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NT . DUCTION

I sm sure you will agree with me that of all
the laws enacted in a cou:try, Income Tax is the
most difficult to administer, The sdministration of
Income Tax law presents a continuing challenge as times
goes on and as economic activity imcreases, not only this
law is becoming more cowplex but also its application
becoming diffieuls,

In this paper "Taxstion law in Zambia®, I have
tried to vive s historical background to the development
of taxation laws in Zambia from the time when the country
was known as Sorthern shedesia to date, Some stracturel

featurss of taxation have slso been outlined,

- Talking about sm appropriate tax system for Zambdias
I have emphssised in my analysis the need for simply-
fying the present legislation in order to have an effi-

cient tax system,

Lastly, in summation of the taxation law in Zamdia
I have also pointed out how taxation has been used as
a tooly for fiseal policy. The last Chapter of this
paper had dealt on measures for sensuring complisnce if
taxation laws are goinr to have an impact in Zsmbia., An
impact or effestiveness of tax lawe through compliance is
nacessary, 80 that policy mekers in govermment are permitted

a wider range of tax programs,
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s company there ware abatements to be deducted from
the taxable smount, { en ubstement was sn allowsnce
granted)s In esse 0 compenies thers was an sllowance
of £50C which wes deducted from the taxesble income,
Tax substsntislly, in {ts present form has econtinously
been in force since 1921 when it was first enscted ae
the Income Tax Urdinanse.

wWith the establishment of the Federatiom of
Ehodesia snd Nyasaland, comprising of Ne thern Ehodesia,
Bouthern hhodesiam and Nyassland, oreasted by the Federa~
tion of khodesis snd liyasaland (Comstitution) Crdereine.
council 1953, *It becsme necessary to intergrate the
‘texation laws of Southern jihodesia, Nerthorn Rhodesias
mnd Iya&aland”.l The intergration of the three ineome
tsx statutes involved the repeesl of the previous lezise
lation, tection 98(1) of the Federal Income Tex Aet of
1954 provided for trensitionsl provisions which regula-
ted the following matters)

"(1) All lezel proceedings which,
under the previocus lsw, had been
commenced by or nmgainst say Commize
sioner of Tax could be continued

and the Jovernor-Cenarsl oould nalte
regulations that were incidentsl,
negesssry or expedient for the purpose
of assessing, oolleoting or refunding
taxes wnder any previous law, and fox
the trenefer %o the Commissioner of
any powers, rights duties, liabili-
ties, snd obligetions created by or
under say such previous law",
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Federal Income Tax Act 1954 was promulgated on

26th March, 1954, The Act Incorporated previous
legislation, codifying and consolidating it by
incorporating various Income Tex rules, proclamations
etc of the three territories comprising the Federa-
tion. Its structure was based on South ifrican Lew
and practice becsuse the concept of texing income in
the federation was similar to that provided by the
South Africen Income Tax Act. The criteria for taxing
income was based on the source of the income and not

on residence as it is in the United Kingdom.

After the dissolution of the Federation of
Rhodesia and Nyasaland by the (Dissolution) order in
council, 1963, Northern Rhodesis achieved Independence
and became Zsmbia, the income tax law and practice was
revised and sn Income Tax Act 1966 was enacted by the

Zsmbian Parlisment,

Prior to the breek up of the Federation a departien-
tal committee 2 was set up in Salisbury to investigate

methods whereby =

(2) Income Tex is deducted from salaries and Wages
by employers and paid to the ficus,

(b) Provisionsl Income Tax is paid in advance by
certain classes of individuals snd by bodies corporate.

(e) To examine, to such extent as may seem necessary,
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systens of collestion of income tax commonly known

a8 PAY AS ICU Zan¥ in the United Eingdom and New
Zerland, To prepars s sSchene sultable to the Feders~
tion whereby the objects of sub=paragraphs (8),(d) and
(¢) could be achieveds

Preliminary work started in Ostober 1959 end the
finsl report was completed om 23rd March, 1960, 4s the
report wes completed towards the end of the bresk up of
the federation Just prior to 1963, it wa: adopted mnd
modified to suit the requirements of each territory, at
the time of sttaining independence, The major ressoa
for the iambisn suthorities for adopting a FAY AS Y(U
LEahN System was because in the former system lee. toxa-
tion under the federsl system; tex was pald in arresrs,
Under the ray As You Earn lcheme the tax had to be deducw
ted from one's esrnings at source and srroars of tax,
and censequently hardship , could not arise, It further
enabled the govermment to have money at all times inétaad
of weiting until the end of the tax yesr, 28 the tex was

to be paid on curreat basis,

PTax legislation is generally intended to mieeF
revenue necessary to keep the government running so that
the government csn be in = position to build roeds,
schools, provide social security nérvia;#, heslth, Justice

eto,



In some instonces lax lerislation is used
for rerulstory -urwotes cuch as Income Jax exemp-
tions for specified periods =lone with other incen—
tives are fre:zuently uced eccpecially in developing
countries like cembia %o att®act foreimm private
investrient =nd promote investment in desired fields

