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ABSTRACT

In the Zambian economy, Taxation holds a key role to economic
development. This has been the case since the time of
independence in 1964 when the use of five~-year development
plans was introduced. Since then, what has troubled the minds
of economic planners has been to devise a system of taxation,
which, while providing the government with sufficient

revenues to finance its developmental and non-developmental
expenditure, it does not create disincentives to local and

external investment.

During the earlier days, the demands fof reform made by
prospective investors created the impression that the tax
system was more revenue-oriented than to attract foreign
investments. This impression was to a considerable degree
confirmed by the fact that government has relied quite heavily
on tax revenues. However at present, demands for tax reform
have subsided, and two facts can account for this. The first
obvious one is that there has been a considerable amount of
reform already which has satisfied the minds of investors
especially corporate foreign investors who made the most
demands. The second one is the fact that, owing to government
infiltration into the bulk of our private sector enterprises,

e.ce the 51% takeover of the Mining Industry and the many

(=



companies controlled by the Industrial Development Corporation
(INDECO), the influence of officers who owe greater allegiance
to the government has been to make less demands for tax reform

which would reduce government tax revenue,

As at present, there is an urgent need to rationalise the tax
system so that it should fall more in line with the economic
circumstances of the country. TIn some cases, there is the need
to create incentives for investment even if these would reduce
revenue, because the long term benefits would be substantial.
This is more so in the fields of farming and the creation of a
rural economy which would both create additional employment
facilitiese. TIn other cnoes, reform is needed in order to enable
the flow of more revenue to the Government. This would ;ffset
the loss in revenue occasioned by the incentives granted as

suggested above,

In this paper we have not made concrete suggestions for reform.
However, the criticisms made of the system of taxation should

form a good basis for formulating any future reform.

Finally, one should not forget to mention that the lack of

suitable manpower has contributed to a large extent to the lack
of reform and in some cases to undesirable reform. For as long
as this constraint continues, no major changes in the 7ambian

tax system may be expected.
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INTRODUCTICN

This study is aimed at looking at Zambian Tax legislation
with a view to evaluting its incentive value for both
external and local investment. One basié assumption

has been made; i.e. that invectment (Private or Government)
is a necessary pre-requisite to economic development. In
short, an atterot is being made here to study the
relationship between taxation and eccnomic development in

Zambia.

The study has been divided into Seven Chapters, each of
them dealing with different aspects of taxation. These
Seven chapters and the aspects of taxation they are
concerred with should not be regarded by the reader as
exhuastive of the taxes that are imposed by the Zambian
tax 3ystem. There are a lot more taxes imposed which are

not relevant to the present inquiry.

Chapter I deals with the History of taxation Since the
first legislation; the Native Tax Proclemation (No 9 of
1914) was enacted by the British High Commissioner to South
Africa, through the period of the Federation of Rhodesia
and Nyasaland (1953-1963) to the time of Independence in
1964, The Significance of this Chapter is that it offers

te the reader a sizeable amount of background which is



necessary for the understanding of the Post-independence

System of taxation.

Chapter II de=ls with the theoretical aspects of taxation.
However, it is only those aspects whicg were deemed
necessary by the author which have been de=lt with., The
Virtues and defects of tax incentives and other implications
have had brief but clear treatment. The portion on the
objectives of taxation brings to the reader the clash
between the incentive value of taxes and their value as
revenue sources. The prominent feature of the whole

inquiry has been to see which of the two aspects have had

a significrnt influence on the Zambian tax planners in

formulating tax policy.

Chapter IIT looks at the taxation of individuals. The
State of the law before and after the 1969 budrget has been
looked at. The aim of this chapter has been to see how
taxes have been employed to induce certain desirable
behaviour on the part of individuals e.g. savings and
investment. Tax considerations as to the entry into speci-
fic occupations or the availability of labour have also
been looked at. This has been accomplished by looking at

the rates of individual taxes ard exemption levels.



In Chapter IV, we look at the taxation of Companies.
"Companies" here refers to Companies other than lMining
Companies which have received seperate treatment in

Chapter V. The revenue importance of dompany taxation to
the Zambian Government has been considered. Along with
this we have looked at the whole system of company taxation
to see what provisions are of significant incentive value.
These have included provisions as to relief from double
taxation and all the deductions in respect of Capital
expenditure, At the end of the Chapter, there has been

a Critical appraisal of the Systenm.

The taxation of the Mining Companies has been deslt with
in Chapter V. Prior to 1964, all rights to minerals in
Northern Rhodesia (Zambia) were vested in the British
South Africa Company. This was a Company created by
Charter by the British Crown. During that time the
Company imposed a form of tax, the Royalty, on the Mining
Companies. The Royalty was continued for some time after
Indevendence by the Zambisn Government. The effects of
the System of Royalty and Export Tax on the development
of the Tndustry have been considered. After 1970, a new
tax, based on profits was introduced. This tax is

still in force and it has been said to be more equitable
than the Royalty which was based on production. The ince-

ntive value of this System has been assessed.



Chapter VI deals with indirect taxation, i.e. Import
duties, Export duties and Excise taxation. A consi-
derable amount of incentives is contained in these taxes
especially in the Case of import duties where exemptions
are offered in the case of Capital gooés and paw materials.

In addition, the revenue importance of Indirect taxation

to the Yambian Government has been dealt with.

Lastly, Chapter VII desls with what have been termed as
Miscellaneous taxes. A group of these taxes, which usually
take the form of Licence fees has been selected and dealt
with. Usually, it has been found out that these have no
incentive potential; they are levied almost exclussively

for raising additional Government revenue.



CHAPTER I

HISTORICAL BACKGROUND

Prior to 1911, present Zambia was divided into two parts,
North~-Western Rhodesia and North Eastern Rhodesia. The

two areas were amalgamated by Order in-Council in 1911 to
create Northern Rhodesia. At the time, the British High
Commissioner in Capetown, South Africa legislated for the

territory by way of proclamation.

The tax system at the time and continuing during the
Colonial period in Northern Rhodesia was characterised by
discrimination based on the race of the tax payer. Thus
there existed a two-tier tax system i.e. the tax levied
on Natives and that levied on Non-natives. The latter,
which concerned tax payers other than of native race was
later to become the income tax which also included the

taxation of entities other than individuals.

NATIVE TAX

Before amalgamation the two Rhodesias had
different rates for native taxes. In North-Western
Rhodesia, the annual rate of tax on all male adults

was 10 shillings. This was a poll tax. In addition,
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there was levied 10 shillings tax for each wife
or concubine after the first, 1In the Eastern
Rhodesia, there was a hut tax of 3 shillings per
annum in respect of any hut occupied by an adult
male native and also on each hut occupied by his

family or dependants.1

The hut tax was later found to be unsuitable

since it produced adverse social consequences.

After amalgamation, it was abolished and a unified
tax system was introduced based on the North-

Western Rhodesia type. Until 1920 the rates of tax
in North-Western Rhodesia and North-Eastern Rhodesia
were 10 shillings and 5 shillings respectively. This
difference was based on the wrong assumption that the
Western side of the territory was richer than the
Eastern districts. During the course of time several
changes in tax rates in respect of particular areas
were made in order to make the tax burden on natives

more in conformity with their capacity to pay.2

The oldest legislation governing matters of tax in
the territory was the 1914 Proclamation which was
signed by the British High Commissioner to South
Africa., This legislation, which was in the nature

of a proclamation dealt only with the taxation of
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Natives. The proclamation imposed tax, not
exceeding one pound on every native. However, one
pound was only the maximum amount of tax which could
be charged., In fact, the proclamation itself
empowered the Administrator of the territory to fix
the actual amount of tax with the approval of the
High Commissioner, Recognising the economic
desparities between different districts the
proclamation provided that different amounts of tax
could be levied in different districts.3 In the
beginning as noted above, tax was higher in the Western
districts - this being so because the area was the
first to be penetrated by the line of rail and it was
in this area that Africans had their first contact with

wage employment,

Section 4 (1) of the proclamation charged tax on every
native in a district to which the proclamation applied,

It appears that no discrimination was made between men

and women; including married women,

Further, if a native had more than one wife, he was
liable to pay, each year, tax not exceeding ten shillings
in respect of each additional wife.# This provision
brought a very heavy tax burden upon african males who
found themselves responsible for their wives' tax

liability. The social implications were that the
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provision discouraged polygamous marriages and left
some old widows helpless who would otherwise have
been inherited by others after the death of their
husbands, As a result of the heavy tax burden, most
native males left their areas in search for work in

distant places.,

Like most modern legislation, the proclamation
contained provisions regarding exemptions from the
requirement to pay tax. If a native proved that due
to age, chronic disease, accident or other sufficient
cause he was rendered unable to work he was exempted
from the payment of all or part of the‘tax. The

proclamation required such native to acquire an

5

exemption certificate from the Native Commissioner.”
Disputes concerning decisions on matters of exemption
were to be referred to a magistrate of the district in

which the applicant was resident,

For any native who wilfully neglected to pay tax,

there was a penalty in the nature of a fine of five
pounds or in default of such fine imprisonment with or
without hard labour for a period not exceeding three
months, The imposition of this fine or imprisonment
did not however, relieve the particular native from the

payment of the tax. The amount of tax due remained
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a judgement debt in favour of the government and it

7

was recovered as such.

Tax was to be paid in sterling coin but at the
discretion of the Native Commissioner, it could be
paid in grain or stock.8 The value of this grain or
stock was their current market value. To accept
payment in stock or grain was a more realistic view
since at that time the proportion of people in wage

employment was negligible.

A lot can be said about this piece of legislation.
However, three things ocught to be mentibned. First,
there was the absence of individual assessment for

tax purposes., Tax was charged at a flat figure and
commonly to all residents of the district. There was
the notable absence of tax assessors who, as was the
case in West African territories, were local men with
an understanding of the economic standing of the native

tax payers and could therefore judge their ability to

Pay .

Secondly, there was the absence of personal allowances.
Tax was charged equally between single people, married
and married with children., In fact, owing to the fact
that the man was responsible for his wife's tax, married

men were at very great disadvantages. The tax did not
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also take account of differences in income. The
combined effect of these factors was that the tax

was greatly regressive,

The third observation is that the collection
machinery was very weak where it existed and completely
absent in other areas, The reasons for this are that:-

(a) the country was very wide and sparsely
populated with poor communication which
made the work of tax collectors very
difficult.

(v) The second reason, and one which was more
significant was that the machinery for tax
collection did not include the use of the
good offices of the chiefs who were at the
time closer to the people and could command

better obedience.

The Native Tax Proclamation of 1914 was repealed and
replaced by the Native Tax Ordinance 1928.9 The
provisions of the Ordinance did not differ dramatically
from those of the Proclamation it repealed. However,
recognising the fact that due to the exposure of the
Africans to the cash economy, most of them migrated to
neighbouring territories to look for work. The
Ordinance therefore, broadened the tax scope and

brought in those africans who had been left out by the
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previous legislation. Section 4 of the Ordinance

levied tax on:-

(a) "Every Native domiciled in the territory
whose village was situated in a district to

which the Ordinance applied and

(b) Every native domiciled in some country other
than the territory who is resident in the

district,

One important departure from the preceeding
proclamation was the method of payment-enforcement
introduced by the Ordinance, Any native who failed to
pay tax when it fell due was liable to have his tax
liability increased by one shilling.1o Further, the
Ordinance provided that the amount of tax due from any
native was recoverable, on conviction, by distress, and
in default of sufficient distress, by imprisonment with
or without hard labour for a period not exceeding two

months.11

Tax could be paid in grain or stock. This
provision was put in to enable the vast majority of
natives, who would otherwise have had no capacity to
pay their tax in money, to be able to pay their tax in
kind. The Ordinance tried to avoid double taxation by
providing that if any native had paid tax in another

territory, he was exempted from tax due in the same year

in this territory.
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An important amendment to the 1928 Native Tax
Ordinance was made the following year. The Native
Tax (Amendment) Ordinance (No.51 of 1929) had the
effect of abolishing taxation of pluralxwives as it
was found that it penalised Natives who accepted
‘responsibility under tribal customs and that it
brought an unnecessary number of divorces among
natives. At the same time the rate of tax for the
whole territory was increased by two shillings and
six pence to bring it to Ten shillings for the Eastern
districts, and Twelve shillings and six pence for the
Western districts except for the Balovale district where
the rate of tax had remained at Seven shillings and Six

pence.

During the thirties, Native taxation became

increasingly important as a source of revenue for the
Northern Rhodesia Government, 1In 1936, receipts from
Native Tax amounted to One Hundred and three thousand,
four hundred and sixteen pounds, representing 13 per
centum of total revenue for that year. During the early
thirties, the natives of Northern Rhodesia begun to find
it increasingly difficult to pay their tax. This came
about by reason of the fact that due to the collapse

in the Copper price, employment was hard to get within

the territory., At the same time markets for Northern
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Rhodesia native labour outside the territory had
rapidly decreased. The recruiting Organisations-
One lead by Mr R.W. Yale and the other, the
Northern Rhodesia Native Labour Bureau had managed
to flood the labour markets of Southern Rhodesia so
that it was no longer possible for Natives to find
work through the organisations. In areas away from
the line of rail, it was even more difficult for
natives to pay tax. Wages in these parts were low and
there is evidence that, at times, africans were paid

nothing more than their food ratioms.

Due to these difficulties, which lead é considerable
number of africans tOWards tax evasion, the collection
of Native tax fell. During the financial year 1931-32
Native tax collected amounted to One Hundred and Forty
Eight Thousand pounds; but by the financial year ending
in 1933, the tax had fallen to One Hundred and Four
thousand pounds despite the fact that mining operations
had seen a considerable amount of expansion during

1933 and there were increased opportunities for
employment., At the end of the same year, the amount

of tax due and outstanding from natives for the
preceeding four years was One Hundred and Fifty two
thousand pounds and the number of Africans exempted

from tax was estimated to be in excess of 78,000.
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In 1932, a Finance Commission was set ups. The
commission, which was concerned with economies and
methods of increasing revenue recomended that native
tax should not be increased. This recommendation was
against the then prevailing idea that an increase in
the rate of native tax would both provide government
with additional revenue and induce the native to sell
his labour during times when it was scarce and

necessary.

The following year, a Tax Committee was set up12 in
order to make changes for such recommen@ations in the
incidence of taxation as would not involve any immediate
sacrifice of revenue. The Committee did not recommend
reduction of the rate of native tax. Perhaps one of the
most valuable contributions of the Committee is to be
found in its observations as to the inequalities existing
in the tax system at that time. The Committee called
attention to the inequalities caused by the flat rates

of the poll tax and in the arrangement where a person who
might be in very renumerative employment outside his home
district continued to pay tax at the rate fixed for that
district. The Committee therefore, recommended that tax
should be paid at the rate of the district in which it

was collected,
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The Committee reported:

"A reduction of any district rate has the
consequencial effect of reducing the tax paid
by natives of that district employed in a
settled area on conditions identical with those
of their fellow workers from more highly taxed
parts of the country. An urbanised native
might continue indefinitely paying the tax rate
of a village to which he has no intention of

returning permanently during his working life.”13

After the Tax Committee had reported in 1934, the whole
question of Native Tgx was reviewed by'the government.
In 1935, certain changes were introduced and the new
tax system prevailed for a long time., The general rate
of tax was reduced from twelve shillings and six pence
to ten shillings and in the case of the Balovale
district, it remained at seven shillings and six pence.,
A further change was that a graduated rate of tax was
adopted for the centres of employment, the areas
adjacent to them and the areas where there was adequate

market for native produce,

At the time, the Copperbelt was the only centre of
employment where a large number of Africans were in
some kind of lucretive employment. The introduction of

a graduated rate of tax therefore, affected the African
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worker in the mining industry. On the Copperbelt
generally, tax rose up to Fifteen shillings. In May
1935, there were disturbances at Nkana, Mufulira and
Luanshya mines and the report of an inquiry published
in 1938 found that tax had contributed to the causation
of the disturbances.14 Among the direct and predisposing
causes of the disturbances, the Commission included the

following;

increase of tax to Fifteen shillings a year in

the Mining areas; the time of the year i.e. May,
instead of January at which the notice of the
increase; the manner in which taxes were announced,

alleged insufficient wages and rations etc.

At the same time, going by the recommendations of the
tax committee, a radical change was made in the basis of
native tax assessment, Instead of domicile being the
basis of the assessment of the amount of tax, residence
was now adopted as the criterion. One month's continuous
stay in a district constituted residence for the purpose

of native tax.

The effect of these changes, from the taxpayer's point
of view, was that there was an attempt, though a small
one, to approximate the amount of tax demanded to the

native's capacity to pay. The tax in the outlying areas
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was reduced while it was increased in the areas of
employment (particularly the mining areas) and those
ereas where there existed a market for native crops.15
Another effect of the change in the basis of assessment
might have been the reduction in the flow of labour from
the outlying areas where tax was lower to areas where it
was required. The changes also had some financial effects.

The committee reported that

"the effect has been slightly to reduce the total
assessment of tax, owing to the relatively small
number of natives employed or residing in areas
where the rate of tax has been inéreased. In the
year 1934, 186,000 persons paid tax, the proceeds
being One hundred and eight thousand, one hundred

16

and forty one pounds,!

In effecting the general reduction in tax, it was govern-
ment anticipation that there would be an increase in the

number of persons to pay.

However, although the changes may represent an attempt
at making native taxation more equitable, they also gave
rise to certain inequalities. These inequalities became
apparent particularly in the Copper Mining districts.

In the case of mining employees whose average wage per
month was about twenty five shillings, fifteen shillings

tax per annum was not difficult to pay although the one
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month residence criterion may have caused hardship to
those who were employed only for short times. But the
employees of the mines were not the only inhabitants of
the mining areas. There were other people looking for
work, or working in other sectors. Very few of these
were in a position to pay an annual tax of fifteen
shillings. In the case of those who were not employed,
the high tax in the mining districts was good as an
administrative weapon in that it was fancied as a
deterrent, although not a very effective one, against a

prolonged stay in the mining districts.

On the mines, there were great obstacles‘to the collection
of tax. Firstly, the committee found that no registers
were in existence and secondly the administrative staff who
were responsible for tax collection had a lot of other
routine and other work so that it was difficult for them

to bring pressure on persons who evaded tax payﬁent. These
difficulties were further aggravated in the case of other
inhabitants of the mining areas and it was certain that

there was extensive evasion among those inhabitants.

Primarily, administrative officers were responsible for
the collection of Native Tax in the territory. The
majority of the tax was paid at district Headquarters while

some of it was collected by District Officers on tour.
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Still smaller sums were collected by clerks and
messengers of chiefs. Later on, fulltime native clerks
were employed to tour districts and collect tax., Chiefs
and native authorities were not involved in the collection
of tax although they were of great assistance to the

District Officers and Clerks while on tax collection tours.

Originally, non-payment of tax was a criminal offence

and by the provisions of the 1914 Native Tax Proclamation
natives who failed to pay tax within six months when they
fell due were liable to a fine not exceeding five pounds
or to imprisonment for a period not exceeding three months
for each tax owed. This penalty did not however, operate
to relieve the native of the tax debt, The 1928 Native
Tax Ordinance changed the situation. The Ordinance
converted the recovery of taxes which were due into mainly
Civil rather than a criminal process, laying down that tax
was to be recoverable by distress and imprisonment only

after default of sufficient distress.

Later on, in 1935 the administration took the opportunity
of the changes in tax rates to abolish the late payment

penalty of One shilling for every tax that had fallen due
and was unpaid, The result of these changes was that the
law of tax collection was gradually made more lenient and

consequently the difficulties of enforcement increased.



- 16 -
However, an additional contributing factor towards tax
collection difficulties was the high rates of tax and
the shortage of means in most of the areas. Several
thousand people were imprisoned for tax default, At the
same time, there was ga strong feeling that tax was in
many ways inequitable and so in 1934, a judicial circular
was issued directing that persons convicted for tax
default should be sent to prison only if it was proved that
they had the means but deliberately failed to pay or get

17

work. This lead to a considerable decrease in the number
of imprisonments for tax default. A further circular,
laying down an elaborate procedure for conducting tax
default cases was issued in 1936 and the main object of this
circular was to ensure that the prosecution of tax defaul~
ters should be carried out in accordance with the law as

it stood, while the intentions of the first one was to
provide that tax defaulters ought not to be imprisoned
unless it was shown that they were not genuinely unable

to pay.18

It can be contended therefore that the difficulties in
native taxation during the thirties were mainly due to

the system of taxation itself. Northern Rhodesia was a
country of small cultivators, the population was sparse
and the distances were great so that if the natives ceased

to be willing to pay tax, collection was impossible. The
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problem worsened when an elaborate procedure was laid
down for the enforcement of tax. What the adminis-
tration should have done was first to make sure that
the rates of tax were reasonable and this having been
done, to ensure that the tax was enforceable. The

defect of the system was summarized as follows:-

"First the tax is based on no true relation

bgtween tax and means. Secondly it is impossible
to collect thoroughly without either a degree of
public spirit on the part of the tax payer
impossible to expect in any part of the world,

or the imposition of penalties and measures of
compulsion such as offend against our own sense of
justice and right. Thirdly this collection
engrosses to excess the time and activity of the
Provincial Administration and is a potential cause
of most undesirable relationship between our
district commissioners and the natives. For it

is hard for the tax collector to assume the role

of guardian and champion of the tax payer."19

All the problems connected with Native Tax received
careful attention by both the Government and the elected
members of the Northern Rhodesia Legislative Council.

