritieshand o
government agencies, including the ministries responsible for naturalreesoand with local
government authorities, need to be improved to build an efficient tax system.

Although the tax administrations in the three countries have made sighifiogress in recent years,
and the private sector acknowledges this to some extent, problems in taxpayer aditdstration
relations remain. In spite of tax laws which in gahare well formulated and ‘business friendly’, tax
officers in practice have discretion over important decisions, such as thaise telthe determination
of tax liabilities (assessments), selection of audits, litigation, detay¢AT refunds, etc. May
administrative procedures, including those reporting tax revenues, could beansparent.

Various stakeholder forums have been established in the three countriesthehtx administration
and taxpayers (business people) meet, exchange informatid discuss tax policy changes.
Consultations between the tax administration and business associatioosnmigute to improve tax
compliance by creating a more cooperative and less conflictual rekipoiRevenue officials should
therefore view congtations as an importamool to learring about problems with the tax systetu,
educating a major constituency, atualstrengthening the coalition in favour of good tax policy.
However, it is uncertain whether these forums have had any impacts on iax pol effective
publicprivate dialogue has yet to developMozambique, Tanzania and Zambia.

Civil Society Organisations (CSOs) can be an important @tafon improving awareness and
education on tax issues. In Zambia during the last decade andeneraly also in Tanzania CSOs
have played an important role in generating public debates about tax pa@iuietheir role has not
been limited to the commercial interests of the private sector. CSOs have becoeasimgly
involved in issues related the mining sector and natural resource taxation in Zambia, Tanzania and
other countries in the region. Caritas Zambia and Revenue Watch Instingania (RWI) have also
initiated dialogue meetings and training workshops for policy and law makensinng sector
reforms. CSOs in Mozambique, Tanzania and Zambia, including Caritagr @@nPublic Integrity,
Revenue Watch Institute and the Norwegian Church Aid have published seveied sthith have
led to widespread public debaite the countrieon the role of the mining sector for development.
These efforts should be supported and expanded.
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5. Broadening the revenue base

Broadeninghe revenue base and thus increasing public income without raising the taxdesgitral

to creaing an equitable tax regime. Expansion of the revenue base has both a domestic and an
international component. Domestically the size of the informal ecpnand the extent of tax
exemptionsmay make both tax evasion and avoidance an easy option. Internationallyoltde gl
financial system offers possibilities to hide assets abroad in sgarestjictions and dishonest banks.
Some of the illicit financial flows could be liable for taxation, if #esets had been registered in the
country of origin Thus,capital flight $iould not beexcludedin discussions on how to broaden the
revenue baseThis chapter examines arguments for taxing the informal economy and discusse
measures to address tax exemptions, tax evasion and capital flight.

In the standard economic model of payer behaviour, the basic assumption is that people are free
riders: no one will voluntarily contribute to the government coffergeamthe threat of punishment
makes it sensible (Allingham and Sandmo 1972; Andretral 1998; Tanzi 2000). However, an
increasing amount of evidence reveals that the rate of contribution tdia g is affected by
factors such as citizens’ trust in each other, and perceptions of thetthgtess of government (Levi
1997; Slemrod 2003). Why should the taxpayer nat &dvantage of the opportunity for a free ride?
Government trustworthiness, coupled with the perception that fellow taspase doing their share,
can induce people to become ‘contingent consenters’ who cooperate even when thég@rmshor
interest woull make freeiding the individual's best option. Accordingly, citizens’ wijness to pay
taxes voluntarily rests on the government’s capacity to provide services, assvitslldemonstrated
readiness to also secure the compliance of everyone(Fgldstad and Semboja 2001; Slemrod
2003).

In this context, efforts to broaden the tax base are intimately connectesl qoality of government
expenditure. If taxpayers feel that their tax payments are wasted or misdttemectbmpliance will

be low, and ax reforms will be far less effective. Programmes to improve public expeadit
management and increase efficiency in the delivery of public services go hamd iwitratax reform.
Furthermore,the credibility or trustworthiness of the revenue admirisinas sanctions against
defaulters is important. Compliant behaviour and attitudes towardsxtBgsim are often influenced

by the behaviour of an individual's reference groupelatives, business partners, and political
associates. If taxpayers knaokat many of those important to them do not pay taxes, their commitment
to comply will be weakened. Consequently, tax exemptions granted to indibithinesses or sectors
may therefore contribute to legitimise widespread tax evasion.

5.1 Taxing the informal sector

A large share of the economic activity in the case countries is located vhighinformal sectot?
That sector is hard to tax (Tendler 2002; Bird and Wallace 20l@&dkn 2006). Tax administrations
tend to give it little priority, because icash terms, returns to effort may be low. Tax officers will
avoid it if they can, because it is certainly unrewarding in terms of insop@ementation, and likely
to be unpleasant, difficult, or even danger@beldstad and Moore 2008). From an ecommand
administrative perspective, it makes a great deal of serige tax multitudes of poor people. Thus,
the VAT system generally exempts basic goods consumed heavily by the poore amcbthe tax
code generally excludes individuals earning less than a certain amouebpésae section4). As a
matter of administrative reality, informal entities with incomes belas/ttireshold are not in the tax

! The size of the informal economy is hard to estimate. The most cited estiorates ¢ase countries are from
the 1990s showing the size of the informeattorin percent of nofagricultural GDP to be 20.2% in Zambia
(1998); 43.1% in Tanzania (1993); 44.8% in Mozambique (1994); with eSahhran averagef 39.6%
(Charmes 2000:3).
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net. Further, one should not expect that large amounts of revenue can bHebyaiseing micro
entkerprises (Nathan Associates 2004:27).

Therefore, Terkper (2003) and others argue that the tax system can be improveiddyaleofficers
concentrate on handling a few thousand files efficiently, rather than tiogver tens of thousands

of very sm#l taxpayers. For instanceg study by Ernst & Youngotes that more than 13,000
enterprises were registered for the normal VAT regime in Mozambique in 2004 paadhan 10,000
were registered for the simplified regime, while nearly 12,000 wereded» the exempt regime
(Nathan Associates 2004:28). Yet those filing under the simplified regime accounted for just 0.4%
of the revenue. Thus, it is argued, there is a strong case for raisingdsieottis for tax coverage,
which would actually narrowhe coverage of the tax base, but with little effect on revenue. Further, it
is claimed, the revenue effect of this policy is likely to be positive, because adativéstesources
could be deployed more effectively.

Neverthelessthere are good public policy reasons for paying more attenti@xitwytinformal urban
economic activity, both in terms of governance concerns about the spread of theatak inedrder to
explore alternative ways of building the capacity to tax the sectog eféectively in he long term
(Fjeldstad and Moore 2008Yluch of the anger about tax evaders in the informal sector centres on
competition from enterprises that operate well above the margin of subsigtiewling better ways of
taxing the informal sector, however, ispractice not high on the tax reform agenda in most African
revenue authorities. There are frequent mentions of the need&mlédor the tax base’, but this seems
to refer more to reducing exemptions and closing loopholes than to any notion thabritmel iséctor
needs to be tackled as a generic issue. Implicitly, it is hoped that theahfeector will be brought
into the tax net through the gradual expansion of the scope of VAThWwhi a very ‘thin’ coverage

in the case countries, as well as in gnather African countries.

The removal from the tax net of those taxpayers who generate little net reveramdrasy to the
emphasis in principle within the tax reform programme on broadening the tax netvgiechiigures
on the number of active taxparg in the case countries. Although the number of registaxpdyers
has increased in Tanzania from 2002 to 2008 (see section 3.4.5), the minbEF registered
taxpayers has decreaskdMozambique there has also been a substantial increase inntteemof
registered taxpayers since 2006 (see section 3.3.5). Further, both ATM antda®Aocused on
bringing informal sector operators into the tax net though many of trexgly registered taxpayers
are likely to be dormanA wider tax net is not alays a good thing, butur concern is that tax reform
has been driven by a clear economic calculus that emphasizes the advantages iofjexeliginal
payers from the tax net. The political arguments for inclusion have not belenombeard (ibid). This
would be less of a problem if the actual tax burdens in poor countriesfaiyeand effectively
distributed. But they are not. In particular, they often fall heavily on a smalber of registered,
formal sector companies.

We know from a wide varietgf sources that this heavy concentration on a few larger taxpayers can
have perverse resultsTax collectors, both institutionally and personally, have stronger tinesrto
concentrate on trying to extract more revenue from this existing, redidtes® than to go about
broadening the base by bringing more, smaller enterprises and individoatedmet. Identifying,
locating and registering new taxpayers can be difficult. éantentrating on the existing base can be
more rewarding: larger taxpayers are more likely to be willing to pay larges. Those processes in
turn help to keep issues of taxation and extortion off the public politiealdag smaller enterprises
may be little affected by tax at all, and larger enterprises may continueddtseir problems through
bribery. This simple causal model does of course not tethanyylike the full story. The point is that

it is sufficiently valid that it makes sense to qimstthe dominance of economarguments for

*|n his comparative study of Argentina and Chile, Bergman demonsthetdeng term damage to collection
capacity thatesultedfrom repeated ‘emergency’ revenue raising campaigns in Argentina (Ber2093:623).
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excluding smaller taxpaygiffrom the tax net on pure efficiency grounds, and to explore the potential
political advantages of widening that net.

The argument made above is all the more pointed in situationg wh8onal governments are under
strong pressure from the IMF toeet revenue targets, and their tax administrations respond with some
combination of (i) an even tighter squeeze on registered taxpayers; and gijnditary ‘raids’ on

other businesses on which they do not have detailed information. By pushingealistinally high
revenue targets, the Ministry of Finantee IMF and donor agenciesay contribute to undermine the
reputation and credibility of the revenue authorities in the eyes of thecpuélitempts to meet
externally set taxo-GDP targets may undermine democratic accountability if legal processes and
taxpayers’ rights are set aside in response (Luoga 20B&)efore, efforts to bring informal entities
into the tax net are important.

5.2 Tax exemptions

Experience shows that a high occurrencaaaf exemptions reduces the tax base, creates room for
bribery and corruption, and increases the appearance of loopholes for tax evesa®).the extent of

tax exemptiongan be seen am indication of a government’s political will to fight fiscal agtion

and tax evasion. Below follows an overview of the size of x@mptions in Tanzania during the two
last years. It shows that the number and value of tax exemptions are high, also comgrared wi
neighbouring countries (Uwasi 2010). The discussion is thereafter narrowadialoax exemptions

in mining and development assistance, bec#ussetwo sectors benefit from tax exemptions. Thus,
there are potential to increase revenues by changing the exemption regime

5.2.1 Tax exemptions in Tanzania

Between FY 2005/06 and FY 2007/08 tax exemptions averaged 3.9% of GDP (Uwasi 2010).
Thereafter, exemptions dropped to 2.8% of GDP in FY 2008/09 and 2.3% in FY 2009/10. In
comparison, in Kenya and Uganda exemptions amounted to 1.1% and 0.4%, respectively
(Maliyamkono et al 2009). According tecentTRA-estimates, exemptions in per cent of TRA net
revenue collection were 23.6% in FY 2007/08, 18% in FY 2008/09 and 14.7% in FY 2009/10 (TRA
2011a).

Figure 16 illustrates the size of exenphbs by the customs and domestic departments 2009/2010.
shows that about 40% of the exemptions were gramteéde Tanzanian Investme@entre(TIC) and

the Zanzibar Investment Promotidruthority (ZIPA), 26% were VAT exemptions, and more than
10% werestatuory exemptions granted to donor funded projects. Exemptions granted to miding a
donor funded projects represented 7.1% and 10.4%, respectively, of total exemptions.

That the share of VAT exemptions is so extensévproblematic, because a proliéition of VAT
exemptions exacerbates the problems with an already narrowbdsd due to necompliance. A
high occurrence of exemptions reduces the tax base, increases the appearaopleolafsidor tax
evasion, and generates demand for yet more examitd loopholes.
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Figure 16: Tax exemptions by customs and domestic revenue departmeimsTanzania (2009/10)
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Source:Developedyy the authors based on data from Uwasi (2010)

5.2.2. Exemptions for the mining sector

Mining is a sector enjoying substantial tax exemptions ithalthree countries. One of the arguments
that are frequently sited to support the policy is that a favourabledgaxe will attract more foreign
direct investment and thus contribute to economic growth. National invespmenotion agencies,
like the Tanzania Investment Centre, are established to attract andtadédreign investments. The
incentives granted are largely in the form of tax holidays to foreign ongesin Mozambique,
generous invement incentives to specific industries have led to large revenue lossessiancbdl
competition. In particular, wealthy corporations and individuals ‘consteselgk ways to take
advantage of special tax breaks to shelter income that should peafdid’ (Nathan Associates
2004:30). The World Bank has been a strong advocate for this politpraises countries that adopt
investorfriendly reforms in its annuaDoing Businesgeports. However, rather than uniting to
demand fair deals with investors, myaAfrican countries find themselves competing with each other
to see who has the best business climate, the most generous tax holidagex(dép the best
investor protection and other fiscal incentivé®r poor countries thécompetition to grant tax
exemptions’ could become a race to the bottom. This happens in spite oft tthefaesearch shows
that the tax regime is only one of many factors that impacts on investmesibdg@nd the general
business environment.

71



CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

Box 15: The dangers of tax holidays

e Tax holidays are timémited exemptions from the corporate income tax, which may or may
not be renewable. They are widely regarded as a particuladgsigned form of investment
incentive, and omthat poses considerable dangers to the wider tax system:

e Unless offered for periods so long that investors are likely to doubttiegiibility, they are
most attractive to the most footloose firms, which are those likely tg thienleast benefit to
the wider economy (such as textiles and assembly of light manufacturing.goods

e They are open to abuse, undermining tax revenue by providing enterprise stidtiga
incentive to use transfer pricing and financial arrangements to shiftegxatfits into'tax
holiday enterprises’. This can be arranged, for example, for taxpaying comfeigto
deduct the interest payments) to borrow from holiday companies (not taxablerestinte
received). Such devices can operate across national borders, and also betvestio dom
firms. However clever the legal provisions crafted to address this risitieRce suggests
that companies will prove adept in finding ways to avoid them. Even the mosbjpiedéhax
administrations have difficulties dealing with such abuse

o For foreign investors resident in countries operating a foreign taxt syastiem, the benefits
of the holiday will be undone when profits are repatriated. All thel&ipkthen achieves is a
transfer of tax revenues to the residence country. It mayo@ehowever, that multinational
have enough ways of deferring repatriation for this not to be a major catgiden
practice.

()

e Unless depreciation allowances can be carried forward out of the holidiag, e
incentive to invest towards the end diaiday may actually be lower than it would be under
the regular corporate tax system, as investors defer investment in aialer foll advantage
of such allowances.

e By offering tax holidays, a government is to some degree signalling its own
untrustworhiness in tax matters: otherwise, a firm that intends to stay beyohdlitiay
period would find even more attractive the promise of a low, constant rabe ioffilying a
present value of payments below that implied by the holiday.

e Many companies appartly find holidays attractive because they spare them the necessity of
dealing with corrupt or inefficient tax administrations. Therefore rioifiea holiday can itself
signal a corrupt or inefficient tax administration, and distract frorméfeel to addss such
underlying problems.

Source: Keen and Mansour (2010)

In 2009 new tax exemption rules were introduced in Mozambique. The General Tax Latheends
special lowrate regime for large projects, and taxation of mining and petroleum compeifiies
increase. A 25% tax break over eight years for mining investment was also eliminatedafgew
mining projects could eventually allow Mozambique to increase tax revesw@s to replace aid
flows, which by 2009 accounted for around 80% of amd offbudget ependitures. However, tax
exemptions already granted to previous major projects will not be revibede foreigrowned
projects account for up to 12% of GDP but less than 3%xofavenues and 3% of employment. It is
estimated that a 30% tax on profits the three ‘megarojects’ in Mozambique would be sufficient to
offset donor budget support (AEO 2010).

In Tanzania the same pattern is found as in Mozambique. In the ¥emgmiden opportunity’, Curtis
and Lissu(2008) argue that the tax incentives given to large foreign companies in Tara@nso
generous that they amount to hidden subsidies for the large mining compar@esor@mon way to
avoid paying full corporate tax of 30% is to declare losses and thimggeetax reduction. The public
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debaé has been active in Tanzania involving both government officials and mining cooffiaiays.