by not taxing the nrofits of these concerns or firms,

The present lecislation, the Income lex, iLect,
forms Chapter 668, of the revised Laws of the Zepublic

of sephic,

(n l4th December, 1965 the then Minister of
Yinsznce made a Finicterial Statement in Serlisrent 5
to announce that, subiecet to the approval of “arliament
legislation was goins to be introduced ~hich was goi
to introduce on the Izt wowily 1966 a system of I'ay as
48 You Lerne He emchasised thet this systen would
apply to Income from eri-loyment only. lie further
explained thet the ray .8 You xsrn System was only a

system for collection of tox from employmintes

~hen introducin~ the Income Tax 3ill 1066 the
government explsined thot the purnose of the bill wes to repes
and ‘replace the existine Income Tax iet which w

telen over uvon dissolution of the fede:cation.4

The Income Tax »ill of 1966 was drafted in such
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(a) Unitwry  ysten of taxation wn
introduced Uy “nc Income Tax Till mf
1966 in thet Qn?v one tax norely Incove
tax took pluce 57 the three »revious
sepsrate toves rnorely Inceme Towy tuoer
tax and the wndintridbuted nrofito ted,

o hex =111 of 106
completely overinsuled the Income Uax
gtructurse -nd intoduced new
such as: the 'wocedure thst exist
relatin-. %o objecticns and apr o :
one is disntizfied with the Somrigssione
decision wro oltered.s acjends Irom the
refusal of the Cormissioner to cllow an
objection <icd ~ow lie with the Tex .eview
Board, which was not goings to be 8 Jormel
court, =i wng che existing Upecisl Incomo
T"ax Sourt.e . onecinsl court was 1relid
over by judfes, while the Tax evicw ﬁcnrd
was & pasel oF Loymen =nd not lawyirse It
consisted of ‘hree personse he [hree
pe-sons chooe ¢ne of them ag Jhodrs :
tax officinl ne the secretsry of The Imx
keview Borrd (nd it was riag Jul. Lo erraio
for meetin = of the boarde .och Tix
district had itc ovn Tax Teview Loarc.

(b) che Z.ocors

ed

L

fote
]

3

The purpose of o Ineore Tax Biil 1756 wro 2150
to rrovide for perzonsl tox rates ~nd reduction in
sbatements. sor exmm-ls shrtements for tincle indivie
duals were reduced From A5C to TALC mnd Cfor a merried
person from <9FU to BLL and child U144 To T120e MVibptre

mente! were versonsl ~llo mncer,
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The raason for the veduotion wag thst the number
of individual ¢tax pay:-rs in Zombis was =znall in A
relation to the populstion, and 1t was decided as &
step to broaden the tuxetion Yase a reduntion in
sbatenments (Personsl zllowances) was neasnzarye 1t
wap estimated at ths time that the raduction of the
single snd narrisge allowanaee would brings » further
five to six thousand persons inte the fiecld of tax who
otherwise would not have besn 1iadles °

Super tax was replaced with higher rates of
personsl Insome Texe The highest rate of Ingome tax was
put at 10 shillings ond zix pence in the £l 7The oppo-
sition were much opposed against the hizh rates of
personal Income Tax, Thay argusd smong other things that
the "whole thing was concosted By an expert from the
United Kinsdom vhere Sax rates were M@h"g& revenues
from Copprer companies weare 80 great that it wes unneceds~
sayy to reduce sllowmnnces, Copper was selling over
£600, during the Federation {¢ was £280 snd that the
goverament was taking & fair smount through royalties.

They were dstailed axrengements cuch . ass In
Februsry, 1966 every smployve was sent & code by the
Commispioner of Taxes based on the allowanees te wvhich
he/she sppeared to be eutitled for the year cnding
3let Mareh, 1967, 7This gave eash taxpaycr 20 OppOrtus
nity to obJest if he/she wos not aatisfied with the
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allovances allowed, Before lst April, 1966 every
ewployer received a booklet entitled “The Employer's
Gulde to PaYE®" which eontuined these changes s

well s8 Tax Tedles,

Lastly there was & Tex Holiday in respest of
1965/66 tax yesr, Under the previsus lsgislaetion
tax was collected in srresrs i.e, after the end of
the tax yesre. This meant thet if thers was no tex
holiday in respest of 1965/66 the taxpaysrs would
bave hed two tax bdills to psy. The 1965/66 tax bill
which hed to be peid curing 1966/67 snd the 1966/67
tax bill whieh was ot currsnt yess bdasia being repre-
sented by the Fay is You iarn System,

