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The ICT sector is
a growth engine
for the economy
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Tanzania’s ICT
sector is already
over taxed

An increase in
ICT sector-specific
broadband
taxes impact the poor
penetration leads disproportionately by
to economic
increasing prices and
growth and job
handicap the
creation across
digitalisation of the
the economy and economy, impacting
to higher tax
Tanzania’s
revenues for the
competitiveness.
state.

Digital taxation is a
global problem that
requires a global
solution
The taxation of digital
companies and corporate
income tax avoidance
cannot be solved
unilaterally and requires
international
cooperation. The OECD
framework tackles these
two challenges. A
unilateral DST risks
retaliation from trading
partners.

Tanzania should join
the OECD Inclusive
Framework
By joining the
Framework, Tanzania
has the opportunity to
shape it. The
immediate tax
revenues may not be
substantial but there
are significant medium
term effects.

TAXATION FOR THE DIGITAL ERA:
TANZANIA

Executive Summary
Accessible, reliable and affordable broadband
Internet is the foundation of the digital
economy and digital inclusion. Improved
broadband penetration is associated with
substantial socioeconomic benefits,
contributing to enhanced productivity,
facilitating information exchange, and
improving service delivery across the
economy.
Tanzania’s National Five Year Development
Plan III (FYDP III) recognizes the significance
of improved broadband penetration to both
the job creation as well as the positive impact
on the service sector, which contributes
significantly to the country’s GDP (MoF 2021).
The ICT sector in Tanzania is heavily taxed.
Consumer taxes represent 32% of the total
cost of mobile services (GSMA 2021). The ICT
sector contributed 4.3% of total tax revenue

in Q2 2021, yet its GDP contribution is only
1.5% (Figure 1).
The introduction of another tax - such as a
Digital Services Tax (DST) - that singles out
an enabling sector like the ICT sector
discourages investment and makes the target
of universal broadband access and usage
difficult to achieve.
This policy brief shows that there is an
alternative option to a DST for Tanzania. The
context surrounding this policy brief is an
unprecedented new global tax framework that
was adopted by the OECD in October 2021.
This framework solves the main challenge
that many unilateral DST’s cannot address: a
fair allocation of taxing rights so that the
home countr y is no longer the sole
beneficiary of taxation of multinational
companies (MNEs). It also prevents MNEs
from avoiding corporate income tax.

1

FEBRUARY 2022

RESEARCH ICT SOLUTIONS

Introduction

Table 2: Taxes in Tanzania (GSMA 2021)

The ICT sector contribution to GDP in
Tanzania is deteriorating - despite significant
investments in ICT infrastructure.1 This is a
departure from the typically upward trend due to
the digitalisation of economies, as in the case of,
for example, Kenya.
Figure 1: Direct ICT sector contribution to GDP
at market prices (Source: National accounts)
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Apart from the direct contribution to GDP, the
ICT sector also impacts productivity across
all sectors. Accessible, reliable and affordable
broadband internet is the foundation of the
digital economy and digital inclusion. Improved
broadband penetration is associated with
substantial socioeconomic benefits, contributing
to enhanced productivity, facilitating information
exchange, and improving service delivery across
the economy. An additional 10% in mobile
broadband penetration yields 2.46% of additional
GDP growth in Africa (ITU, 2020). For Tanzania,
that means a 10% higher broadband penetration
would bring annually USD 1.5 billion and USD 180
million in tax revenues.

Tanzania
GDP

USD million

Sources

62,410

WDI 2020

Additional GDP

1,535

ITU 2020

Tax-to-GDP Ratio %

11.7%

WDI for 2018

180

Calculated

Additional Tax

Tanzania has the ambitious goal of extending
internet access from 45% to 80% of the
population by 2025.2 Affordable ICT devices
and services are key in achieving that target and
higher taxes will lower the likelihood of achieving
the target.
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Tanzania has very high ICT sector specific
taxes which limit the economic growth
potential of the ICT sector. The excise duty of
17% on airtime is the third highest on the African
continent (GSMA 2021). There have been efforts
to alleviate this tax pressure on the sector as
evidenced by the removal of VAT on handheld
devices (hardware) for the 2021/22 financial year.
Table 3: ICT Sector excise duties and VAT revenues
(TRA)
Million TSh
Excise
duty

VAT
Table 1: Additional GDP and tax revenues for a 10%
increase in broadband penetration

Tax Rate

2021 Q1

2021 Q2

Telecoms Services

91,681

92,057

Money transfers

19,954

19,618

850

886

72,173

75,932

184,657

188,493

DSTV
Telephone

Sub total
Total tax revenue
% of total

4,210,560 4,350,203
4.4%

4.3%

ICT sector excise duties and VAT alone make
up 4.3% of total tax revenues in Q2 2021. The
ICT sector only contributed 1.5% to GDP but paid
4.3% of excise duty and VAT revenue, a clear
indicator for over taxation. This does not include
Corporate Income and PAYE taxes from the ICT
sector.
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https://taic.ictc.go.tz/assets/docs/TANZANIA%20ICT%20SECTOR-OVERVIEW%20AND%20INVESTMENT%20PERSPECTIVE.pdf
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https://breakthroughattorneys.com/president-address-to-the-parliament/