The Mining Sector Presidential Committé®s recommended a major review of the tax regime for
natural resources. The plan is to modify the existing legislai@mable the government to acquire a
pre-set minimum revenue from mining companies.

In Zambia, there are special tax incentives for agriculture, manufag, mining, and tourism, but it
is the exemptions granted to mining companies that have causembsheerious domestic debate in
recent yearsgox 16).

Box 16: Tax incentives in Zambia for the mining sector

1. Guaranteed input tax claim for five years on-preduction expenditure for exploration
companies in the mining sector.

2. Any mining company holding a larggeale mining license carrying on the mining of base
metals is taxed at 30%.

3. Other mining companies are taxed at 35%.

4. Dividend paid by a mining company holding a lasgale mining license and camgi on
the mining of base metals is taxed at 0%.

5. 100% deduction on capital expenditure on buildings, railway lines, equipmentsistkaig
or any similar works.

6. The debt equity ratio has been reduced from 2:1 to 3:1 to encourage further invéstme
theMining Sector.

Source: Zambia Revenue Authority (ZRA 2011b)

During Chiluba’s presidency, tax exemptions were granted as a favour toapditgporters, while
tax audits and harassment were used against opponents (von Soest 2006).2008m@inew nming
tax regime was introduced, which made the previous development agreememeenbehe
government and the mining corporations invalid. The change meant a higlier tae companies
and especially the new windfall tax was an issue of intense d@batevindfall tax was based on the
world copper prices and could not be manipulated by, for example, tax plannibglehatimes with

a change of president and an ongoing global financial crisis led to intensarprisem the mining
companies to reverdbe new law. Only a year later 2009 many of the new incentives that would
ensure larger government revenue from the mining sector were reversed. Altheutgiwtwas
changed and the result was a substantial negative effect on government reveriaedrdm 2009 is
still more preferential than the tax regime that was in place prioptib 2008.

5.2.3. Exemptions for development assistance

Another factor that has tended to reduce revenues and created profound disitortimnsesource
allocation nechanism of the market system is the tax exemption on transactions associated with
foreign development assistance in theeecase countries. In addition to exemptions granted to donor
agencies, these exemptions often include foreign companies engagkhdrg (e.g. construction
companies). This has contributed to eroding the tax base not only fort ichas, but also for
corporate and personal income taxes and taxes on domestic transactions.

It is reported that tax exemptions on donor funded imguate similardistorting effects. Taxfree
status of government imports has provided an incentive to leak constructiomalmead capital
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equipment -which exceeded project requirementinto the domestic market. Imports of capital
intensive technologies characterising many donor funded projects acation of the distortions
created by the tax free status. Anecdotal evidence also suggests that ¢orajzanies have ousted
local companies through this kind of unfair competition.

Governments receivinforeign aid should therefore consider imposing tax on imports of goods to
bilaterally and multilaterally funded projects. At least two Africanrdries (Senegal and Togo) took
steps in the 1990s to eliminate tax exemptions related to bilateral ankhtenatiassistance by fully
taxing capital imports financed from abroad and crediting donor accauritseftaxes paid (Fjeldstad

and Rakner 2003). While these procedures do not directly add any revenue to theitintipetuces

a system of controls & may reduce fraud, and thereby contributes to raise government revenues. It
may further improve both budgetary transparency and resource allocation yoyadotiunting for
public investment costs. It may also contribute to a more fair competiéttmeenocal and foreign
companies competing for donor contracts.

5.3. Tax evasion and capital flight

Tax is evaded when income and assets are consciously hidden from tives8tatens in order for it
not to be taxed. To illicitly channel money out ofauetry and into a financial centre with high level
of discretion and secrecy is a common way to evade tax and hide large amountisefraational
revenue authorities. Global Financial Integrity has estimatetlateof illicit finances out of African
cowntries, showing that the money flowing out is of considerable size compared ¢@loffi
development aid going in to the countries in Afr{gar et al 2010)Figure 17 illustrates that if the
estimates of illicit financial flowsra correct, the amount of mon#hyat I€t Africa illegally in 2008
was substantially higher than the amount received in the form of officialogenent assistance. Of
the three case countries, Zambia has the estimated highest degree of ill&c{{T#ie10).

Figure 17: lllicit financial flows from and development aid to Africa (2001-2008 mill USD)

120000

100000

80000

60000 B Total ODA

OTotal capital flight

40000

20000

0
2001 2002 2003 2004 2005 2006 2007 2008

Source: Ceated by the authors based @ED+GER: 19762008; $US millions 2004 deflatdd Kar et al
(2010) and Net ODA Disbursements to Africa in constant 2007 UE®M(2010)

Table 10 andFigure 17 show the combined score of estimates of export uimdeicing and import

overinvoicing (GER method) anthe World Bank Residual model (CED) that captures the channel
through which illicit capital leaves a country through its external accounts.
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Table 10: Estimated capital flight from Tanzania, Mozambique and Zambia (1970-2008

Units: mill USD™ 2001 2002 2003 2004 2005 2006 2007 2008 200062008 19702008

Tanzania - 597 106 1146 85 - 277 334 2 545 7 356
Mozambique 3 178 67 369 - 362 143 - 1121 5450
Zambia 91 72 374 1095 1336 496 1502 155 5120 9 348

SubSaharan Africa 20190 21808 27245 37114 3771 50575 74773 88102 323577 532 926

Source:Compiled by the authors based §ar and CartwrightSmith (2010)

The difference between the level of illicit flows out of Zambia comparedldazania and
Mozambique is largely due to the systematically higher estimatedriggeicing in Zambia than in
the other two countries.

The revenue authorities in Mozambique, Tanzania and Zambia hawaketl actions against tax
evasion.TRA, for instance, has taken important measures in recent years by plugging taldeoph
and to improve the enforcement of legal sanctions against tax fraud. Until 2068,iaVestigations
including ‘criminal’ ones (fraud and evasionyere settled irtrnally, which was seen as contributing
to lack of transparency of private deaking. Since then, all fraud and tax evasion cases are referred
to the Legal Services Department. Of the 259 investigations made in 2005¢36re&ae referred and
of those,32 went to the regional magistrate’s court (i.e. criminal investigatema handled via the
regular criminal justice system). However, since the magistrates ilmposedonly fines and no
prison sentences, the rewards of tax evasion outweigh the perdskedrhus, the existing judicial
system seems to be a major bottleneck for establishing a credible penalty systemd@and tax
evasion.

Revenue authorities occasionally use one time ‘tax amnesties’ as a way afagimgpeompliance
and raising revenue. In 1998, Zambia introduced a tax amnesty which provided amnesty from
prosecution, fines and other penalties, but not for unpaid tax or interestidaingtudies show that
the overall revenue effects of amnesty programmes have been small relative to agyregateax
revenues, wittestimated effects frequently turning out to be statistically insignififfslookherjee

and DasGupta 1995; Hasseldine 199BasGuptaand Mookherjee 1998 Overall, amnesties may
have certain shoterm benefits, but aumber of potential longerm costs in terms of revenue,
compliance and respect for the tax systergeneral. The resultant balance after these inherent trade
offs have been taken into account should be the major influence on the decisioerwhebto offer

a tax amnesty. If a decision is taken to offer a tax amnesty, a number of dessgmissd to be taken
into account. These include issues relating to coverage, length, eatig bampaign, personnel etc.
After the amnesty, assessments of the success of the amnesty in terms of reventery volun
compliance levels and public attitudes towards taxpaying should be madevétpgenerally there is

a need to caution against the use of tax amnesties.

5.4 Concluding remarks

In this chapter wérave argueé that addressing the informal sector, cutting down on tax exemptions
and hindering illicit financial flows out of the country are complex, lehging but potentially
rewarding areas to focus effotts broadening the revenue baéelarge proportion oflte economic
active citizens in Mozambique, Tanzania and Zambia belong to the informal, $mttom rural and
urban areas. This affecthe general ‘tax literatyn the countriesas many people are not able to
comprehend the technical issues involvethinadministration and reforrRecently, ATM, TRA and
ZRA have made commendable efforts to brinfiprmal sector operators into the tax net. This has

6 USD million 2004 deflatedFor information on the methodology see Kar and Cartwsymith (2010:18) and
Fontana (2010).
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involved measures teducate taxpayers, simplify the registration of traders, and to brinfjlerxsnand
nonpayers into the tax net through closer monitoring and collaboration withmafosector
associationsStill, considerable and sustained efforts are required before the tax basesthineth
countries will be significantly broadened. During this pexit is also important to strike the right
balance between the expansion of the tax base, compliance and enforcement.

Generous investment incentives to specific industries have led to largeedwsses and distorted
competition in the three countrigBxtractive industries enjoy generous tax incentives. One argument
is that a favourable tax regime will attract more foreign direct investmentharsdcontribute to
economic growth. This happens in spite of the fact that research showsettet regira is only one
of many factors that impacts on investment decisions and the generalsbusitvironment. Rather
than uniting to demand fair deals with investors, many African countriekiding the three case
countries, find themselves competing with each other to see who has theidiessd climate, the
most generous tax holidays, the best investor protection and ottedrifisentives. Experiencaso
shows that a high occurrence of tax exemptions reduces the tax base, coatésr rforibery and
corruption, and increases the appearance of loopholes for tax evasion. Hence etheokexax
exemptions is often an indication of a government’s politicklterstrengthen the fiscal contract and
fight fiscal corruption and tax evasion. However, dueegistance from the benefiting elite, political
leaders and businesses it is likely that the exemption regimeomilinue to bex major challenge in
all the three countries.

It is well documented by research that illicit capital flows from Africa— mainly to tax havens and
Western financial institutions are huge The proceeds of commercial tax evasion, mainly through
trade mispricing, are found to be by far the largest component. Of the three cases;aZemnbia has

the estimated highest degree of illicit flows largely due to the sysiatly higher estimated trade
mispricing in Zambia than in thevo other countries. Erosion of the tax base through transfer pricing
is a challenge that has adversely affected domestic resource mobilisatiorextvasive industries
companies operate internationally and have extended dealings with eaffilc@mpanies thus
increasing the opportunities for transfer pricing and thus loweringahiability. The tax laws in the
case countries have legal provisidosaddress the issue, but evidently, that is not sufficient. The tax
administratios in Mozambique, Tanzania and Zambia need better training on how to recognize the
transfer pricing opportunities in key sectors, including mining, and strongecitato etect and
respond to this problem. There is also a need for medepth knowledge of the extent and impacts
of capital flight at the country levels. The issue of transfer pricing isistiq#ied and complex in
nature. International collaboration andaties are required to make inroads against the problem.

76



CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

6. External support to strengthening the tax systems in
Africa

This chapteprovidesan overview of organisatiorsipportinghe development of tax systems in
Africa (seeBox 17), followed by asummaryof relevantdonorinitiativesin Zambia, Mozambique and
Tanzania.

The renewed interest in taxation and development in Africa is the restulbnty of increasing
awareness of the nexus between taxation, state buildingcandntability, but also due to the drivers
of tax reform. They include (i) international agencies such as the IltiteraaMonetary Fund, the
World Bank, bilateral development agencies, international tax consuliact NGOs; (ii) African
organisations,in particular the African Tax Administration Forum (ATAF) and the Afnica
Development Bank (fDB); (iii) international conventions, accords and declarations; andti{e
World Taxpayers Association, which has branches in four African counifrfes.work of these
organisations has also been complemented by legislation passed by Africaies@mtaxation. This
renewed interest on tax issues is likely to be sustained becauseregliration by many African
governments that fiscal selfliance requies improved tax systems, which entails a culture of trust
between the state and citizens, and enhanced government accountability spaidrany.

6.1 International organisations

A number of institutions can be included as global drivers of tax reformvetdr, the political and
intellectual impetus behinthe global tax reform has largely been provided by the International
Monetary Fund (IMF), which comes to policy makers in developing coumtreé&ather authoritative
way’ (Fjeldstad and Moore 2008). Stimulus has also come from the Worldd&Bahthe community

of tax professionals, which includes employees of national tax adratiiss, international
organizations, economists, accountants, academia, lawyers specializing iontaadi local and
international consultancy firms. Three of these institutions deserve someoattginen their role in
putting tax on the agenda in African countries. They ar& #ixeJustice Networkhe Commonwealth
Association of Tax Administrato(€ATA) and theGlobal Financial Integrity(GFl).

The International Tax Justice Network (TJN) is a coalition of researemet activists with a shared
concern about what they argue are the harmful impacts of tax avoidancempatition and tax
havens, which are corrupting national tax regimes and onshore reguatib distort markets by
rewarding economic freeders and misdirecting investme@tww.taxjustice.nét The key ideals it
promotes are tax cooperation, level playing fields, democratic taxation asgarancy. Through its
declarations, publications and other activities, the Network has beero alvkeat attention to abusive
tax policies and the harmful effects of tax havens. There is a branch of twerken Africa
(www.taxjusticeafrica.nét

The Global Financial Integrity (GFI) was launched in September 2006 folldatvngublication of the
book, Capitalism’s Achilles Heel: Dirty Money and How to Renew the fMaeket Systenby
Raymond Baker. The book demonstrates that the problem of illicit finahared find the financial
infrastructure supporting it is enormof{see section 5.3). The GFI promotes national and multilateral
policies, safeguards and agreements aimed at cugtdiim crosdorder flow of illegal money. Its
mission stems from the estimate thatD1Strillion in funds which are illegallgarnedtransferred or
utilized are spirited across borders annually. Of thiD® billion a year comes out of developing
and tansitional economies into western accoums.globalfinancialintegrity.orjy

The Commonwealth Association of Tax Administrators (CATA) wasldished as a result of a
decision taken at the meetingtbe Commonwealth Finance Ministers in Barbados in 1977. Initially
27 Commonwealth countries were enrolled as CATA members. The number lagrewn to 46
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countries. CATA's activities include annual technical workshops, high guadiining programmes

for tax officials, in country training programmes tailored to meet theifsp@eeds of members,

publication of a quarterly Newsletter and provision of consultancycesnand research facilities for
members upon requestyw.catatax.ory

6.2 African organisations

The African ‘tax family’ consists of the African Tax Administration &ar (ATAF), the African
Development Bank (AfDB), anthe Tax Justice Network for Afric&.

The African Tax Administration Forum (ATAF) was formally launched in &ber 2009 in
Kampala, Uganda. Currentlyp3frican countries are membe&TAF brings together the heads of
Africa’s tax administrations to discuss common challenges and key psoftli effective domestic
resource mobiliz&n. Further, it builds the capacity of staff through organizing techwnicgkshops.
ATAF’s objective is to become a platform for articulating African tadonies and building the
institutional capacity of the continent’s fiscal administrasi througtpeer learning and the sharing of
good practices. It is setting up an African Tax Centre to foster expestaring, benchmarking and
peerreviewing. ATAF is engaged in regional and international dialogue on tidaxa
(http://www.sars.gov.za/home.asp?pid=10421

The African Development Bank (AfDB) serves as a strategic partner ofAsliAce its inception by
providing both financial and technical suppawinfv.afdb.org. Together with ATAF and the Korean
African Economic Cooperation Fund, the AfDB has established the East Aficénitiative, which
focuses on sharingood practices in revenue governance in East Africa, including Burundi, Kenya,
Rwanda, Tanzania and bigda. The AfDB also facilitates deeper dialogue with otherAfdoan
platforms that deal with different aspects of public finances suchea€dhaborative Africa Budget
Reform Initiative (CABRI) and the African Organization of Supreme Alndititutiors (AFROSAI).

The Tax Justice Network for Africa (TJA) is a parAfrican initiative and part of the International
Tax Justice Network. It was launched at the World Social Forum in Ja@087. Its aim is to
mainstream tax justice in the economic discourse in Africa and promote sqagsalldemocratic and
progressive tax systems. It organized a-Raitan Conference on Taxation and Development that
took place in Nairobi, Kenya, 256 March 2010.The conference made declarations on domestic
taxation, evenues from natural resource extraction and international taxatiese Tircluded calling

on African governments to commit full transparency on tax revenues and tax expendiame tax
exemptions for multinational corporations and wealthy indivisla@ald elites, simplify tax codes and
reduce the compliance burden, particularly for small businesses,igmdrs to the Extractive
Industries Transparency Initiative.