Provision was mesde for remission, wholly or
in pars of tax due for the year snded 3lat Nared,
1956, Tax for 196%/66 waw uot imwediately collestables
Pex had to be remitted in instalments over a five«yesar
periocd, For every poriod of six mouths that sn
exployes continued to be residemt in Zawbis and
ressined liable to deduction of tax under Pay As IT0w
Eern after the 1st of April, 1966 one-tonth of &u
tax bill for the yeur of assessmont 1965/G6 had to de
yeaitted,
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The Income Tax ict 2 41s the principal legis~
lation regulating the menner snd methods of taxing
verious forms of Incomes in Zesmbis. In order to
sccommodate new policy developments introduced in
the course of time, the sct hss undergone seversl

snendments over the yeors,

The aot is divided into twelve parts and has
eight schedules plus a charging schedules The salient
features of these parts snd schedules cover the inter-
pretation of the ict, sdwinistration, method of levying
Income tax, issuing of tex forms, raising of assess-
ment, pay s# you earn, xatters relating to double taxa-
tior sgreements, collection of Income tax, exemption
from Income tex, Cepital sllowsnces that ere granted on
plant and Mschinery end items that can De deducted from
incones

The Commissioner of taxes 2 is responsible for the
sdministration of the Income Tax iAct, In adwministering
the Aot the Commissioner is sssisted by two Depuly
Commissicners, who in the sbsence of the Commissioner
from office may, if designated by the Commissioner, per=



Y,

form his functionte

Under _ection 7{1) of the Income Tax ..c¥
+he Commissicner han dolersted power and finctions
to vorious officers in “he Department with revard
to the administrastion oi %4he Income t=x .cte The

Uepartrent is currontiy crrarised in tno folloving

« ae

W

functionsl office g, urunches, sectione “né unitce”

"he Hesd Uffice is in lusska, where the lormic-
4 »
gioner snd other sever:l st:ff are bsscde The Cohe
missioner end his ionfor Oheff are recnonsible for

~olicy snd adriaintrrticne

The Uepertment ic roonrecented in £1l1 wrovinces
with officers of ¥he . ol inspector oy nImg roTe
1 end shove. In un ity the officer in churos 1o D
.8 istant Commissionrsr of .axes while in lidels

5

similsrly the s istunt Jormissioner of Taxen ia the

"hece offieceg ore Jivided into *he {ollowine
br:rnchess
(1) Inspection braorchy this branch desls with

income texction of peruons who are in bvusineso on g

own sccount includin: cornorate taXs

z

(1i) 7 ¥YF wpenehy this brsach is reononsible
%

for inceme tay for wo ~ls the sre in or loyirnt,
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(141) Iavestigetion branchg this brsnch
4s responsidle for taxation of people who dsiiverstely
understate or omait thelr income.

(iv) md lastly the collsctiun brench is
responsible for the physicsl solleetion of taxe

The Commissionsr of texes reports > state that
the Department is at the coment experiencice & lot of
eperationsl probless, These baing shortage of trained
experionced staff, wu work load becsuse of two
many taxes thet are placed on the Commissicner of Texes
to sdminister in sddition te the administrstiom of
income tax, These taxes sre: Mimersl Hxport Tax,
pelective exployment Tax, :ducetion levy, Istate duty
tax, property transfer tax, apd withholding tsx on
rents snd sexrvicez, In sddition to these responsibilie
ties the Commisciomer has the duty of sdministering the

Tax Clearance 2e%.

inother preblem is that the legislatiom hes
become 80 . complicated because of the plece meal smende
menits that hsve been made to it. In 1983 jor exsmple
there were ten 3tatutory Instruments that were passed
relating to Income axe 7The aspects oovered by these
ctatutory Instruments related te double taxatiom
relisf cn income snd exszptions from income Tae
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It is becoming impossidble to sdminister it
in its present form. The Principal Aet has been in
existence sinece 1967, It is twenty-two years old
and therefore out moded, complieated amd diffieult
to use becsuse the relevant provisions are scsttered
in various amendments to the Principal Act.

when it comes to staffings: the stalif strength
in terms of officers in post hes remeined on the same
level as in previous yeara-a There is& shortage of
staff in the working ;rades (middle manag.went)e

The above deficiences sre serious and this led
to the Times of Jambis 4o comment on the income tax

Department Structure:

"1¢f it could be overhauled, adequately
starfed and clesnsed of its bad eges

the tex depsrtnent could become Zeanmbia's
major internsl revenus spinner. It is
not far-fetched that an expanded and
efficient tax department would boost
government coffers and relieve the burden
of the overwtaxed worker in wage
employments

wWhile selfw-employed people have the means
to evade tax payment, those in w employ=
ment have not the employer is downd
by law to deduct from their selaries what
is due to government smd remit it.