On a motion brought to the house in 1936 "that the native

tax is too high and ought to be reduced,'" as amendment
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was accepted by the Government to the effect that the
native Taxation as it existed was far from equitable and
something should be done to evolve a more equitable

system of taxation.zo

Towards the late thirties a greater number of natives

were exposed to wage employment, and this meant that the
problem of taxation was worsening in that a larger number
of people were involved. Several alternatives were
suggested and by 1938 it was obvious that a better and a
more graduated tax system was necessary, but there does
not appear to have been any mention of individual assess-
ments. Emphasis was still laid on area assessments and
because of this the amount of tax bore no relationship

to capacity nor did it help to distribute the tax burden

among natives,

The most significant contribution of thé 1938 Native

Tax Ordinance was in the way of tax collection. With
regard to Native taxpayers who were in government
employment the Ordinance made it lawful, on the demand

of the District Officer, for a head of a department to
deduct from wages or salary of a native employed by such
department any sum of money certified to be the tax due
from such native.21 This Ordinance remained in force and

governed the taxation of natives through the period of the



- 19 -

Federation until it was repealed in 1963.22

INCOME TAX
Upto 1924, the British South Africa Company administered
Northern Rhodesia. While it managed to tax natives
from as early as 1912, it did not tax non~natives fron
as early a date as that. For sometime non-natives
resisted the Chartered Company's attempt to impose tax
on them., Feeling among the Settler Community at that
time was that the imposition of tax by the B.5.A.
Company was unfair in that they were not represented in
the governmeﬁt. The only representative organ for the
settlers was the Advisory Council, which was a non-
statutory body and therefore had no power to make laws
or in anyway to take part in the administration of the
territory. However, as among the Settler Community, the
Council was an elected body and because of this, it was
felt very strongly that it ought to be the administering
body. Settler sentiment against the imposition of tax
grew so high that in 1921 a petition signed by 175 people
was sent to the King of England.23 This petition lead
to the creation of the Buxton Committee. Protest against
the imposition of tax is contained in article 6 of the
petition:

"6. The Company and His Excellency the High

Commissioner are proposing to levy an income tax
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on the white people. This proposal was
submitted to the Advisory Council, who

advised:~

"That the imposition of the propoéed income

tax had better be deferred until agreement

on the lines suggested can be come to between

the British South Africa Company and the Advisory

Council."

The agreement suggested was:-

1. The expenditure and collection of all monies from
the public of Northern Rhodesia shall be‘subject to the

approval of and be controlled by the Advisory Council.

2. No alteration shall be made to the law of Northern
Rhodesia nor shall any Proclamation have any force or
effect within the Territory of Northern Rhodesia after
theeeesessessoday of June, 1920, unless such alteration
or Proclamation shall have first received the approval

of the Advisory Council.

7. There is no provision for any control of
expenditure by the Advisory Council as repre-
sentatives of the white people nor for satisfying
them that the money collected is not being

misapplied,!
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On this question the Buxton Committee recommended that
the Company should be asked to make available "for the
information of the Advisory Council, all details of
administrative revenue and expenditure, and will submit
to it draft Proclamations affecting Europeans, But that
it would not be possible to invest in a non-statutory
Body such as the Advisory Council with power to veto

taxation or to make alterations in the law."aq

Income Tax was imposed in 192125 and at first it was

chargeable

i. On income derived from sources within the Territory
and

ii. on income derived from ad jacent territories, other
than banking and insurance business, if not
chargeable with Income or any other similar tax in

those territories,

A new Income Tax law was introduced in 1926 which widened
the scope of the tax in that it charged tax on income
received in the territory from sources outside the

26

territory.

Section 8(1) of the Ordinance exempted from the payment
of tax a native who was liable to pay tax under native

tax law, or any such native who had been exempted from
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payment of the whole or part of the Native tax.
Tax was charged on income derived from the follOWing:-27

(a) gains and profits from any trade, business etc.
(b) gains or profit from any employment

(c) annual value of land

(d) dividends, interest or discounts and

(e) rents, royalties, premiums and other profits

arising from property.

In ascertaining the chargeable income of any person, the
ordinance provided for a number of deductions and
allowances.28 These included such things as replacement
of any plant or machinery, rent raid by the tenant for
the purpose of acquiring the income, interest on loans
taken by the payer, bad debts, repair to buildings and
contributions to established Superannuation, medical or
pension fund for employees. The Ordinance also provided
for a wear and tear allowance but no rates were specified,
The Ordinance only provided that the wear and tear
allowance should be a reasonable figure.29 In the case
of mining operations the ordinance provided for a rede-

30 There was a further deduction in

mption allowance.
respect of trade losées.31 The ordinance did not specify

the kind of losses which could be allowed for tax purposes,

In the case of individuals the ordinance provided for a

number of deductions. In the first place, there was a
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personal allowance of a sum equal to One tenth (1/10)
of the amount of his earned income provided that such
sum did not exceed the maximum of two hundred pounds.32
If the individual was married and had children, he was
given a further allowance of six hundred pounds in
respect of a wife actually living with him and if his
children were below eighteen years, ninety pouhds in
respect of the first child and sixty pounds for each
subsequent child.33 There was no limit as to the number
of children for which the allowance could be claimed.
There was a dependants allowance of fifty pounds per
dependant and further there was a deduction in respect
of sums paid for life insurance and contribution to
widows' and orphans' funds. In the case of married
women, their income was deemed to be the income of the

husband.34

In relation to the mining Companies the Ordinance
provided for the redemption ofer the life of a mine of
capital expenditure on Plant, Machinery, Shaft Sinking
etc. The allowance for each year was calculated by
dividing the total of unredeemed capital by the number

of years estimated to be the life of the mine,

TAX RATES
The table below shows the rates of tax as provided for

by the Ordinance of 1938, It will be observed that the
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rates are progressive in the case of individuals and
a flat rate in the case of Companies. A noteable
difference from the way tax is charged presently is
that instead of being expressed as a percentage of

income, it was charged per specified amount in a pound.

Table 1.1
R ]
Tax rates as provided by Section 22 of the Ordinance:

individuals only.

For every pound of the first 100 pounds ...six pence
For every pound of the next 100 pounds...one shilling

For every pound of the next 100 pounds...one shilling
& six pence

For every pound of the next 100 pounds...Two shillings

For every pound of the next 100 pounds...Two shillings
& six pence

and for every pound in excess of 500 pounds..,.Three
shillings

In the case of companies a flat rate of Three Shillings

in a pound was charged.35 A further provision in respect

of Companies was that a Company registered in the

territory was entitled to deduct tax from dividends paid

by it to its shareholders. The rate of the tax was to

be the rate of tax paid or payable by the Company on the

income out of which such dividends were paid.36

Finally, the Ordinance provided for relief of double

taxation where the same income was taxed in the United
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Kingdom or Empire income tax.

The income tax ordinance remained substantially the
same until it was repealed by the Federal Income tax

Act 038

Compared with the rates of tax later on, these rates

of tax were very low considering that the allowances

were very liberal particularly in the case of a married
man who paid no tax unless his income exceeded Seven
hundred and twenty pounds with an additional ninety pounds
free for the first child and sixty pounds for any
subsquent children. Even the rates in relation to higher
incomes were not unduly high. Calculation shows that it
was not until above the two thousand, five hundred pound
mark in the case of unmarried tax payers and the Four
thousand pound mark in the case of married ones that the

tax really amounted to 10 percent of total income.,

From 1924 to 1933 there was an upward trend in the
collection of income tax the main sources being the
railways and trade, But with the end of construction of
the Copperbelt and the reduction of mining activity, the
railways and trade faced a reduction in earnings. This
also caused a reduction in tax collections.39 The
reduction in tax revenues caused serious financial

difficulties for the government. In view of this the
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Government and the Mines agreed that the latter should
pay advance income tax in 1933 and 1934 to be liquidated

until the whole debt was repaid later.

Towards the late thirties the collectioﬁ of Income Tax
from the Mining Companies increased and there was hope
that revenue from this source would increase further
owing to the fact that the Companies continued to

increase their profits.

Income Tax receipts from mining companies alone were
estimated to account for as much as 78 percent of total
tax collections in 1938. Northern Rhodesia's economy
was therefore, already relying very heavily on mineral

r'evenue.

Apart from Income Tax there was the non-native personal
tax on every non-native above the age of 21 which came
into force in 1933. The first Non-native personal tax
ordinance was enacted in 1932.h0 The Ordinance levied
a tax of One pound on all non-natives during the assess-
ment year., This tax was to be paid within the prescribed
time to the District Officer who was empowered to issue

a receipt in a prescribed form. If it was paid out of
time, the ordinance provided that it was to be doubled.41

In the case of default of payment, a magistrate was

empowered to order the person in default to show cause



-27 -
42 . P
why he should not pay the tax, and upon his findings,
he could order the person in default to pay the tax and

b3

costs to court. The sanction for non-payment of the
tax was imprisonment but the ordinance provided that suth
imprisonment did not extinguish the liability to pay tax.
The tax unpaid could therefore, be levied by attachment
and sale of movable property. As an enforcement means,
the Ordinance provided that the District Officer or any
European Police Officer could demand production of the

receipt for tax and that non-production of this receipt

was prima facie evidence of non-payment of tax.

In 1933 a tax, referred to as an emergency tax was
levied on every male non-native.44 No evidence exists
to guide us into finding out what emergency existed then
in the country. One might speculate however, that since
the early thirties experienced the great depression, the
tax was meant to ralse additional revenue for the
territorial government., The Ordinance was spent but it
was re-enacted in substantially the same form in the
following year. The 1934 non-native personal tax
ordinance Was more permanent. It was repealed four
years later., The ordinance levied a tax of One Pound to
be paid annually by every non-native; to the District
Officer who had to issue a receipt. Sanctions for non-

payment of this tax were substantially the same as those
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in the 1932 ordinance. Non-native personal tax came
to an end in 1945 by the promulgation of the Non-

native Personal tax-(repeal) Ordinance.45

The non-natives of Northern Rhodesia bo#e their brunt

of the expenses of the Second World war., In 1940 "an
ordinance to make provision for raising additional
revenue to meet war expenditure" was passed.us This

tax was levied on every non-native in the year commencing
on the first day of January 1941 - the tax was of One
pound. It was provided that the provisions of the non-
native personal tax regarding enforcement could apply
for this tax. It is significant to note that the sums
of money collected from this tax were to be donated to
the government of the United Kingdom to meet war ex-
penditure., It can be said, therefore, that after the
war and until the federal period started in 1953, non-
natives were subject only to one form of tax i.e. Income

Tax.

In order to meet the financial crisis then existing the
Government passed the Entertainments Tax Ordinance of
1932 which imposed tax on the price of admission to
specified forms of entertainment. The tax was withdrawn
in 1938, when the crisis was over and it was no longer

necessary to keep it. There were also other forms of
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taxation primary for revenue purposes like Stamps,

Licences and Fees.

Taxation of Mining Companies

The Northern Rhodesia Government confined taxation of
the Mining Industry to actual profits after allowance
for the redemption of capital. In addition to the
profits tax, the Mining Companies also paid Royalty to
the British South Africa Company. 1In the case of Copper
the Royalty was 2 percent on production when the cash
price was less than Fifty Five pounds per long ton on
the London market, and this rose on a graduated Scale
with price increases above that level. For purposes of
Income tax, the royalty was included as a cost of

production.

During the early thirties the government considered

the question of imposing an export tax on Copper. On

the matter, the Finance Commission of 193247 were of the
opinion that it would be uneconomic to impose it taking
into account that the Mining Companies had incurred heavy
losses during their long period of development and that
the average rate of return on their capital of twenty
four million pounds had been small. This remained the
set up until in 1966 when the Zambian Government levied

an Export tax on Copper.h’8 The rate of the tax was
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expressed as 40 percent of the amount by which the price
per long ton of Copper at the London Metal Exchange

exceeded Six hundred Xwacha,

Customs and Excise

In connection with Customs and Excise, there was a
rather complicated arrangement by which income from these
acrued. Customs and Excise were the main source of
income for the Government producing 226,793, pounds or

32 percent of the total ordinary income.

The following were, in short, the principles on which

the tariff was based as at 1938:-49

1. there was preferential treatment for Empire
goods, including the imposition of additional
or alternative specific duties where differences

failed to check the importation of foreign goods;

2. there was free entry of goods required by the
agricultural and mining sectors if these
originated from the Empire; if they were foreign,

they were granted a small margin of preference;

3, free entry under Customs Agreements, for all

Southern Rhodesia produce and the Union of South

Africa.

4, Subject to the Customs Agreements, there was to
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be protection for animal, agricultural and
pastrol products which could be produced in

Northern Rhodesia;

5. all other goods were dutiable unless they were

specifically said to be free of duty.

For purposes of Customs, Northern Rhodesia was divided

into two areas.

The Zambezi Basin area was the Southern part which
contained all important industries and accounted for a
vast bulk of the trade of the territory. The Congo Basin
area was more northerly and it was of negligible importance
from the Commercial point of view, In the Congo Basin
area, no preference was granted and customs duties were
charged at the EZmpire rate on all goods whatever their

origin.

Customs duties between Northern Rhodesia, Southern
Rhodesia and the Union of South Africa were regulated

by a series of Agreements between these countries. We
will not consider most of the provisions of the Agreements.
It suffices to say that the element of reciprocity as far
as preferences were concerned operated to the disadvantage
of Northern Rhodesia which had only a negligible manu-

facturing industrial sector and certainly had very little
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to export to South Africa and Southern Rhodesia., The
Agreements therefore worked to the detriment of the
Commercial Community in that they made it difficult to

develop secondary industries.

THE PERIOD OF THE FEDERATION 1953-1963

The Federation of Rhodesia and Nyasaland came into being
on 3rd September, 1953.50 Under its constitution
legislative powers were divided between the Federal and
Territorial Governments. Part I of the Second schedule
to the Federal Constitution provided for "matters with
respect to which the Federal Legislature may make Laws"
and in these matters no legislature of an& territory had
power to make Laws, There was also provided for in Part

II of the schedule '"the concurrent legislative list i.e.

in relation to any territory, matters with respect to
which both the Federal Legislature and the Legislature
of that territory have power to make Laws." One
noticeable feature in this division is that there was
considerable centralisation of economic power. A third
category, i.e. those matters not referred fo either in
the exclusive list or concurrent list were left to be
dealt with by the territorial legislatures., In parti-
cular most matters to do with the day to day life of the

African were left to the exclusive jurisdiction of
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territorial governments,

The background to Federation was characterised by
arguments for and against it and as early as 1933,

talk of amalgamating Northern and Southérn Rhodesia was
rife. African opinion was against any form of Union.
For example the Ndola Native Welfare Association passed

the following resolution:=-

"While this Association would welcome amalgamation
with Nyasaland where laws and conditions are
similar to those in this country it humbly asks
that the Government will not agree‘to the
amalgamation of Northern and Southern Rhodesia.
Such a step would be greatly to the detriment of
the interests and legitimate aspirations of the

native population of this country.51

Mére bitter protests came from nationalist parties
particularly in Northern Rhodesia and Nyasaland who
feared that the proposed Federation would be dominated
by Southern Rhodesia. This sentiment against the
federation continued throughout the life of the federa-

52

tion until it was disolved in 1963,

Powers of Taxation and Fiscal arrangements

It was incumbent upon the governments involved in the

formation of the Federation of Rhodesia and Nyasaland



- 34 -
to make arrangements, among other things, concerning
powers of taxation between the federation and the
territorial governments in order to avoid‘possible
conflicts and subjecting the taxpayer to two sets of
tax. A fiscal commission was appointed53 and one of its
terms of reference was to consider in particular what
form of taxation on incomes would be best adapted to
the needs of such a federal system, bearing in mind the
desirability of ensuring, so far as circumstances would
permit a uniform practice throughout the federal areas

as regards reliefs and allowances.

In paragraph 22 of the Report the commission found that

the three tax systems i.e. those of Southern Rhodesia,
Northern Rhodesia and Nyasaland, were basically the same

and therefore there was '"mo problem of creating a uniform
practice." This was also recommended in particular in

terms of reliefs and allowances, 1In making its reco-
mmendations the commission desired to forestall a conflict
of jurisdictions between federal and territorial governments
and to relieve the taxpayer of having to comply with two

tax systems. In addition, they also wanted to make best

use of present staff in the tax departments,

Referring to the distribution of revenue from taxes the

commission observed that taxes accounted for more than
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half of the total revenue of the za.rea.Bl+ It
recommended that 60 percent of this revenue should go
to the Federal government while the remaining 40

percent was to be divided in this way e

Southern Rhodesia 17 percent
Northern Rhodesia 17 percent
Nyasaland 6 percent

In considering these percentage divisions the
Commission took account of both the source of the
revenue and the needs of the recipient territory., An
important recommendation made along side the above was
that since this proposal was so vital, and when it was
accepted, it should be included as part of the proposed

federal constitution.

Further, the Commission recommended that in case of
need for extra revenue by the territorial government
there should be provision in the constitution enabling
them to levy a surcharge over and above the federal

55

tax.

In the division of jurisdictions, a prominent feature
was that economic power was centralised in the Federal
legislature. In order to entrench this position,

matters relating to taxation had to be included in the
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federal constitution since taxation is one of the
strongest and effective economic tools at the disposal

of governments.

In substance the recommendations of the Fiscal
Commission were adopted but Southern Rhodesia got a

lesser share.

Chapter VII of the Federal Constitution (relating to
finance) contained special provisions as to taxation.
Article 80(1) of the constitution provided
"where tax is charged on income under any law
of the federal legislature not being a
territorial surcharge levied under article 82
of the constitution, there shall be payable to
the territories amounts equal to the following
percentages respectively of the proceeds of that
tax remaining after the deduction of the cost of

its collection, that is to say:e

(a) Southern Rhodesia 13 percent
(b) Northern Rhodesia 17 percent
(¢) Nyasaland 6 percent

The highest percentage was alloted to Northern Rhodesia
mainly because most of the federal tax revenue came from
the taxation of Northern Rhodesia's Copper Mining

Companies.
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Article 82 provided that a territorial surcharge

may be levied over and above the basic federal tax.

This tax was to be levied
"(a) wupon the income of, or, profits accruing
to any person resident in the territory
during that assessment year, not being
a body corporate, including any income
or as the case may be, profits which
that person derives from participation

in a partnership or

(b) upon the income, or as the case may be,
profits derived by anybody corporate from

sources within the territory."

In case of a person other than a body corporate, the
territorial surcharge was not to exceed 20 percent of
the basic tax and in the case of a body corporate, the
rate was not to exceed one fifth (20%) of the rate of the
basic tax. Amounts collected from Export duties were
payable to the territorial governments in the same
proportions as in the case of taxes provided for by
article 80(1) of the constitution,56 however article 84
provided that amounts collected from sales taxes were
payable to territorial governments in proportions to be

fixed by the federal legislature by law.
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THE FEDERAL INCOME TAX ACT (No. 16 OF 1954)

The Federal Income Tax Act came into force on the first
April 1954, When it came into force it operated to
repeal the following legislation. In the case of
Southern Rhodesia: The Income Tax Consolidation Act
(No. 15 of 1948); the Super Tax Act 1948 (No. 18 of
1948) and the Undistributed Profits Tax Act 1949 (Act
No. 17 of 1949).57 In the case of Northern Rhodesia,
it repealed the Income Tax Ordinance (Chapter 73) and
in the case of Nyasaland, the Income Tax Ordinance

(Chapter 53)0

The Act provided that tax would be charged, levied and
collected annually throughout the Federation on any income
received by or accrued to or in favour of any person
during the year of assessment, and in each succeeding

58

year thereafter.

As regards the rates of tax section 7 provided that

the rates of tax in respect of each year '"shall be fixed
annually by the Federal legislature." It may be argued
that because of this provision, there was introduced
into the tax system a certain degree of instability in
that the taxpayer was left to guess as to the rates of
tax since they could be changed annually. However, the

other method is not better. Although the Act may provide
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for the rates of tax, these may be changed and are
often changed annually by the Minister of Finance,
in the case of Zambia, in his budget proposals pre-

sented to Parliament.,

Exhaustive consideration of the Federal Income Tax
Act is outside the scope of our inquiry. ZFor our
purpose, a simple outline of the tax system as at

1964 will suffice.

The Act imposed three forms of tax viz: Income tax,
Super tax and Undistributed profits tax: Income tax
was imposed upon all persons whether individuals or
Companies or other taxable entities. Companies,
except for certain foreign ones, were exempt from
super tax while undistributed profits tax was imposed

only upon certain domestic companies.

In relation to individuals and other taxable

entities, income tax was charged at progressive rates
but the rate of company taxation was flat. Super tax,
being additional to income tax was imposed in respect
of higher incomes only. The third tax undistributed
profits tax, was no tax in real sense. It was aimed

at discouraging avoidance of the payment of super tax.
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The Act imposed tax only on income from sources within
the federation with little exceptions. The taxpayer's

residence was irrelevant.

Another feature of the tax system was thét the Act
did not tax capital gains and did not allow capital
losses to be deducted. Capital expenditure was
deducted in certain cases only, and then usually in

the form of an amortization allowance,

The Act imposed tax on dividends in the hands of
individuals ordinarily resident and carrying on busi-
ness in the Federation., No direct tax was imposed in
respect of dividends received by individuals neither
ordinarily resident nor carrying on business in the

Federation.

As pointed out above, each territory imposed a

Territorial Surcharge with respect to taxable income
of bodies corporate derived from sources within the
territory., Southern Rhodesia and Nyasaland imposed
surcharges upon persons other than bodies corporate

resident within the territory.>?

Incentives to Investment in the Federal Tax Systen.

Taxable income was the basis of income tax in the

Federal tax system. The method for determining this



- 41 .
taxable income was set out in section 8 of the Act
and it involved three steps, The first was the
determination of "gross income' which was the total
of all receipts and accruals (other than those of a
capital nature) from any source within or deemed to
be within the Federation. The second step was the
determination of "income'" which was the balance
remaining of the gross income after excluding all
amounts exempted by section 12 of the Act, The third
was the determination of "Taxable income" which was
the balance remaining from the income after allowing

all amounts to be deducted from the income,

The determination of taxable income is closely linked
with the extent to which a tax system offers ince-
ntives to investment., If the tax system does not
offer adequate deductions and allowances, it exposes
greater income to tax liability thereby reducing the
surplus that may have been invested. In consequence
there is a reduction in the amount of money available
to be ploughed back into expansion of business., As
regards new investments, a prospective investor from
outside will look at the tax system and from there see
if in the end he will be able to realise a reasonable

rate of return, In the case of individuals, high taxes
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on their income diminishes their ability to save.