6.3 International treaties, conventions and declarations

A range of international trdas, conventions and declaratiopsovide the legal and institutional
framework for driving the global agenda on taxatidhey include:

e UnitedNations Model Double Taxation Convention.

e Manual for negotiation of bilateral tax treaties between developedesetbging countries.

e The Organization for Economic Cooperation and Development (OECD) Demtaoaki
International Investment and Multinational Enterprises of 1976, which coas an
taxation.

" This and the two following sections draw on Ayee, Fjeldstad, Mangis&aanly (2010).
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e The CARICOM Double Taxation Agreement of 1994, whichaegtl the 1973 Tax Treaty
that provides for the removal of barriers which previously existed ynb@dause of the high
effective rate of tax levied on income derived.

e The Convention on the Elimination of Double Taxation in Connection with the Adastofh
Profits of Associated Enterprises of 2002.

e The UN International Convention on the Protection of the Rights of all Migvankers and
Members of the Family of 1990, which relates to avoid double taxation of the eaohing
migrant workers and members of their families.

¢ The UN Convention Against Corruption (UNCAC).

e The OECD Transfer Pricing Guidelines for Multinational EnterprisesTax Administrations
of 2009 and its Arm’s Length Principle (which stipulates that the priimttjother conditions
of cross-border transactions between associated enterprises shouldendtadiffthose that
would be made between independent enterprises in comparable circumstances).

¢ The Nairobi Declaration on Taxation and Development of March 2010.

In addition,individual African countries have passearious kegislatiors to providefor both the legal
and institutional framework of taxation.

6.4 World Taxpayer Association

The World Taxpayers AssociatioW{TA) was established ithe United States of America 1988 Its

motto is “a united front for lower taxes, less waste, accountable government pagletesxrights all

over the world”. It has an ariax stance. WTA has 65 member associations from 45 countries, four of
which are in Africa, i.e. Cameroon, Kenya, Tanzanialdganda (www.worldtaxpayers.grg

Box 17: Recent initiatives in support of domestic revenue mobilisatiomi Africa

Multilaterals, regional development banks, donors, think tanks and NGOsliffavent approaches t
domestic and international tax issues. While some focus on tax adatiaistothers focus on broad
issues of fiscal policy. To promote tax administration, for instariee Affrican Tax Administratior
Forum (ATAF) has enrolled the support of the African Development Bank, QBYIR DFID, Irish
Aid, Norad, and the GermarAgency for International DevelopmeriGlZ). The AfDB has alsg
supporéedthe African Regional Technical Assistance Centres (AFRITACS) since 2006.

o

At the global leel, fiscal issues are traditionally part of the Internationand&tary Fund's (IMF
domain of intervention, rather than the World Bank’'s. The Fiscal AffBiepartment of the IMI
provides technical cooperation via assistance, missions and training. $elfe@laborates with the
European Commission (EC), the Infemerican Development Bank (DB), OECD, the Department
International Development D) and the World Bank in the International Tax Dialogue (ITD
multilateral coordination effort among taadministrations and bilateral donors to encourage
facilitate discussion of tax matters among national tax officials,natienal organizations and a ran
of other key stakeholders. The ITD organizes global conferences, one bftalicplace in Afica in
2009 (vww.itdweb.org.

Continued
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Box 18: Continued

In April 2010, the EC has given new prominence to its cooperation in the fieldxafion for
development by issuing a Communication ‘®@ax and Developmeh{EC 2010). Having developsg
expertise in supporting tax administration reforms in Central and EasteopeEas a means

financing development, the EC has turned to Africa, for instance, by suppastirgform in Tanzania

and finaning a fiscal transition programme with the West African Economic and Mongkaign
(WAEMU). The Extractive Industries Transparency Initiative (Ei$lpart of the ELAfrica

Governance Partnership and supported by 10 EU Member States and the EC. rhgescooe
verification and full publication of company payments and government revenues froga®iang
mining. All EU Member States that support the EITI provide financial assistavith most using th
World Bank’s MultitDonor Trust Fund, and a fewvgng grants to the EITI International Secretar
The EC is also a member of the International Tax Dialogue. It uses IMF Regewnfalidal Assistanc
Centres for technical cooperation initiatives at country level, ataboohtes with the Internationfiix
Compact www.taxcompact.nex/

The International Tax Compact (ITC), an initiative of the GerrRaderal Ministry for Economi
Cooperation and Development (BMZ), aims to strengthen international cooperittiodeweloping
and transition countries to fight tax evasion and avoidanceUhiied Kingdom’s FID has provided
technical assistance to a range of tax reform and tax administrative issues ihAfexaracountries.

DFID has also funded research prograramoa taxation and governance, including the Internatipnal

Centre for Tax and Development (ICTD),-tmded with Norwegian Agency for Developme
Cooperation (Mragd. Norway and Denmark la also funded a research programee&miningthe
links between taxain, aid and democracy in Africavivw.cmi.no/research/tax/

Norway, via the Qil for Development Programme, Norad and some embgssieisle supporto
strengthening natural resource management and taxatoningtance in Ghana, Mozambiqy
Tanzania, Uganda and Zambi@ermany(GIlZ) has included tax administration components in

projects in Burkina Faso, Ghana, Mali, DRC, Mozambique, RwaantthSenegal. It also cooperatges
with regional institutions such as the East African Community (EAC) anBd¢bromic Community of

West African States (ECOWAS).

The Swiss State Secretariat for Economic Affairs (SECO) supportstadonbr common fund tha
facilitates tax administration reform in Mozambique, and previdehnical assistance to the Minis
of Finance in Burkina Faso to support tax policy reform.

Sweden, Denmark, the Netherlands, the United States and Italy also have prdfextsx policy areg
France’s Ministry of Finance has been funding techrdoaperation, and participates in the Centre
rencontres et d’etudes des dirigeants des administration fiscal (CREDAR)gud and study centi
for Francophone fiscal administrations, most of which are Afritae. NorthSouth Institute (Canada
caried out case studies on domestic resource mobilization in Africa alating tie Canadiar
Development Agency (CIDA), the AfDB and the African Economic Researcho@iams (AERC). A
‘Collecting Taxe's database is available online in the USAID fiscal reforection, presenting
information on revenue performance, tax structure and tax administration.

Several civil society organizations are active in the area. For instarcd,ath Justice Network fg
Africa (TIN-A) advocates for socially just, progressive teasystems. Think tanks such as the GIg
Financial Integrity have been documenting tax losses in Africa due to taxmv@sganizations an
networks lobbying against tax evasion and fraud include the Extractive Iedu3transparenc
Initiative (EITI), Transparency International and Publish What You Pay.

Source: Ayee et al (2010) based on African Economic Outlook
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6.5 Agencies supporting work on taxation in Mozambique, Tanzania and
Zambia

Table11 gives an overview of major development partners engaged in tax related projbetshiree
countries.

Table 11: Donors engaged in tax related work in Tanzania, Zambia and Mozambique

Country Organisations

Mozambique BTC (Belgium), CIDA (Canada DFID, GlZ, IPAD (Portugal), Norway
SECO (Switzerland)Schweizerische Eidgonossenschaft, Spaih)B, IMF,
World Bank

Tanzania

BTC, Danida, DFID, GlZ, Norway, United States, AfDB, IMF, World Bank

Zambia DFID, Norway, IMF

Source: Compiled by the authors based on interviews and development partner websites

6.5.1 Mozambique

The general budget support mechanism has 19 full members, known as the G19 or #menkRzodjd
Partners (PAPs), with two associated members. In addition, severatiotiues are presé The large
number of involved donors makes it difficult to get a full overview of &fftargeting the tax system.
Some public reporting on aid projects on the web pages of development panamehave project
names targeting ‘public finances’ and ethbroad categories that may or may not contain a tax
component. But at least ten different development partners and mudtikatganisations support the
development of the tax system. Thus, there is need for strict donor coordinadiemid overlappig
efforts. We are only aware of one case, referrinthéoUS Treasuryffice of Technical Assistance
(OTA), where the Government of Mozambique has terminated the partnership with raodiono
taxation. The poverty reduction strategy paper (PARPA II) provides a guimohdor all partners
involved, also on taxation (Box 18

The European Commission supports the initiative ‘odamoz’ which is arrcglecdatabase with
guantitative information on Official Development Assistance (OBRAMozambique Figure18). The
initiative was started to enhance donor coordinathuipy/mozambique.odadata.ampdevindthe
reported size of the total donor contributions differs between Odamoz and thenAfémnomic
Overview database, which suggests that there are some inconsistencies betwagouheaurces.
Table 12 illustrates the share of ODA used on tax reform compared to the total amoDtfofo
Mozambique. Less than 1% of all ODA were allocated to tax issues in-2B0%0, illustrating that
even though taxation is referred to as a priority area, this is nafiggtted in donor allocations.
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Box 19: PARPA Il - poverty reduction strategy paper in Mozambique

The Poverty Reduction Strategy Papers (PRSPs or PARPA in Portuguesezamibique aré
prepared by the government in broad consultation with stakeholders and develpprivass. Tax
issuesare incorporated in the main sections in PARPA 1l. On tax policy the maiitipsare:

Tax Policy

“In this area, the government will work to reform and increase the efficiencyheftax
administration with a view to gradually increasing the mobil@atbf domestic funds as a percentage
of GDP, with the idea of reducing external dependenoythat end, the following steps will be taken:

0] Domestic revenues will gradually be increased.
(i) The tax system will be simplified and refined, and the tax base broadened.
(iii) Reforms made in direct and indirect taxes will be consolidated.

(iv) Simplified taxation regimes will be reviewed, the effectiveness oftbxaestment
incentives will be evaluated, and the process of establishing tax colifte wontinued.

() Work on modernizing the tax administration will be continued, to make it an mftigie
collection system and to curb fraud and tax evasion.

(vi) Legislation will be approved that simplifies the relationship betweetathadministration
and the taxpayers, makingeiisier for them to exercise their rights and receive the
protection assured them.

(vii)  Tax and customs courts will be effectively implemented.
(viii)  Legislation on local government finances will be refined and the conditions aféineies
responsible for collectivand control of local government taxes will be improved.”

Source: PARPA |l English versi¢Republic of Mozambique 2006)

Figure 18: Donor support for tax reform in Mozambique (in USD)

6 000 000
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4 000 000

3 000 000 B Committed

Disbursed
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Source:Developedy the authordased ordata fromOdamoz (2010)
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Table 12: Donor support for tax reform in Mozambique (2007-2010)

UsD Committed Disbursed Committed Disbursed Committed Disbursed Committed Disbursed
Mill

2007 2008 2009 2010
Tax 55 1.9 - - 2.4 3 2.8 14
Reform

Total 6483.3 3858.2 3656.4 4039.5 6035.6 5404.4 6647.7 4661
ODA

Tax 0.09 0.05 - - 0.04 0.05 0.04 0.03
share of
ODA

Source:Developed by thauthorsbased orOdamoz (2010)

The Public Sector Reform Donor Group (PSRDG)consists of the WorldBank, UNDP, DFID,
Danidg Norad and Irish Aid, with the PARPA as their focal poifite PARRA Il agreement on
needed tax policy improvements is cited in Box 18. The document shows that theezlegbeement
about tamtion as animportantinstrument for poverty reduction. In 2005 the African Development
Fund joined with a grant to support two components:

e The establishment of One Stop Shops to simply procedures and reduce compidnce a
administration costs.

e The financing of training courses at Mozambique’s Higher Institute of d®Abliministration
(ISAP) (AfDB, 2010).

Budget supporthas been considerable in Mozambique since ZDOR tax basket resulted in thax
Common Fund.The fund isagroup of donorshatcoordinate their quport to the tax administration in
the country It consists of UK, Switzerland, Belgium and Germamith IMF as an observing partner.

In December 2010 Norway signed Memorandum ofUnderstanding to join the fund with a
contribution of NOK 12 millionfor 2010-2011(Royal Norwegian Embassy Maputo 2010Bhe
German Development Bank (KfW) has led the tax basket and refers to it as ‘iomahdtest
practice’ in donor coordination on tax reform. The funding mechanism complibsthét Paris
Declarations fivecriteria on ownership, harmonization, alignment, mutual accountability and
managing for resulté&fw 2009).

The United Statesalso contributed with a tax component through the U.S. Government Country
Assistance Strategy for Mozambique. The tax compogemers the period20092014 with an
additional tax component in their Trade and Investment Project200% Canadian CIDA focuses

on building economic foundations, but a tax component is not explicitly descriktbdiirofficial
profile (CIDA 2010) Similarly, Portugal offers assistance to Mozambique with supporstie
administration, sustainable development and combating poverty, including a tax cotm{®A®
2007-2009)In December 2010, ATM and tidorwegian Tax Administration (NTA) signed a MU

for technical assistance to the taxation of international companiesingérathe oil and gas sectors
in Mozambique This work will involve the NorwegianPetroleum Tax Office which is part &ITA.

The main function of the Petroleum Tax Office is tew@e correct assessment and collection of the
taxes and fees that have been determined by the political authorities. Thespgortwdl be funded by
the Norwegian Embassy in Maputo, initially for the period 2011-12.

6.5.2 Tanzania

The Tax ModernisationProgramme(TMP) is supported by the World Bank through IDA, DFID,
Danida and the Government of Tanzanf{aee section 3.4.4)The multi-donor basket funding
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agreement was signed in 2086d succeeded the Tax Administration Project (TAP), which was
implemened from 1996/97 to 2002/03 (TRA 2010@hrough the Tax Modernisation Programme, the
revenue authority adopted a more integrated approach to project desigrplerdemationThe five
core elements of the TMP are: (a) to increase revenue collection in affemdive way; (b) to
integrate TRA operations; (c) to provide high quality and responsive custowieesg(d) to promote
tax compliance through a fair, equitable and transparent application @waxdnd (e) to improve
staff competence, motiviah, integrity and accountabilityThe implementation of the TMRithin
TRA is coordinated byhePlanning and Modernisation Programme Unit.

From 1998 until 2007 GTZ (GIZ) assisted TRA specifically in computerisatiadheothen Income
Tax Department and in developing the TIN and the Income Tax system maiempboyment taxes.
With the integration of the Income Tax and the VAT Departments into the Dorfiest Department,
the income tax system supported by GTZ was improved in 2004 to support the edtegatations
with the necessary modules of audit, registration (TIN) and debt managemest.efeknent of the
project was the introduction of the electronic iTAsystem in 2004. GIZ (GTZ) is currently
supporting a regional programme for the East African Community (EAC) Igmirecludes Tanzania.
The project duration is from 2008 to 2011. Tax harmonization of laws and proceaduhes EAC
region is a main component.

GIZ (GTZ) currently supposta regional programme for the East African Community (E&@j also
includes Tanzania. The project duration is from 2008 to 2011. Tax harmomnizd laws and
procedures in the EAC region is a main component (GTZ 2008).

The Germarassistedsupport to Local Governance Procesé®sgLGO) supports PM@RALG via the
Property Tax Reform Task Force (GTZ 2010). Shemnn technical expertise is provided to assist with

the development of esite testing instruments and procedures such as a cadastre system and the
respective computer modules and valuation procedurethefuan international tax administration

and IT expert supported by the Centre for International Migration and DevettpCIM) assists

TRA in enhancing administrative skills for propetdx rates collection in Dar es Salaam .

The International Monetary Fund hasRagional Technical Assistance Training Cer(fRIAC) in
Dar es Salaam, Tanzania, the East AFRITAC which was opened in 2002. Teeo€fems training in
implementing policies that promote growth and reduce poverty through coursesarsesnid
workshops for officials. East AFRITAC covers Eritrea, Ethiopia, KenyaaiialRwanda, Tanzania,
and Uganda. Current donors include the African Development BaakilBhe European Investment
Bank, France, Finland, Germany, Kuwait, Luxembourg, thinétkands, Italy, Switzerland, and the
United Kingdom (IMF, 2010).

The Fiscal Department of the IMF has provided technical advice and recomimesidafl anzania on
various issues connected to strengthening the tax administratioas3ik@ance has beemnesponse to
requests from the Commissioner General (CGJRA. For example in the repdrn integrated and
taxpayer segmented tax administrati@alvice on taxpayer registration, payment processing, returns
processing, filing and debt management, tagpaydits and VAT refunds was givéRloeden et al.
2005) Furthermore, the African Development Bank gave a Poverty Reduction SupportllLt@an |
Tanzania with a tax component in 2009.