This is not to suggest that we ave against tax
payment! rather cur interest is to ensure
evoryone in Zambia with mesns %0 mske money pays
correat tax tc the suthorities far the benefit
of ‘the whole anstion, PFor a long time the tax
Department has been bemoaning staff chortage and
attriduting 4t for its fallure to track down tax
evaders, Because of the same reason taxes are
not paid promptly resulting in millions of
Ewachs remaining uncollected over a nunber of
Yyears,
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81A(1) of the Amenducnt Act which deals with psyment
to certsin comtractors wnd cuppliers, snd Tection 81B
vhich desls with Zax Cleavance Certificates,

Py a8 you ¢ara 15 primerily a system of collecw
tinz tex from employm:nt inceme (emolum:nts) os and when
1t is earned. It i# sOverned by the employment regula-
tions,

The system envissges an egquitable distribution
of the tax burden, Those in high income Lrackets are
thus supposed to ocomtribute more to the govermment
eoffers than those in the lower income brackets,

The probleme that have been encountered ars nainly
sdpinistrative. These range from compluints from the
general public over delsys in granting peruonal sllowances
or issuing credit ascessrents were due, For exsmple
some members of the ~ublie have been soming to ths tax
office for well over one month before they oould be
attﬁnﬁadgg

Before the Income Tex Amendment Act of 1580 abdatew
pents {Persens) sllowenses) differed sccordiag teo
whether one was married, single or dbhad childrem,
Insursnce, or was hmdicepped. For exemple the personal
allowences for the yesr cnded 2let March, 1987 were es

tall«wusaﬁa
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Fevreonal Allownncoss Charge yeor to
31st Mareh, 1987
4
Gingle q0C
Merried 2106
Childeper Child (Havimum 6) 2L
Handicapped ‘evson el
Iife iBsurance .reuluns 40

The Income Tex iuaendnent iot of 1938 has
pinimised the Fay Ais You Feypn sdministrative problems
by the iatroduction of = primary sllewsnee in 1989/%0
tax year. The "primary allowsnocs™ has replaced the
Married, sinsle snd child allowances. The prisery
sllowance is KROOO.( per working individus) umder
parsgraph 2 of the chersing dchedule to the Prinelirsl
aet,

1f properly orersted there will be no need for
assesgnonts, The number of forms that are used in
the sdministretion of Pay As You zarn will slse have
to De cut down, Ths lesislation will zo & long way
in simplyfying the Fay 48 You Isxm l{ystom ¢f texntiom
for exsmple the tax tsbles which are currently in
use sre very bulky, In 1986/87, tax tables had code
purbers renging from *G* to '999'e Ths chenve Yo
"srimery allowsnce” has mesnt the reduction in code
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numbers to be given to taxpayers. Ais from the 1st
of April, 1989, whether & persom is marvied, sin;le
or with & nuaber of children will have the same code
nuabder,

£ There is also need 40 cut down the number of
taxes. Thers ars too nemy taxes which ‘happer the
efficient sdministraticn of the Income Tax igte These
tuxes require to either be sbolished or redused as
they are inequitadle in certein cases, Jor example
esducation levy which is comteined in the dueation
levy ict of 1977, The levy was first introdueed
through » dudget speech by the them HMinister of
Finsuce. 7The ain of the levy was stated %0 de the
increasing totsl sovernmant expenditure on sdusation
wes alarming, The expenditure by the FHinistry of
Sducetion wee stated thuste

1964/65 1974 1976
Millions Fillions rillions
Capital 18,0 2045
expenditure 4.3 18.0 20,5
Recurrent
expenditure 18,1 £9.6 Gy 5

The ahove figures are pivem to Lllustrate that
government was epending hesvily on edunsstion and
treining, The Hanpower S0 trained did Benofit not
only government but zls¢ Carsstatals and privete
companies. It was therciors necesssry to ask ali



- 19 -

registered companies to contribute, hence the

Education levy Aet of 19?7.11 The rate of this

tax was K120.00 on every company, effective from

1st April, 1987, This tax is now a burden to some
companies, They might be forced to close down

because the economic impact is such that the tex
reduces the ability of companies to replace machi-

nerye For example a car which cost K12,000,00

(twelve thousand Kwacha in 1981 is now costing
K240,000.00 1.6e in 1989), This means that the

compsny has to look for additional Kwacha in order

to replacé its old fleet of cars, This tax has:
become SO heavy that a number of companies are bitterly
complaining as the levy is not an allowable deduction

in computing the income tax profits. The levy will
‘reduce investments in New plant and Machinery as companies
will have no surplus funds to replace old machinery,
Zven if = company made a loss the levy is still payable
because it i8 based on the turnover of the Company.

It is an inquietable tax indeed.

The 1988 Education levy (Amendment) Act increased
the educational levy to be paid by companies, Educa-
tion levy remains unchanged and according to the 1989
Budget proposals the levy is now as follows:w
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TURRWY LEVY PAYaBLE
4 E
S04 000 - 100,506 75¢
100,000 = 204006 24560
QU000 - SO LU LIREE s
BUCLCI0 w1000l T o500

ixcess Over 1 0CUL00) at la5% of turnover to a
meximum of Z75,0UC0e

411 what is required is to raise the cormmny tax prate
from 45K to say 55% to include sn elexent of sdusation
lewy ocollecting incoms tox end educstion levy together,
instesd of issuing & nusher of tax reosipts and esfestm
zants on the sane file i,c. an assessment for cerporate
tsx and an ssgesemont for edueetion levy. 7This results
in & waste of staticuery and its time comsuring with