Section 12 of the Act provided for the exemption from
tax of specified persons and certain forms of income.
The Fiscal Commission appointed under Federal Govern-
ment Notice No. 466 of 1954 recommended that the two
groups of exemptions appearing in Section 12 of the
Act should be separated. Of interest to us is
paragraph (g) of Subsection 1 of Section 12 which
exempted from income tax'interest on any sums deposited
in the Post Office Saving Bank of the Federation of
Rhodesia and Nyasaland. During the fifties, the Post
Office Savings Bank was the only banking institution
that had extended its services to very remote areas
with the intention of inducing greater individual
saving. The exemption of interest earned from such
saving was intended to operate as an incentive for

individuals to save.

Relating to deductions, Section 13 is by far the most
important. The Section enumerated a comprehensive list
of expenditure and losses which were deductable from
income. For any expenditure or loss to be deducted in
terms of the deduction formula provided for in Section

13(2)(a) three conditions had to be complied with.
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Firstly, the expenditure or loss must have been
incurred during the year of assessment; Secondly,
the expenditure or loss must not be of a capital
nature and thirdly the expenditure or loss must be
wholly and exclusively incurred by the taxpayer for
the purposes of his trade or in the production of the

income.

Paragraphs (b) to (s) of Section 13(2) set out a
number of items which the Act expressly required to

be deducted from the income of the taxpayer. In
connection with this subsection 8 of Section 13
provided that where a taxpayer claimed to deduct an
amount which might be regarded as deductable under

two or more headings, he was not entitled to claim

the allowance more than once but must elect under
which heading he wished to claim the amount as a
deduction. The Act provided for deductions in respect

of the following:

Repairs, special initial allowance, wear and tear
allowance, scrapping allowance, lease premiums,
improvement by leasee on land or to buildings, pension
fund contributions, bad debts allowance, doubtful

debts allowance, Research and experiment; Technical
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education and assessed losses.

In addition the Act provided for allowances in
respect of Special categories of taxpayers. These
included, farmers and persons engaged in mining

operations,

Even after Independence in 1964, Zambia did not have
its own Income tax Act. By virtue of the provisions
of the Federation of Rhodesia and Nyasaland (Disso-

60, 1963 as read with Section

lution) Order in Council
4 of the Zambia Independence Order 196461 certain laws
of the Federation as amended by Zambian iegislation
continued to apply to Zambia. These were referred to
as the "Applied Laws." Section 3 of the Interpretation
and General Provisions Act62 defines an applied Act as
"an enactment of the Legislature of the former Federa-
tion of Rhodesia and Nyasaland in force in the Republic
by virtue of the provisions of the Federation of
Rhodesia and Nyasaland (Dissolution) Order in Council,
1963." The Federal Income Tax Act was one of the

63

applied Acts™~ but was repealed in 1966.

The result of more than twelve years (1954-1966) of the

application of the Federal Income Tax to Northern
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Rhodesia and subsequently to Zambia had the effect
that it influenced the provisions which were included
in the Zambian Income Tax Act of 1966, The pattern
of deductions and allowances in the Act are similar
to those of the Former Federal Act. This is not to
Ssay that Zambia did a wholesale importation of that
Act's provisions for major differences do exist, e.g.
the removal of Super tax, and the undistributed Pro-

fits tax.,

Customs and Excise during Federation

In the economic justification for the establishment
of the Federation of Rhodesia and Nyasaland, it was
argued that the formation of a Customs Union and thus
é common market was an essential, and infact a major
advantage of federation, The formation of the Customs
Union and the form and characteristics that it would
take, were some, among others, of the recommendations
of the Fiscal Commission appointed to look into the
proposed federal scheme. The following were the
Commission's recommendations as to what characteristics
the Customs Union should take:-
i. Complete free trade for goods of federal
origin, and for goods of non-federal origin
on which duty at the general rate had been

paid;
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ii., a unified tariff for goods of non-
federal origin;

iji. the maintenance of suitably aligned
preferences in the territofies not
falling within the Congo-basin area
with the necessary provisions to deal
with re-exports from one area to the

other,

To a considerable extent, the Customs and Excise
arrangement during federation took the pattern as
recommended by the fiscal commission. Prior to fede-
ration, each territory had its own Customs System.
The tariff in Nyasaland and that for a portion of
Northern Rhodesia did not contain commonwealth pre-
ferences'because, there the provisions of the Congo
Basin trea‘l:y61+ applied. On the other hand, the
tariff in Southern Rhodesia was based on the South
African one; in fact the two countries were close to

a Customs Union.

For the federation, the fiscal commission had recommended
the adoption of the Southern Rhodesia tariff and this

was accepted. The system was greatly centralised.
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All revenue from Customs and Excise was assigned to
the federal government, with the one exception of
duty on motor fuel which, though administered by
the Federation, was subject to the jurisdiction of
the territories so far as rates were concerned - gnd

the revenue accrued to the territorial governments.
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CHAPTER II

GENERAL THEORY

The pressing Problem for all developing countries is

to facilitate accelerated economic development in order
to improve the material condition of their populations.
Suggestions are made constantly that many of the
Pressing economic and social problems in these countries
can be solved, or partially met, by the use of tax
incentives. As a result of the desire for economic
development there has come an awareness of the key role
of tax legislation and tax administration in fashioning
the pace and direction of economic development. Tax laws
have been used as mechanisms for diverting the flow of
investment or wealth away from activities that have
little or no development merit into activities whose
encouragment is important for economic development. As
an example of this, taxation has been used in many
developing countries as a means of Channeling Capital

from luxury imports or Consumption into economically
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desirable savings and investment.

For tax laws to be trully development-oriented they
must reduce taxes for persons engaging in selected
activities whose encouragement is considered to be

of particular economic value. It can be said in

this respect that for a developing country all
manufacturing mining and agricultural activities
qualify for reduced taxation since they can all be
said to be economically desirable. However, in this
case, the location of the particular activity would
form a more proper basis of discrimination; thus those
activities located in the rural areas should get better
tax treatment than those in urban areas. These tax
subsidies take one of several forms viz complete
exemptions, for a limited period, from one or several
taxes, and special allowances under the individual or
corporation income taxes; e.g. for accelerated depre-

ciation or reinvestment.

It is worthwhile in a general discussion of tax

incentives to examine both the virtues and defects of
tax incentives., Generally, one most important virtue
is that tax incentives can be utilized as a means of

promoting objectives assggiqeed with manufacturing
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activity. In this respect taxation can be employed
to encourage investment into selected enterprises
which have special economic value €.8. the manu-
facture of food stuffs, machine tools, import substie-
tutes or goods for export, and also to increase
chances of employment and training. We will see later
that the Zambia Income Tax Act provides for a tax
reduction for sums expended on training, research and

other economically valuable activities.

Against this general background we must now consider
some of the asserted virtues and defects of tax

Incentives,

Virtues of Tax chentives

First, it is said that tax incentives encourage the
private Sector to take part in Social programs, When
the government gives a tax incentive e.g. for training,
it does so with the realisation that the problem to be
met is great and that one way in which the government
can help in its solution is by inducing the private
sector to participate. In this manner, private business
which is nearly always profit oriented is made to take
part in the solution of social problems-a domain which

has hitherto only been the monopoly of government
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institutions., It should be noted however that since
this kind of tax incentive is an expenditure on the

part of government, it amounts to government assistance.

However, as this virtue involves the necessity of
government assistance, it brings up the question as to
whether tax incentive is the best way to offer the

assistance as opposed to direct government expenditure.

The Second virtue acclaimed of tax Incentives is that
they are simple and they involve for less government
supervision and detail. This is of particular importance
to developing countries whose tax departments are highly
understaffed., When enacted, tax incentives can go
straight into operation without negotiations with
particular businessmen. The simplicity of tax ince-
ntives arises from the fact that usually the tax code
gives simple schedules from which taxes can be calculated
instead of individualised assessments based on dissimilar

percentage rates.

Thirdly, it is asserted as a virtue of tax incentives
that they do promote private decision making rather than
government-centred decision making. This assertion must
be examined in terms of the circumstances of a developing

country where the investment intended to be induced will
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originate largely from outside, If it is the
effect of tax incentives that they promote private
decision making it follows from the above fact that
the private decision makers will largely be
foreigners who will make decisions which conform to
their interests and not necessarily in the interest
of the State. Further, most deweloping countries
have adopted the system of development plans for a
specified length of time, and to do this they have
almost always established a central planning insti-
tution which is charged with the responsibility to
plan for the entire country. A certain degree of
confusion and conflict should therefore be inevitable
if private businessmen, and of foreign nationality,
were allowed to make effective economic decisions.
In this way promoting private decision making does
not help to solve some of our many social and economic
problems., This can be mitigated by the fact that the
Government can devise tax incentives in a manner that
will persuade foreign investors to make decisions that

are in the national interests,

Defects of Tax Incentives

Opponents of tax incentive legislation argue that while
the legislation brings the desired tax reform the ince-

ntives themselves are not, per se, desirable. They
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doubt in support of the above contention whether
tax incentives are capable of changing investment
patterns to justify the huge revenue loss incurred
by the government, the absence of tax fairness and
the diversion of limited manpower in order to

enact themn,

The first defect of tax incentives is that instead

of inducing investments they confer windfull bene-
fits on tax payers who would have made similar
investments without tax inducement. In this case

tax incentives become wasteful in that they finance
activities which should not be financed. The money
lost in the form of tax incentives could conveniently
be used to finance development in the form of direct

expenditure,

Secondly, it can be asserted that tax incentives are
inequitable: they benefit the high income group more
than they do the low income group; further they do
not benefit those who are outside the tax system
because their incomes are low, they have losses, or
they are exempt from tax, This criticism can be
levied against all the tax incentives in the form of
deductions provided for by our Income Tax Act (Cap

686 of the Laws of Zambia)., For example the present
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personal allowance s&stem of the Zambia Income tax
laws, while they confer some pecuniary advantage on
those whose incomes are higher do not equally
benefit those whose incomes fall below the taxable
level and this benefit increases with income. When
a tax incentive is granted, it assumes the form of a
government financial assistance td the taxpayer and
this is done to induce a desired action by the tax
payer in that his érofits now become much higher,
This assistance, which is itself a receipt of actual
cash is not included in taxable income-it therefore
provides both financial assistance and freedom from
taxation. We have already stated that the higher
income group benefit more from this assistance than
the lower income group. The resultant effect is
therefore upside~down from the way the tax system is
intended to function i.e. to be progressive, Other
defects of less significance can be said of tax
incentives. We will not go in any detail about them.
It will suffice to mention that tax incentives tend
to keep tax rates high by Constricting the tax base

and thereby reducing revenues.
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Further, tax incentives do not affect non-tax
payers i.e. those people whose incomes fall below
the tax base. In a developing economy, therefore,
tax incentives will be of no use to smail business-
men who are not liable to taxation. In Zambia,
there is a deliberate government policy to encourage
the growth of small Zambian business., However,
because tax incentives are of no use, other methods
of encouragement have to be used, the most popular

being the grant of loans.

Despite the defects that might be said of tax
incentives for the promotion of investment there has
been a wide spread adoption of tax incentives in the
developing world., Where these incentives have

existed for some time, the tendency has been to
increase both their numbers and the benefits they
confer upon the taxpayer. The reason for this trend
can be explained by the fact that there exists an
assumption that by conferring tax benefits both domes-
tic and foreign Investors will initiate activities
which they would not otherwise have done and to induce
them to increase investments in enterprises already
operated by them. 1In support of the above assumption,

it is said as follows:
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Firstly, that tax considerations are a primary
consideration when a decision to invest has to be
made, and that taxes frequently operate as an
impediment to investments which would ofherwise not
have been made. Further, tax incentives make
unattractive investments more attractive because
they enable a more rapid recovery of capital and a

higher rate of return.

Secondly, tax incentives are a useful inducement

to investment in that they publicize and enhance the
investment climate of the Country. They are a useful
advertising tool especially because they show to
foreign and local investors the attitude of government
to investments. Capital is a scarce commodity and
because most developing countries compete for it,
investors tend to divert it to countries which offer

the best advantages.

Certain observations can be made concerning the

utility of tax incentives as an inducement for invest-
ment in a developing country. In this respect we shall
proceed with the assumption that other impediments
apart from the tax laws of the country in which the

investment is being made do not exist which may
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diminish the utility of tax incentives. First
we must consider the non tax aspects of the
investment climate. To a prospective investor
taxation in these countries may be unimportant-
what may be of importance are factors such as the
underdeveloped state of the economy or a funda-
mental luck of natural resources or both. Thus
climatic and other adverse natural conditions,
lack of mineral resources might influce the pace
of investment, Other factors are also important
viz, the availability of local Capital and man-
power, the size of the market, transportation,
labour unrest, health, educational and other
facilities do weigh quite heavily on the minds of
investors when they have to make an investment
decision. It is contended that this could be so

even if taxes did not exist,

It is a common feature these days that even where
investment opportunities do exist, because of poli-
tical unrest or uncertainties, both domestic and
foreign investors become reluctant to avail them-
selves of these opportunities. Further hostility

towards foreign investment or existing investment



- 62 -
patterns may discourage foreign businessmen who want
to employ local manpower and to have local partners,
There are also fears of expropriation without prompt

and adequate compensation.,

The effects of taxes imposed by the foreign
investors'home country must also be coﬁsidered. Most
Capital exporting countries claim jurisdiction to tax
their nationals on their world wide income., If the
investor has to pay tax both at home and abroad, he
is subjected to double taxation which has been conde-
mned as one of the greatest impediments‘to the flow
of capital to the poorer nations. However with the
proliferation of double taxation treaties the impact
of double taxation has been mitigated. A more
detailed examination of double taxation treaties has

been carried out in a later chapter,

In addition to observations concerning the utility

of tax incentives we should look at observations
concerning the costs of tax incentives. There can be
no doubt that tax incentives mean the yielding of
revenues on the part of the government granting them

and in addition, especially where selective statutes
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are used, the diversion of personnel away from the
more essential governmental services. In evaluating
what is lost by tax incentives we should consider three
things: Administrative, equity and Revenue Implica-

tions.

1. Administrative Implications

The implementation of a tax incentive statute
requires a highly competent labour force of economists,
lawyers, and accountants., In a developing country
this sort of personnel is scarce and it has to be
imported from elsewhere and for tasks which are more
urgent than tax administration. To divert these men
from these tasks is wasteful. In addition the cost
of maintaining expatriate labour in most developing
countries is very high. It would only add to these
costs if the number of expatriates maintained has to
be increased in order to administer tax incentive

legislation.,

Where the government concerned feels that the tax
incentive is very necessary but at the same time it
cannot afford to maintain foreign labour, as stated

above, resort might be had to the use of inexpert or
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inadequate personnel for the purpose of administering
the tax incentive. 1In this situation, even more
serious costs might be suffered. First, where admini-
strative capabilities do not measure to the standard
required for administering a tax incentive, the
result will be taxpayer abuse and widespread evasion
and further the administrators might act randomly so
that instead of going by the letter of the tax ince-
ntive statute, they might adopt rules of their own
which they feel they can more easily manage. Secondly,
rather than showing to outside investors the cordial
attitude of the government towards foreign investments,
poor administration of a tax incentive might give to
a potential investor the impression that the government
is inefficient, incompetent and arbitrary. Instead,
therefore, of achieving the desired end of enhancing
the investors willingness to invest, it might strengthen

his fears and confirm his reluctance.

2e Equity Implications

In taxation "equity" implies the notion of fairness;
that similarly placed taxpayers in terms of income
should carry the same tax burden and that the taxpayer

with a higher income should bear a correspondingly
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higher tax burden. However the same term is
linked up with the notion, - One which is not
inconsistent with the first, that diffgfences in
the income retained by taxpayers after the tax
payers have paid tax should be reduced; this is the
notion of wealth redistribution. In most developing
countries the use of the tax system as an instrume-
ntality to achieve either of the above objectives
is nearly absent although there is some attempt to
provide for graduation of the tax system. The
result is that, people is the higher income group
pay a higher percentage tax than those in the lower

income group.

Tax incentives tend to discriminate as between tax
payers so that in most cases their equity implica-
tions might be in conflict with their use for promo-~
ting economic development. This brings to light the
policy matter as to whether their economic value should
be given primacy over equity objectives. Where such a
consideration has been seriously taken, the result has
always been to surbodinate equity objectives at least
temporarily. Through this way the arbitrariness of tax
incentive laws may find economic justification. 1In
Zambia's tax laws, we find that equity objectives are

not only surbodinated to their economic value, but in
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addition the revenue generating capacity of taxation

seems to have been accorded a2 more prominent role.

3. Revenue Implications

No country would like to fashion its tax incentives in

such a way that it sacrifices unduly in terms of revenue.
Governments have increasingly taken interest in the econo-~
mies of their countries and, to do this, in addition to
running their social services, they require huge sums

of money. Taxation is the surest way of finding this
money. If the tax system carelessly exempts certain tax-
payers from fulfilling their obligations, a new revenue

source might have to be sought.

OBJECTIVES OF TAXATION.

There are several objectives of taxation in any fiscal
system viz. growth, redistribution and stabilisation. That
aspect of taxation which is designed for the encouragement
of investment is often associated with the growth objective
i.e. growth in both National income and per capita income.
In developing countries, however, too much importance has
been laid upon foreign aid so that it is not uncommon to
find that the investment laws are intended primarily to
attract foreign investment. Invariably it is believed that
there can be no growth without foreign finance. This line
of reasoning has lead to the fact that even if most deve-

loping countries usually intend to revise their tax codes,
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they have done it in negligence of the importance of
mobilization of local resources. Mobilisation of
domestic resources for investment in both the public
and private sectors is the key to plannéd growth inde-
pendent of external assistance. To achieve this, tax
policy may be used to mobilize local resources to
generate capital and indirectly promote private savings
and investments which can then be channelled for use

according to properly selected priorities,

The significance of foreign assistance to growth in
developing countries cannot be over emphasized., However
no developing country has found a proper place for it,

It is time it was realised that it is possible through
fiscal measures to finance investment by domestic savings
i.e. by the total of househcld savings, savings by private
and public corporations, individuals and government savings.
To the extent that the aggregate of the above falls short
of the planned total, external finance may be used to
offset the deficit. No statistics are available to
illustrate the rate of domestic savings in relation to
national income, however, it is one of the main objectives
in the Second National Development Plan to see that this
rate increases. In this instance the role of tax policy

in promoting growth emerges as one of restraining growth
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of public consumption; invariably increasing the
savings: income ratio as national income increases. The
resultant effect of this would be that internal finance
for development could be provided by the household sector,
companies and the banking system. Financing through the
household sector is the most suitable because it is non-
inflationary, but the size of this finance is very little,
It has been said that the Zambian higher income group has
a low propensity to save., 1In the case of Zambians, this
arises because of the need to provide financial assista-
nce to relatives and in the case of foreign nationals
who work in Zambia there is a tendency to send abroad a
large part of their earnings. As a result of ignorance
about other forms of investment the household sector tends
to keep its savings in the most simple form i.e. deposits

in the banking system.1

In the case of companies, both private and parastatal,

it is usually the case that they are unable to buy Treasury
bills or government stock since any gains or profits that
may accrue to them will be ploughed back into their opera-
tions or distributed as dividends to shareholders most of

whom are non-residents.

To sum up this section we must briefly consider the role

of taxation in both the governmental and private sectors
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in relation to the growth objective, 1In relation to
the governmental sector, taxation is only of signifi-
cance if the revenue generated by it finds its way into
governmental investment, expenditure. However in an
economy like Zambia's, where there is a critical shortage
of manpower, the term governmental investment should be
broader to include even recurrent expenditure on edﬁca—
tional and other social services, which on first sight
might not be considered as developmental expenditure.
The division of developmental and non-developmental
expenditure in the Zambian fiscal system does not exist
although the terms '"recurrent" and "capital' accounts
are employed. However, this classification arises only
as a matter of appropriation in the annual budgetory

measures, .

In relation to the non-governmental sector taxation
should be designed to make available to the sector ade-
quate sums of money which they would hopefully invest
into new ventures or plough back into expansion of
existing projects. However the tendency of private
capital is that it is usually employed to finance only
those investments that are both profitable and yield a

higher rate of return. Usually these may not be used
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to finance what the government might consider to be
priority economic activity and maximize profits which

will in turn be remitted to external shareholders.

The use of taxation to finance governmental investment
expenditure has some merit, It must be borne in mind,
however, that in contrast to private investment financing,
this mode of financing requires that the government should
model its tax laws in a manner to be able to raise the
revenue it requires, One merit for this form of financing
is that it is the government that has the interests of the
people at heart and that unlike the private Sector, it is
much better informed on questions of economic priorities.
This statement is true but not without qualification. There
is no guarantee that revenues generated by taxation will all
of it find its way into governmental developmental projects.
Apart from other functions, governments in developing
countries these days run expensive and non-economic social
services and some of the finance needed for this purpose
invariably comes from taxation primarily, and other fiscal
measures secondarily. Secondly new governments are well
known for putting up prestige projects thereby diverting
revenues from development to non-development activity.

As a consolation, most developing economies employ the
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device of developing plans for periods ranging from five
to ten years so that some of the revenue from taxation
will go towards the financing of carefully chosen projects

as projected in the plan.

TAX FINANCING OF PLAN OUTLAYS~-THE SECOND NATIONAL

DEVELOPMENT PLAN

In this Section, we will concern ourselves with the extent
to which revenues from taxation were envisaged to contri-
bute to the total revenue requirements of the Second
National Development Plan’(SNDP). The mobilisation of
revenues for use in a development plan has been one of the
greatest uses made of taxation in Zambia. Apart from tax
revenues the government envisaged the use of non-tax
revenue to finance the SNDP. e.g. It was envisaged that in
the event that tax revenue falls short of the required
amount of money, the Government would borrow from local

and external sources.