2

FEBRUARY 2022

RESEARCH ICT SOLUTIONS

The digital tax challenge
The digitalisation of the global economy
amplified the problem of tax avoidance and
tax fairness and led to a rise in digital taxes
around the world, resulting in an increase in
trade law challenges. The US, in particular, is
keen to stop taxes that disproportionately target
large US-based tech businesses such as Meta,
Alphabet, Apple and Amazon. Tax avoidance was
made a priority by the G7 in 1996. The
negotiations on the Base Erosion and Profit
Shifting (BEPS) project started in 2013 and
culminated in a final deal when the OECD
announced a ground-breaking tax deal for the
digital age called the Inclusive Framework on
Base Erosion and Profit Shifting (IF) on October
8th 2021 (OECD, 2021b).
The two problems that are addressed by the
IF are linking taxing rights to where value is
created, and reforming the current corporate
income tax system to disincentivize transfer
pricing to the jurisdiction with the lowest tax
rate. Figure 2 illustrates the two problems using
the hypothetical example of an offshore
streaming service serving Tanzanian consumers.
In the first problem, taxing rights reside with the
country where the firm has a physical presence.
Because that streaming service does not have a
physical presence in Tanzania, it is not liable for

any CIT, even though it sells services to
Tanzanians. The second problem is the transfer
payment from the streaming service incorporated
in, for example, the Netherlands to the Cayman
Islands. By paying a royalty fee to its Cayman
Islands subsidiary, the parent company in the
Netherlands can claim very low profits and
therefore pay a very low CIT. The CIT in the
Cayman Islands is zero, so the streaming service
has no corporate tax obligation on the money it
transferred from its Netherlands based parent
company.

OECD’s two-pillar approach
The OECD’s two-pillar approach intends to
take unilateral digital tax measures off the
table and avoid trade wars over digital service
taxes.3 The new tax deal, signed by 137 out of
141 member states4, representing over 90% of
global GDP, will allocate around USD 125 billion in
profits to countries around the world.5 The OECD
requires that member countries who sign onto
the Framework agree not to impose any unilateral
DSTs.

Pillar One
Pillar One of the OECD proposal creates a
mechanism to redistribute the profits of large

Figure 2: Offshore streaming services and Tanzania
https://www.taxjournal.com/articles/does-the-international-agreement-on-the-oecd-pillars-mark-the-end-of-trade-wars-ondigital-taxes3
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Countries that joined the Base Erosion and Profit Shifting (BEPS) framework
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https://www.oecd.org/tax/international-community-strikes-a-ground-breaking-tax-deal-for-the-digital-age.htm
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multinational enterprises (MNEs), not based
on their headquarters, but based on value
creation. The OECD estimates that taxing rights
on more than USD 125 billion of profit will be
reallocated to market jurisdictions around the
globe annually.6
Several safeguards are in place to prevent
excessive tax administration and overtaxing
of companies with low profit margins:
1) The Pillar 1 provision only applies to MNEs with
global revenues in excess of €20 billion.
2) A key step is to determine the value of taxing
rights to be allocated. The way the calculation
works is that 25% of the total profit above a
10% profit margin is allocated as a taxing right
to countries that have revenues above a
certain threshold in that country. The OECD
calls it the residual profit. The value of the
taxing rights is called “Amount A”.
• Residual Profit = Profit - (10% * Revenue)
• Amount A = 25% * Residual Profit
3) The following step is to identify countries that
will receive taxing rights. Taxing rights will be
allocated to all the countries where that MNE
has operations and generates at least €1
million in revenue (€250k for countries with a
GDP of less than €40 billion).
4) The final step is to determine the allocation of
Amount A for each respective country.
Amount A will be allocated to participating
countries through an allocation key. The
allocation key is not yet set in stone and may
involve revenue shares of countries,
customers or user numbers.
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Not all countries will receive taxing rights. For
countries with an annual GDP higher than €40
billion, an MNE must generate at least €1 million
of revenues. For countries with an annual GDP of
less than €40 billion, the threshold for MNE
revenues is €250,000. If Tanzania would join the
OECD deal then Tanzania would fall into the €1
million GDP threshold.
Table 4: GDP in Euro Kenya, Uganda and Tanzania
2020 GDP in €
billion

Minimum revenue
threshold in €

Uganda

32.78

250,000

Tanzania

54.75

1 million

Kenya

86.70

1 million

Source

World Bank, FX USD to € at 1.14

Country

Pillar Two
Pillar Two sets the minimum tax rate for MNEs
to 15%. In comparison, the average tax rate in
Africa is 28.5%.7 African countries would not be
constrained by the minimum CIT. The importance
of Pillar Two is that it closes one of the gaps
where MNEs would transfer their profits to tax
havens to avoid paying tax. There is no obligation
for countries to lower their CIT to 15% and
Tanzania can maintain its existing tax rates of
30%. However, "special economic zones" that
offer no or low taxes to companies who operate
within them will be affected and have to increase
their tax rates.
Pillar Two applies to MNE's with a global
turnover of more than € 750 million. Countries