Norway, via the Norwegian Embassy in Dar es Salaam, has supportgevtiepment of mining

tax model and training in applying the model (Econ Pdyry 2009). Furthermore, Norway has fended th
review of mining contracts and relevant acts, as well as the analysi revision of hedging
agreements in the mining sector. Relyenpreparation for long term institutional collaboration
between TRA and the Norwegian Tax Administration has been madeawpitissible agreement in
place 2011. This work is likely to focus on specialised awdfilarge taxpayers in various sectors,
possibly including the finance and banking sectors, telecommunications, tounsmmaing.
Furthermore, substantial support has been granted to the Norwegian Chiisciv@kk on the mining
sector, focusing on taxation, environmental and social aspectse(dam 4.4).
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Other donors, including CIDA and some multilateral organisations haweshlswed substantial
interest in the mining sector and public resource allocation. One exantpéegrouping of thévorld
Bank UNCTAD and thelnternational Council & Mining & Metals (ICMM). In 2009 this grouping
held a workshop with key government figures in Dar es Salaam presdntingg$ that later were
published in the repofMining in Tanzania— what future can we expect? Thieallenge ofmineral
wealth: using resource endowments to foster sustainable developnfRog & Essex 2009).
According to the authors, the report and their advice ‘generated a hedititg @bout the future of
mining in Tanzania’.

6.5.3 Zambia

Like in most other SSA countries, aid has been delivered througlusanstruments in Zambia. Aid
coordination and even harmonization has been strengthened in the kd#.dgdedget support was
introduced in the early 1990s in Zambia. In 1993, segide approaches (SW) for the health
secto was developed (Chansa 2008; Chansa et al., 2008). It was then expanded dgacthitural
Sector Investment Program (ASIP) in 1996, the Road Sector InvestmerdrRiGDADSIP) in 1998
and to the Basic Education S8ector Investment Program (BESSIP) 1899. Budget support
represents approximately 30% of total aid in Zambia according tofrdata2008 and 2009, while
project support accounts for the rest (70%). The logicaidweork forthe Poverty Reduction Budget
Support (PRBS)describes the purposef budget support as the reduction of poverty and the
realization of the MDGs through a contribution to the improveroétite effectiveness of the budget
as GRZ's key policy instrument for poverty reduction. The document stregsesritral role of the
National Development Plan as the national strategy and action plan forypmahrttion.

Nine donors are currently part of the budget support group in Zambia (EC, World Bk, BFID,
Netherlands, Norway, Sweden, Germany and Finldhdy signed a joint Memorandum of
Understanding (MoU) with the GovernmesftZambiain 2005 setting out common arrangements for
the provision of budget support. The MoU describes the -léghl areas of commitment on which
PRBS is based known as the 'underlying principles’:

a) commitment to sound macroeconomic management;

b) commitment to good governanamd

C) commitment to public financial management reforms; and (iv) commitmeigio f
poverty.

A donor harmonization process began to take shape in 2002. In 2003, the GoverrtheRegfublic

of Zambia (GRZ) and its cooperating partners signed the Harmonization in Practiéy (H
Memorandum of Understanding. With other cooperating parties becoming signatoisesas
progressively developed in the Wider Harmonization in Pra¢t™eIP). In October 2005, a Joint
Assistance Strategy for Zambia (JASZ) was agreed by the GRZ apdrating partners, and in May
2007, the JASZ 2002010 was signed by the bilateral and multilateral agencies in Zambia. This
includes a country context agails as well as a strategy to enhance ownership, alignment and improve
donor coordination. The objective of the JASZ is to better organizdateuent assistance and reduce
transaction costs for the GRZ, by creating more balanced segtmage of the assistance (as several
sectors such as education and health received a lot of support, while eatfoes slid not), and to
make development assistance more efficient.
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IMF has provided some technical assistance to the Government in Zamtaa& palicies ad tax
administration. A review of the tax policy and administration in 2B06eden et al. 2006gd to the
approval of the IMF project 2068010 aiming to modernising the revenue administration. The
following strategies are described in the Project @napproval:

i) Separate the design of operational policy and procedures from their impleamentat

i) Establish a separate and distinct function within the Domestic Taxe$oDittist will
monitor the business processes delivery and strategies and adwaidiragy.

iii) Segment taxpayers into Large, Medium and Small taxpayers and establish distinct
functions to manage the attendant domestic taxes.

iv) Propose amendments to legislation that will support integration of thestiortaxes.

V) Implement business processes and systems that will support the integratioresficio
taxes.

Strengthening the management of the mining séstame of the priorities of the development partners
in Zambia, with IMF, DFID, the World Bank the EU Commission and Norway as kéyepar

Norway’'s engagement on taxation in Zambia dates back to 2006 when the Norwegass¥Em
Lusaka together with the Zambi@overnment initiated work on mining taxation. In 2007 a Zambian
delegation visited Norway for knowledge sharing and to learn about the Nanveqgieriences with
taxation of oil and gas. Norwegian consultants and lawyers provided advitleetZambian
Government on a new tax regime for the mining sector and on the possibilitiesegotiate the
contracts with the private miningompanies (Speed 2010) This supportalso included the
development of a mining tax model for Zambia and training of ZRA staff in mugpthe model.
Furthermore, Norway has supported specialised tax audits of three minimardes) and the
establishment oh new Financial Intelligenc&entrewithin the Bank of Zambia. For the period 2010
2014, the Norwegian Embassy in Lusaka will fumgbrogramme that aims to build large taxpayer
administrative capacity in ZRA, in particular through improved specihhsiming tax administrative
assessment, auditing and enforcement capacity. The programme wilkeimailtutional cooperation
between ZRA, the Norwegian Tax Administration and the International Morfetsy (IMF).

The number of donors currently supportingACis limited with Norway and the United Kingdom as

the main development partners. While Norwag noted aboveyill continue to support tothe tax
administration DFID has expressed plans on leaning more towards governance, including support to
civil societyto enhance ‘domestic accountabilitilorway will also continue its support to Caritas and

the Norwegian Church Aid (see section 4.4).

6.6 Regional programmes of relevance for Mozambique, Zambia and
Tanzania

Some donor supported programmes addressiregather than individual countridelevant regional
support initiatives are listed in Taklé.
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Table 13: Regional programmes

Regional programmes

Germany

e International Tax Compact (ITC) Initiative agst tax avoidance and tax frauc
Explicit tax project 2009-2012

e East African Community, South African Development Community "Global
Trade— New Challenges for Ctsm Policy and AdministrationTax
component 2005-2012

e East African Community (EAC): RegiahPromotion of Tax Administrations in
the EAC Explicit tax project 2008-2011 Economic Community of West African
States (ECOWAS)Strengthening of the ECOWAS (Economic Community of
West African States) Secretariat; Tax component ZU0&

e SubSaharan AfricaBudget management BubSaharaAfrica Tax component
2007-2009

United
Kingdom

e Africa Tax Reform Project in Africa Explicit tax project 200310, Africa
Engaging Stakeholders on Domestic Resource Mobilisation i¥58bharan
Africa, Tax component 2002010

United
States

e Southern Africa, Global Competitiveness Hub Tax Component 2004-2010

Main source: Mapping survey. Tax and development (Kéhnen et al. 2010)

An overview of organisations working on tax issueéfirica is presented ifable14.

Table 14: Organisations engaged on tax issues Africa

Bilateral Description Web address
agencies
Canadian One of CIDA's priority themes is to strengthening public financial www.cida.gc.ca

International
Development
Agency

Germany -
Kfw
Entwicklungs
Bank

German
Agency for
International
Development
(Glz)

manaement at national, regional and local levels in partner countries.
This has included assistance to the Directorate General of Taxation in
the Ministry of Finance of Indonesia to develop and implement
reforms designed to increase the accountability, teresgy,
effectiveness, and efficiency of the tax administration system. CIDA
has also provided support the institutions responsible for monitoring
and regulating the oil and gas sector, including tax collection, in
Bolivia.

KfW Entwicklungsbank provides budget support and policy dialog www.kfw-
for tax related work and plans to strengthen the focus of taxation inentwicklungsbank.de
budget support.

Long-term technical cooperation complemented by stesrh www.giz.de
technical assistance, secondments of staff, trainings and financial
project support (through the former GTBLZ also organises

seminars as well as conferences and produces more analytical.studies

GIZ (through the former German Development Service) is enga( http://www.ded.de
in technical cooperation projects. In the area of taxation and

development the aim is to improve revenue enhancement of local

government authorities.

Continued
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Norway —
Ministry of
Foreign Affairs
and Norwegian
Agency for
Development
Cooperation

Swedish
International
Development
Cooperation
Agency

United
Kingdom—
Department for
International
Development

The Norwegian ‘Tax for Development’ programme focuses on fourttp://www.norad.no
areas: (i) capacity building of tax administrations; (ii) knowledge http://www.mfa.no
generation and dissemination; (iii) international cooperation (e.g.

within OECD} and (iv) support to civil society.

Sida supports capacity building through twinning of Swedish

institutions and institutions ain developing countriése Swedish  http://www.sida.se/Engli
National Audit Office and the Swedish Tax Agency are engaged igh/

development assistaneéorts.

DFID has a long record of support for tax reform in developing  http://www.dfid.gov.uk
countries focusing initially on tax and custoathministration with

the emphasis on better organisational governance, human resource

development and tax efficiency. More recenthe emphasis is on

tax policyandtax systemshat can contribute to growth, state

building and the ‘fiscal social contract’. Support to research and

dissemination is part of these efforts.

Multilat eral organisations

European
Commission

OECD Centre
for Tax Policy
and

Administration

UN
Department of
Social and
Economic
Affairs

World Bank
Group

The European Commission supports regional tax administration  http://ec.europa.eu/taxi
networks and initiatives. The EC also channels support through othéyn_customs/index_en.
multilateral donors such as the World Bank and IMF to work on taxhtm

and development.

The centre mainly focuses on OECD countries. In their work outsi http://www.oecd.org/de

of the member countriebd intention is to facilitate dialogue and partment/0,3355,en_26

exchange of experiences in tax matters with-mambers. 49 34897 1 1 1 1 1,
00.html

UN DESA supports the UN Committee of Experts on Internationa http://www.un.org/esa/
Cooperation in Tax Matters that has 25 tax experts with a mandateftd/
front international cooperation for theitefit of developig countries.

The World Bank Group is active in the area of taxation http://www.worldbank.
development, implementing projects in a variety of count org

worldwide. WBGfinanced operations have components involving tax

systems which include tax policy and both tax administration and

customs reform. In some cases, tax administration or customsrefor

is the sole focus of the projects while in the majority of projects,

technical assistance (TA) is provided in the broader context

public sector reform or as a part of pubfinance management

project.
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International financial institutions

African
Development
Bank

International
Monetary Fund
(IMF)

AfDB provides techital and financial support to member countries http://www.afdb.org
Africa.

The Fiscal Affairs Department handles tax issues. Technical www.imf.org
assistance is the main focus. Technical gtasice Centres (RTAC)

handles regional projects. The centre covering East Africa is located

in Dar es Salaam.

Regionalorganisations

African Tax
Administration
Forum

Commonwealth
Association of
Tax
Administrators

ATAF was formally launched in Novemb2609. Currently, 31 http://www.sars.gov.za
African countries are members. It brings together the heads of home.asp?pid=10421
Africa’s tax administrations to discuss common challenges and key

priorities for effective domestic resource mobilization. Further, it

builds the capacity of staff througinganizing technical workshops.

ATAF's objective is to become a platform for articulating African tax

priorities and building the institutional capacity of the continent’s

fiscal administrations through peer learning and the sharing of good

practices.

CATA runs training programmes, technical conferences and otherhttp://www.catatax.org/
knowledge sharing to make tax administrationge effective.
Zambia and Tanzania are among the 48 member countries.

Global networks and organisations

Tax Justice
Network

International
Tax and
Investment
Centre

Global
Financial
Integrity

Task Force on
Financial
Integrity and
Economic
Development

International
Tax Dialogue

ODAMoz

TJINis dedicated to higlevel research, analysis and advocexcthe  http://www.taxjustice.n
field of tax and regulation. It analyses and explains the role of taxatbn

and the harmful impacts of tax evasion, tax avoidance, tax

competition and tax havenBhe objective is to encourageform at

the global and nationdgvels.

ITIC serves as a clearinghouse for information on best practices i http://www.iticnet.org/
taxation and investment policy, and as a training center to transfer

such know how to immve the investment climate of transition and

developing countries. It hadfices in Russia, Azerbaijan, Kazakhstan,

the Philippines, Ukraine, the United Kingdom and the United States.

GFI promotes national and multilateral policies, safeguards, and  http://www.dfip.org/
agreements aimed at curtailing the crbesder flow of illegal money.
Itis located in Washington D.C.

The Task Force is a consortium of governments, research http://www.financialtas
advocacyorganisationshatfocuses on achieving greater transparengforce.org/
in the global financial system for thenefit of developing countries

ITD is a collaborative arrangement involving the EC, IDB, IMF, http://www.itdweb.org/
OECD, UK-DFID and the World Bank Group to encourage and Pages/Home.aspx
facilitate discussion of tax matters among national tax officials,

international organisations, and a range of other key stakeholders.

EC funded electronic data base thatvides information on Official  http://mozambique.oda
Development Assistance (ODA) to Mozambique data.ampdev.net/
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Research centres

African Tax ATl is located in the Department of Economidsiiversity of http://www.ati.up.ac.za
Institute Pretoria. It is devoted to training, research, and technical assistance in
the areas of tax policy and tax administration on the African continent.

Centre for CTPG is a knowledge center for tax governance. Its mission is to http://www.center4taxa
Taxation and  contribute to the strengthening of governments in the fields of tax tion.org
Pubic policy, tax administration, tax management and legal drafGa¢G

Governance is located in Amsterdam, Holland.

International IANRA aims to promote, support and further commuitigntred, http://ianra.org/

Alliance on sustainable and equitable management of natural resourcesda. Afri

Natural African members are Angola, DRC, Kenya, Malawi, RSA, Zambia,

Resources in  Zimbabwe and Mozambique.

Africa

International ICTD aims to translate research on taxation and development int¢ Currently no web

Centre for Tax practical, effective and concrete programmes and policies. The  page. See individual

and operational objective is to mobilise knowledge in ways that will widédnor and

Development and deepen public debate about tax issues within poorer countriescontributor pages at
especially in Africa south of the Sahara. www.ids.ac.uk

www.dfid.gov.uk
www.norad.no

Main source: Mapping by the authors

6.7 Concluding remarks

This chapteihas presentedn overview oforganisations and initiatives engagedsirengthening the
tax systems in Africa in general, and in Mozambique, Tanzania and Zampirticular. Donor
countries with strong fiscal capacities are culyetite most involved in supporting public resource
mobilisation in Africa through their development agencies. The Internhfil@xaCompact (ITC), an
initiative of the German Federal Ministry for Economic Cooperationexklopment (BMZ), aims
to strengthen international cooperation with developing and transition @sutdrifight tax evasion
and avoidance. The United Kingdom’s DFID has provided technicaltaazsesto a range of tax
reform and tax administrative issues in several African countries. DRtDalso funded research
programmes on taxation and governance, as well as projects enablirag Afolernments to broaden
their tax base.

A large number of donors are present in Mozambique. This makesdulditb get a full overview of
efforts targehg the tax system. But at least ten differdilateral agenciesand multilateral
organisations support the development of the tax sy§teaiTax Common Funid a group of donors
that has coordinated their support to the tax administration in dhatrg. It consists of UK,
Switzerland, Belgium and Germany, with IMF as an observing partner. Norgragdsa MoU to join
the fund in late 2010. The German Development Bank (KfW) has led thask&ttand refers to it as
‘international best practice’ in donaroordination on tax reformATM and the Norwegian Tax
Administration (NTA) have signed a MoU for technical assistance to the aaxatiinternational
companies operating in the oil and gas sectors in Mozambique. This wbitkvaie the Norwegian
Petroeum Tax Office which is part of NTA.