The Second Five-Year Development Plan was launched in 1972.
Its predecessor the First National Development Plan was
intended to establish, in the shortest time possible, a
broad social and economic infra-structure., This, it was
hoped, would form a firm and broader base for further eco-

nomic development.
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The contribution of taxation to plan expenditures in the
SNDP cannot be examined precisely owing to the absence
of figures. However an idea of tax contribution to plan
expenditures can be created by the examination of figures

of the relationship of tax revenue to other components,

We will then assume that the government employes some of
this revenue for developmental expenditure, This assu-
mption is a strong one when we have to consider the fact
that all governmental revenue from local resources comes
from fiscal measures through the budgetory system. So
that if the rate of tax contribution to total government
revenue is high, the rate of tax contribution to plan
expenditure may be said to be equally substantial, An
idea of the contribution of tax revenue in this regard can
be made from the table compiled out of budgetry figures.
Of the total government revenue during each year ranging
from 1964 to 1971 tax revenue bears an average of
slightly over 80 percent while non-tax revenue averages
only about 10 percent. While the percentage of tax re-
venue to total revenue has had the tendency to rise over
the period in question that of non-tax revenue to total
revenue has fallen from 19 percent in 1964 to a bare 7
percent in 1971. This goes to show that there has been

an increased emphasis on the use of taxation to finance
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developmental expenditure while the use of non=-tax
measures has either remained stagnant or has actually
been reducing over the period. This contention is
strengthened further by an additional comparison made
in the table. Over the period of observation the per-
centage of non-tax revenue to tax revenue averages only
about 10 percent and during the same period it has fallen

from 23 percent in 1964 to 8 percent in 1971. (Table 2.1)

Of the K2,161 Million total investment outlay envisaged
in the SNDP the public sector contributes K1,476 while
the rest represents private sector contfibution. The
public sector includes external finances, Public Sector
enterprises contribution and Domestic resources. The
contribution of tax to this outlay will therefore only
feature in the item domestic resources"- this represents
a figure of K680.7 million. Going by our earlier assu-
mption we will say therefore that a large proportion of
this figure repreSents the contribution of tax., Relating
Domestic source finance to figures in the Plan we find
that it forms about 50 percent of the total public
sector contribution and about 33 percent of the total
outlay. This illustrates that a substantial amount of
plan expenditure was intended to arise from local

sources, the most efficient of which is taxation. We will



- 7h -

TABLE 2.1

YEAR 1964 1965 1966 1967 1968 1969 1970 1971
TOTAL REVENUE 106 4m 190 .0m 252m 2Lom 291 3838 Loz 299
TOTAL TAX REVENUE 86m 166m 230m 219m 271m 364m 392m 273m
TOTAL NON-TAX REVENUE. 20m 2h4nm 21m 21m 20m 2hm 31m 21m
% of tax Revenue total

Revenue 81 87 91 91 93 93 93 91
% of non-tax revenue

to total Revenue 19 13 8 9 7 6 7 7
% of non-tax revenue

to tax revenue 23 14 9 10 Vi 7 8 8

Source: Compiled by author from Financial Reports: Ministry of Finance, Lusaka

Note: 'Figures rounded up to nearest decimal Point for simplicity.
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conclude therefore that taxation contributes quite

substantially to developmental outlays in the SNDP.

The above discussion was based on the assumption that
since taxation contributes so largely to total budgetory
revenue, it does the same towards total investment out-
lays in the SNDP, However, investment outlays do not
represent total government financial requirement for

the plan because for instance, there are re-current
expenses of a non capital nature. Forecast tax resources

for the SNDP amount to K1658 million broken down as below:

(a) Mineral revenue

(i) Copper 650

(ii) Other Minerals 20 670

(b) Income Tax

(i) Company 27k

(ii) Personal 245 519
(¢) Customs duties 207
(d) Excise duties 265

Total 1658
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Of the total government resources for the SNDP amounting
to K2k56 the rate of tax contribution is at 67 perdent
based on the estimation that 1971 tax raFes would conti-

nue and the average price of copper is K740 per metric ton.

In relation to the growth objective, therefore taxation
should provide adequate incentives to private saving and
investment. Concurrently with this function tax policy
should be used for the purpose of financing development

by increasing the amount of revenue from this source.

The Equity Objective

In taxation, equity is taken to mean that taxation should

be related with the '"ability to pay" i.e. tax should not be
levied at units which are not able to ray it., 1In order to
have a yardstick to measure the ability to pay one must have
a comprehensive definition of income i.e. total wealth and
consumption. Equity in taxation has two aspects to it:
First that those taxpayers with equal ability to pay should
pay the same amount of taxes and secondly that those with
greater ability should contribute proportionately more than

those with a lesser ability.

The first aspect stresses equal treatment of taxpayers in
the same economic circumstances. However, this in itself

is not an absolute ideal. It should be qualified by the
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use of selective incentives to personal and corporate
investment. This might bring in an inequality but where
such inequality is a strategically beneficial economic

tool, it should not be avoided.

Our concern mainly will be on the second aspect of

equity i.e. the treatment of persons and groups in dis=-
similar economic circumstances., The justification of the
desire for the redistribution of income and wealth is seen
in the words of President Kaunda who was as early as 1968
aware of the dangers of creating a Zambian entrepreneurial

class, He said:

"Let it be emphasized, however, that the more we interest
our people in this particular field the more they will be
exposed to dangers I have referred to already - those of
becoming a money-centred society. Wealth like knowledge
or other instrument of service to man we can think of,
becomes an instrument of oppression and suppressign if we
do not handle it properly. Very often we discuss the Pro=-
blem of distributing wealth equally among our people,
There are many reasons why this is important. Major among
these, however, are that we want each one of our four
million people to live a fuller life and secondly, wealth
that is concentrated in the hands of a few people is a

danger to any society in that those in whose hands wealth
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was centred would become exploiters of their fellow
men in more than one way and this is no good both for

those whom they exploit as well as for themselves."

Several devices have been used in Zambia to reduce
inequalities of income and wealth. One of them has

been that in order to prevent the creation of a dis-
proportionately rich class of Zambians, Zambian busi-
nesses which would reach a certain size would be asked

to sell a controlling interest to the state. As for
example, Mwaiseni stores, which as at 1967 had a share
Capital of K150,000 and a turnover of K1.5 million was
asked to do this. However, this device is capable of
arresting the problem in relation to trading and re-

lated enterprise. In relation to real property and land
speculation, an area in which inequalities are progre=-
ssively increasing no attempts at redistribution have

been made. However it is possible that the effect of the
Leadership Code, which is mainly an anti-corruption device,
will be to bring about redistribution.2 Apart from prohi-
biting specified individuals from receiving double incomes,
it also restricts the same individuals to ownership of
only a specified limit of land acrege. However, the defi-
nition of leader in the Code is narrow and presently it

excludes a very substantial cross-section of the community.
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Inequalities will therefore continue to exist.

Under Zambian circumstances, taxation can be employed
very successfully in order to achieve the redistributive
aspect of fiscal policy. This may be done by the intro-
duction of progressive taxation which while charging very
little or no tax on the lower and middle income groups,
it charges progressively higher rates of tax with the
increase of income until the marginal rate will be about
Ninety percent. This would ensure non loss of government
tax revenue in that what would be lost from the lower
income group would be recouped from increased taxes from
the higher income group. Indiscriminate use of this
device will obviously make taxation onerous and confis-
catory. One of the results, among several, would be that
taxation, instead of being used as an effective fiscal
tool for development, would operate as a disincentive to

much needed activities like private saving and investment.

A more effective use of taxation would be to leave the
redistributive aspect of fiscal policy largely to govern=-
ment expenditure in the form of direct transfers to lower
income groups. This imports into our discussion the

concept of the equality of opportunity - that government
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should finance facilities for the lower income groups
to become productive and therefore economically better
and at par with others. For example, in the field of
education, if government did not finance it, inequa-
lities would continue and infact be aggravated., However,
to be able to finance this facility, government should
increasingly tap its revenues from the higher income
groups. The same can be said about health and otﬁer
services. In this manner, a considerable degree of

redistribution could be achieved.

Relationship between equity and growth

It was pointed out in relation to the growth objective
that one necessary function of taxation should bé to
facilitate increased individual and institutional saving
and investment. Since the purpose of redistribution is
to remove inequalities which characterize our society by
taking more from the rich for the benefit of the poor
taxation for this purpose may negative growth, The re-
lationship between equity and growth is of central
importance for tax planners. However, it is not in all
cases in which this conflict occurs. Arguments can be
made to illustrate that redistribution is complementary

to the growth objective.
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The first argument is that the mass of the Zambian
people are poor and apathetic and this makes it very
difficult to incorporate them into the Qroductive
process, Redistributive tax measures will therefore
help to pursuade these people to live more productively
thereby enhancing growth. Secondly, and this may not
presently be of significant importance, redistributive
tax policy which removes or minimizes economic inequali-
ties may contribute significantly to the political sta-
bility of Zambia., Thirdly, redistribution will place
a large measure of the purchasing power in the hands of
the majority of the people and in this way establish

a broad domestic market which is conducive to growth,

In relation to conflict between equity and growth
objectives, emphasis is put on the effect of redistributive
(progressive) taxation on work and on private saving and
investment., Private Sector Investment was envisaged to
play a considerable role and constitute a sizeable per-
centage of total investment outlay in the SNDP. Tax
planners should therefore strive to strike a balance
between the objectives of reaching economic equality

through tax manipulation and those of maintaining
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unimpaired the flow of investment and savings nece-
ésary for growth. The same can be said of atax policy
which significantly reduces incentive to work parti-
cularly among the upper income groups which are usually

more productive,

To sum up, in order for redistribution to be achieved

a tax system must contain appropriate levels of exemption
and proper progressivity. This should be combined with
exemptions and allowances to maintain functional inequa-
lity i.e. for example inequalities created where two
persons have the same income but one has‘better tax
treatment because he invests his money in more productive

projects than the other,

The Stabilisation Objective

The First National Development Plan FNDP 1967-1971 placed
much emphasis on the maintainance of a reasonable degree
of stability in prices, The early years of the plan,
however, witnessed a considerable increase of inflationary

pressures in the economy.

"The index number of wholesale prices after an initial
dip during 1967, rose by 6 percent during 1968 and by a

further 10 percent in the following year. The consumer
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price index increased by 8 percent in 1966, 5 percent
in 1967 and by as much as 10 percent in 1968. The
emergence of inflationary pressures reflected in a large
measure the steep rise in monetary demané in the economy

relative to the increase in output..."3

The SNDP, realising the gravity of the situation calls

for "increasing vigilance to prevent the re-emergence of
inflationary situation during" its tenure. For several
reasons the plan in optimistic that it has a better chance
of containing inflation than the FNDP, However events

and trends in the world economic situation have combined

forces to increase inflation.

From the tone of a speech by the Minister of Finance, all
hope to achieve what was envisaged in the SNDP in this
regard is dampened. The Minister warned that Zambia would
suffer the '"ordeal of collapsing economies'" if no urgent
measures wWere taken to forestall the current worldwide

. . b
recession and inflation.

In discussing the role of tax policy to control
inflation, we will proceed on the assumption that infla-
tion is not conducive to growth-other people would advance

contrary arguments.5 In order that tax policy be used to
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control inflation it must be aimed at both the level
and composition of aggregate demand, and other problems
like scarcity of skilled labour and lack of resources or
means to mobilize them and supply problems. As regards
supply problems, tax policy should be geared to increasing
agricultural productivity and the provision of incentives

for labour to work and to enter particular occupations.

As regards the level of demand, fiscal policy controls
inflation when its controls individual abilities to

spend,

We have already discussed the costs of tax incentives.

We will here ask ourselves whether if instead of tax
incentives there were to be a programme of direct
government expenditure in the form of low-interest loans,
grants and subsidies, the revenue consequences to govern-
ment would be the same. No easy answer can be found-it
would depend upon the extent of the direct expenditure.
However, the use of tax incentives has the merit that it
is a very easy way of distributing funds instead of an

actual cash flow from the treasury.

Our task here will be to examine Zambian tax laws and
evaluate any provisions contained therein which purport

to be of incentive value to investment, We will find
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that usually, the need to give investment incentives may
run against the need to raise revenue for the government,
We will do this by looking at the taxation of individuals,
Mining Companies and other companies. Iﬁ all these the
provisions that are purported to be incentives take the -~
form of a tax reduction given at percentage rates. Our
conclusion might be that the need for revenue should be
complimentary with the need for economic development
through investments attracted by the tax system. We will
also examine the area of customs duties and the way they
have been manipulated for the encouragement of desired
industries and for squeezing out undesira£le activities.
We will confine ourselves, apart from the section on
Customs duties, to taxation of income. This means there-
fore that we will not apply our minds to estate duty and

capital gains the latter of which is anyway absent here.

Before we leave this section, it will be worthwhile to
give a brief appraisal of the 1966 Income Tax Act which
is the act presently in force regulating tax matters.
Until 1966 the Federal Income Tax Act was in force in

Zambia.7

The 1966 Act Introduced a Unitary tax System i.e. only

one tax, the Income tax is presently chargeable and Super
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tax and undistributed profits tax, which occurred in
the Federal Act were abolished, Undistributed profits
tax was not a tax at all - it was merely a device to
prevent tax avoidance by tax payers who did not pay
super tax., Undistributed profits tax is no longer nece-
ssary now since tax avoidance provisions in the Income
tax Act will now prevent evasion of tax on undistributed

profits.

Dividends paid by a Company resident in the Republic

are chargeable to tax-a withholding tax. The Act imposes
an obligation on the company paying the dividend to -deduct
tax from such dividend, However, the recipient has to
include a gross amount of such dividends in his return of
income, but is allowed a set off or refund of the deducted
tax as the case may be. There is no distinction between
ordinary and preference dividends as was the case in the
preceeeding Act, Foreign dividends are liable to income

tax but double taxation relief is granted.

The Federal Income Tax Act gave an artificial meaning
to income. The 1966 Zambian Act however charges tax on
income as understood and ascertained in the business and

commercial world.
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Residents in Zambia are now taxed on their World-wide
income wherever it accrued subject to any double
taxation relief. Previously, only profits gained in
Zambia were taxed., Trusts and diseased's estates are

taxable or the commissioner may charge the beneficiary.

The Act has introduced a Pay-as-you earn System (PAYE).
The advantage of this system is that tax is taken from
the employee at the time he receives the income which
is subject to tax so that he does not have to face a
large bill in future and further he does not have to
make his own estimate as to how much tax'he has to pay.
Another advantage is that the government receives an
even flow of revenue throughout the year and has less
trouble in collecting tax and therefore there is a

reduced number of bad debts. The system is a cumulative

one. Running totals are kept of an employee's emoluments

and tax payments so that it is easy for an employer to

ascertain from tax tables how much tax an employee should

have paid to date., The system allows for flactuations in

emoluments automatically. Code numbers are used in order

to keep a tax payer’s abatements secret. This system
helped to close the loophole by people who left the

country without paying their tax.
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NOTES

Te

5.

See Ttem 93 Second National Development Plan.

Jt was there recognised that there has been a de-

celeration of the rate of growth of deposits
in recent years, from 28 per cent for 1968 to
14 percent in 1970. The plan proposes an
increase in the interest rates and expansion

of the banking System as measures to accelerate
saving. It does not propose taxation and other

related fiscal measures,

Part IV, articles 32-35 of the Cénstitution
provide for the Leadership Code. The first
8tatutory Instrument was No. 288 of 1973 which
was revoked by S.I. No. 47 of 1974 which was

in turn revoked by S.I. No 108 of 1974.

See Page 8 SNDP, Monetary trends and Policy

during the FNDP

Report in '"Times of Zambia' Thursday, October

10 1974

D.H. Robertson, Money (cambridge University Press,

1922) PP. 122-125
Supra Page 5

The Federal Income Tax Act (No 16 of 1954)
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CHAPTER III

THE PERSONAL INCOME TAX

In the Zambian Income Tax Act Cap. 668 of the Laws of
Zambia, "individual" is defined to mean a natural person
and the word is used only when a distinction is necessary.
For example for the computation of tax liability, it is
only individuals who are entitled to a rebate in the form
of personal allowances. In all other cases, the compre-
hensive term "person" is used generally when reference is
being made to any taxpayer whether a body corporate, corpo-
ration sole, local or like authority, a deceased's estate,

a bankrupt's estate, a trust and also includes an individual.

Zambian tax laws do not discriminate between different
sources of income as is the case in other tax jurisdictions.
Income derived from agricultural activities is included in
the tax base when the activity is carried on for gain.

There is, however no tax on capital gains. In general, all
financial receipts are included in the term income but to
avoid any confusion and doubt, the Act classifies income

although this classification is said not to be exhaustive.1
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With the concept of income is interwoven the problem of
the derivation of the tax base which in our Income Tax
Act is referred to as chargeable income.) This derivation
starts with the determination of a taxpayer's gross income
i.e. assescsable income which is the sum total of a taxpayer's
receipts., Deducted from gross income are personal allowa-
nces and these are deducted from the assessable income of
an individual at the rates specified in the Act. Personal
allowances cannot, however, be deducted from lump sum
payment52 and instead, tax at the rate of ten percentum in

deducted therefrom,

Every income which has its source within Zambia is subject
to Zambian tax. In addition, interest and dividends re-
ceivable by persons ordinarily resident in Zambia are taxed.
The meaning of source has given rise to some problems but
ordinarily, in the case of income like salary where the work
is carried out; rent where the property is situated; and
profits where the business is carried on in Zambia, no
similar problems have arisen.3 Certain income is deemed to
be from a source within the Republic. This includes,
interest, Royalties, lease premiums, Transport receipts,
businesses and partnerships carried on partly within and

partly without Zambia annuities and pensions. Further,

Part IV of the Second Schedule provides for certain exempt

income. In the case of foreign businessmen, some income
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may become exempt by virtue of Double Taxation relief,

A married woman, who has a separate income, either from
employment or business is presently taxed separately. This
was brought about by the 1969 Budget. Before the budget

the wife's income was added to the husband's income and

the joint sum was taxed as a unit. This arrangement exposed
the wife's income to her husband's higher rates of tax. The
present situation means that a wife's income will be taxed
according to the graduated rates, with only personal allo=-
wances which cannot be set off against her husband's

income. This means that the married woman has been given

much better tax treatment than was the case before,

Further, the personal 1ev§, which is a local authority tax
levied on incomes above K120 per annum, without any family
or other allowances was increased in 1969. Previously,
this tax was very minor reaching a maximum of K5 on incomes
of K4OO per annum and over, "with graduation at the option
of the local authority on incomes between K120 and K400."
The new levy is much higher reaching a maximum of K20 on
incomes of K1,000 per annum and over. There is a fixed

graduated scale.

Other tax changes brought by the 1969 budget and other
subsequent amendments of the Act will be considered in the
following discussion in which the structure of individual

taxation will be examined in relation to investment incentivese.
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To a prospective investor income tax levels of exemptions
in a tax system are of significant importance in considera-
tion as to whether such investment is to be made. Apart
from assessing his own tax position, he will consider whether
the level of taxation will not scare away the much needed
skilled labour from outside the country. In relation to
saving, high income tax may impair individual ability to
save., Tax san therefore have adverse effects on investment.
The combined effect of lowered éxemption levels (personal
allowances) and increased rates of tax may accentuate the
deterrent effect of taxation on investment while reduced
rates and increased exemption levels may be a useful
attraction to investors with the attendant effect of loss
of much needed finance for the government for use to finance

both its developmental and non-.developmental expenditure.

1. Persdnal Allowances,

(a) Purposes
It is a recognised principle that a person with dependants
has a lower taxable capacity than one without dependants
and that taxable capacity diminishes with the increase in
the number of dependants. The amounts of allowance often
vary with the nature of the dependency but they are not
related to the actual costs of maintaining them although
inflationary trends might cause the government to increase

them from time to time - but only to the extent that
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budgetory constraints may permit.

Personal allowances may be thought of as serving three

basic purposes; vigz

(a) They exempt from taxation the minimum amount of money
needed for consumption if the taxpayer is to be a
healthy and productive member of society.,

(b) They make the effective tax rate smoothly progressive
for all taxpayers with incomes above the exemption
levels,

(¢) They differentiate between taxpayers with equal incomes

but different numbers of dependants.,

The most commonly cited justification for personal allowances
is the exemption of a minimum level of subsistence under an
income tax system. It has been argued that Income Tax should
not be allowed to force members of society to cut their
consumption expenditures to a point where their health
suffers; this will result in their productive efficiency
coming down. The result of taxing those who fall below the -
subsistence level, will be a reduction in their productivity
so that society will suffer losses in output which they

could otherwise have produced. It is however not easy to

define the Content of a minimum Subsistence budget.

Questions may be asked whether, for example, we should

include only the very basic kinds of food which are necessary



- 94 -
for health. But even the lowest paid worker does not
restrict his consumption solely to those foods. His diet
will from time to time include those items which can easily
be done away with without causing injury to his health or
reducing his productive capacity. The real problem lies
in the fact that the subsistence level is a Subjective
Variable. Each family might set their own and it would
cause considerable hardship to try to generalise. What we
come to as a conclusion therefore is that opinions differ as
" to what are the contents of a minimum subsistence budget.
There is quite considerable agreement howevgr that the present
personal allowances are two low for single individuals and
small families; they may become more realistic with the growth
of the size of the family and are over-generous with large
families. However, this disproportionate effect was contained
effectively when the number of children who could qualify for

this allowance was restricted to six.4

Any attempt to raise personal allowances to a level mére in
line with minimum subsistence budgets is met by one main
difficulty i.e. the huge loss in tax revenue that would result
from such a change. The effect of increasing personal allowa-
nces is that while it reduces the tax liability of most tax
payers, it does so mostly for the highest income group. It
can be argued that it is not necessary in order to maintain

the minimum subsistence levels of living, to grant exemptions
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in the form of personal allowances to the middle and upper
income groups. An arrangment can be made by which the
minimum subsistence level can be maintained without having
to incur substanfial revenue losses, I ;uggest that a
system by which tax payer's allowances were decreased until
they finally disappeared at about the middle income level
would achieve this purpose. If such system were to be
adopted in Zambia, then it would not be necessary to limit
the number of children for which a taxpayer coul§ get some

allowances to just six as is the case at present.