COReCeSHATY DPBDer WOrke

* inother type of tax that recuires to be abolished

is the Zcuity levy tnox, This tax was outlined in the
Budget sddress to farlizment in 1982.1° The them Minister
of Pinange stated that zovernment investmest in the
yarastatal Seetor was in excessz of K1.5 Billien ef which
adout X7% nillion wes in the form of Xoultys He them
proposed a levy of le5 par cent on this esqulity in the
Feraatstsl Jectors The equity was goveramors investment
in eseh of the parsstat:is which the government had
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invested money. The levy was aimed et ouposing
inefficient parastatal orgenisstions by identifying
the underlying sontributing festors, sueh as poor
nspagenent, structursl or other orgsnisations) defects,
It was further ststed that the measure was not
intended te penalise efficient and profitable orgsnie
sations, Such ergenisetions did n-t have to ney both
compeny tex snd ecully levys They had only to pay
the greater of the two., This is what led to the
Equity levy lct of 1953.ﬂ5 In praetice this tex serves
no purpose at all. “or example in losg making Parase
tatals the levy becores a burden in that it just makes
the liquidity position of the perastatals concerned
more precarious, .nd if these parsstzials do not meet
their obligations tlsy rum hack to government fox
assistance in order ¢o be bsiled outs In effect the
objective of being penslised is thereby defeated.
Further more equity levy was not even supposed to be
introduced a# a form of taxe This is because of the
nature of the price stiucture imposed on these psragba~
tals makes it difficult for them to enrage in business
profitably. For example in some cases they csm not
increase the price of their produsts or services withw
out irst consulting the Price end Incormes Commission
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to obtain approvalse "his means that zome of these
lsrastatals sere in o loss situstion not a8 a result
of the alleged poor nansgement and defeotive organisa~
tional structures but as a result of the pricing
mechenism, The expenses keep going up with inflation,
but the income or receirts remein static. The “smbis
Federation of Imployer: in its .nnual .eport for 1988
hes stated that many corcanies will not curvive the
present economie difficulties unlesz pri-e controls are
removeds The associstion feele that -rice controls
are stiffling companies nnd therefore, it has becone
incressingly <difficoult f{or them to contribute to the
national econcmic nrocremme a8 they sre not making profit.14
< A8 for selective ennloyment tex, although there
are noble intenticns “ehind the introduction of this taw,
The tax has outlived ite usefulness, Selective employ-
ment tex wes introlduced o encourage ~anbianizations,
This tax has now hecome, irrelevant bacruse of the
introduction of inducement allowzngce, Thers sre now
very few compsnies thot are willing to employ expatriate
lsbour if a .smbian can be svailable. ‘Inducéement £2llo=
wance' mesns the (voruens .llowance, including gratulty
paysble in foreisn currency by sa emnloyer in Jambia to
an expatriate employee, as introduced tirough the system

foreign exchange was introduced on 4th Cetober, 1985,
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it ie zprruably the rost irrortent part of the Departe
ment “or uBless try is retuslly hrousht in efforts of
the Increctore and tow carerement officers sre wested,

“owever, it has bren fronkly eckrowledged by the uePparte
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peying their dues and it is impessible to pursue
thoge who did not, In order to operate eflficiently
ell what is required is to convert the msnual ledger

card system that iz in use now to a computer control

systen,
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INCOML Tas ACT

(Car 668 Lection 4)
Detinition (araphrased)

'Nen-iesident' - :n indiwvidusl shall not be resident in
Zamhia for income tax purrcoes Lf the intividual is in
sembia for some temporiry purpose only snd not with any
view or intent of esto“lichin e residence in Zambdias

and also has not actunlly resident in .amhis ot one time
or several times for = period ecuml in +hs whole to one
bundred and eighty-three d-ve in any income tex yeara

(1st april, to 3lst Harch)
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DTHZ ROLY O7 TAXATICH I .CONGMIC DEVSLOEM T IN ZAMSIA

e -

apart from serving &s a Government revenue
raising device, income taxation is also one of the
importsnt fiscal policy fcole as well as & means
of promoting the growth of a less vulneCzble end

diversified national ccononmye

The most obvicus role snd sieonificasnce of
income taxation is rovernue eontributien to government
cofere, This is, of courze not an overwsimplifica-
tion of the rcle of incems tarvation, 7o appreciate
the sienificsnce of this role one must look at the
reasone why rovernren® needs funds end reisez them in

vrrious wsys.

#iret of =ll, the stmndsrd of living ~nd welfsre
of people in & given country depends on the economic
activities teking place in “Fat country. Lusiness
sctivities thrive in o country where there is pesce
law and order snd pecnle ere sble to m¢ sbout freely
snd are sure that they will enjoy the fruits of their
swoate. This atmosphere is assured where there is an
effective and stable rovernrent. 4 sovernment capeble
of maintaining law s=nd orders cepsble of enforeing
justice, contrsctusl undertskings, protecting,not only

all the people and threir property, dut slso the country,
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from externsl adversaries snd injustice; and
capable of ensuring not only the prosperity of
the esonomy Lut also a fair distrivution of the
economy's output in the szociety,

The govermment is, therefore, obliged to
maintain law enforcement officers (i.,e, Police,
soldiers and court officers). It is obliged to have
administrative and techniocal employees to discharge
ite functions in ell fields of government programmes,
Additionally certain services are s0 vital to the
comzunity that people expect govermment to provide
them or play a leading role in providing them, Por
example, education, medical faeilities, publis transe
port particularly in aress shunned by private enter-
Prenuors.