The number of donors involved on tax issues in Zambia is currently limited with Namdhyhe
United Kingdom as the main development partners. IMF provides technical rassista the
Government on tax policies and tax administration. DFID has expressedqlieasing more towards
governance than taxation in the years to come. Strengthening the managerhennisfing sector,
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however,is a priority of several development partners in Zambia, with IMF, DFID, the \Balak,
the EU Commission and Norway as key partners.

In Tanzania, basket funding arrangement ofTidwe Modernisation Programm@MP) is supported by
the World Bank through IDA, DFID, and Danida. Norway has supported the developmeanirohg
tax model. Furthermore, Norway has funded the review of mining at&@ad relevant acts, as well
as the analysis and revision of hedging agreements in the mining sector. Recepdyation for long
term institutional collaboration between TRA and NTA has ba#iated, with a possible agreement
in place in 2011. This work is likely to focus on specialised awfitlarge taxpayers in various
sectors, possibly including the finance and banking sectors, telecomnamscédiurism and mining.
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7. Conclusions and recommendations

Mozambique, Tanzania and Zambia have come a long way in reforming their emsyshere are a
large number of good things to report, in particular with respect to simpbincafi the tax system,
including rates and procedures, angtioved tax administration at the central government level. Still,
there is scope to build administrative capacity, especially specialised addiegal expertise for
taxation of key and growing sectors such as natural resources, telecommonsjcaankand
financing, and tourism. Further, there is a need to strengthen the demand side of tarlaitibgurg.

to encourage broader citizen engagement around taxation (civétysoaicluding business and
taxpayer associations). However, a major challéogbuilding effective, transparent and accountable
tax systems in the case countries are the current tax policies, particulaiition to exemptions and
tax incentives. This chapter summarises the current status of the tax systermannbMoe, Tazania
and Zambia. Major achievements are acknowledged and current challenges idditdredfter, on
the basis of the gap analysis, we present a set of recommendations to Blorawegorities on how
this knowledge can be translated into practical, effective and concretepi®ent policies.

7.1 Achievements

The achievements can broadly be categorised in four main categoriesefijl@gesnhancement; (ii)
improved tax legislation and simplification of procedures; (iii) moderioisatof the tax
administration; and (iv) improved taxpayer-tax administration dialogue.

7.1.1 Revenue enhancement

There has been a substantial increase in domestic revenue generation measungghirJisb in all

three countries during the last five years. Measured wot@&DP terms, Mozambique (ATMand
Tanzania (TRA)have both seen a substantial increase in the tax share in recent years, although
Tanzania experienced a decline in FY 2008/09. In Zambia (ZRA) the tax sharadregesd in recent
yearsand saw a decline in 2009owever, for all the three countriesonsidering the extent of natural
resource rents in many sectors and in particular in minitige current tasto-GDP ratios are
significantly below what they could have been if the resource vestes properly shad between the
country and the investors. This is particularly so for Zambia, where the lef@kegbne rent is very
significant, but also for Tanzania and Mozambique albeit at a lower lelatlvely due to less
developed mining sectors.

7.1.2 Improved tax legislation and simplification of procedures

Tax lawsare updated, consolidated and simplified. New tax laws have established mlkEsmrend a
more transparent and predictable tax system. However, there are still some #&shiguirious tax
laws that open up for discretion and negotiations between taxpayers and tas.dfic#rer, in all
three countries there is a need to review the legislation for taataircensingof natural resources,
both renewable resources (fisheries, forestng, \aildlife) and non-renewable (oil and minerals).

Simplification of administrative procedures has significantly reduced processing timeugorebs

registration and VAT registration. In Zambia, company registratiomked to the ZRA, which has
made the identification of tax liable entities easier. The Y&Tlnd system, however, is still time
consuming and has raised concern and complaints from the business community. Tireeyugeare

working to speed up the crebsrder exchanges with electroniaypnents and orstop control points
on some border posts.
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7.1.3 Modernisation of the tax administration

Better integration of tax departmentwith a focus on integration of VAT and income tax operations
has been achieved by the creation of the Large Taxpayers Units (otrbepua). In Tanzania, the
bloc collection system has contributed to strengthen the administration df @ngalmedium
taxpayers. Generally, the effectivenesCabtoms in all the case countries is improving through the
use of modernechnology and specialised software for better monitoring and the impleimeraft
destination inspection schemes to identify risk and inspect goods upal. émrMozambique, ATM,
however, still needs technical assistance to better integrate andnisgrtiee work of Customs and
the Domestic Tax Department.

As part of modernisation, IC3ystems are being implemented in all the three countries with the aim to
reducing operational costs, and improve security and efficiencyarimahia, this has made yor a

new arrangement of tax collection through banks. In Zambia, thesti@degy includes collaboration
between ZRA and the Bank of Zambia aiming to eliminate manual processing ofytagns and
improving service delivery particularly at border points. Stile implementation and effective use of
ICT is a longterm process which requires patience and substantial human and financi@egsou

Strategies and procedures for human resource management have been implemaritegih@sabeen
emphasisetb strengthen auditing skills and understanding of the tax laws. Recruitmésgstras to
some extent reduced the political pressure on mid andldwgh staff by introducing formal
requirements for higher education for all staff at 4eicel and over. The tax administrations in all
three countries are seen as attractive employers.

The tax administrations have made some inroads against tax evasion amdiarorthrough the
reduction of opportunities, better enforcement and taxpayer education. étowekceptions among
citizens, especially parts of the business community, reflect that cormufaik fraud and evasion are
still pervasive. Thus, the importance of strong integrity measurem i revenue authorities needs
to be emphasised.

7.1.4 Improved tax administration — taxpayer dialogue

Various foumshave been established in the case countries where the tax administration aretg¢axpay
(business people) meet, exchange information and discuss tax policy chamgesfotimshave the
potentialto improve the relations been taxpayers and the revenue authétaigsver, it is uncertain
whether they have had any impacts on tax policy.

7.2 Challenges

In spite of advances in many respects, substantial deficiencies remain with re¢pgotalsation of

the revenue potential from natural resources in general; (b) administcapacity to taxing growing
sectors; and (c) accountability. A range of factors contributdsetdeficiencies of the tax systems in
the case countries. They include a legacy of coercive and centralised systemetioh;t weak tax
compliance by elites; large, untaxed informal sectors; outdated legislatitexing and licensing of
natural resources, both renewable and extractive; inconsistent pattdmasirass tatin, varying
from tax exploitation of some enterprises to tax exemption for otheftecting politicised relations
between government and business; and limited administrative experience anideexpeffectively
taxing growing sectors such as extinaetindustries, tourism, telecommunication, banks and finance
institutions.

Current challenges can be grouped in three main categories: (i) Tax g)icgx administrative
capacity; and (iii) accountability.
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7.2.1 Tax policy

Tax policy represents theain obstacle for the development of effective tax systems in Mogambi
Tanzania and Zambia. Mdout substantial reforms of the tax exemption regime and the taxsfte
natural resources it is unlikely that fiscal selfiance is in reach in the foreseeable future. Tax policy
challenges include:

Exemptions and tax incentives:In all the three case countries genergugestment incentivet®
specific industries have led to large revenue losses and distorpetition. A recent study suggsst
that exemptions and tax incentives in Tanzaoold account for up to 6% of GDP f{aB 2010). In
particular, influential corporations and wealthy individualastantly seek ways to take advantage of
special tax breaks to shelter income that should be fully tdd@dever, rather than uniting to demand
fair deals with investors, many African countries, including the thase countries, find themselves
competing with each other to see who has the best business climate, the mossdardrolidays,
the best investor protection and other fiscal incentives.

Tax holidays which are timdimited exemptions from corporate income tax, are open to abuse,
undermining tax revenue by providing corporations with a strong incentive to udertgansng and
financial arangements to shift costs and taxable profits between domestic and tax havens (secrecy
jurisdictions). Whatever clever the legal provisions crafted to addnessigk, experience suggests

that companies will prove adept in finding ways to avoid them. Bhenmost developed tax
administrations have difficulties dealing with such abuse.

Experience shows that a high occurrence of tax exemptions reduces the taxdadss,room for
bribery and corruption, and increases the appearance of loopholes for tax evesa®).the extent of
tax exemptions is often an indication of a government’s political wilttengthen the fiscal contract
and fight fiscal corruption and tax evasion. Strong will and commitment by thie@ldiadership is a
pretequisite to achieving this shift in culture. However, due to resistanoe tfre benefiting elite,
political leaders and businesses it is likely that the exemption regihmemain a major challenge in
the short to medium term.

Taxing the informal sector: A large $iare of the economic activity in the case countries igddca
within the informal sector. Naturally this part of the econadsnhard to tax. Tax administrations
generally tend to give it little priority, because, in cash terms, returrffotd may be lav. Often tax
officers will avoid it if they can, because it is certainly unrewardingterms of income
supplementation, and likely to be unpleasant, difficult, or even dangerous. Fromorammac and
administrative perspective, it makes a great deal $esgot to tax multitudes of poor people and
small companies.

Yet, there are good public policy reasons for paying more attentioring taformal urban economic
activity, both in terms of governance concerns about the spread of the tax net and o exgéore
alternative ways of building the capacity to tax the sector mibeetively in the long term (Fjeldstad
and Moore 2008Much of the anger about tax evaders in the informal sector centres on timmpeti
from enterprises that operate well abdlve margin of subsistence. Neverthelesxlifig better ways

of taxing the informal sectonas in practice nobeenhigh on the tax reform agenda in the case
countriesuntil recently. Implicitly, it is hoped that the informal sectall e brought into he tax net
through the gradual expansion of the scope of VAT, which has a very ‘thin’ covaralyj¢hie three
countries. he removal from the tax net of those taxpayers who generate little net rasesige
contrary to the emphasis in principle within the tax reform programme on broadbgirgx net.
Recently, ATM, TRA and ZRA have all made commendable efforts to bringing informal sector
operators into the tax nedtill, considerable and sustained effats requiredefore the tax bases in
the three countrieswill be significantly broadened. During this procdss alsoimportant to strike
the right balance between the expansion of the tax base, compliance, and emforcem
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Weak links between tax reforms and other public sector reformsSeveral pblic sector reforms
are ongoing in the case countries. They include political, electoral, civil serlegal, judicial, local
government, budgetary and tax reforms. The problem is that there often &k dinkebetween tax
reforms and other public dec reforms(Ayee et al 2010). Such a link is necessary to ensure a holistic
approach which is needed for coordination, information sharing and good practieef Ghe
principal reasons for the limited success of many reforms isiniplicit presumptionthat the
weakness of public administration as managerial and could be remedied rnightfstrward
technocratic manner through a combination of organizational ouedral financial support to
procure the requisite specialist technical advice, traimghardware. By contrast, a central lesson is
that public administrations are embedded in a complex, interdependeam.syBhis system
incorporates not only the bureaucratic apparatus as a whole, but also pobtitalions and social,
economic, and political interests more broadly (Levy 2004).

Better understanding of the political nature of taxation is required/hile the technical aspects of
tax reform are crucial, a better understanding of the sustainabilitgxofeforms is not possible
without abetter understanding of how reforms become legitimate. Becaws®iaffects incentives
and distribution simultaneously, tax reform requires either a degree af sogsensus that taxation is
in the collective interest and/or it requires a state Withability to coerce those who challenge its
allocations. The focus therefore on institutional designs dme e¢chnical issues is incomplete since
it ignores the political nature of taxation. More emphasis on the bligiconomy of taxation is
required for designing and implementing effective tax systems.

7.2.2 Tax administration

The establishment of revenue authorities has led to substantial imgmigenof the tax
administrations in the case countries. Donor support has contributedldocépacityin a range of
areas, including human resource development, internal audits, integrateondepartments etc. At
present, the need for further technical assistance is related to thepdes@f expertise within areas
such as specialised audit functsoof large taxpayers in growing sectors, such as extractive industries,
telecommunications, the banking and finance sectors, and tourism. Further,isharneed to
strengthen measures that aim to improve voluntary compliance, incliaipgyer educatig
dialogue foums between taxpayers and the tax administratietgxation, as well as measures to
improving the integrity of tax officers.

Transfer pricing and capital flows:lllicit capital flows from Africa— mainly to tax havens and
Western financialinstitutions - are enormous. According t@lobal Financial Integrity (Kar et al
2010); total illicit flows from Africa over the period 192008 represent USD1.8 trillion. From the
case countries the estimates from the same period -A@&) are USD .4 hllion from Tanzania,
USD 55 hillion from Mozambique and USD.®hillion from Zambia The proceeds of commercial
tax evasion, mainly through trade mispricing, are found to be by far the larggxirem Interviews
with senior civil servants in the Revenue Authorities, the Central Banik&iaancial Integrity Units
in Mozambique, Tanzania and Zambia, suggest that capital figigriously eroding the tax bases in
the countries.

Transfer pricing is a challenge that has adversely affected domegiicraesmobilization. Most
extractive industries companies operate internationally and have extendiegsdeath affiliated
companies increasing the opportunities for transfer pricing and thusingwle tax liability. This
further complicates the task tax administration and creates a challenge that needs specific skills to
deal with. The tax laws in the case countries have legal provisi@uitess the issue, but evidently,
that is not sufficient (Ayee et al 2010). The tax administration needsr ledining on how to
recognize the transfer pricing opportunities in mining operations and stromgecity to detect and
respond to this problem. There is also a need for medepth knowledge of the extent and impacts
of capital flight at the countrievels. The issue of transfer pricing is sophisticated and complex in
nature. International collaboration and treaties are required to makelsnagainst the problem.
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Building and sustaining administrative capacityrhe revenue authorities in Mozambique, Tanzania
and Zambia are perceived by people interviewed as part of this study to betambegt performing
and most professional public sector institutions in their respective a@surifhiere is no doubt that the
revenue authorities over time haveheved positive results in recruiting, training and retaining
particularly well qualified technical and professional persarfdeine revenue authority stéifisalso
been seconded to key central government institutions, in partitubaMinistry of Finace, and have
contributed to build capacity there. Although the revenue authority’s siafpensation system is
delinked from that of the ordinary civil service, the management of the meveathorities
acknowledges the challenge to recruit, retain and motivate high level pootdssiln particular, the
recruitment, development and retention of specialists in areas su€fi ,aaccounting and finance,
audit, and legal issues, which are critical for the effective implementatrmamtenance of the
revenue regime, remain a challenge.

ICT to enhance administrative efficiencyfhe revenue authorities in the case countries have initiated
an array of initiatives to exploit ICT with a view to enhancing efficieimctax administration. These
include, for irstance, the ASYCUDA++ for customs; ITAX and eFiling for domestiemee; the
computerised registration of motor vehicles and drivers; and the introductieteafonic cash
registers for VAT, among others. These initiatives are at differagestof imgementation. However,

the effectiveness of these systems will depend on building aimtaiming technical and professional
capacity to operate and maintain the systems. Moreover, at present these systemot being
implemented using an integrated framoek, because of the technical and managerial challenges this
approach poses. Yet, in the absence of integration, the use of the systemsavil suboptimal. In
particular, it is difficult to have a single view of the taxpayer outsidetagriated sytem.

‘Balancing’ the performance indicators:The uncompromising revenue target focus of the tax
administrations implies that achieving the collective target becomesvetything’, but the ‘only
thing’ - sometimes also at ‘any cost’, to the detrimenbtbier goals of the tax administration. This
legitimizes extortion and harassment of taxpayers, and transparency, adtibur@ath customer
friendliness are likely to suffer. Hence, there is a need for strikingad®lbetween revenue and
service targes. Performance criteria should be linked to taxpayers’ satisfaction withettlesue
administration, processing time for declarations, processing timeftordrethe number of taxpayers
enrolled in the tax bases, etc. If such a balance between revegets tand other performance
indicators is incorporated in the revenue administration’s stratedioracorporate plans, it is likely
that this over time will impact on staff attitudes towards taxpayers.

Minimising corruption in tax collection: Although the issue of integrity is high on the agenda in all
the three revenue authorities and institutional mechanisms are establighedetat, reveal and curb
corruption, the critical tasks for the authorities are to ensurehthatystems, policies, regulations and
procedures are not only established but filter down throughout the organisation tq lhenfctional
and effective (PwC 2007). There also seem to be an endemic tax avaidénce in all thethree
countries, and some tax officers seem to engmuca fall victim to this culture. Therefore, continuous
vigilance on the part of revenue authority’s leadership will be crucialromising corruption in tax
collection.