The other purpose of personal allowances is to make the
effective tax rate smoothly progressive for all taxpayers
with income above exemption levels since any flat - sum
allowance granted to all taxpayers will convert a propor-

tional tax system into a progressive one.

Thirdly, allowances can be used to differentiate between
taxpayers with equal economic circumstances but with diffe-
rent numbers of dependants. This one is a very useful pup-
pose and it ties in with the first one in that it also wants
to maintain the level of taxation at a point in conformity

with good living. When the number of children for which a
taxpayer could claim allowance was raised from four to six,

the principle was recognised that an individual's taxable
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capacity falls with the increase in the number of children.
By the increase in the number of children allowable,
the government adjusted the levels of income in relation
to inflationary trends without having to raise wages. 1In

his budget speach announcing the increase, the minister said:

"Having and taking into account His Excellency's concern
for the cost of living, I propose to change the maximum
number of children against which an allowance for tax

purposes can be made from four to six."5

This increase in the number of children allowable, in
combination with the effects of other personal allowances
gave individuals a possible total maximum allowance of

K2,680 per annum.

(b) Present Position

In this Section, it is intended to carry out an examination
of the personal allowance levels both prior to and post the
1969 Budget changes, and the effects of income tax changes

in 1 969-
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Table 3.1 Personal Tax Exemptions Prior to and Post 1969

Budget.

PRE~-BUDGET POST-BUDGET 1971/72
Single Allowance 800 450 500
Family Allowance 600 450 -
Married Allowance 1,600 1,300 1,300
Child Allowance 2ko 180 180
Dependant Allowance 2ko - -
Insurance Allowance Loo 300 300
(Maximum)
Non-Resident Allowance 800 600 400

Source: Abstracted by author from the Income Tax Act 1966
and amendments subsequent to it.
NOTE: 1. The non=Resident allowance was abolished in the 1972
Budgete.
2. A person who is not married, but is supporting a

child can claim family allowance.

Table 3.1 shows that, of the changes brought about by the
1969 budget, there was a general and substantial reduction
of individual personal allowances. Prior to the budget, the

number of children for which an allowance could be claimed
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was eight and the amount in respect of each child was
Kaho; Both these figures were drastically reduced. 1In
the 1969/70 charge year the number of children allowable
was cut down to four while the figure in ;espect of each
child was fixed at K180. The number was raised to six in

1970.

From Table 3.1, one sees that substantial reduction was
made in all other forms of allowance. However a signifi-
cant feature of the budget measures was the complete
abolition of the dependant allowance. This move caused

a considerable outcry among the taxpaying public especially
the African among whom the extended family system operates.
By this system, the idea of dependant is absent in that
people who are closely related are said to belong to the
same family and as such they have rights to be maintained
by other members of the "family." It was argued that there
seemed to have been a contradiction in government policy

in that while the dependant allowance was abolished, there
was an encouragement of the extended family system which
was hailed to be in conformity with the national philosophy

of humanisme.

However, the Minister of Finance, then Mr. Kapwepwe,
explained his action in his budget speech. He asserted that

the rates of personal allowances at that time had been very



- 99
liberal by any standards; and as a consequence of that,
a large portion of the working population as well as
traders paid no tax at all. In order to broaden the
scope of the tax system, he had to rest;ict personal

allowances significantly. He said:

"I feel that the reduction of allowances together with

& reduction of the maximum allowances would bring a
substantial number of additional taxpayers. Broadening

of coverage of tax would offer several advantages. First
it would bring a sense of responsibility for the financing
of government to a much larger portion of the population.
Second, a larger coverage would provide additional revenue
from a source that has a high degree of revenue elasticity

relative to growth in national income.“6

The general reduction of, and in some cases, the abolition
of personal allowances calls for some analysis. The first
effect of the lowering of exemption levels was that it
increased the tax payable by existing taxpayers, and raised
the number of taxpayers, The result of this inevitably

was that it diminished the capacity of individuals to save.
As to its effect on investments, a rise in tax liability
through the lowering of exemption levels might be a
deterrent to a prospective investor or to re-investment

in the case of existing investors in that it might create
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the picture that the government in question has a tendency
to increase taxes. Most significantly the increase in
taxes might be a deterrent if the rate to which tax has
been brought imposes an unreasonable burden on taxpayers
so that if, all other factors taken into account, a pros-
pective investor had a choice he would choose to make his
investment in another country where his tax liability
will be less. Post-budget tax levels, however, cannot be
said to impose an unreasonable tax burden on the taxpayer,
and it has not been asserted that it has had a deterrent

effect on investment trends.

The second effect of the lowering of exemption levels was
that there was an increase in the number of taxpayers and
that the increase came from the lower income brscket whose
income had fallen below the taxable base before the |
reduction in exemption levels.7 It should be observed

that the people affected were those whose earnings were

50 small that no noticeable investment could be expected

to be made by them. However, taxing their income when pre-
viously it had not been taxed definitely reduced their

capacity to save part of their earnings.

Statistics are not available to illustrate the fact that

the reduction in the exemption levels had the effect of
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achieving an increase in the total number of tax payers.

That there has been an increase in the number of tax

payers can be inferred from the table below. The inference

drawn is that an increase in the number of employees both

in government, parastatal and private sectors necessarily

means an increase in actual tax assessments.

Table 3.2 Number of employees in Industry.

ALL

INDUSTRIES

SOURCE:

NOTE:

Te
2e

e

YEAR AFRICANS OTHERS TOTAL
1966 272,620 29,370 301,990
1967 282,770 29,280 312,050
1968 289,440 29,160 318,600
1969 300,470 27,820 32,290
1970 314,480 27,390 342,870
1971 339,000 26,550 36,550
1972 334,160 25,970 360,130

ECONOMIC Report Ministry of Planning and Finance
to National Assembly 1973.

Statistics for 1972 are for 30th June

These statistics do not include domestic and
other servants.

Table 3 figures relate to industry alone. It
therefore does not truly represent the actual
growth in employment. Government is the largest
single employer and there has been a rather
substantial increase in the number of persons

employed by it during the period of observation
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due mainly to the larger responsibilities

presently assumed by goverument.

C. Personal Tax Revenue Productivity

The most significant observation made by the Minister of
Finance in his 1969 Budget address was that the decrease

in exemption levels was aimed at increasing government
revenue from a source which had '"a high degree of revenue
elasticity! Revenue elasticity is concerned with the annual
increase of tax revenue without any changes in the rates

of tax or the tax base and is of considerable significance

for economic development planninge.

It has already been pointed out that a tax policy that is
geared primarily to the purpose of revenue production is
inconsistent with the idea of providing investment incenti-
ves. This inconsistency further negatives economic develop-
ment if the revenue available to government from taxation
is not employed to finance developmental expenditure.
However, we cannot ignore the significance of tax revenue
and the need to increase it for economic development. The
clash between the desire for increased tax revenue and the
need to provide adequate investment incentives is mitigated
if the increased revenue arises from the channelling of

progressively larger percentages of increments in national
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income into tax revenue - which is essential if taxation
has to save the useful purpose of financing growth in

Zambia.8

Table 3.3 below shows that there was a mafked increase in
total individual tax revenue, arising from the budget changes.
However, the rate structure of taxation was also changed.

This aspect of it will be dealt with in the section dealing
with tax rates. It suffices to mention here that the net
effect of the changes in the rate structure was to make

small increases in tax revenue. It is also shown that since
1969 there has been a steady increase in government revenue
from individual taxation while tax rates ﬁave remained re=-

latively the same over the same period.

An idea of the significance of individual tax revenue and

the rate at which it has been rising can be made from the

fact that between 1966 and 1972, the ratio of individual tax
revenue to total government revenue has doubled from 7 per=-
cent in 1966 to 15 percent in 1972. The rise has been gradual
every year except for 1967 which had a peculiarly long
financial year.9 This shows that there is a growing reliance

on the part of government on- revenue from individual taxation.
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TABLE 3.3
ACTUAL REVENUE FROM INDIVIDUAL TAX ASSESSMENTS

(In Kwacha)

1966 1967 1968 1969 1970 1971 1972

SELF

EMPLOYED 11m bm bm 8m 6m 7m 7m
P.A.Y.E. 23m 23%m 21m 2hm 30m Zhm Lim
OTHER

ASSESSMENT  35m 2bm 1m 0.9m O.3m O.3m -
TCTAL 17m 51m 26m 33n 37m Lim L8m

SOURCE: Compiled by author from Financial Reports
published by Zambian Government.

NOTE: 1. The financial year Ending 31st December 1967 was
a longer one (18 months). It was this time when
the Government financial year was adjusted to
Suit the Calendar year. Note that this factor
accounts for the relatively high figures during

the financial year.

2. The present Income Tax Act Cap. 668 Commenced
in April 1966 but the figures for the 1966
financial year are for the year 1st July 1965
to 31st June 1966. This is not of much use for
Comparative purposes because the tax System was

differente.
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2. Other allowances
Zambian income tax laws pro#ide for a number of other
allowances in order to induce individual and other tax
payers to take up or expand certain economic activity,
We will consider some of these allowances which are meant
to create incentive for investment especially among

Zambian nationals,

(a) The treatment of Farmers

Section 33(c) of the Income Tax Act provides that capital
allowances shall be deducted from the income of any busi-
ness for farm improvements and works, according to the
provisions of the sixth schedule. The allowances are
intended to encoﬁrage farming, an activity which offers
employment to rural peoples thereby increasing their incomee
The production of food also helps to preserve the country's

foreign expenditure.

Prior to 1974, where a farmer had incurred some Capital
expenditure on farm improvement, the deduction (called
a farm improvement allowance) was allowed at the rate of 20
percentum of such expenditure in that year, and a like
deduction was allowed in each of the following charge years.
This provision was amended by the 1974 budget. At present,

capital expenditure is allowed in full during the year in
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which it is incurred. This measure was aimed at
encouraging farmers to invest more money into their

businesses in the way of improvements to their farms.

A further allowance referred to as the '"farm works allowance
is provided for in Part IT of the Sixth Schedule. This
allowance is given to a farmer in respect of expenditure

on farming land, for the purposes of farming, on stumping
and clearing, works for the prevention of soil erosion,
boreholes, wells, aerial and geophysical surveys and water
conservation. Total expenditure incurred by a farmer is

set off for purposes of ascertaining the jrofits and gains

of a farmer.

In his budget speech in 1974, the Minister of Planning and
Finance, recognising the importance of stud 1livestock in

the country, introduced an incentive aimed at encouraging

cattle ranchinge. Prior to 1974 the cost of acquiring stud
livestock was allowed as a deduction in ascertaining the

gains and profits of a farmer. However, stud livestock on

hand at the end of the charge year had to be brought into
the farmer's account as stock and valued at cost. Because
of the importance attached by government to stud livestock,
it was decided to treat the cost of purchasing such live-
stock as a capital expenditure allowance in the year in

which it was incurred.10
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Most farmers should be able to take advantage of the
favourable treatment that they have received as regards
the taxation of their incomes. However, the effect of
these provisions on agricultural activity cannot presently
be assessed. In the long run there will surely be an
increase in farming activity arising from the favourable

tax conditions.

(b) Saving Incentives

In this portion we will look at an attempt by the government
to use its tax powers to encourage locally financed insti-
tutions. Prior to 1974, if any person saved with any of
the local banking institutions, interest amounting to K200
was exempt from tax. This provision was meant to encourage
savings. After the 1974 budget, the newly formed National
Savings and Credit Bank was given some advantage. For any
individual who saved with the Bank, the amount of tax
exempt interest was doubled to K’+OO.11 This was a reason-
able concession bearing in mind that the new Bank is the
only one that is most widely distributed in both the rural
and urban areas of the country and that for some remote
areas, it is the first banking facility available to the

people.
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In relation to investment, it is not known at present to
what extent individual investors hold stock in private
industry. However, it can be said that the stake of
individual local investors in this field is very low.
Taxation affects the desire to invest when it affects the
rate of return on investment. However, the overall desire

to invest may be affected by non-tax considerations.

(¢) Labour and Work.
Labours is one factor supply which is necessary for use
in production and the availability of labour is an important

consideration when an investment has to be made.

Taxes may have the effect of altering the total supply of
labour-hours and the relative supply of different types of
labour. Taxes may also affect the distribution of labour by
treating priority occupations more favourably than others.
Income taxes have two effects on work incentives; the sub-
stitution effect encourages people to work less and enjoy
more leisure while the income effect encourages them to

work harder because their incomes are reduced by taxes and

they would like to restore income to the pre=-tax level.1

Taxes can also be used to affect the relative flow of workers
into various occupations if they alter the relative gains

from these occupations. Where monetry motives are dominant,
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taxes which gre highly progressive relative to income may
reduce the flow into occupations requiring extensive
training. In case of married women, the tax treatment
of their income may affect their willingness to enter the

labour market,

The labour distributive effect of taxation can be used with
significant results under Zambian circumstances where there
is greét emphasis on rural development but efforts in that
field are rendered fruitless owing to the labour constraints.
Most youngmen prefer to enter occupations which will keep
them in urban centres and without monetr& attraction, they
refuse to join occupations which are directly in aid of

rural development.

There has been attempts in Zambia to make use of taxation

to produce the effects referred to above; but these attempts
are piecemeal and probably very slightly effective. In his
1970 Budget speech, the Minister of Development and Finance
referred to an attempt to use taxation in aid of the recruit-
ment of foreign 1abour.13 The government had realised that
other competitors for skilled manpower had offered high
salaries and more attractive terms of service for pro-
fessional and technical staff. Noting that the Zambiani-

sation programme had been progressing well he said that there
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was still need for professional labour from abroad in order
that development projects should continuee. In order to
attract foreign labour, an educational allowance was intro-
ducede The allowance took the form of an exemption from
taxation of those amounts paid by employers to employees
as educational allowances. The allowance is applicable to
employees! children who are 18 years of age and below at
the beginning of the charge year and who are attending
school in a country other than Zambia in that year. The
number of children for which this allowance could be
claimed was restricted to three and the amount claimed was
K300 per child attending boarding school or K100 in the
case of a day pupil. In either case, the 1974 budget raised

the allowance by K50.

RATES

Until 1965, Zambia, like Malawi and certain Regions of
Nigeria still employed flat rates of income tax. For a
long time during the colonial period, this system was pre-
fered because it was relatively much easier to administer
than the progressive rate system., Bearing in mind the
inadequate manpower resources available in developing
countries, the use of flat rates may still be of signifi-
cance and more appropriate if the tax system has to be

administered well. The complexity of administering a
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progressive rate system is such that the limited skilled
and unskilled manpower tend to become inefficient, In
recent years, there has been a growing tendency to switch
over to the use of progressive rate systéms in most former
British colonial territories. Where some degree of progre-
ssivity existed, there have been attempts to make the tax
system even more progressive. Income tax rates for a set

of selected charge years are set up in Table 3.4 below.

The reason for the switch to the progressive rate system

is that there has been a realisation that income tax rates
make the after-tax distribution of income ‘less unequal than
the before-tax distribution., All developing countries attach
major importance to the attainment and maintenance of an
acceptable pattern of distribution of the gains from develop~
ment. The nature of these patterns may vary very widely.
Some countries, such as Zambia and Tanzania strive to minie
mize income inequality and are willing to sacrifice some
growth in national income inorder to attain the desired
pattern of distribution. Kenya, places a relatively high

preference on growth at the expense of equal distribution.

In order that the tax system should achieve an equal after-

tax income distribution, the rates must be truly progressive,
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However true and absolute progression may not be achieved
for fear that it harms the high income groups who are infact
more productive that the low income group for which equality
is being sought. If the tax system is inequitable to the
high income group, it might create disincentives fo work
and invest thereby occasioning a reduction in economic
growth. In terms of the redistributive object of taxation,
howefer the use of progressive tax rates is very effective

and appropriate.

Since we think that the progressivity of an income tax
system should not rise to the level where‘it will produce

a  disincentive effect upon the more productive group of

the community we must seek some other compromise. In a
developiné country, equalisation of after-tax income dis-
tribution should not be sought with as much vigour as is the
case in developed country. The use of taxation as regards
distribution should be limited to minimizing after-tax
inequalities of income distribution. An opposite view

would produce confiscatory taxation.

In Zambia, tax rates have varied frequently and to a consi-
derable extent six 1966. The tendency has been to increase
the progressivity of the systeme. In 1966, the marginal rate

of tax for individuals whose incomes were above K30,000 was
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52«5 per cent while the initial rate was 5 per cent. In

the 1968/69 tax year the marginal rate rose to 60 per cent.

The 1969 budget considerably altered the whole structure

of tax rates "to make it rather more logical."14 The
initial rate was raised from 5 per cent to 7.5 per cent
while the portion of income to which it was applied was
reduced from K1040 to K500. The marginal rate remained

60 per cent and now applied to incomes above K10,500 (in
addition to exemptions). The overall effect of rate changes
was quite small and the consequent increase in tax liability

was mainly as a result of the reduction of exemption levels.

No significant changes in the rates of tax took place between
1969 and 1974%. Changes, resulting in tax reduction particu-
larly in the lower income bracket were made in the 1974
budget. The budget, which has been said to be more equi-
table reduced the rate of tax on the initial K500 of taxable
income to 5 per cent. In the lower income group this change
brought a tax reduction of just under 50 per cent. For exa-
mple table 3,4 shows that for the 1973/7# charge year, a
tax payer at the K4000 income level was liable to K850 in
income tax. During the following charge year, however, at
the same income level, the taxpayert's liability was reduced

to K575 representing a reduction of just less than 50 per
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cent from the previous Year. If flat rates had to be
employed, this proportion would be maintained at all levels.
However, a similar comparison carried out when income rises
to K12000 shows different results. At that level the
difference is much lower than at the lower income levels.
This illustrates that the overall reduction in tax liability
by reduction of tax rates also made the tax system more

progressive,.

Finally we shall discuss the reasons behind the Government's
reduction of Income Tax at the time when, bearing in mind
the general economic situation, one would ﬁave expected a
rise in the incidence of tax to finance the expensive re-
routing exercise.15 In reducing taxes, the government
realised that because of the rise in the cost of living there
would be wage increase demands during 1974% - this reduction
was aimed at staving off these demands. It has been govern~
ment's policy to freeze wages in order to prevent rapid
inflationary trends. More wages paid to the workers means
that the cost of production of goods goes up and ultimately,
the high cost will be borne up by the consumer who will now
pay more for goods and services. This phenomenon, knewn as

cost-push inflation can have very serious economic effects.
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Other Deductions

The Zambian Income Tax Act provides for a significant

range of deductions to be allowed against income tax.

These deductions, mainly applicable to both individuals

and companies engaged in business for profit are of great
incentive value with regard to investment both local and
foreign. More detailed treatment of these deductions will
be dealt with in the chapter on the taxation of companies.
It will suffice here to make casual reference to them.
Section 33 provides for capital allowances for buildings,
implements, machinery and plant and premiums; while section
34 provides for aﬁ investment allowance. By the provision
of Section 35 a deduction for preliminary business expenses
as defined by the section. Other provisions, like the
deduction for losses and expenditure on research and
training also exist in order to encourage businessmen to

channell funds into those activities.

Double Taxation Relief.

The Act also provides for relief from double taxation,
which is said to be one of the main impediments to the
movement of capital and technology from developed to
developing countries. Double taxation is also discussed

in the Chapter on the taxation of companies.
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CONCLUSION
The effectiveness of the Zambia personal tax like all
income tax, is greatly diminished by a number of factors
e€ege the relatively narrow definition of the concept of
income, lower coverage and a considerable degree of
avoidance. The lowering of exemption levels and the rise
in tax rates has shown that primarily the policy of increased
tax revenue dominates the investment aspect of taxation.
The use of tax revenue to finance developmental expenditure
was discussed in Chapter Two and that discussion showed
that taxation is a revenue source to which government will
turn for a long time to come. However, if this revenue
arises primarily out of increasing tax rates or lowering
exemption levels, it creates a disincentive effect on
investment. The solution to this should be to raise the
level of tax revenue without necessarily raising tax rates.
Tax policy should take acount of the fact that there can
be increased tax revenue accruing from increased economic
activity without an increase in tax rates or an increase
of Gross Domestic Product taken in taxation. For example
if we assume that tax revenue rises approximately in the
same proportion as changes in G.D.P., an increase of 50
per cent in G.D.P. would give the same increase in tax

revenue. Therefore, if tax is 20 per cent of G.D.P. then
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an increase of G.D.P. from K100m to K1500m would
increase tax revenue from K200m to K300m without
increasing the overall rates of tax. Consequently a
reduction in the rates of taxation which would be condu-
cive to investment and would stimulate economic develop-
ment would not necessarily reduce government revenue
while at the same time it would have the desired effect
of increasing the incidence of taxation by broadening

income tax coverage.
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NOTES

For classification of Income See Section 17 and the
First Schedule to the Act.

Section 14(2) of the Income Tax Act. Cap 668 of the
Laws of Zambia.

Section 14(1)(a) and (b) of the Act.

Income Tax (Amendment) Act (No. 26 of 1970)

E.H.K. Mudenda 1970 Minister of Development and
Finance; Budget address 1970: Zambia National
Assembly debates No. 213 1970 Page 817.

National Assembly debates; January 1969 at page
179/180.