In a developin~ couniry like Zambia, the povern~
mont is in fact oblizmed to o ints 2irect production
of certain products which private investors may not
venture in., ™or example, the production of fertilizer
by Eafue Mitrogen “hemicals (smbia) Idmiteds It s
#lso obliped to nrovide infrastructure . 30 as %0

encourage faster evpansion of private inveatuents



such 88 investing in hydrow-electric schemes such
as Kafue-Gorge Itezhi~lezhi snd roads etc.

Te 40 a2ll this the government must have the
meaps with which to pay for the resources requireds
It ssnnot rely on donstions. It cannot also rely
entirely on borrowing as this entails debt settle~
m:nte at some future dates, It cannot comscript
resources as that implies using forced-labour snd
property consfication technicues, both of which sre
unscceptable to peonle who cherish democracye. The
more preferable method is toxstion, taxation built on
the ability to pay principle. The role and signi-
ficanee of income taxntion ané hence of the Lepartment
of Taxes, becomes very importasnt. Tsxation therefore
provides the meesns with which government finences

its programmes,

(n the other hand government uses taxation as a
means of achieving economic growth., while applying
the principls of ability to pay, the covernment nevere
theless grants tax concessions to taxpayers engaging
in certain activities or investing in certain business

ventures, ‘the tax incentives 18

hsve a variety of
objectives some of them are mesnt to encourage foreisn

exchange esrnings (exports), forelgn exchonge canserw
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has been used to eschieve certein odjestives, (me
of the most difficult problems faeing .amdbie
relates to dbalance of payments end exchange control
problems, Because of the bzlance of payments
prodblems, Zambia has placed restrictions on foreign
exchanze in order to halence imperts and exports.
Thereby restricting private foreism enterprises from
reritting profits.

However, in order to sttract foreisn investments
Zzwbia has used a fisczl tcol of texation by providing
tax incentives, The hind of incentives that & foreign
investor can expect include s rentention of & certsin
percentage of foreirm exchsnge in cesges of exporters
of none-traditional products or services, preferenciel
rate of tsx as determined by rarlisment from time to
time,

Taxation has 2lso been used as = fiscal device
to vromote agriculture in ZLarbis for example the Bixth
Schedule of the Income Tax Aet, 1966 provides a number
of allowances through 'texation' as a mezns of encourfw
ging ferming in sambia. The mein eim of using taxetion
88 a fiscal policy tool has been the need to stimulate
expanded production of food crops for domestic market
a8 well as for export end in order to feed the incresw-

sing urben population, The allowances that people
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Yarm sheds, burne, houses for farm workers and

other structuree on the farm., The expenditure so
expended is deductable in ascertaining the profits

of his ferming business for that charge yeor in fulle.
Similarly if a farmer spends money on his lend on

such things for the purposes of farming on stumping
and clearins, works for the prevention of =0il erosion,
borehcles, wells, merisl snd peographical curveys, and
water conservetion tho expenditure so incurred is
allowed s8 & deduction in ascertaining the profits of
the farmers vusinesz. “hiz is not the cese with other

husiness venturess

The spproach of the lerislsture 28 regards other
business enterprises in respect of incentives has been
different. Items of cxpenditure which are of a cspitsl
mature end therefore not deductable in respect of other
businesses such as the sgining of a horehule, 80il
conservation worke sre not tasx deductaile in respect
of other buziness ventures., Yesrming in additiom %o
other incentives is given an seceralated rzte of depre-

cistion on esssets scouired,

From the foreroins it is clesr that income tax
laws are not essy to adrminister, they have a tendency
of following the esconomic activities in the country.
The importsnce of income tax law cen be judged from

the fact thst an ever incressing number of Accountants
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and Lewyers are devoting attention to the practie
sing of tax lsw or helping their clients to wnderw
stand end comply with their tex requirerents,
Becnuse of its complexity and the lack of favoursble
"state of mind” of the texpayers complisnce has not
been voluntary in ambice In addition to the simplie
fication of thre tsx lows cs earlier stated in my
preceeding chenters, there is slso sn iznortant ele~
ment of "cemplisnce” on *he pert of the tox paying
public. There should he a general feelins that =
person who does not pay o rcasonable share of his
country's taxes is o 'thief” in ss Pull a sense a8

snyone who stesls from asncther individusl,.
¥

in *he easpe of .oolin the position of complience
hes been difficult becruce the develorment of texpayer
compliance started under o severe handicaps. It is
only recently thst wﬁhiagg ererged from sn era of
colonialist which she had sypericnced for nany generaw
tions. It was considernd commendable Lo evade peying
texes to 8 sovermmsnt whish was imposed by force and
dominated by foreisnrrse ‘ihe habit of evading taxes
eonears to heve partly continued up %o the time
~»ambia becesre independent, Nobody loves to DEY taxeg,
Notwithstending this attitude of not paying texes,
compliance must he maintained if effective government

service is to be maintsired,
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In order to improve complisnce in Zamdia the
Tax department has to construct a viable effective
tax gystem which ghould comprise of a short-term plan

such as the one which is to take place now,

The Department haa sent aside K2 milliion to be
used in enforcing compliance in respect of Hales Tax,