Figure 3: Pillar One - Redistribution of residual profit to reflect value creation
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https://www.oecd.org/tax/international-community-strikes-a-ground-breaking-tax-deal-for-the-digital-age.htm
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https://taxfoundation.org/publications/corporate-tax-rates-around-the-world/
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Figure 4: Pillar Two - Global Minimum Tax of 15%
are not obligated to agree to Pillar 2 (known as a
‘common approach’), but they have to accept its
application by other Inclusive Framework
members.8 Pillar Two has two domestic rules and
one treaty-based or international rule and these
rules are referred to as the Global anti-Base
Erosion (GloBE) Rules:
• Income Inclusion Rule (IIR) - this means that
if a subsidiary is taxed below the 15% minimum,
then the parent company can be taxed the
difference.
• Undertaxed Payment Rule (UTPR) - this rule
prevents companies from claiming deductions
for IIR.
• Subject to Tax Rule (STTR) - some MNEs
make transfer payments of interest or royalties
to parent companies, thereby reducing their
taxable revenues. The STTR would ensure that
all interest or royalty deductions would be
subject to a minimum tax of 9%.
Pillar Two would be implemented at the same
time as Pillar One, some time in 2023.

The OECD framework is superior
to unilateral digital service taxes
Pillar One solves the main challenge that
many unilateral digital service taxes (DSTs)
cannot address: it provides a fair allocation of
taxing rights so that the home country is no
longer the sole beneficiary of taxation. This
study estimates that Pillar One of the OECD
framework could bring in between USD 4 and 10
8

million in tax revenue to Kenya, Tanzania and
Uganda. This represents their share of the USD
125 billion in residual profit under the OECD
Framework. Currently, there is no definitive
allocation key, aside from the fact that it is not
clear how much revenue companies under Pillar 1
generate from Kenya, Tanzania and Uganda.
Without a definite allocation key, this study
estimates the tax revenue from the share of GDP
at market prices for 2019. The actual distribution
key will be based on the revenue share of a
country or the number of customers or users of
the respective company. An estimate is that
Tanzania could expect about US$6.6 million in
taxes from the new OECD tax regime but this is
conjecture until the allocation key is made public.
Tanzania could generate US$180 million in tax
revenues from improving broadband
penetration. The returns from a DST are far
more uncertain and likely to distort the economy,
reduce innovation and increase prices. This
would take away from FYDP III’s envisioned job
creation potential of the ICT sector, impede the
country’s efforts to extend internet access to
80% of the population and negatively impact the
ability to realize the full potential and benefits of
the massive investments in ICT infrastructure.
The OECD deal is a relatively low risk alternative
that brings in some revenue, brings Tanzania into
compliance with the vast majority of countries
and allows Tanzania to focus on expanding
broadband penetration instead.

KPMG, July 2021, KPMG Report: OECD/G20 Inclusive Framework on BEPS 2.0, page 8
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Table 5: GDP at market prices for residual profits

GDP at market
prices in USD billion

% of GDP

Taxing rights (of USD 125
billion in residual profit) in
USD million

Estimated tax revenues at
30% CIT in USD million

World

87,437

Kenya

96

0.11%

34.1

10.2

Tanzania

61

0.07%

21.9

6.6

Uganda

35

0.04%

12.6

3.8

Sources

World Bank WDI

Calculation

Recommendations

References

• Join the OECD Inclusive Framework and ensure
that Tanzania has a seat at the table during
negotiations on the IF and can influence its final
form.

• ATAF (2020a). Domestic Resource Mobilisation:
Digital Services Taxation in Africa - Policy Brief,
African Tax Administration Forum.

• Rebalance ICT sector taxation, shifting from
short term revenue generation to medium and
long term economic growth and job creation.

• ITU (2020). How broadband, digitisation and
ICT Regulation impact the global economy,
https://tinyurl.com/27r262k5.
• GSMA (2021). Tanzania: Driving social and
economic value through mobile-sector tax
reform, https://tinyurl.com/2p8hmdf7.
• OECD (2021a). Addressing the tax challenges
arising from the digitalisation of the economy ,
JULY 2021, https://tinyurl.com/2p9evy2e.
• OECD (2021b). Two-Pillar Solution to Address
the Tax Challenges Arising from the
Digitalisation of the Economy, October 2021,
https://tinyurl.com/bdh8a4sy/
• MoF (2021). National Five Year Development
Plan 2021/22 – 2025/26, June 2021, https://
tinyurl.com/bdhm2nhn.

Authors: Dr Christoph Stork, Steve Esselaar
and Steven Lwendo
About Research ICT Solutions: We provide
objective transparent and evidence-based
ICT policy and regulatory advice. Our clients
include regulators, government agencies,
telecom operators, multi-national firms and
multi-lateral agencies.
4680 Wickenden Road, North Vancouver,
V7G 1H2, Canada
M: +1 778 865 5695
E: steve@researchictsolutions.com
W: www.researchictsolutions.com

6