C.R.M. Harvey in "Observations on the 1969 Budget
and the administrative constraint on Further Tax
Reform" Zambia Law Journal Vol. 1 1969 No. 2,
illustrates the effect of the change. He says that
although after the changes a total of about 130,000
new taxpayers were acquired for assessment, only
about 5,000 of them actually paid tax. This was
because the abatements claimed by the majority of
individuals lowered them below the taxable level.

WeA. Lewis, The Theory of Economic Growth (London:

Unwin 1963) pp. 402 - 4, It is said that there is
virtual unanimity on this aspect of taxation in

developing countries.
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See note 1 Table 3.1 above.
Income Tax (Amendment) Act (No 11 of 1974)
Section 16 of Act No 11 of 1974
R. Goode, The Income Tax and the supply of Labour
Journal of Political Economy, LVIII No. 5 (Oct.
1949) 428 - 37.
Zambia National Assembly Debates P. 817
C.R.M. Harvey. Observations on the 1969 Zambian
Budget and The Administrative Constraint on further
Tax Reform. Z.L.J. Vol. 1 1969 p. 37.
In 1973, Rhodesia closed her boarder with Zambia.
This meant that Zambia had to re-~route her imports
and exports to alternative routes to and from the
Sea. This re-routing exercise cost Zambia a
considerable amount of money because the new routes

were not developed.
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CHAPTER IV

TAXATION OF COMPANIES

Section 2 of the Income Tax Act (Cap 668 of the Laws of
Zambia) defines a Company as "any Company incorporated
or registered under any law in force in the Republic or
elsewhere." The Income Tax Act takes a broader view of
a Company than the Companies Act (Cap. 686) which
defines a Company as "a company formed under the provi-

sion of that Act.

Company tax rates are provided for by Part III of the
charging Schedule to the principal Act. Annexure "C"

of the schedule provides for the tax rates for persons
other than individuals, trusts, deceased's and bankrupt's
estates. Section 46(b) of the Income Tax (Amendment)

Act; No. 26 of 1970 fixed the rate percentum for Companies
at 45,00. Before Act No. 26 of 1970, the rate percentum
for Companies varied according to Chargeable profits of
the Company. As from first April 1968 tax on such income
as did not exceed K200,000 was levied at the rate of 37,5
percentum and 45.00 percentum on such income as did exceed

K200,000, 1In the circumstances, marginal cases were
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unfairly treated. For example there was no consideration
as to what extent the K200,000 was exceeded. The effect
of this was that it had some disincentive‘effect on

business activity.

Revenue Importance of Company Taxation

The taxation of non-mining companies is one of the most
significant revenue sources for the Zambian government.
From 1966, to 1971 (the time for which figures are avail-
able), the contribution of corporate tax revenue to total
government revenue has been on an increase. From a bare
K9.2 million in 1966, if rose rapidly to K167.9 million
in 1971. This rise can be attributed to the fact that
there had been a proliferation of Companies during the

period owing to an increase in economic activity.

As for the future, it appears that corporate taxation will
remain to be a very significant revenue source. The
possibility exists that more and more revenue can be obtained
from this source. If this can not be done automatically
through an increase in the size and number of Companies
subject to tax, then a deliberate effort should be made by
government to increase the revenue by raising the present

rate of L5 percent to 50, No major disincentive effect to
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investment can be created by such a move.

If the Zambian Corporate tax law were only revenue oriented,
far more money would be available to government. The
present level of revenue is a result of the fact that the
government has attempted to give incentive to investment by
granting favourable deductions to Companies, and also a

considerable amount of tax evasion.

Like in most fiscal systems, an attempt has been made to
strike a balance between the need for government revenue
and the need to offer favourable incentivg for investment

and growth.

However, because of the operation of the annual budget

system which Zambia inherited from the British fiscal system,
there exists a very strong feeling that Zambian income tax
law and corporate taxation in particular, is geared prima-
rily for revenue purposes and to the encouragement of invest-

ment incentives only secondarily.

In the budget are contained all the economic policies upon
which the government formulates fiscal proposals for the
budget year. In the search for the basis of taxation law,
therefore, annual budget speeches by the Minister of

Finance are instructive. For example in his speech of 1970,



TABLE 4.1

- 125 -

ECONOMIC CLASSIFICATION OF CURRENT REVENUE: CENTRAL
GOVERNMENT.  1968-71 (Income Tax Only)

(K. MILLIONS).

1968 1969 1970 1971
Income Tax Total 86.3 113.8 149.6 167.9
Mining Companies ba2,2 kg,5 79.6 86.9
*Other Companies 17,6  31.0 32,9  38.5
Individuals Self Employed 4.3 7.7 6e1 6.6
Individuals, P.A.Y.E. 21.0 24,6 30.6 34,3
Other 1.2 1.0 0.k 0.7
SOURCE: Ministry of Planning and Finance

NOTE: 1.

2.

Economic Report 1973; Presented to Parliament
January 1974,

Prior to 1968, figures were not broken down to fit
into the above classification.

Table 4.1 Shows that Company Taxation ranks second
in its revenue production, to taxation of Mining
Companies. If Mining Companies were not separately
classified, Company Taxation would be by far the
greatest and most significant revenue source.
During the period under examination, Company taxation
contributed an average of 30 percent of total tax
revenue. Company tax revenue exceeded by a large

margin Individual tax revenue and it was 50 percent

of total mineral revenue.



- 126 -
the Minister said that the policy of the Ministry of
Development and Finance was to achieve non-inflationary
growth coupled with a balance on overseas payments and
steadily rising employment. This represents real growth
which the Minister is able to direct using the various
tools at his disposal including taxation. The impression
given in that pronouncement was that it is these policies
which influence the Minister's fiscal proposals like the
level of taxation for the budget year, However, on exa-
mination it does not appear to be the case. There is a
strong case for saying that he is influenced to a larger

extent by his revenue needs than any other policies.

The actual operation of the annual budget illustrates thisg
point. By this method, government departments submit
proposals of estimated amounts of money which they will
require for the following year. These figures, usually
refered to as estimates, when approved, form the basis of

the budget. The Minister's budget speech to parliament under
these circumstances contains proposals of ways in which those
pre-determined figures will be founde The greatest revenue
source is taxation. There is almost a standard form by which
the Minister begins his announcement of revenue measures.

An example, taken from his 1970 Speech reads as follows:
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"I expect to raise K122m in Income Tax, of which K31m
will be from P.,A.Y.E. and Individual assessments. The
balance of K91m will come from Company Igcome Taxe
Customs and Excise revenue is estimated to yield K69.6m;
Fines, Allowances and other Taxes K3.9m; Mineral Tax and

Royalties and Copper Export Tax 11'+m.....etc"1

It can be argued, therefore, that budgetory measures are
tailored mainly to satisfy revenue needs. In the circums-
tances, it has not been easy for government to suit tax
law to economic development. However, this is not to say
that the revenue generating capacity of taxes is the
exclusive determinant. Several measures have been taken,
in the case of Company income taxes to encourage economic
development~these have taken the form of deductions and
allowances which are the usual incentives for investment.
However, the contention still remains that these are piece=-
meal and inadequate. This fact has been recognized by
government and proposals for a new Investment Code are

underwaye.

INVESTMENT INCENTIVES

(a) Need For Foreign Capital

The highest proportion of the population in Underdeveloped
countries live in extreme poverty and the only way to raise

the standard of living of these people is by bringing about
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rapid economic development., Many of these countries,
although they possess vast aﬁounts of natural wealth and
are potentially richer than some of the industrialised
countries, lack Capital, skilled manpower and technolo-
gical inventions which are the basic instruments for the
exploitation of their natural resources. Due to lack of
these basic instruments of development, there is need for
these to be supplied by the more industrialised countries
of EBurope and America. In 1951 it was estimated that about
19 billion American dollars of foreign origin was required
per year in agriculture and industry in order to achieve
a 2 per cent annual increase in the National income of

underdeveloped countries of the world.2

Foreign investments can take one of many forms e.g. Grants
or aid, short-term creaits, state loans and private invest-
ments. Most metropolitan European countries haie some kind
of arrangement to make capital available to their former
colonies. In this study, we will focus our attention on
private foreign investments since, in most cases, inter=
governmental arrangements are usually govérned by treaty.
Private Capital forms an important part of foreign invest-
ments. The government of the United Kingdom once indicated

that:3
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"It is through the Investment of privately owned funds
that the U.K. has made its most valuable contribution to
development in other Commonwealth Countries, and Her
Majesty's Government Consider that this should continue...e.
Private enterprise is better adapted to undertake the risk
investment which often produces the most valuable addition

to economic progress."

One characteristic of private capital is the need to
produce profit. The profit motive induces capital owners
to part with their money and take business risks. It is
this factor that distinguishes private capital from grants
or aide Private investors wili therefore, always look for
the most attractive and secure countries where they can
earn a reasonable amount of profit. The role of the law
under the circumstances should be to preserve the interests

of the investors and those of the investee state.

(b) Effecf of Company Taxation on Investment.

The most significant criticism of Company taxation is that
this form of tax may have an adverse effect on Investment
from the Private Sector by reducing the funds available for
investment. Since Company tax is paid out of profits, the

disincentive effect may influence the individual, becsuse
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his returns are diminished, against risk-bearing and

expansione.

With regard to individual equity participation, the
disincentive effect of taxing profits first and then
dividends after they have been distributed may have a very
serious effect on the ability of a larger section of the
community to buy stock. In the case of Zambia where the
majority of equity holders are resident outside, there is
not only ﬁeed to remove any tax vositions which might
produce the disincentive to equity participation, but also
there is greater need to give such partiéipation more

favourable tax treatment for some time,

The most serious effect of Company taxation is on the
ability to invest. This form of tax diminishes the funds
available to business from both local and external sources.
This effect is particularly serious in the case of new
industries which, in Zambia have very little chance of
getting funds from external sources. It is these firms
that are most likely to enter into the production of new
products and the tax may thus have a dampening effect on

econonic development,

In order to offset the serious effects this form of

taxation might have on the incentive and ability to invest
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on the part of Private Corporate investors, the tax code
must provide for favourable exemptions and allowances
(which tend to overlap), and also there must be extended
loss offset provisions. The Zambian Income Tax Act
provides for all the three. 1In addition, the Act provides
for depreciation in the case of Capital goods but this
allowance has one criticism i.e. it has diminished in its
usefulness in that it does not take account of inflationary

pressurese.

Further incentive provisions can be found in the Income
Tax Act e.g. provisions for double taxatién relief.u In
addition, favourable exemptions and rebates of Customs
duties occur in the tariff stracture. These will be

discussed in the Chapter on indirect taxation.

The portion that follows discusses the provisions in the

Act which purport to offer incentives to investment.

(i) Double Taxation Relief

Double taxation occurs when the same income is taxed in
two sovereign states. International double taxation is
one of the factors hindering world trade. Having realised
this the League of Nations instituted a number of expert

studies which concluded that elimination of double taxation
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could best be achieved by the conclusion of tax conventions.
For the benefit of interested persons the League produced
two model tax Conventions;5 Other interngtional organisa-

tions had done valuable works on the same subject.

The Zambian Income Tax Act Cap 668 Contains provisions
aimed at providing for the elimination of double taxation.
Section 74 of the Act empowers the president to "enter into
agreements which may have retrospective effect, with the
government of any other country to avoid tax being levied
twice in respect of the same income and for reciprocal aid
in tax administration, and every such agreement shall be
published in the Gazette." Section 75 provides that the
foreign tax should be allowed as a credit against Zambian
tax. In the absence of bilateral agreement, Section 76(1)
of the Act provides that double taxation relief may be

granted unilaterallye.

By offering relief from taxation, the government renounces
one of the most important attributes of Sovereignty i.e.
the right to tax income earned within its jurisdiction.

In addition to such renocunciation, the government looses

a substantial amount of tax revenue in the same manner.

It can be said, therefore that the only reason why any

government may become party to double taxation relief
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conventiong is that it should consider the investment
incentive aspect of the matter as overriding the desire
for revenue Collection. This feature derogates from our
Central thesis that out tax law is geareé primarily to
revenue collection and only Secondarily to economic
development. This is true however, only in relation to
those Conventions which provide for taxation not at the
source but in the country of origin of the investor. Most
treaties to which Zambia is a party do not provide for
taxation at source. All double taxation treaties which
Zambia has concluded with other countries appear as an

annexure to the Income Tax Act.

To reinforce our contention that in entering into double
taxation agreements, government was motivated by the desire
for economic development as against its desire to raise
tax revenue, we must study in closer detail the nature and

operation of these agreements.

INTERNATTIONAL DOUBLE TAXATION AGREEMENTS AND DEVELOPING
COUNTRIES.

As at 1966, Zambia had a larpse number of double Taxation
Agreements with different countries. After 1966, when the
present Income Tax Act was enacted, Zambia engaged in a

process of negotiating new agreements with countries with
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which she did not previously sign any agreement. In other
cases, Zambia has had to re-negotiate terms of the existing
agreements. The processes are still going on and at present
several treaties are still being negotiafed while others are

only pending ratification.

A large amount of the treaties which appear annexed to

the Income Tax Act were negotiated by the Government of the
United Kingdom on behalf of the Federation of Rhodesia and
Nyasaland of which Zambia, then Northern Rhodesia was an
integral part. In other cases, e.g. the present U.S.-Zambia
treaty British agreements with other countries were made

to apply to Zambia. This was done in the form of dispatches
from the Colonial office in London to the Government of
Northern Rhodesia informing the Government of the }roposal
for the Continuation of an agreement. The Governor would
then reply that the Government of Northern Rhodesia had

accepted the proposal.7

The practical effect of the present network of double
taxation agreements between developed and developing
countries is to shift substantial amounfs of income tax
revenues to which developing countries have a strong legi-
timate and equitable claim from‘their treasuries to those

of developed countries.8 This amounts to unrestricted
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grants in aid from a developing to a developed country-
thus creating the anomaly of aid in reverse from poor to
rich countries. The reason for this anomalous situation
is often given as the fact that most tax agreements at
present in force give the tax payers' country of residence
either exclusive or substantial right to tax income as
against the country in which the income arose (the "source
country"), It is true to say that at present in most Income
generating transactions between developed and developing
countries the former will be the country of residence while

the latter will be the source country.9

The present System of double taxation treaties has a lot

of merits in apportioning income between developed countries.
Where two developed countries enter into a double taxation
agreement, its effects and benefits are reciprocal because
the nationals of each contracting party maintain business
interests in the other contracting party. In this way both
parties have a common interest. When, however, parties to

a tax treaty are at varying degrees of development the income
flow may tend to be in one direction i.e. the direction of
the developed countries. As an example, payments of interest
to private lenders (resident) in the United States, United

Kingdom, West Germany, and Japan have been estimated to be
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in excess of 20 million dollars a year, while interest
payments from such countries to Zambian lenders does not
exceed the proportionately minute figure‘of 10,000 dollars
a year,10 but many Double Taxation Relief Agreements
prohibit the source country from levying tax on those who
receive the interest. However the position seems to be
improving in that under certain double taxation agreements
presently in force or awaiting ratification (between Zambia
and for instance the United States, United Kingdom, Japan
and West Germany) Zambia may impose tax up to 10 percent
of the gross interest payments.11 Under the double taxation
agreenent in force between Zambia and the United States, divi-
dends are generally exempt from tax in the Source Country.12
Apart from giving the Countries with which it has double
taxation agreements the right to tax almost the entire
amount of interest payments from Zambia, thereby losing
vast sums of much needed revenue, Zambia has gone further
to give another concession thereby further denying itself
of the right to revenue from the taxation of foreign
Companies. The Concession is that although under the
existing agreéments Zambia is entitled to 1.5 million
dollars from remittances of interest payments, it has in
almost all cases in which international lending institutions

are the recipients of Zambian Source interest agreed to
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unilaterally exempt such interest from all Zambian income
tax.13 In contrast to Zambia the countries mentioned
above have the residual right to tax the great proportion
of such interest payments and probably &erive in excess
of 4 million dollars from these payments - this figure
is based on the assumption that the rate of tax in the
developed countries is 50 percent of net income with full
credit for foreign taxes paid. In fact, there are other
instances where the disproportions are even much greater
in that while income may be completely exempt from tax
in the source country, the effective rate in the resident
country is often much higher as a percentage of gross
income., For example under the Zambia - U.S. agreement
dividends to individuals are subject only to a 15 percent
withholding tax and the Source Country's right to port-
folio dividends is limited to a figure not in excess of 15
percent.14 This means that with respect to both (portfolio)
dividends and those remitted to individuals, the United
States may be entitled to a greater sum of tax revenue
than Zambia. Zambia's right to this téx revenue was
reduced even further than it was entitled to under the
double taxation agreements because of the fact that in the
takeover agreement, Zambia had agreed to permit RCM and

NCCM (the major remitters of portfolio dividends to the
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U.S.) to remit their dividends free of Zambian taxes.
This Condition, however, lapsed in September 1973 when
the Condition for its applicability i.e. that the Zimco
Bonds and Loan Stock remains unpaid, were satisfied by
reason of the fact that the said bonds and Loans Stock
were repaid by a Eurodollar loan raised by Zambia.
Inspite of this development the fact still remains that
the United States, for as long as the double taxation
agreemeﬂt does not shift towards taxation at source,

will still be entitled to larger tax revenue than Zambia.

We have at this stage established the fact that the
present network of double taxation agreements between
developed and developing countries with a bias against
taxation at Source Confers greater advantage in terms of
revenue receipts on the former than an the later and that
this situation breeds the anomalous situation of aid-in-
reverse. However most developing countries have still
remained parties and adhere to these treaties either in
their original form or with little modifications. There
ought to be some economic advantage therefore that the
developing country hopes to get out of these agreements -
an advantage which for some reason or other outweighs reve-

nue considerations. To find out about this we will have
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to look into the reasons for the Continued existence of
unfavourable Double Taxation agreements between developed

and developing countries.

There are many reasons for the continued existence of
double taxation agreements with a bias for taxation at
residence. One reason for the continued existence of
Double Taxation agreements with a bias for taxation at
residence is the historical fact that the agreements to
which most developing countries are parties were concluded
between their former colonial masters and other countries
and they were simply made to apply to the new nations at
the time of independence. As between the original parties,
the agreements may have been suitable since they may have
conferred reciprocal benefits. However there was no time
and manpower at independence to re-negotiate these treaties.

Apart from this general reason, there were the following:

A. Unawareness of the adverse nature of Double Taxation
Agreements with a bias for Residence and Failure to recog-
nise improvements that could be made is one of the major
reasons. This is also the reason for continued acceptance
of new agreements with a residence bias by some developing
countries. One general feature in most developing

countries is that at independence, they are faced with



- 140 -
shortages of suitable manpower. The Income Tax Depart=
ments of developing countries are so understaffed that
they cannot even cope with domestic tax laws, let alone
to cope with complex international tax iséues. The result
of this is that questions of double taxation agreements
arouse no interest and are often ignored. When the country
has to enter into an agreement therefore, the agreement,
which is often already in draft form from the developed
country, is accepted without question and with little or

no negotiation or bargaining.

B. The Second reason for the proliferatioh of double
taxation agreements with a bias for residence is that the
developing country desires the removal of impediments to
foreign Investments in internal tax laws of Developed
countries. The desire to remove these may put extraordinary
pressure on the developing country to accept a double taxation
agreement which might eliminate such impediments. As an
example foreign Source income in some European countries is
subject to domestic tax at the full rate.15 Where in some
countries there exist foreign tax credit provisions, these do
not offset any substantial amount of the foreign tax. This
also happens where the developing county has a different

definition of "taxable income" from that of the developed
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country. To remove these difficulties in order to
facilitate a flow of capital, Services and technology,
developing countries are impelled to accept any agreement
which grants full credit against domestic taxes for foreign

income taxes.

C. The third reason for the existence of these double
taxation agreements is that they are fancied as providing
assurances of stability. Investors are always on the look
out for instability in the laws of the investee state which
might have an adverse effect on their Investments. Usually
investors regard tax Systems of developiné countries as
less stable than those of their own countries and before
they can invest, they will usually insist that a double
taxation agreement be entered between their home state and
the state in which they will invest and one of the provi-
sions which they will want to be included will be the

maximum rate of tax to which they will be subjected.

This reason however, although it might compel a particular
developing country to enter into a double taxation agreement,
does not compel it to enter into one which might turn out

to be disadvantageous to it unless the developed country
insists on this and the developing countries intends to

attract investors from the developing country.
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De Fourthly, there is a great desire on the part of a
developing country to remove the disincentive effects of
taxation at source. It has been said that withholding
taxes at source have discouraged or inhibited international
investments. Foreign lenders will often require that both
principal and interest from a loan should be remitted free
of local taxes. If such taxes are imposed the international

lender will decide not to invest in that particular country.

There are a number of other reasons for the existence of
Double Taxation agreements with a residence bias between
developed and developing countries. For our purpose, we

have managed to illustrate that the desire to attract Capital,
Services and technology, which are essential prerequisites

for economic development in poor countries has overriden the

desire to raise revenue from the taxation of foreign investors.

We can conclude therefore that in as far as Zambia has entered
into Double taxation agreements with a number of developed
countries, which agreements confer revenue advantage on the
developed countries, there has been an attempt to frame the

tax law of this country to encourage economic development.

Having disposed of the question of double taxation Agreements,

we will go into other provisions of the Zambian income tax
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legislation to see the incentive provisions contained
there in. Our minds will automatically think of what
business allowances exist and it is these)that we will

now consider.

(ii)  DEDUCTIONS

Part IV of the Tncome Tax Act deals with deductions. When
tax is to be levied, it must be so done on profits of a
business; therefore it is incumbent of the legislation
imposing the tax to specify ways in which this profit can
be calculated. The idea here is that, tax is not levied
on the net profit but on a lesser sum to which we shall

refer as chargeable income.

A, Capital allowances
Section 33 of the Act provides that "Capital allowances are
deducted in ascertaining the gains and profits of a businesse..

for each charge year =

(a) for building, implements, machinery and plant, and
premiums according to the provisions of the Fifth

Schedule,."