7.2.3 Accountability

A key challenge is to strengthen accountability between gowemt and taxpayers. The channels
through which governments hold themselves accountable to citizens, and citimensrdcate their
demands for better government, are still highly dysfunctional in the castries.

Strengthening taxpayers’ rights An important element of administrative accountability is the rights
of taxpayers visavis the tax authority. Though still in their infancy in the countries which ateopar
this study, tax appeals boards and tax tribunals are importanitiostit to securingaxpayers’ rights
and to establishing fair and transparent procedures to addressing tagdibjmwever, to make these
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institutions accessible for a wider segment of taxpayers, there is @majenneed to simplify the
procedures for instituting appealand to disseminate more accessible information to the general
public on the roles and functions of the appeals board.

Poor taxpaying culture: The taxpaying culture in the case countries is generally weak. Some of th
reasons for this attitude are tlegacy of taxation being seen as coercive and extractive, the inability of
taxpayers to see the relationship between benefits in the form of services losidggby the state
from taxes paid and inadequate public education programmes by the tax adminsstidiere seems

to have been a general lack of concern for the historical eviddmmet the connection between
taxation and statbuilding, notably the need to construct tax systems that engage citizeolgics in

a positive way, and contribute to the legitimacy of the state (Fjdldst Moore 2008: 259

A large proportion of the economic active citizens in Mozambique, Tanzania arliiazbetong to
the informal sector, both in rural and urban areas. This has afféakeliteracy as many pedp are
not able to comprehend the technical issues involved in tax administratioefana (Ayee et al
2010). The revenue authorities have undertaken vigorous taxpayer edudatieenitons, but they
have had a limited outreach since most of them have been concentrated in thenirbanSienilarly,
some elites are tax illiterate because they are not interested in tax idseyesedard taxation as a
form of coercion and one that will erode their privileges. They therefore ueafaear to the tagyer
education campaigns of tax administrations. How to establish a constructogudiavith elites on
taxation and development remains an unsettled challenge.

Securing better links between taxes paid and public service provisios:ifvalves askinghe
guestion: Why should people pay taxes? For taxpayers, paying taxestaidtie a quid pro quo, that
is, they expect public services to be provided. It is basically ‘taxefwices’.People arenore likely
to pay for local service charges if they felt that the government was im@\sdrvices equitably,
collecting revenue fairly and using the revenue to provide ser{igekistad 2004). Unfortunately,
however, in the countries covered by this study, as well as ihatieer lower income Africantates,
the provision of public services is generally unreliable and regarded to be afjymiity. The weak
link between taxes paid and services provided is likely to erode citizessin government. In this
perspective, the use of revenues from ratrgsources to build essential infrastructure and finance the
provision of basic public services may enhance citizen trust in government aridm@/enhance tax
compliance.

7.3 Recommendations for Norwegian support

The challenge for the states covelmsdthis study is to increase their ability to collect more revenue
with greater efficiency and less public resistance. This is simply not ieatishichieve in the short
run. Efforts and priorities must be tailored to the economic, political rastiduiional factors in each
country. There is no single ‘package’ that fits the requirements of amyidua country. The
government of each country must take the lead and define the needs. The revaritg ailt have a
prominent role by providing analysis and data to the domesticypaicers, and to implementing tax
policy. Strong engagement on tax issues by domestic civil society orngamssancluding business
associations and taxpayer associations, is essential to enhance the legitoraoyoanthility of the
tax system. Addressing the gaps identified by this study will also requiggdrm commitment by
the international community. It takes time to build institutions and chaegeles’ behaviour, whether
they are policymakers, tax officersandinary citizen.

Norwegian support to the strengthening the tax systems in Mozambiquenieaand Zambia should

aim to build effective tax systems through revenue enhancement, capacityhgouwfdithe tax
administration and improved accountability. Nagnwhas credibility and international standing when it
comes to promoting taxation as a key element on the development agenda. Few carhenatch t
Norwegian expertise and experiences when it comes to petroleum taxation. The ialoriveg
Administration (NTA)is world leading when it comes totaxation and compliance enhancing
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measures. It is, however, important not to ‘eseetch’ the capacity of the NTA, which has limited
experience with capacity building in Africa. Norway's engagement shouldur view not be
restricted to capacity building of the tax administrations, but should also supppdity reform and
measures to enhance accountability by creating a broader citizen engageoahtaxation. It is of
course essential that Norway’s engagenvetitin the tax area is based on demand from the partner
countries.

Norway is one of several international partners supporting the geneid of the tax systems of
Mozambique, Tanzania and Zambia. It is important for all the involved pattiesecure
conplementarity and avoid duplicatiomMorway should aim to build a coherent, though flexible,
programme on ‘tax for development’, based on (a) demand from the host countries; (b) relevant
experiences from the development of the Norwegian tax system; (c) expeniencddofwegian
support to institution building ither sectors irdeveloping countries; (d) support to civil society
organisations; and (e) support to regional and international bodies involved in tax policyaand t
administration reform.

To secure sufficient flexibility, and with reference ttee gaps identified above, the research team
recommends that Norway’s engagement should aim to toedollowing tasks:

e Support to tax policy reform.
o Capacity building of the revenue authorities.
e Support to civil based organisations.

¢ Building domestic research capacity on taxation.

Within these broad categories, what should be the focus of Norwegian support thstrieiggthe tax
systems in Mozambique, Tanzania and Zambia? To seoharencythe research team suggests (a)
capital flight, (b) natural resource taxationand (c)accountabilityas core thematic areas for the
Norwegian engagement. The matrixTiable 15 gives an overview of possible areas for Norwegian
engagementt is partly shaped on the basis of current and past experiences, and partly reflects n
initiatives. Further, it derives from information gathered by this stuthludling discussions with a
range of stakeholders in Mozambique, Tanzania and Zambiange\authories and ministies of
finance officials, businesspeople, researchers, civil society repregsesitaind donors), as well
discussions with representatives from Norad, the Norwegian embassigbeafbrwegian Tax
Administration. The proposed a® are also among those prioritised by the governments of
Mozambique, Tanzania and Zambia, and by the African Tax Administration Forum (ATAF)

To addressing the core areas ¢apital flight, (b) natural resource taxatiorand (c)accountability,
Norwegian support may include one or more of the following measyresax policy reform, (ii)
capacity buildingof the revenue authorities, (iii) support to civil based organisatiowis(i@ building
domestic research capacity on taxation. Not all the anehglied in the matrix will be covered in each
country. And the areas covered may differ between the countries based on disltvgeen domestic
stakeholders and Norwegian authorities.
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Table 15. Recommendationgor Norwegian sugport; what and who

(i) Support to tax  (ii) Capacity building of  (iii)Support to (iv) Building domestic

policy reform ATM, TRA, ZRA civil society research capacity on
taxation
(a) Capital IMF, Central NTA (specialised International Domestic research
flight Banks, ATAF, cgpacity building on and domestic  institutes; Research
AfDB, OECD transfer pricing; ATAF;  NGOs; TIN depts. in ATM, TRA,
IMF Africa; media  ZRA, and MoF (policy

analysis); partnerships
internat.& domestic

researchers
(b) Natural IMF, ATAF, EITI, NTA (specialised tax Caritas, NCA  ICTD in coll. with ATM,
resource OfD, NGOs audits/onthe-job (Zzambia); RWI, TRA, ZRA, ATAF,
taxation (training of MPs)  training); ATAF; EITI, NCA AERC
IMF; OfD (Tanzania); CIP
(Moz); media
(c) Business NTA (‘soft’ measures to  Caritas, NCA  ATM, TRA, ZRA in
Accountability associations, enhance compliance); (Zzambia); RWI, coll. with domestic
Taxpayers ass, ATAF NCA research inst.; ICTD,
CBOs, EITI (complian&/enforcement) (Tanzania); CIP ATAF, AERC (research
(taxpayer education; (Moz); media, on
taxpayers’ rights) business enforcement/compliance;
associations; how to establish links
taxpaye ass ; between tax payment
media and public expenditures;
tax evasion/fiscal
corruption

Source: Developed by the authors

7.3.1 Capital flight

It is an increasingly well documented fact that many large internationa fnake significant use of
international tax havens to reduce their tax liabilities. In broadest tdrmds tachieved by shifting
reported profits into low tax jurisdictions in order to avoid paying taxes irct@tries in which
profits are actually made. Interviews with senior civil servants in the wevaathorities, central banks
and financial intelligence units in Mozambique, Tanzania and Zambia, subgestapital flight is
seriously eroding the tax bases in the case countiii@eugh trade mispricing, thin capitalization and
fraudulent use of capital allowances, among other strategies. Beratigrthey have little capacity to
address the problem given limited local expertise, scarce internationatatbmpand an international
legal system that continues to condone the existence of tax havens. Thesesactdiice revenue,
but are also likely to undermine the perceived legitimacy of the tatersy Norway has an
opportunity to explicitly support efforts for policy reform and also to suppertatkh administrations to
address these issues, as there is an existing demand for capacity building.

Recommendation 1: Support to conduct-depth county specific studies on the extent and impacts
of capital flight

The design of appropriate policgeasures requires -dtepth knowledge of the scale and main
characteristics of capital flight from the individual country. The GériBank is likely to be best
positioned to acquire, systematize and analyse these data, in collabor#titirewevenue authority
and local and external researchers. In Tanzania, the Norwegian Embassgliatogue with the
Central Bank to conduct an-depth study on the extentcaimpacts of capital flight from Tanzania.
Depending on the outcome, this study may lay the foundation for similar stadieszambique and
Zambia.

99



CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

Recommendation 2: Capacity building on transfer pricing

Transfer pricing complicates the task of tax adstiation and creates a challenge that needs specific
skills to deal with. The tax laws in the countries covered by thiy $tade legal provisions to address
the issue, but evidently, that is not sufficient. The tax administrageads better trainingnohow to
recognize the transfer pricing opportunities in key sectors tamager capacity to detect and respond
to this problem. Depending on demand, ATAF may offer short term courses and Nfhajoh
trainingfor ATM, TRA and ZRA.

Recommendation 3: Ecourage civil society engagement on capitisght

Norway supports several ongoing initiatives at the international levehpital flight, including the
Task Force on Financial Integrity & Economic Developm@mivw.financialtaskforce.ofg Global
Financial Integrity, Christian Aid and Tax Justice Network. Thedernational partnerships are
important and required to make inroads against the problem of tardand capital flight. It is also
important to nobilise civil society in developing countries. At the domestic level in Mbigne,
Tanzania and Zambia, the voice of local CBOs is generally absent or vewitlowespect to capital
flight though the Norwegian Church Aid currently plans to initiate isgicn the extent and
characteristics of capital flight from Tanzania and ZamK@way should aim to encourage broader
engagement by civil society organisations on the impacts capital fliglet tiavtheir respective
countries. It is, however, important to caution against possiblesegkingby CBOs ‘jumping the
band-wagon’.

Recommendation 4: Building domestic research capacity on capital flight

The Norwegian Government, through the Ministry of Foreign Affairs, has cwethfunding to a
five-year(20112015) multidisciplinary research programme on the challenges posed by tax havens in
relation to financial flows from developing countries. The researsgr@mme, entitledax Havens,
Capital Flows and the Developing Countri¢s part of the followup of the recommendations of the
Independent Government Commission Refeielopment and Tax Have@@€OU 2009:19). The
programme is administered by the Research Council of Norway. The goal of thenprag is to
create new knowledge on the challenges that tax havens and capital flows repredewneliping
countries, and strengthen the multidisciplinary competence ini¢his in particular in relation to (1)
tax avoidance, tax evasion, and money laundering; (2) secrecyqtiasdiand illicit and arecorded
financial flows; and (3) international entities use of tax havens. Thegonoge goals are to contribute
to building research capacity in Norway and in developing countries, as svll stimulate closer
cooperation and exchange of knowledgemMeein authorities and researchers in Norway and in the
South. The deadline for applicatiomssin April 2011. Thus, at this stage we do not know whether
the programme will include research that covers Mozambique and/or Taremae¥or Zambia.
However, if he Tanzanian study on capital flight materialises (mentioned above, plémriss
coordinated byhe Bank of Tanzaniawith funding from the Norwegian Embassy), it will be important
to secure that local researchers are involved.

7.3.2 Natural resource taxation

Norway should continue to support resourich countries like Mozambique, Tanzania and Zambia in
establishing the building blocks for effective and transparent managemeatucal resources. These
building blocks include broad institutional refornamd support to initiatives like th®il for
Developmen{OFU) programme and thExtractive Industries Transparency Initiati¢elTI). OFU

has been present in Mozambigaed Tanzaniasince 1980focusing on establishing the legal
framework for gas and oilx&action, regulation of contracts, and in Mozambicugport to the
development of th€etroleum InstituteOFU also provided short term support to Zambia during the
period 200610. The EITI seeks to promote accountability for governments and privatesbtidit
work in the sector. This is particularly through encouraging transparef payments made by
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companies to governments and entities linked to governments. Mozambiquenidarzh Zambia

have all signed up to the initiative’s principl@e firstEITI repors that disclosgpayments made by
the major mining companies tile governments Mozambique,Tanzaniaand Zambia were launched
in February 2011.

Recommendation 5: Support to developing the natural resources tax regime

Norway should seek to fimence the new Norwegian trust fund to the INMlanaging Natural
Resource Wealthio include measures to impiag the implementation of legal frameworks for
effective environmental, social and fiscal regimes, the provision ioirtggand capacity building
relevant ministries and agencies, and the promotion of an accountable and spoiasilbde private
sector within natural resource extraction in Mozambique, TanzamdaZambia. Natural resource
extraction, in particular mining, may have substantedative externalities in the form of pollution
and damages on the environment. Norway shthécefore als@onsider supporting the development
of environmental tax regimes in the case countries (aiming to make theepphy), either through
direct consltations with the host government or in partnership with the IMF.

Recommendation 6: Capacity building on specialised tax audits in etiva industries

The establishment of ATM, TRA and ZRA has led to substantial improvementheottax
administrationsDonor support has contributed to build capacity in a range of,areduding human
resource development, internal audits, integration of tax departntentdtepresent, the need for
further technical assistance is related to building expertise on spetialiglit functions in growing
sectors, such as extractive industries, telecommunications, the bankingnamck fsectors, and
tourism. In Zambia, NTA and ZRA signed in 2010 a MoU for a -firear capacity building
programme, with funding from the Noegian Embassy in Lusaka. NTid cooperation with IMRwill
assist ZRA in developing ihouse expertise on specialised tax audits of the mining sector, mainly
based on otthejob training. In Tanzania, a similar agreement is in the pipetireigh the cap#y
building is likelyalsoto focus on other sectors (e.g. telecommunications or finansel lwan request
from TRA. In Mozambique, capacity building will most likely focus on developinghéve petroleum
tax regime with technical support from the NorveagiPetroleum Tax Office. NTA has limited
experience from capacity building in developing countries. To sdgdeis important that NTA does
not take on board too many tasks, but focuses its efforts.

Recommendation 7: Support to civil society engagenmnhatural resource taxation

Non-governmental organisations in Mozambique, Tanzania and Zambia have gy angaged in
the public debate on natural resource extraction, including environmemi@ttsn mining contracts
etc. In Tanzania and Zambia they have also focused on challenges referring togirbliedevenues
for extractive industries. Some of these NGOs have received funding from Nawpso§rammes
they are running and/or to conducting special studiag, Center for Public Integrit(CIP) in
Mozambique, the Norwegian Church Aid (NCA) and Revenue Watch in Tanzania, atas @ad
NCA in Zambia. The work of these NGOs has contributed to shed light on shortfélie patural
resource management systems and also to create broader citizen engagement aralinesoatae
extraction. Norwegian support to NGOs working in this area should be cahtimgemore work on
the revenue aspects of resource extraction encourlygdover,improving both thdevel and the
quality of public debate about issues of natural resource extraction atidrtaxdl require strong
engagement by the media. Norway should congidaridingassistance to journalists working in print
media and for radio stations to ruell-informedstories about tax and taxlmy. The Panosietwork

is well positioned to conduct this taskvww.panos.org/)For 20 years Panos has been working with
the media and other communicators in many countries to foster debate onrremultd,
misrepresnted or misunderstood development issues. Panos Southern Africa (PSARtéx lm
Lusaka, Zambiawww.panos.org.zmy/
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Recommendation 8: Build domestic research capacity on natural resotaxation.

