BUDGET 2016/17

The heaif&cﬁe thdtilspztnwosition of WlT in Mainland, Zanzibar‘ '

inance and Planning Minister
FPhj]_ip Mpango’s 2016/17 budget

speech came and left, and now
is the time for a post-mortem. There
will be a couple of analysts and experts
sharing their take-outs of the Sh 29.5
trillion Budget. I am delighted to com-
ment on the Minister’s proposal to
resolve the issues of refund claim to
Zanzibar Treasury since the new VAT
Act, 2014 started to be enforced. How-
ever, even with the old VAT Act, there
was a notorious VAT problem between
the Mainland Tanzania and Zanzibar in
the telecommunication industry.

The budget has only two main eco-
nomic objectives; to address challenges
facing Tanzanians, especially the low
income earners and transform the
economy into areal middle income sta-
tus through sustaining macroeconomic
stability and developing industries.

It is evident that most if not all of the
proposed fiscal/ tax reforms measures
in the Minister’s Budget were mirrored
to the two economic objectives within
2016/17 fiscal year. One of VAT change
proposed by Dr Mpango is on VAT
treatment between business establish-
ments operating between Mainland
and Zanzibar.

Ashighlighted earlier, the key motive

of this proposal is intended to resolve

the issue of refund claims to Zanzibar
Treasury considering the fact that the
new VAT Act, 2014 (applicable in Main-
land Tanzania) does not provide for
refund.

Basically, this arrangement is intend-

- ed to impose VAT at the place of con-

sumption which is proportion to the
destination principle of VAT.
The Minister proposed that goods
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manufactured/supplied in Mainland
Tanzania and supplied to Zanzibar will
attract VAT in Zanzibar while those
goods manufactured in Zanzibar and
supplied to Mainland Tanzania will
attract VAT in Mainland Tanzania. In
absence of the Finance Act which will
subsequent be issued and probably
clear my doubts, I foresee quite number
of challenges which will arise if this
proposal is implemented specifically to
taxman in both jurisdiction.

Despite the fact that the implemen-
tation of this proposal will only be pos-
sibleif the counterparti.e. Zanzibar will
accommodate the same change in their
respective VAT Act, itis my considered
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view that businesses operating within
the two sides will definitely encounter
fundamental challenges at the imple-
mentation stage.

In accordance to the Minister’s
speech, the proposed change will apply
on goods manufactured/supplied in
Zanzibar or Mainland Tanzania. It is
not very clear whether the minister’s
speech deliberately excluded the sup-
ply of service and other goods manu-
factured/supplied in other jurisdic-
tions apart from Zanzibar and Tanzania
Mainland.

Some of the issues which may com-
plicate the enforcement of this propos-
al is whether, the application will only
be limited to goods manufactured (as
per the budget speech) within the two

tax jurisdictions or to all Vatable sup-
pliesi.e goods and service.

There will be a need for clarifying the
tax point in which VAT will be charged
for the said manufactured goods cross-
ing between the two sides.

Before the implementation of the
change, I also believe that the two tax

The key motive

of the proposal is
intended to resolve
the issue of refund
claims lodged

with the Zanzibar
Treasury

authorities will examine and determine
how to treat goods manufactured in
Mainland Tanzania, sold in Zanzibar
and resold again in the Mainland Tan-
zania. In handling such situation there
may be a requirement of possessing a
proof of origin which should specify
where the goods were manufacture
hence likely to increase the burden of
doing business to the investors.

In addition, for the successful imple-
mentation of proposed change, it will
be necessary to amend other Sections
of the two Acts to eliminate any likely
contradiction when it comes to the
implementation/ enforcement stage .
One of such provision is Section 68 of
the Mainland’s VAT Act, 2014 which
governs the application of input credit.
The Zanzibar VAT Act, 1998 should
also be amended to accommodate the
Minister’s proposal on second and third
schedule with regards to Exemption
and Special relief supplies.

I believe that most of concerns
regarding the application and possi-
ble implementation challenges will be
taken in to account before the Finance
Act, 2016/17 is issued incorporating the
change or postponed until a permanent
solutions is attained.

AsithasbeensaidbyGroverNorquist,
an advocate and founder of Americans
for Tax Reform, “The important thing
about tax reform is you make the tax
code less complicated, easier for people
to understand”
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