Sub-paragraphs (b) and (c) of Section 33 deal with Mining
allowances and farm improvement allowances which are

categories of Capital expenditure but outside the scope of
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this chapter. Mining allowances will be dealt with in

the chapter on the Taxation of Mining Companies.

(i) Industrial buildings

Paragraph 1 of the Fifth Schedule defines an industrial
building. Substantially the building must be one that is
used for the purposes of an industry. However, "Industrial
building" does not include any dwelling house, hotel,
housing for employees and any building in use for the wel-
fare of employees. One observation can be made about this
definition. In as far as it excludes housing for employees
and any building used for employees' welfare it creates

a disincentive for companies to construct housing for their
labour force because these cannot be deducted against tax.
Lack of housing causes grievances and may result in bad
management-labour relations - a situation which is not
conducive to labour stability and high productivity. It is
common knowledge that a contented labour force yields higher
returns for the employer and this in turn will result in
actual economic development. A Reform is overdue in this
area which might in the longrun help to solve the critical

housing problem in the big cities.

Paragraph 3 provides that in ascertaining the profits of
any person who has incurred capital expenditure for the

purposes of his business on the Construction of a building
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intended to be used as an industrial building, or an
addition to or alteration to such building, a deduction,
called an initial allowance shall be deducted in the same
Year in which the building was constructeé or the addition
or alteration was made. The rate of this allowance is

17

five percentum; and in the case of low cost housing, it
is ten percentum. In addition to the initial allowance,
there is the wear and tear allowance for buildings at a

given percentage rate of the original cost of the building.

(ii) Implements, Machinery and Plant.

Paragraph 9 of part II of the fifth schedule provides that
where a person carrying on a business incurs capital ex-
penditure in the provision of implements, machinery and
plant for the purpose of that business a deduction called
an initial allowance. has to be made. The rate of this
deduction was 20 percentum. However, section 15 of the
Income Tax (Amendment) Act (No 26 of 1970) has amended this
by the removal of the initial allowance in respect of
implements, machinery and plant. Further the same Section
of the same act has removed the balancing allowance, Instead,
the act has provided for a wear and tear allowance at 30
percent on a pool basis for all implements, machinery and
plant and not on individual items as used to be the case.
This is a more equitable system in that it provides for a

higher percentage allowance than the aggregate percentage
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before the change; and the fact that it is done on a pool
basis avoids unnecessary complications and delays. The
amendment act has also provided for an increased rate of
wear and tear where there is intensive use of the imple-
ments, machinery and plant.. This is a very direct ince-
ntive for people to use their machinery to maximum

Capacity.

(iii) Premium allowance.

Paragraph 14, Part IIT of the Fifth Schedule provides for
a further allowances called a premium allowance in ascer-
4taining the profits of a person's business. The allowance
equals to the amount paid for the use of machinery or plant,
or for the use of any patent, design, trade-mark or Copy-
right. Sub-paragraph (2) of the paragraph provides that
‘the amount of the premium allowance shall not exceed the
amount of the premium or like consideration divided by the
number of years for which the right of use is granted.
This deduction ceases when the person having it acquires

an interest in the Copyright or like consideration.

B. Investment Allowance
Section 34 of the Act provides for an investment allowsnces
for expenditure incurred on the construction of, addition

to, or alteration of any industrial building to be used by
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the person getting the allowance for the purposes of his
business as a manufacturer. The rate of this deduction
is 10 percentum of such expénditure. Where such expenditure
is incurred on the purchase of new implements, machinery
or plant, other than motor vehicles, the rate of the tax

is 20 percentum of such expenditure.

C. Preliminary business expenses.

By the provisions of Section 35 of the Act, expenditure
incurred within 18 months before the Commencement of a
business is allowed as a deduction subject only to the fact
that such expenditure could be allowed as capital expenditure
after the commencement of the business. There is no rate
specified and the wording of the Section implies that it is
all such expenditure which is allowable, If this is the
Case then, the Section confers a far reaching tax incentive
for peéple to go into actual productive industries e.ges the
manufacture of foodstuffs and machine tools. For example,
if the person incurrs expenditure to the tune of K10,000
within the 18 months before he commences his business; and
after commencement of his business he realises profits not
in excess of 2,000 per year, then the person would have to
be entitled to a very long period of tax holiday before the

K10,000 was recouped. Another way of looking at it is that
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since there is a limitation that such expenditure should
only be allowed if it conld be allowed as Capital ex-
penditure after the commencement of the business, then
the rates applicable to Capital expenditﬁre should apply

to this also.

D. Technical education and Research.

The allowance for technical education, provided for in
Section 38 of the act was inserted with a view to encou-
raging businessmen to contribute towards the training of
technical manpower. One of the main bottlenécks in
economic development is the lack of skilled manpower. The
Section, how-ver, does not say that {he deduction should
ony be made'if'the person train:d was a Zambian. As it
is presently worded it could possibly happen than the
Zambian government can be made to subsidize the training
of foreign nationals. This allowance amounts to the full
contribution by the taxpayer towards a bursary or

scholarship.

E. Losses

Losses incurred by any person in any charge year are, as
far as possible deducted from his income for that year.

If the loss is not deducted in the charge year in which

it was made, Section 30(2) enables it to be deducted from
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the income of the following year and so on from year to

year.

This provision is obviously incomplete and inadequate

in that it does not specify what kind of loss can be
treated in this manner for tax purposes. It does not say
whether the loss must be related to the business or whether
it can be any loss at all. Another situation which it

does not take account of can be illustrated by the following
hypothetical situation. A trader may buy his goods at
K10,000 from a wholesaller. If these goods are not sold
for a period of two years, then they are bound to show a
considerable amount of depreciation-the seller then deci=
des to reduce the price so that now, instead of making
K2,000 pnrofit, he only makes K1,000., Definitely this is

a loss of K1,000 of profit but can this be treated as such
for tax vurposes? Many traders would call this a loss.

The Act shonld have specified that the loss referred to
here is the loss incurred by the failure to realise part

of the K10,000 above. A reduction on profits should be
treated as normal business risk and the state could be

loosing a lot of revenue in Subsidizing traders.

CRITICISMS OF THE SY3TEM
Several observations can be made about the incentives to

business as we have briefly outlined them above. First,
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the present Act is a 1966 Act. It is therefore
surprising that it is insensitive to the development
needs of the country. The primary concern for government
has been for Speedy rural development not only through
agricultural activity but by the creation of rural industry.
The tax incentives now existing do not cater for the special
problems that exist in the rural development programme.
AN Investor who wishes to set up a rural industry will know
that he faces greater transport and other costs than if
he had to invest in urban areas. These costs will diminish
his profits and this coupled with tax considerations will
deter an investor whose motive is profit from putting up
rural industry. It is urged that in order to remove this
disincentive effect, tax legislation should discriminate
in favour of rural enterprise. Further the legislation
should consider such operations as sinking boreholes and
building dams as vital activity and therefore to be treated

more favourably for purposes of taxXe.

Secondly, the present tax legislation does not offer tax
holiday for the initial yea?s of setting up an industry.
The result of this is that a investor may not feel
encouraged or may not have the money to invest into

expansion since tax diminishes his profits. An attempt
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was made to provide for tax holiday by the Pioneer
industries Act.18 However, the Act imposed onerous
conditions for an industry to qualify to]pioneer status.
The Act was therefore found unsuitable and was scrapped.
It should be borne in mind that if a tax holiday as long
as five years has to be given, a considerable amount of
tax revenue is lostj this may bekspeculated as the over-
riding consideration and may account for the government's

delay in introducing tax holidayse.

Thirdly, the rate percent for all the deductions above

are very low in comparison with other countries. 1In
Ghana, the initial capital allowance for imnlements,
machinery and plant is 25 percent followed by an annual allo-
wance of 15 percent. For buildings and roads, the initial
allowance is 20 percentum and the annual allowance is ten
percentum. It is suggested that the government should
consider a scheme for accelerated depreciation. A Scheme
which provides for the rapid write-off of Capital assets
for tax purposes, with a 1argerrinitial year write~off may
be a very effective incentive to investors both local and

foreigne.

The fourth point to note about the present incentive

system in the Zambian income tax Act is that it is geared
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primarily in favour of capital-intensive investment. The
effect of this is that companies have chosen the use of
techniques which need very little laboure. At present when
there is no skilled local labour available and expensive
imported labour, the use of capital intensive techniques
may be justified. But later in time when there will be
local labour available the use of capital-intensive
techniques will be totally unsuitable. It is possible that
at that stage, there might be a switch to labour~-intensive
techniques. However, the change from more intensive use
of capital to the use of labour can be very expensive
because it involves the disposition of capital goods. At
present there is only one concession to labour costs in the
tax system i.e. accelerated depreciation allowances for low
- cost housing. This concession is good but the fact that
it may take upto five years to write off half of the cost
of this housing can be a considerable burden on a newly
formed companye. Thé result is that although this conce-
ssion does exist, a great majority of new companies do

not take advantage of it.

Conclusion
Except for the criticisms made of the system in the latter
part of this chapter, the incentives to investment contained

in the company tax system are very favourable. First the
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fact that Zambia offers relief against double taxation
is a very significant incentive to foreign investment;
although the great majority of double taxation agreements
operate against Zambia's revenue needs. Secondly the
Income Tax Act very rapid write-off provisions especially
in the early days of the industry are considerable ince=-
ntives which should be able to attract both foreign and
local investment. To be in line with the pressing problem
of the development of the rural areas, the act should
contain specialised incentives for industries set up in
rural areas. At present, the Act is inadequate in this
respect. In addition to the above incentive provisions,
companies also enjoy éonsiderable relief from import duties
in respect of capital goods. This factor also creates a

bias against labour.

As regards the criticism against the tax treatment of low-
cost housing a reform can be suggested to remedy the
situation. This is that the government should think about
making direct subsidies to new companies. This would save
the government the trouble of a quick revision of the tax
systeme Another aspect of the matter is that all housing,
whether low=cost or high~cost should qualify under the
allowance system. The present discrimination between the

two has no justification.
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loans obtained by Government of Zambia for the
refinancing of Zimco Bonds. The inbalance
indicated above is not peculiar only to interest
payments. The same can be said of other types of
income in Zambia e.g. dividends, and management and
Consultant fees. This inbalance is prevelent in
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12. See Art. VII of the Zambia=U.S. Double Taxation treaty.
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Order 1973,
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17« See para V of Fifth Schedule.
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CHAPTER V.
TAXATION OF MINING COMPANIES

The Pre -~ Independence Era.

A brief account of the activities of the British South
Africa Company (B.S.A.); a company incorporated by Royal
Charter by the British Crown, is necessary for an under-
standing of the Nature of Mining Taxation, which existed
to a considerable extent, in the séme form until the

Royalty was scrapped by the Mineral Tax Act of 1970:1

Before Independence, all rights to Search and mine for
minerals in the territory of Northern Rhodesia (Zambia)
were acquired by and vested in the Chatered Company.

These rights were acquired by a series of agreements
procured by agents of the Chartered Company on behalf of
the company with African rulers and individuals. 1In 1890,
Frank Lochner obtained what has been popularly known as
the First Lewanika Concession. This agreement was to be
"Considered in the light of a treaty" between the Lozi and
Queen Victoria of England though in fact Lochner was an

agent of the company. In return for protection and a small
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subsidy, the company got '"the sole absolute and
exclusive and perpetual right and power... over the whole
territory of the Barotse Nation, or any future extension
thereof including all subject and dependent territories...
to search for, dig, win and keep diamonds, Gold, Coal, 0il
and all other precious stones. Sharpe and Joseph Thomson
were sent by Rhodes to make similar treaties in North
Eastern Rhodesia and the Katanga Province of the Congo
(Zaire.) The Company's claim for mineral rights in Zambia
were based on these agreements and in case of the Lewanika
Concession, in its renegotiated form of October 17, 1900.
These claims were accepted and approved by the British

Government.

During the same period, the B.S.A. company was vested
with the administrative and financial control of the
territory although in theory these powers were vested in
the British High Commissioner for South Africa. The
period was therefore characterised by two features, viz,
the desire on the part of the company to exploit the
economic potential of the territory on the one hand, and
a critical shortage of funds on the other so much so that

Northern Rhodesia was a financial burden on the company.

The first statute regulating Mining activity in Zambia was

the Mining Proclamation of 1912.2 As the Company took part
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in the framing of this piece of legislation, it made sure
that it facilitated enjoyment of the Company's title to
Mineral rights. In substantially the same form, this
proclamation remained law until 1958. The main purpose
of the legislation was that "it created institutions and
provided for a system of acquiring, holding, registration

and termination of Mining rights granted by the company.

As a result of its position, the company enjoyed very wide
privileges in relation to land and Mineral revenue. This
caused considerable agitation from Northegn Rhodesia
Settlers. Even before company rule was terminated in 1924,
‘there was considerable agitation from the Settlers against
the Chartered Company's claims to land and Mineral rights.
It was then that there started what had to turn out as a
long time struggle the main issue of which was the question
as to who should have had the right to the vast amount of
revenue accruing to the Chartered Company in the form of

royalty.

The main reasons for the case against the Chartered
Company's privileges were strong and convincing. However,

that aspect of the matter is outside the scope of our

3

enquiry. The main thread of the arguments runs thus:
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Firstly, in negotiating with Lewanika, the Company
misrepresented itself and made Lewanika to believe that
the company was an agent of the crown. This is evidenced
by the ambiguous reference to a "treaty between the
Barotse Nation and Queen Victoria' in the text of the
Concessione. Further, there appears to have been a deli-
berate attempt to create confusion between Crown and
Company both in the negotiations and the Concession text.
All this Misrepresentation on Lochner's part - the man who
negotiated on behalf of the company was, from the foregoing,
deliberate. The same arguments were advanced in the case
of the Thomson - Sharpe Concessions which applied to the

Eastern Areas of the territory.

Another ground for disputing the privileges of the
Chartered Company was that even assuming the validity of
the original Concessions, their geographical extent did not
apply to the Copperbelt - the area from which the greatest

proportion of mineral revenue came from.

The first positive dispute of the company's rights and
privileges came from the White Settlers of Northern Rhodesia
in 1921 in a petition to the British Crown.h Clause 9 of

the petition observed that:
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"The British South Africa Company claims to own all the
land and minerals in the country as a private Commercial
asset, and the people claim that both these belong to the
crown and say that the country will be éreatly impoverished
if the greatest part of its wealth is thus taken from the

Crown as Custodian for the people of this territory".

The Settlers ended up by suggesting that an inquiry be set
up to look into the question of mineral rights in the

country.

In April 1921 the Buxton Report was published.5 Among

other things the Committee was asked to advise:

1+ '"Whether the question of the B.S.A. Company's claim
to the land and minerals, and to the administrative
deficits, should be referred to the Privy Council
for settlement',

2. "Or alternatively, whether the clain shbuld, if
possible, be settled by agreement betwen the Crown and

the Company'.

The recommendation of the Committee was that for two
reasons the matter should be referred to the Privy Council
in order that settlement be reached which would bind all
parties. The two reasons were (a) the number of interests

involved, i.e. the Crown, the Company and the Settlers
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(b) the obscurity and complexity of the matter. The
committee noted that "It does not appear to us that
questions so obscure and involving interests so divorse
and considerable, can be settled satisf%ctorily except by a

Court of Law',

This controversy was apparently solved in 1923 by an
agreement between the Chartered Company and the British
Government.6 Clause 3 of the agreement provided that:
"The Company shall retain and the Crown shall recognise

the company as the owners of the Mineral rights acquired

by the company in virtue of the Concessions obtained from
Lewanika in North-Western Rhodesia and Concessions in
North-Eastern Rhodesia covered by theeees.. certificates

of claim issued by 8ir H.H. Johnston". Thus, therefore,
the Buxton Committee recommendation to submit the question
of Mineral rights to the Privy Council was rejected by the
conservative Government then in power. It has been claimed
that the Chartered Company had considerable influence over
conservative Ministers which enabled it to strike this deal
in its favour. A further reason for reaching this agree~
ment on the part of the British Government was that as a
Quid Pro Quo, the Chartered Comapny dropped its claim for
re-imbursement of the administrative deficits incurred by

it in Northern Rhodesia. The sums involved were quite



- 162 -

substantial at that time.

THE TERRITORTAL GOVERNMENT - AFTER 1923,

On April 1, 1924 the British South Africa Company ceased
to be the administering authority in Northern Rhodesia and
the territory was placed under Crown protection; Strictly
the territorial Government had no right or title to the
ownership of mineral rights or to any of the royalty in
Northern Rhodesia. This position persisted until 1950
when the Company conceded 20 percent of post tax royalty
to the Government.7 Thus in the 64 years ending in 1964
the Chartered Company had acquired £75 million after tax
in royalty payments. By 1964 the company's after tax inco-

me . was about £7 million per annume.

The territorial Government envied the position of the

B.S.A. company and this was also the case among a good
number of settlers who would have liked to .see the revenue
accruing to the company and being distributed to external
Shareholders, being put to the development of the territory.
The royalty was a form of tax. The main issue therefore

was that a substantial power of taxation was vested in and
was exercised by a private Commercial Company whose title

to the land and mineral rights was highly questionable.
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The change=over from Company rule to British rule did
not affect the then existing mining legislation; so that
as observed by Sir Herbert Stanley, the first governor of
N. Rhodesia, regarding pressure upon the Government to

encourage prospectings

"The Conditions in N, Rhodesia with regard to Minerals
differ from those obtaining in other East African terri-
tories, The revision of the local mining law... Involves
numerous difficulties... The encouragement or discourage-
ment of prospecting depends at present upon the policy of
the B.S.A. Company rather than upon the policy of the

8
Government',

With a view to changing this situation, there begun a

" struggle to change the then existing Mining legislation.
This was not achieved until five years after Independence
when the 1969 Mines and‘Minerals Act was enacted.9 In the
negotiations which were nearly all the time initiated by
the Northern Rhodesia Government, the B.S.A. Company
successfully managed to persuade the British Government

to side with it and employed all tactics to delay the
matter. A little but significant change in the situation
occurred in the late thirties. In 1937 the Pim/Milligan

Commission was appointed to investigate the financial and
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economic position of N. Rhodesia.1o The Commission found
that money was urgently needed for the expansion of
Government Services; and the way to make this money
available was that the Government should receive a larger
proportion of the finances from the Mining Industry. An
important observation made by the Commission was that the
Government's tax revenue was greatly reduced by a number
of factors including double taxation relief and the fact
that the tax revenue was shared between the British
Government and the local Government. Further, the royalty
paid to the B.S.A. was allowed as a prodgction cost against
tax liability. All these factors helped to reduce the
taxable income of any Mining Company with the resultant
effect that Government revenue from the mines remained

very low.

In the 1930's notable figures like Roy Welensky who was
latter to become Prime Minister of the Federation of
Rhodesia and Nyasaland entered the scene. In 1949, as a
member of the Legislative Council, he proposed a motion
in the House for the imposition of a "Special Tax'" on
Royalties. In his motion, Welensky noted that the terri-
tory of Northern Rhodesia had a "Mono-economy." i.e. the
copper economy., He therefore proposed that revenue was

urgently required from this sector of the economy to develop
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other Sectors. In the same speech, he vehemently
criticised the B.S.A. Company's claims to Mineral rights
in N. Rhodesia.11 The battle was won through an agreement
reached between the British Government, the Colonial
Government and the Chartered Company in 1950. Under its
terms, the agreement provided that the B.S.A. Company was
to "Continue in undisturbed enjoyment, as now, of the
mineral rights owned by the company in N. Rhodesia until
October 1, 1986. 1In return the N. Rhodesia Government
was to be assigned 20 percent of the net revenue derived

after October 1 1949.12

Political Developments were not on the side of the B.S.A.
Company. With the coming of Independence, it was clear
that the Zambian Government could not accept a situation
where mineral rights vested in the Company until 1986.

In 1964 therefore, an agreement was reached between the
company and the Zambian Government by which all mineral
rights reverted to the Government and the Chartered Company

13

received £2 million (K4m). compensation.

One element can be traced throughout the period of the
struggle for mineral rights-this is the element of the need

for economic development in the territory. The Chartered

Company's claim to mineral rights and the royalty received
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by it greatly hampered the flow of finance from the
country's only substantial industry in that the governe
ment's power to tax was greatly reduced, Even if the
Government could have raised the rate of tax on mineral
income this could not have helped the situation because
the taxable income was itself greatly reduced by the

Royalty which was then regarded as a production cost.

It can be argued therefore that the struggle which ended

up with the transfer of mineral rights to the Zambian
Government was aimed at facilitating uninhibited rights

by the Sovereign Government to tax in oraer to facilitate
economic development. As will be seen, while the Royalty
existed, the primary consideration was for revenue. When
however, it was realised that there was a need for the
development of the Mining industry which would then facili-
tate development of other sectors of the economy, the
royalty was droppved and what is still said to be a more

equitable tax system is presently in force.

In the next part, we will discuss the implications of the
tax systems which existed before and after 1969 when the
Mineral Tax Act which provided for a mineral tax to replace
the royalty was passed. Before then, it will be appro-

priate to discuss in very brief terms the position of
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copper in the Zambian economy.

COPPER IN THE ZAMBIAN ECONOMY:

The economy of Zambia has developed with the Mining,
processing and export of Copper and the Country's
development is still dependent on the industry which
dominates the economy. The dependence of the Zambian
economy on the Copper Industry is overwhelming. Table
5.1 shows that on the average the Copper Industry gene-
rates over half of the Zambian Government revenue, it
forms about 95 percent of the country's exports and

forms nearly 50 percent contribution towards the gross
domestic product. The Industry is also the third largest
employer accounting for 15 percent of paid employment.