Norway is ateady funding research on mineral taxation through the International Canirax and
Development (ICTD). Comparative work on the mining tax regimekanzania and Zambia is under
preparation by the ICTD, coordinated by the Research and Planningtibemaof the ZRA. In
particular, there is a need to build capacity for comparative studiéseamining tax regimes in
different countriesThere is also a need to strengthen the ngemeeral analytical capacity within
ATM. ATAF, which alsois supported by Norway, in partnership with the ICTD, may be a productive
way to strengthen the research capacity of the revenue authontibg $hort term this will require
the involvement of external/international researchers since only fesearchersn the counties
covered by this studgt present are specialised taxation. A natural extension of this would be to
build regional and in some cases national academic courses or degrees on naturegd resour
management and taxatiohhis @uld be done by ICTD in parership with the African Tax Institute
(ATI) at the University of Pretorianfvw.ati.up.ac.zgd/ national and regional research institutions like
the African Economic Resear€onsortium (AERC) in NairobiWww.aercafrica.organd ATAF.

7.3.3 Accountability

Norwegian support should contribute to encouraging broader citizen engagarment taxes
(support to civil society, taxpayer associations, business communitiegsaagchnstitutiony.

Recommendation 9: Support to Parliament and Ministry of Finance on tax poliesign

What should be taxed and at what rate are questions determined byapslitiod bureaucrats in the
Ministry of Finance. Even though the legislature in Mozambique, Tanzania andaZplays a role in
designing tax policies through debating budget statements and tax bills, tthiéinlgs aftermath of
passing the bills has raised questions as to whether legislatoysurddirstand tax policies and the
implications of tax reforms for their constituents. Norway should consider providuigpay, training
and research support to improve the technical capacity and basic skillssahlgiiblic finance and
tax policy, including how to read and understand government budgets. Priority should rb¢ogive
members of the Finance and Economic Affairs Committee and the Public A&dBommittee.
Second, there is a need to increase the time available for scruthey lmfidget proposals. Third, more
userfriendly information on tax reforms should be provided at an earlier stathe doudget cycle. In
Tanzania, Revenue Watch has organized training seminars for Parliamentaridhe ‘basics of
taxation’, how to read and understand budgets etc. This model could becexteimclude a range of
tax related issues.

Providing timely and welargued tax policy advice to the revenue administration should be a core
responsibility of the Ministry of Financ@lthough the capacity of the MoF to fulfil this function has
improved in recent years, in particular in Tanzania and Zambia, the Ministry's cppforit
formulating tax policy and realistic revenue budgetiegds to be strengthenédi TanzaniaNorway

has over many years provided technical assistance to the Policy Analysis Departtherlinistry

of Finance and Economic Affairs, including support to the development of a mining tak (seele
section 6.5.4)The Norwegian Embassies in the three countries covered bstukig should consider
exploring the MoF’s needs fdurthertechnical assistance, possibly in collaboration with the’sMF
Regional Technical Assistance Training Centre (RTAC)

Recommendation 10: Capacity building in the revenue authorities to githen taxpayers’ rights
and improving taxpayer outreach

The revenue authorities in Mozambique, Tanzania and Zambia have madeaiymfiogressn

recent years. The private sector acknowledges this. However, problems rensite laf tax laws
which in general are well formulated and in general ‘business friendky/offecers have discretion
over important decisions: tax liability assessments, selection ofsaddigation, etc). Many
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administrative procedures, including for reporting tax revenues, could traaosparenBusiness
peoplereport thabverassessment of tax liabilities is common, followed by ‘negotiations’ withethe t
officer(s).

An important element of administrative accountability is the rights xjfalgers visa-vis the tax
authority. Though still in their infancy in the countrigkich are part of this study, tax appeals boards
and tax tribunals are important institutions to securing taxpayers’ rghitdo establishing fair and
transparent procedures to addressing tax disputes. However, to make thestiteeria accessible
for a wider segment of taxpayers, there is in general a need to simplifyottedlpres for instituting
appeals, and to disseminate more accessible information to the general gulthe roles and
functions of the appeals board. Norway should considppating measures to strengthening
taxpayers'’ rights.

A large proportion of the economic active citizens in Mozambique, Tanzania arfiaZzbetong to
the informal sector. ‘Tax literacy’ is generally poor and many people arabt®to comprehend the
technical issues of paying taxes. The revenue authorities have undertaken vigapay®t education
interventions, but they have had a limited outreach since most of them haveobeentrated in the
urban centres. NTA has extensive experience in desigaimd) implementing soalled ‘soft
compliance’ methods. ATAF is also engaged in taxpayer education programmesy Nioued
consider supporting taxpayer education campaigns and measures that aim tingnpe@ayettax
administration dialogue, for instamwia NTA and/or ATAF.

Recommendation 11: Support to civil based organisations to create a broadeerciengagement
around taxation

Debates on tax policy and administrative reforms in Mozambique, TanzaniaaantdaZgenerally
focus on technical issues darare often dominated by experts, donors and business people. The
majority of citizens perceive tax issues to be technical and very complext ¥evital for the
legitimacy of the tax system to secure a broad based citizen engagement around taidtimsed
organisations, including NGOs, businesses associations, taxpayer asso@ht., can help broaden

the debate and bring a new focus to the discussion of tax policy, for instarfegness, and thus
influence the policy decisions that are lgeimade.

Norway should consider supporting initiatives that aim to broaden the puhlietgst on tax issues.
For instance, basic training could be provided on revenue issues. The tatgefayrsuch training
could be CBOs, including business assocdiand taxpayer associations in individual countries. It
could also be extended to legislators and the meddiainstance involving the Panogtwork
(www.panos.org/ Training could also be tailored to specific taxipiels that the CBOs want to
advocate for, or provide specific analytical techniques. Tax Justice Netiopinstance, has projects
in Asia and LatirAmerica that aim to raise awareness about important tax themes, inclaging t
havens, tax avoidance, taxvasion and capital flight in these regions. In addition, TIN engages in
capacity building activities (traing workshops and conferencegpby activities researchdialogue
with policymakers, companies and other stakeholdard contributes in intertianal events. TIN
Africa aims to take on board such activities. In Mozambique, TanzamiaZambia NGOs are also
involved in or have expressed an interest to get involved in tax issues.

Recommendation 12: Building domestic research capacity on taxation aném@ance

It is now widely believed that tax policies and practices contribute tljirée the legitimacy,
responsiveness and accountability of government and indirectly to long teefogiaent outcomes.
There is a need for research that producesrete, contextualised and policy-relevant insights on how
taxation can contribute to broader state building goals. In addition toafenend disseminate
knowledge to policymakers, there is a need to mobilise knowledge in ways thatdeitl and deepen
public debate about taxation issues in Mozambique, Tanzania and Zambia. indditesschallenge
requires research that points to feasit@form goals and strategies amdore importantly, informs

103


http://www.panos.org/�

CMIREPORT THE TAXSYSTEMS IN MOZAMBIQUE, TANZANIA R2011:3
AND ZAMBIA: CAPACITY AND CONSTRAINTS

stakeholders so that reform strategies emergdath a Hgh degree of societal ownershipfrom
processes of open public debate. Norway should consider allodatiggerm funding to research
institutions in Mozambique, Tanzania and Zambia to conduct research on taxaticvendhgce in
their respective countries. Further, as dwaler of the International Centre for Tax and Development
(ICTD), Norway is in position to influence the research agenda of the centrehgitpurpose to
strengthen the focus on issues considered to be of particular relevance for thgemaba in
Mozambique, Tanzania and Zambia.

It is our hope that some of the recommendations presented in this report can lagetrans

practical, effective and concrete development policies that will boérito strengthening the tax
systemdn Mozambique, Tanzania and Zambia.
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Annex |: Useful internet links and resources

International organisations dealing with taxation

European Commission (BC

International Monetary Fund (IMF)
International Trad Center (ITC)
Organisation for Economic Gaperation and
Development, (OECD)

The World Bank (WB)

World Customs Organisation (WCO)
World Trade Organisation (WTQO)

WWW.europa.eu.int/comm/taxation customs/ta>

R2011:3

on/taxationlinks.htm

www.imf.org
www.intracen.org

www.oecd.org

www.worldbank.org
www.wcoomd.org
WWW.Wt0.0rg

Research on taxation and governance in Africa

Center for Economic and Policy Research
(CEPR)

Centre d'étude d'Afrique noire (CEAN)
Centre for Policy Studies (CPS)

Centre d'Etales et de Recherches sur le
Développement International (CERDI)
Chr. Michelsen InstitutéCMI)

The EAGER Project

The Expert Group On Development Issues
(EGDI)

Institute of Development Studies (IDS)
Institute on Governance (I0G)

International Institute of Public Finance (lIPF)

www.cepr.net

www.cean.dbordeaux.fr

WWW.CpPS.0rg.za
www.cerdi.org

WWW.CMI.No
WWW.eagerproject.com
www.egdi.gov.se

www.ids.ac.uk

WWw.iog.ca
www.iipf.net

Other relevant links on taxation:

Commonwealth Associ@an of Tax
Administrators

Extractive Industrie Transparency Initiative
(EITI)

Global Financial Integrity (GFI)

International Bureau for Fiscal Documentation

(IBFD)

International Tax Dialogu@TD)
International Tax Programme (ITP)
Internation&Taxman

KPMG

PWC

Tax and Accounting Sites Directory
Taxes Around the World

Tax Justice Network (TJN)

World Tax

World Taxpayers Association (WTA)
World Wide Governments on the WWW

www.catatax.org

http://eiti.org/

www.dfip.org/
www.ibfd.nl

www.itdweb.org/
www.law.harvard.edu/programs/itp
www.taxman.nl

www.kpmg.com

www.taxsites.com
www.paradine.com/worldtax
www.taxjusticenetwork
www.taxworld.org
www.worldtaxpayers.org
www.gksoft.com/gov

Statistical databases

African Economic Outlook

The Collecting Taxes Datgystem

www.africaneconomicoutlook.org/en/data-
statistics/
www.collectingtaxes.net
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Aid Data www.aiddata.org

IMF Data and Statistics

World Bank Data

Odamoz- Official Development Aid to
Mozambique Database

www.imf.org/external/data.htm
http://data.worldbank.org/
http://mozambique.odkta.ampdev.net/

Africa

African Development Bank (AFDB)
African Tax Administration Forum (ATAF)

www.afdb.org
www.ataftax.net

Mozambique

Government of Mozambique

Mozambique Tax Authority

Instituto Nacional de Estatitica

Central Bank of Mozambique (Banco do
Mocambique)

Technical Unity of Financial Administration of
the State

Mozambique EITI

CIA World Factbook

www.portaldogoverno.gov.mz
www.at.gov.mz/
www.ine.gov.mz/
www.bancomoc.mz

www.utrafe.gov.mz

http://www.itieemozambique.org/
www.cia.gov/library/publications/the/orld-
factbook/geos/mz.html

Tanzania

Government of Tanzania

Tanzania Revenue Authority

Tanzania Minerals Audit Agency (TMAA)
Central Bank of Tanzania

Tanzania National Bureau of Statistics
Tanzania EITI

CIA World Factbook

www.tanzania.go.tz/

www.tra.go.tz/

www.tmaa.go.tz/

www.bottz.org/

www.nbs.go.tz/

http://eiti.org/Tanzania
https://www.cia.gov/library/publications/the
world-factbook/geos/tz.html

Zambia

Government of Zambia

Zambia Revenue Authority

Central Statistics Office Zambia
Ministry of Finance anfationalPlanning
Bank of Zambia

Zambia EITI

CIA World Factbook

www.statehouse.gov.zm/

www.zra.org.zm/

www.zamstats.gov.zm/
www.mofnp.gov.zm/

www.boz.zm/

http://www.zambiaeitorg.zm/
https://www.cia.gov/library/publications/the
world-factbook/geos/za.html

Norway

Norwegian Agency for Development Cooperati
Norwegian Tax Administration (NTA)
Oil for Development

www.norad.no

www.skatteetaten.no
www.norad.no/en/Thentig+areas/Energy/Oil+fo
r+DeveIonent
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Annex |I: Nuts and bolts of technical assistance

Considerable efforts have been devoted to improving the tax systdvtezambique, Tanzania and
Zambia by the governments and donors alike. The establishment and development of semi
autonomous revenue authorities is a clear reflection of thistakledministrations are perceived to be
among the bedtunctioning public institutions in the case countries. This does not imply, however
that they do not face challengasd require further capacity building. This annex summarises some of
the lessons deriving from technical assistance in the area of publicdin@amagement, including tax
administration->

1. Take a longterm perspective

Building institutions requires a lgrterm perspective. Considering all components and the immense
need for change and improvement as well as the external factors like thevpiability of trained
local professionals (especially accountants, auditors, economists and tax ldhgek®p progress
back, it is easily realised that reaching the appropriate standard will takg &irhe. In an insightful
study of capacity building in public finance management in Africa, Andersson aaerisé2002)
argue that to reach a level where the country is capable ak8atitly maintaining and developing
the PFMsystems 1525 years, rather than®) years is necessaifjhese are important insights in the
light that the revenue authorities in the case countries are relativeiyg yostitutions anging from ¥
years (ZRA) to5 years (ATM). The authors add, however, that this “does mean that all
interventions will have to have an equally lelegm focus. Worthwhile improvements may of course
be attained in the short and medium term.” However, they argue,- st mediurterm
interventions will often not cover the whole system, with thenatant danger that improvement
achieved in one component will be lost if not followed up in the rest of thensyst

2. Balance the support between different poments of the tax system

The ‘traditional’ donor approach to capacity shortages in the tax admtioisthas been ‘staralone’
Technical Assistance (TA). Increasingly donors take a capacity buil@ppyoach, comprising
individual training and organidahal improvement as well as attention to institutional frameworks. |
line with this, the focus has changed from a concentration on individual compaiethts tax
administration (risk assessment, auditing etc) sgsdemicview that takes into accouttie interfaces
between components and considers their interdependence. Experience inditates degree of
improvement and success of interventions in one component are limited bWgtéhefplay in other
components. It is therefore important to umalee interventions that aréalanced between
components. There is some evidence that an early focus on basic routiEsseso such as accounting
and auditing, will yield results that over time can spill over into analypfioacesses where it is
inherently much more difficult to intervene.

The attention to systemic issues may, however, be taken too far. Anderddsakaen (2002) stress

that a comprehensive approach is important indiagnosticphase. In themplementation phase,
however, it clearlymay prevent action. They argue that a balance has to be struck between getting a
project off the ground and continuing preparatory analysis.

A more comprehensive approach increases the importance of conducting @ipienkglonor
diagnoses and building eommon understanding of project goals. Without a strong interest in
changing systems and improving components from the recipient, projects tentdandicapped from
the start.

18 This annexdraws on Andersson and Isaksen (2002).
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3. Support the education and training of accountants, auditors, economisiseXpgatise and
IT-expertise

The long view is particularly important when the supply of local professiofsticularly
accountants, auditors, economists, legal expertise ahdhd$ to be increased. In parallel with the
educational measures, supporstmrtterm joloriented training will also be necessary. It is necessary
not only to equip staff with the necessary academic background. Considerable jabnerpand
good track records are essential for individuals who take on the very sersponiilities in tax
administration. It will also be necessary to build up capacity for cgphuaitding. Considering the
tenuous situation in many countries today~1% years for building up a strong professional cadre of
accountants and economists is not an overestimate.

4. Improve human resource management systems

Human resource management systems in the public sector are often deficiggidarithe revenue
authorities, however, are delinked from civil service regulations witrecegprecruitment of sff,
career opportunities, remuneration etc, and havea principle - flexibility in giving particular
incentives to categories of staff that are either in short supply orasegarticularly important. Still,
capacity building efforts in the revenue lanrities may not improve the tax administration, simply
because those tax officers who have been taking part in training leavigter paid jobs in the
central bank and the private sector when they have completed #igiingr It is therefore importan
that the tax administration can provide competitive remuneration packages, cpportunities and
retirement schemes if it is to attract and retain competent petdontige various components of tax
administration. Staff incentives have to be seattoact the right calibre of personnel. According to
Andersson and Isaksen (2002), a number of donors have tried to run supplementaryreateey fur
particularly important groups in PFM, with varying success. The aggtiagainst such schemes is
that they are nosustainable, and will lead to demands for salary hikes in other parts ptibhie
sector.