It is expected that the Department will colleet K75

million when the exercise is camplatod.zﬂ

In erder to build uwp compliance, The Tax depertment
nesds to embark on a vigorous campaign in educating the
tax paying publie why taxes have to be pasid, In trying to
enforce compliance officers have been threatendd with
beatinzs and other various forms of violence, On 30th
May, 1989 we received a letter from a tax defaulter, in
which the tax defsulter stated:

"Your letter dated 24th April, 1989

nakes very asad reading easpecially that

it ie suthorised by a person of your

standing in the Depariment with the contents
of my previous letter is basically unmarited
and without any ite, of foundation. With
that said sbove, it goee without saying that
there i3 no point in completing the forms
you enclosed in your letter the same has
been accordingly disregarded, Ohould you
peraist in your witch hunting actions lor the
future, I will not hesitate to refer the matter
te ay Solicitor for possible lidbel, slander
and deceitful action against you perzonally.

I am under -~ “aral obligation to indicate to you

the position of & house or e In trust
tgig‘l am writing to you f rm¥h§tlﬂlt tiﬁﬁ”&!!ﬁ



The tax department has done nocthing in the form

of taxpayer education and publicity to convey to
the public what income tex 1s all abouts Nothing
has been done in the liass ledia, iiadio, and Televie
gion to iurorm the public sbout taxes, what taxes
do for the country nnd how te prepare income tax
returns. It is nacesrary that before there can be
compliance with thr lou there needs to he s underw

standing for it,

another method which the tax denartment in

4ambie has never used ¢ suforece compliance although
the law provides Tor i%. In every society there are
those who sre intent uoson defravding their fellow
citizens. Income trx ivrs them 3 lucrative Oppore
tunity to schieve thic nurpose theradby onriching
themselves consider-bly, unlcss they are caughte To
cope with this problem, oriminsl ssnetions egainst the
evaders are necessnrre .he publicity zenerated by
procecution ususlly has o deterrent effect upon other
tex payers contemnluting evesion. In lese serious

ffences, heavy fines 11d he subastituted for Jail
sentences, .ll1 thease nmcasures sre provided for in the

income tax act bput the depertment has been pessive in
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implementing the provisions of the Act. The

system of taxation in Zambia does not seem to

protect the honest taxpcyere The result has been

that an honest taxpayer has been carrying a heavy

tax burden paying on behalf of those who are not paying.
28 the govermment  has desired more money and

because of few honest taxpsayers the result has been

an increase in tex rates each yesr with a2 number of

small nuisance taxes such as equity levy.

Unfortunately this cen be self-defeating because
it encourages evasion. This is because if a taxpayer
wes comnletely honect, he would almost pay close to
106G per cent of his incomes This forces a texpayer
into dishonesty. Iowerins tex rztes to acceptable
levels encourages conmpliance and it is mood politicse,
Situations like the one which took place recently at
Zambia £tate Insurance of workers goinc on strike

becsuse of high taxes cen be zvoided.



18.
19.
20,
21,
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FOOTNOTES

Inveatment Act No. 5 of 1986,
Income Rates Income Tax Amendment Act (1987)
Independence 24th October, 1964,

Times of JZambia, Friday Mey 26, 1989 quotation
from the Minister of Finance.

This was a threat on the person of the author
from a tax defaulter.
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A SYSOPSIS OF HOW INCOME IS COMPUTED IN ZaMBIA
FOR TAX PURFOJES

*An Income tax computation" is a detailed saloulation
of arrviving at the tax paysdle by a taxpayer, BSasi-
cally it drings all the income that is taxable tegether,
dedusting from the taxable income allewable expenditure,
capital allewances and personsl sllewsnoes, the balance
is what 48 chargeadble to income tax, The variocus
income tax computations may be represented as followsi=

ReJde TALPAVER » (IN EMPLOYMENT)
Income taxx computation for the yesr ended
Xlst Maroh, 1986

Incomes

UHZA Salary and bomuses -
TOPAL Ko~

DEDUCTIONS:

Donations (to approved charities -
subsoriptions (to professional associntions

Approved fund contridutions (e,g.anmaity
Assessadle Income -

Personal allowance f,e
12853 Married allowance uw'uzngln allowance =

Child sllowance -

Iite Inmurance . -

Handioapped Peraon =
Chargeable Income """"i":""'"‘""“
Tax chargeable : -

Less P, A.Y.E, Deducm.ons -



TaX FPAYABLL OR REFUNDABLE K -

AJK, TAIPAYZR = SELF EMPLOYZD
INCOME TAX COMPUTATION POR THE CHARGE YEAR ZNDED
31st MARCH, 1986

IHCOME:
AdJusted profits fyom Lusiness -
Rents -
Dividends -
Kew

etk

Deduations:

Donations (to approved ohariti:sg
subsoriptions (te a professional
assoclation

Approved Fand contridutions
Assessable Income

Less Personal allewances:

Narried/:inzle allowance
Child allowence

Iife Ingurance
Handicapped person

o e

Chargeadble Inoome Ko

Tax chargeazble X

Jess Teax on Dividends (Credit)
PodoY,E, -
Witholding Tax on Rents -

TAX CAYABLEZ OR REFUWDABIE T o



Adjusted profits from business sre arrived st by way
of another computation as follows:
Net profit per Profit and Loss iccount -
ADDs
Disallowable expenses -
Depreciation -
Adjusted profits from bHusiness .-..;.:.....
E, Iimited 4n Incorporated Company
under CAF 686
Incone:

Adjusted profits per iccounts X -
(wrivod at by a subsidiary

computation)
TAX at & “LAT RATE } g8
TAX payable K -

PERSONAL TAXATION 1989/90

Personal allowances have been abolished with
offect from lst April, 1989 and have besn substituted
by 'primary allowance' of K6000 dedustible for each
individual oclaimant vho is living at any time during
the chargs year, The measure was introduced as & means
of simplying the tax system by redusing peper work
iavolved in 4ssuing code mmbers, Basieally, there is
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one code mumber applicable to all tax payers as
opposed to the various code mumbers that were being

issued in the past, with the exception of those who
have life insurance policies, mortgage interest,
Anmmities their code numbers will be some how
different,

Housing allowance:

The beneficliaries of the housing allowances are
people who own houses, The law is silent on the
requirement of title deeds, A person who owns and
occupies a house is entitled to housing allowance
of up to K24000 per annum, However, if the pesonn
claims a deduction for mortgage interest, that person
will not be entitled to the exemption for the housing
allowance, A person is free to choose either a deduc-
tion for the Mortgage interest or exemption for the
housing allowance., (but subjeet to fifty per centum
of taxable emoluments of that person for that year
whichever is the less),

CAR ALTOWANCE:

A car allowance received by an employee in lieu
of being provided with a car is exempt up to a maximum
of K19000 -« 00 There is no limit to the mumber of
employees in a company who could be entitled to this
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allowance, as long as they gualify, Of course an
offios orderly or some Junior clerk would not

g’ﬂﬁw »

.Emﬁanm

Pansions irrespective of age are exsamp® in full
with effect from lst ipril, 1989, Frevioualy pensions

vere axempt i;f: y the resipient was over 60 years, otherw

wise 1% was taxable,

Compensation for less of office and long eervice
borusss are exempt from tax up to a maximum of XK20,000
{vonuses are sxempt only if they relsts to & retirement

Mhm’)g

Por profits not exsesding K10 million the rate of
tax remains at 45%, However, inscome tex (Amendment )
Aot Foe 28 of 1982 has inoresswd the rate of tax on
profite exseedingy XD nillion made by banks to 52,5%
with effect from lat April, 1989,



MOTOR CAR ALIOWANCES

Where the cost exceeds K25,000,00 ecapital
allowances will be calculated on K2,5007 unless
the vehicle is a commercial vehicle such as a van,
a truck or a vehicle that is used in a transport

or vehicle hire-business,

ARM'S IENGTH TRANSACTIO 53

Where certain financial dealings are betwaen
parties who are not absolutely independent e.g. a
holding company and its subsidiary or a father and
son, income tax legislation often requires a substitu-
tion of the amounts involved by market values such
that one would expect if the dealings were between
independent parties negotiating at arm's length.

AYOLIDAICE |

Is the legitimate arrengement of a taxpayer's
affairs in such a way that he PayE less tax or has an
advantage, Certain tax avoidance schemes are legislsted
against Sections 94, 95, 96 and 97 of the Inaome Tax Act,.

DECEASED ESTATE
Pays tax at tne rate of thirty-five per centum on

its income, after all allowable deductions have been made
No Assessment can be raised againet the Income of
a deceased tax payer three years sfter the end of the
charge year in which the tax payer died,
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Qther Companies

Mapufacturing 40K on profits
Farain: 1% oen profita
Others A5% om profits

“oar and Tears

Plant and Maghimery 30% oa redusing balanoe
Plant and Mechinery used in farming 50% on cost
Farm Works snd Improvements: 10C% on cost
Industrial uildinre 9% on cost
Commercial Inildinzs 2% oz cost

INESMART ALLOW

On New Flant snd Maehinery used in msnufscturing
procens other thaa Motor Vebicles 20% oncost

Cm Intustrial butldings 10¥ on cost

sy ﬂ
R ¥y

The value of housing supplisd fres of oharge to an
employss By sa employar is tsx free including furaiture
therein, Frovided the employse is not an effeative share-
holder or director.