5. Institutionalise the dialogue between recipient agencies and donor agencies

Joint (recipient/donoranalysishas been stressed as an important ingredient of successful capacity
building projects within public finance management duringdignosticstage. There is a good case

for keeping the same close relationship also duringinti@ementationstage. In particular, an
emphasis on joint learning abdagst practices in designing and managing organisational development
processes is likely to yield results. Studies and research may often plapataithrole in spurring

the dialogue.

6. Stick to the ‘development’ perspective

Tax is not an end in itselfuba means towards a walinctioning state: (a) governments dependent on
taxes, will be inclined to pursue policies to expand the economy and thus tleséaxld) dependence

on taxes requires states to develop tax raising capacities; and (c) the mevelopan effective tax
administration may stimulate the development of institutions in othies piithe public sector. In this
perspective, the principal challenge is neither to raise more tax revente tax more equitably
across income groups, ladiugh both are urgent needs in many contexts. The overall challenge is to tax
better, i.e. more consistently, simply, transparently, fairly, prdaictafficiently and honestly.

7. Put the recipient government in the lead for joint analysis and intervention

Bilateral donors have supported development programmes under joint donor ‘uriwiedes the
IFIs have often taken the lead. It is felt that this joint programmatic apipres an important
departure. Working jointly, donors will have to-cadinate tleir efforts and are less often left to
implement individual and possibly counterproductive and overlapping approacisefioivever, not
necessarily the case that the leadership of such groups will have to be prgvidedHis. Ideally, the
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recipienttax administrationshould provide leadership. Bilateral partners may be as efficient under
such an umbrella as any other arrangement in providing the required suppaetisThewever, a
limit to the emphasis on joint approaches. It is important nadaceordination as an end in itself so
that it prevents valuable bilateral projects and institutionap=ration.

8. Support and encourage regional organisations and networks in the field of taxation

There are a number of regional, Psfnican and internabnal organisations that are active in capacity
building in the tax area. Examples of such organisations are the African Tax simation Forum
(ATAF), the African Development Bank (AfDB)he African Tax Institute (ATI), and the Tax Justice
Network for Africa (TIN-A). Norway is lending support to both ATAF and the AfDB, thus boosting
the competence and extent of capacity building in Africa.

9. Consider implementation conditions - they matter

A capacity building project focusingn any of the tax administriain components will be influenced
by conditions that are external to the project. External conditions aretémpdan determining the
outputs, outcomes and impact of the intervention. An analysis of theaf&ectors is necessary to be
able to assess the potential success of the project. No sector or system can lgusparete at a
much higher level of efficiency and rationality than the environment wittichwit is located. The
chance for a successful tax administration capacity building pajiktte influenced by:

o The level of political will to improve tax administration, i.e. incee$ at the political level.

e The existence of a chronic state of crisis management created by a ‘despéeatie’ lac
resources.

¢ The degree of tofevel managemenhvolvement.

o Degree of organisational and institutional blockage.
e Terms and conditions for key staff.

e Capacity for capacity building (‘training of trainers’).

o Donor behaviour and co-ordination, e.g. pressure and incentives from donors.
10. Secure links to poverty reduction approaches

The quality of the tax administration will be one of the decisive factorensuring that policy
decisions and agreements with donacsually lead to a greater flow of public sector resources to
poverty reduction measures. Norway should seize the potential fortyp@leviation by linking
domestic revenue enhancement and improvement of the tax system to effroi@aiop public
spending. This can be done both through reforms of the tax system being gamtlitibnality and
through support to capacity building and reform of the tax administration.
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Annex Ill: Tax statistics
Tax revenues in Zambia 2005-2009
2005 2006 2007 2008 2009

ZMK billions Actual Tax/ Tax Actual Tax/ Tax item/ | Actual Tax/ Tax item/ | Actual Tax/ Tax Actual Tax/ Tax item/

GDP item/ GDP tot tax GDP tot tax GDP item/ GDP tot tax

tot tax tot tax

Tax revenue 5516 17.22 6323 16.40 8185 17.72 9544 17.33 9660 15.02
A. Income taxes 2456 7.67 44,53 2960 7.68 46.81 3833 8.30 46.83 4573 8.30 47.91 5073 7.89 52.52
A.1 Company tax | 448 1.40 8.12 695 1.80 10.99 1223 2.65 14.94 1353 2.46 14.18 1376 2.14 14.24
A.2 PAYE 1729 5.40 31.35 1939 5.03 30.67 2199 4.76 26.87 2531 4.60 26.52 2924 4.55 30.27
A.3 Withholding 240 0.75 4.35 267 0.69 4,22 344 0.74 4.20 451 0.82 4.73 538 0.84 5.57
taxes
A.4 Mineral 39 0.12 0.71 59 0.15 0.93 68 0.15 0.83 238 0.43 2.49 235 0.37 2.43
royalty
B. Excise duty 772 2.41 14.00 827 2.14 13.08 1207 2.61 14.75 1368 2.48 14.33 1023 1.59 10.59
C. Domestic VAT | 623 1.94 11.29 558 1.45 8.82 25 0.05 0.31 -431 -0.78 -4.52 307 0.48 3.18
D. Trade taxes 1666 5.20 30.20 1977 5.13 31.27 3121 6.76 38.13 4034 7.32 42.27 3257 5.06 33.72
D.1 Import VAT 1010 3.15 18.31 1233 3.20 19.50 2204 4.77 26.93 2641 4,79 27.67 2168 3.37 22.44
D.2 Customs duty | 652 2.03 11.82 742 1.92 11.73 914 1.98 11.17 1203 2.18 12.60 1072 1.67 11.10
D.3 Export duty 4 0.01 0.07 2 0.01 0.03 2 0.00 0.02 190 0.34 1.99 17 0.03 0.18
Non Tax Revenue | 6 0.02 7 0.02 9 0.02 13 0.02 19 0.03
TOTAL G.D.P. 32041.5 38560.8 46194.8 55078.8 64326.1
AT MARKET
PRICES

Source: ZRA (2011)

Note: Actual revenuén 2008 does not includsindfall tax revenue
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Tax revenues in Tanzania mainland 2003/04-2007/08

R2011:3

Tanzania 2003/04 2004/05 2005/06 2006/07 2007/08

Mainland

Millions TZS

Tax ltem Actual % % Actual % % Actual % tot. % Actual % tot. % Actual % %
tot. GDP tot. GDP tax GDP tax GDP tot. GDP
tax tax tax

P.A.Y.E. 183 236.7 13.2 141 234 094.7 139 1.56 288 286.2 14.3 1.70 408 611.6 15.6 2.10 512 177.1 14.8 2.25

Corporation 109 072.1 7.9 0.84 1527441 9.1 1.02 203 330.7 10.1 1.20 267 230.9 10.2 1.37 374 640.1 10.8 1.64

Tax

Individuals 18 293.8 1.3 0.14 26 067.9 15 0.17 31 433.7 1.6 0.19 31174.2 1.2 0.16 36 306.8 1.0 0.16

Other 94 904.4 6.8 0.73 97 969.2 5.8 0.65 114789.4 5.7 0.68 146 483.5 5.6 0.75 182 625.1 5.3 0.80

Income

Taxes

Domestic 92 868.7 6.7 0.71 1103355 6.6 0.74 1350629 6.7 0.80 175 955.0 6.7 0.90 220 616.0 6.4 0.97

Excises duty

Domestic 229 178.8 165 1.76 287 324.2 171 192 334 263.6 16.5 1.97 421 252.7 16.1 2.17 550 080.5 15.9 241

VAT

Other 32 019.7 2.3 0.25 25 760.8 15 0.17 29977.7 15 0.18 36 329.8 1.4 0.19 73 996.1 2.1 0.32

Domestic

Taxes &

Charges

Import duty 132 220.9 9.5 1.01 106561.4 6.3 0.71 177 795.6 8.8 1.05 245 477.9 9.4 1.26 304 477.1 8.8 1.34

Excises duty | 120 587.5 8.7 0.92 1276152 7.6 0.85 126 507.4 6.3 0.75 311 984.6 11.9 1.60 440 301.2 12.7 1.93

on Import

VAT on 306 671.9 22.1 2.35 437 667.3 26.0 2.92 502 437.3 24.9 2.96 463 753.2 17.7 2.38 550 066.0 15.9 2.41

Import

Other Import | 68 693.9 5.0 0.53 77 447.9 4.6 0.52 76 879.3 3.8 0.45 111 235.5 4.2 0.57 220 549.3 6.4 0.97

charges

GRAND 1319 306.1 10.12 | 1625 239.3 10.86 | 1971414.8 11.63 | 2577 263.9 13.25 | 3378793.4 14.83

TOTAL

(Mainland)

GDP 13 039 325.5 14 968 442.0 16 953 280.5 19 444 835.5 22782917.1

(nominal)

Source: Tanzania Revenue Authority (TRA 2011c, d:19)
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Tax revenues in Mozambique 2000-2009 as share of GDP

Mozambique 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Tax revenue 10.51 10.3 10.52 11.94 12.1 12.2 13.41 14.17 14.28 15.38
Income tax 2.9 3.69 4.44 4.88 5.02
Individual 0.97 1.14 1.4 1.58 1.89 1.96 2.02 2.34 2.49 2.38
Corporate 0.57 0.64 0.71 0.66 0.84 0.94 1.67 2.1 2.39 2.64
VAT 4.44 4.48 4.37 4.46 4.87 4.92 5.31 5.44 5.42 6.33
Fuel tax 1.18 0.98 0.87 1.18 1.2 1.21 1.14 1.09 1.05 1.23
Excises 0.96 0.92 0.96 1.01 1 1.01 0.96 1 1.1 1.03
Customs 1.95 1.75 1.86 2 1.78 1.92 1.93 1.84 1.52 1.53
duties
Other 0.44 0.4 0.35 0.63 0.43 0.24 0.38 0.36 0.31 0.24

Source:Mozambique data from 20aD06 (Castro et al 2009: table2) and from 268009 (Lemgruber et al 2010:9)
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Indirect taxes in Tanzania, Zambia and Mozambique: VAT and Excises 2003-2009
%GDP (current) 2003 2004 2005 2006 2007 2008 2009

VAT Excises VAT Excises VAT Excises VAT Excises VAT Excises VAT Excises VAT Excises
Mozambique 4.46 1.01 4.87 1 4.92 1.01 5.31 0.96 5.44 1 5.42 1.1 6.33 1.03
Tanzania (Mainland) 4.11 1.64 4.84 1.59 4,94 1.54 4.55 2.51 4.83 2.90 4.96 NA 4.88 NA
Zambia 5 2.3 5.2 2.3 5.10 2.4 4.64 2.1 4.83 2.6 4.01 2.6 3.85 2.6

Source: Tanzania GDP (TRA 2011d) VAT Tanzania 2068009/10 (Tanzania 2010:82); Mozambique from 20006 (Castro et al 2009: table2) and from 209

(Lemgruber et al 2010:9); Zambia (Bank of Zambia 2@089; and ZRA(2011) based on authors’ calculations.

Direct taxes in Tanzania, Zambia and Mozambique: Personal Income Tax (PIT) and Corporate Income Tax (CIT)

% GDP (current) 2003 2004 2005 2006 2007 2008 2009

PIT CIT PIT CIT PIT CIT PIT CIT PIT CIT PIT CIT PIT CIT
Mozambique 1.58 0.66 1.89 0.84 1.96 0.94 2.02 1.67 2.34 2.1 2.49 2.39 2.38 2.64
Tanzania (Mainland) 1.55 0.84 1.74 1.02 1.89 1.20 2.26 1.37 2.41 1.64
Zambia 5.5 1.6 6.5 1.5 6.15 1.40 5.7 1.8 5.5 2.65 5.4 2.46 5.38 2.14

Source: Mozambique from 20Q@006 (Castro et al 2009: table2) and from 26®009 (Lemgruber et al 2010:9); Tanzania (TRA 2011c,d) and income 2008/09 (Bank of

Tanzania 2009); and Zambia data from Bank of Zambia (ZIB®; and ZRA (2011) based authors’ calculations.
Note: Tanzania shows FY 2003/04- 2007/08; Zambia PIT 2005-2009 shows PAYE and withholding tax combined
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Average tax mix in Africa as share of GDP (1996-2007)

Year 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Trade tax 3.00 2.84 2.80 3.40 2.90 2.93 2.40 2.31 2.17 2.21 1.98 2.08

Resource tax 5.53 5.06 3.92 6.17 9.76 8.99 8.25 8.75 9.95 12.90 14.06 13.03
Non tax 2.19 2.37 2.29 2.46 2.23 2.31 2.34 2.09 1.79 1.62 2.02 2.24
Indirect taxes 6.23 6.18 6.19 5.76 5.38 5.30 5.22 5.74 5.81 5.72 5.75 5.70
Direct taxes 6.11 6.45 6.53 6.30 5.96 5.84 571 6.22 6.24 6.22 6.46 6.73
Source: African Economic Outlook (2010a,c¢) and World Bank GDP (current USD) from the Worl(?Bah&)

Tax mix as share of GDP in Mozambique, Zambia and Tanzania (1996-2008)

Mozambique 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Direct tax 1.89 2.13 1.89 1.57 1.65 1.72 2.14 3.00 2.81 2.89 3.52 4.48 4.66
Indirect tax 4.72 5.60 5.66 6.52 6.35 6.13 6.43 7.07 7.37 7.14 7.33 7.60 7.40
Non tax 0.79 0.91 0.78 0.83 1.01 1.28 1.43 0.99 0.97 1.90 2.07 1.93 2.00
Other tax 0.31 0.27 0.24 0.22 0.24 0.25 0.24 0.43 0.35 0.30 0.42 0.25 0.30
Trade tax 1.89 1.87 1.89 1.80 1.88 1.72 1.90 1.93 1.76 1.82 1.83 1.87 1.52
Total revenues 9.75 10.66 10.61 11.02 11.30 11.29 12.14 13.29 13.16 14.14 15.22 16.06 15.91
Tanzania 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Direct tax 3.08 2.99 2.57 2.58 2.45 2.31 241 2.66 2.96 3.25 3.84 4.28 4.54
Indirect tax 2.62 2.73 2.89 2.99 3.24 3.56 3.70 4.03 4.60 4.95 474 4.52 4.59
Non tax 1.74 1.13 0.92 1.14 1.19 1.14 1.04 0.94 0.98 1.05 1.08 1.15 1.06
Other tax 2.00 1.95 1.39 1.03 0.98 0.96 1.02 0.77 0.55 0.42 0.49 1.19 1.69
Trade tax 4.00 3.77 2.89 2.37 2.65 2.79 2.68 2.66 2.49 2.55 3.42 3.98 4.10
Total revenues 13.55 12.62 10.59 10.21 10.50 10.88 10.83 11.06 11.54 12.23 13.61 15.10 15.98
Zambia 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
Direct tax 5.50 5.88 6.18 9.58 8.96 10.17 7.80 7.77 7.93 7.68 7.68 8.41 8.69
Indirect tax 3.36 3.58 3.40 3.19 2.16 2.20 2.15 1.83 1.66 2.38 2.15 2.63 2.64
Non tax 1.65 1.07 0.62 0.45 0.22 0.47 0.38 0.64 0.76 0.41 0.79 0.74 1.05
Other tax 0.61 0.51 0.31 2.24 2.47 0.27 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Trade tax 9.48 8.95 7.41 8.30 9.27 6.32 7.80 7.32 7.93 7.13 6.56 6.92 6.61
Total revenues 20.79 19.95 17.92 23.31 23.16 19.25 18.03 17.83 18.25 17.61 17.24 18.67 18.98

Source: Tax statistics from African Economic Outlook, GDP (current USD) fretwbrld Bank (@11a)
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- Strengthening the tax systems in developing countries is a key priority
area for Norwegian development assistance. The purpose of this study
Is to systematise and analyse existing knowledge of the capacity and
constraints of the tax systems in selected African countries, and to
advice Norwegian authorities on how this knowledge can be translated
Into practical, effective and concrete development policies. This report
focuses on Mozambique, Tanzania and Zambia. It examines current work
to strengthening the tax systems in each of the three countries, identifies
gaps and provides recommendations for Norwegian support for effective
and accountable taxation.
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