In the First and Second National Development Plans, it
was reconised that "Copper Mining holds such a key posi=-
tion in the economy of Zambia that in any programme of
economic development it has to be controlled by the
Government™, It is this dependence on the one industry
that makes the Zambian economy extremely vulnerable to
all sorts of forces like disasters affecting the operation
of the mines, strikes and other industrial action, flac~

tuating world prices and world changes of supply and demand.,
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The fact that Copper has been the main generator of
Government revenue, earner of foreign exchange and
generator of local investment capitsl has had the effect
that other Sectors of economic activity were for some
time ignored and as a result they have relatively remained
undeveloped until more recent times. This should partly
account for the near abasence of primary industries in
the country. In Comparison with other Copper producing
countries who are members of the Intergovernmental
Council of Copper Producing Countries, Zambia has the
highest proportion of dependence on the‘Copper industry

in all respects. (See Table 5.2 below)

Some aspects of the importance of Copper in the Industry
should be pointed out., From the outset, it should be
noted as it has been done over and over that Copper is a
wasting asset i.e. the large quantities of ore presently
underground are diminishing. Under the circumstances,

it would be disastrous if no alternative economic acti-
vity were created to absorb the impact generated by the
end of mining. The disastrous effect on the economy can
be judged in terms of the fact that even the non-pro-
duction of one mine, the Mufulira Mine for a brief period

after the 1971 disaster forced major changes in economic



- 169 -
planning and ushered in the period of economic stri-

ngency by the Government.

A significant aspect of the importance of Copper has
been its effects on income levels. Generally and this
was much more so at Independence than now, wages in the
mining industry are much higher than in any other
industry. This can be attributed to both history and
the fact that the unions of workers in the industry have

been very powerful.

Another aspect of the great dependence on Copper a
Commodity with a highly volatile price is the export
instability arising from this. For example, in 1970

the average price of copper per month shot up as high

as K1,250 per metric ton in March but by the end of the
year, it had sank to below K750 per metric ton. This
causes a very drastic alteration in export earnings.
Further, in as much as our economy depends so much on
copper, it becomes difficult of economic planning due

to flactuating Copper prices. It has been found out that
the Second National Development Plan may have been based
upon too optimistic an assumption of the Capital expendi=~

ture that would be available to Government.
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ion of the Copper Industry to Domestic

Revenue and Exports.

NET % Government % %

YEAR Domestic Contri- Revenue Copper Contri-

Product bution Contri- bution
(KM) of (kM) bution of

Copper Exports
1961 375 Ln 75 38 93
1962 369 46 75 34 92
1963 387 ks 72 34 92
1964 Ls7 Ly 108 - 53 92
1965 576 L3 189 71 93
1966 725 L7 255 64 95
1967 807 L1 276 53 9k
1968 872 Lo 306 60 96
1969 1171 54 401 59 97
1970 1088 42 L6 52 97

Source: Derived from Zambia "Economic Facts and

Figures'": Investment opportunities;
Published by Zambia Information Services

Tusakae
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Table 5.2 Copper production in members of the
Inter-governmental Council of Copper

exporting countries, 1965.

(Percentages)

GDP GNP Exports Revenue Employment.

ZAMBIA ko 34+ 93 68 15
ZAIRE 18* 23+ 51 45 2*
CHILE Y 3¢ 65 L 3
PERU 2 15+ 18 12 1

* Estimated

Source: derived by Bostock & Harvey from A.M. de

Swardt and H.R. Drysdall, "Mining and prospecting in
Zambia, with particular references to the work of the
Geological Department" (unpublished, paper read at 50th
aniversary conference of the Geological Survey of Uganda,

Entebe July 1969).
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THE SYSTEM OF TAXATION
Until 1969 there were three main taxes on the Copper
mining Companies; Viz the royalty, Export Tax and the
Income Tax. Until 1964 the royalty waé paid to the
British South Africa Company which owned the land and
Mining rights in the territory. These rights were
transferred to the Zambian Government at Independence
in 1964, After Independence the Zambian Government
continued the system of the royalty because it had
proved to be very profitable in terms of government
revenue. It was not until 1969 that the royalty was
abolished and replaced by another systeﬁ of taxation.
The royalty was a levy of 13.5 percent of the price of
copper less K16.00 per long ton produced. Being a
tax on production, it ignored costs and was unfair in
a number of ways. The price used in calculating this
tax was an average of eight prices on the London Metal
Exchange at the time of production and it is often
asserted that this price did not bear any relationship
to the actual prices received by the Mining Companies.
(But see my figures and conclusion on P.177 which tend

to establish some relationship between the two)
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In the case of the Export Tax Section 1(1) of the
Copper (Export Tax) Act CAP 667 (now repealed by the

Mineral Tax Act of 1970) provided as follows:=-

"With effect from 1st November 1967 the rate of Export
Tax Chargeable on every long ton of finished copper
exported on and after that date shall be forty percentum
of the amount, if any, by which the average London Metal
Exchange price for the month concerned expressed as the
equivalent amount in the currency of the Republic

exceeds six hundred Kwacha."

Finally, there was the income tax. This‘tax was levied
on profits remaining (if any) after the Royalty and
Export Tax had been paid. The rate of the tax was 373
percent on the first K200,000 and 45 percent on the

remainder.,

Several criticisms of the system of taxation described
above can be made. However, in relation to the Export
Tax and the Royalty, there is one general criticism that
for Several reasons, it was inequitable., Before we go
further to discuss the criticism it is worthy noting that
once the revenue from the Royalty begun to accrue to

Government and not the B.S.A. Company, the Royalty became
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less disadvantageous. Instead, it had become one of

most efficient and stable revenue sources to the govern-
ment. For the criticism of the Royalty to be objective
therefore, regard must be had to the féct pointed out
above. The significance of the Royalty for revenue

is examplified by the fact that the Government of Zambia
did not think it fit to remove it until about five yeears

after Independence.

The Pre - 1969 tax system Apart from the Income Tax
Component was inequitable in that it took no account of
differences in costs between the various mines; and
further it was not sensitive to changes in production
costs over a period of time. To illustrate this point

we shall examine the figures in respect of two companies
(here designated as company A and company B)e. The
figures used here are realistic. If we take the extreme
case where company A has a production cost of K300 per
ton and company B has a cost of K600 per ton, then at the
price level of say K1000.00 per ton the amount of Royalty
in both cases is K119.00 since in calculating the Royalty
the cost of production had to be ignored, and the Export ’
Tax would be the same in both Cases. In our model, and
still using the K1,000.00 price level, company A has an

advantage of K300.00 over company B in that it suffers
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less expenses in the production of its copper.

With the rise in the costs of heavy machinery and other
inputs required in the production of copper the Royalty
had the effect that over a period of tiée, those mines
which were previously profitable after tax would become
unprofitable and where, because of high Copper prices
the mines still remained profitable, the Royalty would

have the effect of reducing their profit margin.

The results of the tax system can be summed up as

follows: First, Mines which would otherwise be profit-
able without t@e Royalty and Zxport Tax were rendered un
profitable and becruse it rendered some prospective mines
unprofitable which were potentially profitable without the
Royalty and Export Tax it was a disincentive fo investment
in low profit.mines in that some grades of ore would be
rendered unprofitable to extract which would otherwise be
profitable without the tax. These ores, may, for technical
reasons ve impossible to extract at a latter date or, if
they would be extractable, this would be done at a hisher
cost. This results in the waste of both the ore and money.
Finally, the tax system worked in the way that low-profit
mines paid a higher proportion of their profits in tax

than high-profit mines.1h
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Another criticism of the old tax system is that it
created a lot of uncertainty in the minds of producers
and potential investors. This state of uncertainty
on the part of potential investors in tﬁe system of
taxation can significantly influence them against
investing in a particular state. There is therefore
no doubt that, the unceratinty was a disincentive to
investment in the mining industry. Although the pre-
cise effects of this on investment are impossible of
precise computation, there is a strong case for the
contention that the slow rate of expansion and growth
of the mining industry is accounted for partly by this
factors TFurther the system was so inflexible that it
was incensitive to changes is circumstances, except to
a limited extent, to price changes. Therefore, if the
system continued during the early seventies when copper
prices were at their lowest and at the same time there
was an acceleration of inflation causing high production
costs, it would have rendered the whole mining industry

in Zambia unprofitable.

Since the system was so inflexible that it was not self

adaptible to changing circumstances, it only needed
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legislation to remove these qualities. The system was
therefore not good for production and investment since

it inhibited forward planning which is required by pro-
duction and investment since it removes uncertainty.
However, it is not the case that a country which has a
self adapting tax system may not legislate to change its
tax laws. But if an investor is to make up his mind to
invest either in the flexible or inflexible tax systen,
chances are that we will choose tb invest in the flexible

tax system. (See Table 5.3 below)

Another criticism of the Royalty and Expopt Tax system

is concerned about the prices on which the tax was based.
The tax was based on the monthly averages of eight prices
on the London Metal Exchange at the time of production,
and of export respectively., It is often argued that.
average prices were unrealistic in that they did not

bear any relation to the actual price of copper realised
by the mining companies. The result of this was that
either the copper companies or the governmnent could have
gained in the most abitrary way if the price of copper
fluctuated very much. To illustrate this point one may
look at the quarterly Reports of Bancroft Mines Limited

and Nchanga Consolidated Copper Mines Limited, for the
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quarter ending 30th September 1967.15 The results
show that for substantially the same price received
per ton of copper, over a period there were very
different amounts of royalty and Export tax paid
per ton. For the quarter ended 30th September 1967
copper sales (average per ton) amounted to £357.3
sterling while the average for the 1967 year was
£381.3 sterling. This represents a difference of
7 percent. In the case of Royalty, the amounts paid
were £48.6 and £51.3 average per long ton respectively;
also representing a difference of 7 percent. This
illustrates the fact that changes is average prices
actually received by the Mining companies were not
necessarily inconsistent with the amount of Royalty
payable based on London Metal Exchange prices. The
criticism of the tax system under review concerning
the prices on which Royalty and Export tax were based,
is better supported by examining the Export Tax, For
a rise of 7 percent in average prices received per long
ton by the mining company Export tax rose from £24 in
the quarter ending in September to £47.4 average for
the whole year. This represents a difference of

roughly about 100 percent,
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That the prices on which the Royalty and Export tax were
based were not the actual prices received by the mining
companies is true. But it is not true to say that these
prices were wholly hypothetical and arbitrary because
these prices were projected by experts watching market
behaviour, taking into account supply and demand of copper
along with other factors. These prices were based:MDSome

extent on reality.

Further, the argument against the system cannot properly

be substantiated by the use of three months' periods. One
could have to look at figures over a long period of time

to see if any substantial discrepancies between the Royalty
and Export tax paid and the actual prices received for co-

pper per long ton existed.

The criticisms made of the Royalty and Export tax system
suggest that the system was unsuitable for both the govern-
ment and the Mining companies. Even before the presently

in force legislation was enacted, there was sufficient
agreement between both parties that a system of taxation
based on profitability was more suitable, This system,
accompanied by the appropriate deductions would have very
little disincentive effect on production and investment; and
would not adversely affect the raising of finance by govern-

ment for developmental and non-developmental investment.
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Percentage of profit paid in tax at various prices and

costs per ton.
Cost per ton
Price
per ton K300 K400 K500 K600
K500 59.1 732 (1) (1)
K600 56.9 61.9 80.8 (1)
K700 61.3 66.6 77.6 118.5
K800 64,0 68.7 76.6 92.3
K900 65.7 69.8 76.0 86.4
K1000 66.9 70,6 75.7 83.3
Source: Charles Elliot ed., Constraints on the Economic

Notes: 1.

2e

3.

development of Zambia.

(i) Even before the payment of any tax, mining
at these levels is unprofitable but some tax has

to be paid.

Note that the table shows that the percentage
of profit paid in tax decreases as the price of
copper increases in the case of the high cost
mines; this may occur in certain circumstances
in the case of low cost mines. This arose
because the tax system, which almost fixed the
amount of tax payable failed to cream-off excess
profits earned by low-cost mines or during times

of high copper prices.

The reduced rate of 372% was ignored in these
figures in that, owing to the size of the mining

industry, it makes very little difference.
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TAX REFORM AND INVESTMINT: The Post = 1969 period.

The Royalty and Export Tax system, which was based on
production has proved to have had a detrimental disi-
ncentive effect on both investment in and production of
the Mining Companies. Although the guaratee of constant
revenue from Mining had weighed very heavily in the minds
of the government in favour of continuing with the system
it was thought that greater advantages lay with the encou-
ragement of investment into the industry in order to achie-
ve industrial diversification by the use of revenues

accruing to government from an expanded Mining Industrye.

Thus, in 1969 were announced the first sfeps towards tax
Reform in the Industry. The first and most important re-
form was announced by President Kaunda at Materb. The Pre~
sBident said "Instead of royalties and instead of the Export
Tax I ask the Mining Companies to pay 51% of their profita
in the form of a new mineral tax which I intend to intro-
duce. The mineral tax which replaces the royalties and
copper export tax is based on profit and in this I have

met the demands of the Mining Companies 100 per cent."16

In addition to the Mineral Tax, the Mining Companies pay
45 per cent Ordinary Corporate tax bringing the aggregate

level of taxation to the marginal rate of 73 per cent,
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The statement of policy announced at Matero was
implemented by the Mineral Tax Act of 1970.16 Section

3 of the Act provides as follows:

"Subject to the Provisions of this Act, there shall be
charged in respect of each charge year a Mineral Tax
at the rates referred to in the schedule on assessable

income received after 31st March, 1970."

In relation to Copper the rate is 51 per cent,

Another significant provision of the Mineral Tax Act

is Section 7. Subsection 2 of Section 7 provides that
"a Company shall be entitled to a refund of Mineral

Tax in respect of any prescribed period if its average
income in the prescribed period is less than twelve
percentum of its average equity in the prescribed
period. The Mineral Tax refund is designed to protect
a level of Profit which is 12 per cent of equity. It
has been argued that this provision was included
because the government recognizes that the average rate

of tax i.es 73 per cent is very high.

The mineral tax refund system should be of great incentive
value to both potential and existing investors. However,

the exact value of this concession cannot be generalised
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since it depends largely on the debt/equity ratio of the
initial investment. The higher the debt proportion the
less the net profit on which the refund may be claimed.
To date, there has not been occasion wh;re the average
income of any Mining Company has fallen below 12 per
cent of its average equity. If appears therefore that
the Mineral tax refund is there only to serve as an
incentive in theory. In practice however, other
concessions are employed e.g. drawback or complete
exemption of customs duty as was the case in what has
come to be known as the "Welz Kiln" concession of

NeCeCeMe's Kabwe Broken Hill Mine.

In addition to Mineral Tax, the Mining Companies also
pay the Ordinary corporate tax at 45 percentum of their
profits bringing the aggregate rate of tax on the copper
mining companies to 73 percentum. In ascertaining the
gains or profits of a mining business a deduction of

the mineral tax payable in a charge year is made.

This new system corrected some of the problems of the
Royalty and Export tax systems. It has removed the

anomalies referred to earlier in this discussion. At
present all copper mines will pay the same percentage

of profits in tax; tax will not be charged in excess
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of profits and it cannot be levied where no profit is

made at alle '’

Another significant Matero tax reform was that all
capital expenditure incurred by the mining companies
was allowed to be set against profits in the year in
which the expenditure was made. Further, capital
expenditure is now a deduction against both mineral tax
and income tax. In the past, capital expenditure was
allowed only against income tax and not in respect of
the Royalty and Export tax. The new system of capital
allowances is very favourable to the mining companies.
However, it may not be equally favourable to the
government in that a large amount of revenue which

could have accrued to it is lost.

In the portion that follows, it will be examined whether
the new tax system has achieved its desired purpose of
encouraging investment and production in the copper
companies. Some weaknesses of the new system will also

be highlighted.

APPRAISAL OF THE NEW SYSTEM:
We have noted above that President Kaunda had declared

that by introducing a Tax system based on profits, he had
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met the demands of the Mining companies 100 per cent..
It would be expected therefore that the removal of the
old system of taxation which had proved‘onerous would
have encouraged the mining companies to reinvest some of
their money into development of the industry. It was
claimed in a speech by the President that despite meeting
their demands 100 per cent the mining companies took as
much money out of the country as they could; so that it
may be said that, in the absence of compulsion, favour=
able tax reliefs alone were not able to persuade the
mining companies to reinvest. Instead, they declared
even higher dividends which were in turn remitted to
external shareholders. The position was well illustrated

when President Kaunda said:

"Our experience in the last three and a half years has
been that they have taken out of Zambia every Ngwee that
was due to theme A major part of the capital for
expansion programmes of both (Mining) companies has been
obtained from external borrowing and not from retained
profits. You may be interested to know that, right now,
my government is being asked to approve external

borrowing by the two companies of about K65 million."18
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\

This behaviour on the part of the mining companies can
be attributed to the fact that they are no longer
interested in expansion and that they are only too eager
to please their shareholders. However, it is not untrue
to say that the new system of taxation has had its share
in the Creation of disincentives to expansion. The new
system has got its own weaknesses which have a

disencentive effect,

One obvious weakness of the new system is that, by any
standards, the combined rate of 73 per cent is too high
on profits. To attract investments, which are necessary
for expansion, the prospective rate of return must be
high. In Zambia however the high income tax rate and
the fact that mining generally, and particularly in
central Africa, is a high risk industry combined to
cause prospective investors to logk for alternative
investing areas. They may be limited in this by the
fact that there are very few areas with substantial
copper deposits. At present, it should be government
policy to encourage new mining development even where
there is no immediate tax revenue accruing to it. An
attempt was made to mitigate the harshness of the

present tax system when government legislated that if
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the return on equity falls below 12 per cent, tax will

be rebated to restore a 12 per cent return.

Another weakness of the new system of mining taxation is
that it does not discriminate between very high (or wind-
fall) profits and "normal' profits. One would have to
draw the margin between the two of course; but the point
being made here is that the export tax, which tried to
tax excess profits has not been replacede If this was
done tax rates would have to be sensitive to levels of
profitability in different cost mines. This would
eliminate the disincentive effects of the new mining

taxation.

The third criticism of the present tax system is that its
incentive to expansion is geared entirely to capital
spending and ignores all other inputs. For example
import duties tax Industrial inputs especially Capital
equipment, very little, while duties on consumer goods
are quite high, Since consumer prices affect the cost of
living the overall effect is that labour will become more
expensive than all other inputs.. However, to think that
Government could legislate special tax provisions in

order to make labour cheap on the mining industry is idle.
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The question of tax legislation and the way it can be
used to help the consumer to face the high cost of
living has been dealt within the sectign dealing with
individual taxation. It should be noted that the present
high cost of labour is a general feature and it applies

to all Industries and other employing institutions.

EFFECTIVE CONTROL Vis a Vis INVESTMENT.

The main criticism of the pre-1969 tax system was that it
had a disincentive effect upon development of the mining
industry due to the fact that it scared away investors.
However, the underlying assumption in this contention has
been that the much needed development capital must come
from foreign sources. There can be no argument against
the fact that the only way to raise the standard of
living of the people in poor countries is by rapid
economic development. It is not as true however to state
that the only way to achieve this development is by
accepting foreign aid. Countries which have taken this
view have tended to focus their attention on the
administration of foreign capital projects at the expense
of encouraging local business activity and mobilising
local resources. There is a case for arguing that Zambia

can reduce her foreign capital requirements by mobilising
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more effectively her local resources.

With reference to the mining industry in Zambia,.the
point made above becomes more true. Tiae industry in
Zambia is a large one-infact the largest and most
important sector of the economy. As an example, the
industry accounted for 21 per cent of total government
revenue in 1972 and 15 per cent of total paid employment
in the same year.ao In &ddition, of the net domestic
product of K1150 million for 1972 copper contributed
K278 million which works out to be 24 per cent of net
domestic product. By any standards, tﬁis is a very large
contribution by a single Industry. How possible is it
that such a large industry will still need foreign
capital as a matter of necessity? One would hope that

after so many years in operation, the mining companies

would have turned into self-financing organisations.

The real problem in the industry was where effective
control lay even after the government took over 51%
interest in the mines. Apart from many other
constraints on government power to contro} the industry,
the takeover agreement gave management and consultancy
contracts and sales and marketing contracts to the

Anglo-American Group and RST International Incorporatede.
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The main provisions of these contracts were that the

two companies which were formerly the owrers of the
mines should continue to provide the operating companies
with all managerial financial, commercial technical and
other services. At that time, this was to some extent

a reasonable move by the government since a drastic
change of management to new and unexperienced hands
could have lead to a lessening of standards. Some of

the services provided by these companies were planning

of operations, of production capital expenditure etc.

The position therefore, was that although the government
was the majority shareholder, it did not have the effe=
ctive control of the industry. The position was illu-

strated amply by President Kaﬁnda when he said:

"The minority shareholders have power of veto in respect
of a wide range of actions and decisions. These include
winding up of operating companies and disposing of
asseté or granting of any of its concessions, Mining or
other, substantial rights to others, enlarging the
companies activities, making any financial commitments,
borrowing of money, appropriation in respect of capital

expenditure, or expenditure for exploration or
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prospecting «.. etc.21 The lack of control of the
industry by the government arising out of the vast
powers of veto exercised by the minority shareholders
meant that the government had no power‘to regulate
matters of expansion and investment in the industry so
that although the Mining industry generated enough
revenue to be self-financing, the minority shareholders
deiiberately frustrated this. The discouragement of
re-investment by the minority shareholders was done
notwithstanding the‘fact that the tax system had been
made more equitable in their favour. So in actual fact,
they enjoyed a double advantage; firstvthe favourable
tax pesition maximised their profits and secondly, they

had the power to determine the manner in which such

profits should be dealt with.

During the same period, two views begun to emerge as

to how expansion of the Mining Industry could be done
throu:h ploughing back some of the revenue generated

by the industry Viz, the terminating of the management
contracts and secondly force. Taking the second view
first it was strongly felt that if the government could

not persuade the mining companies to re-invest, it must

coerce them into doing so through both legislation and
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its position as a majority shareholder. One way in
which this could be done was to increase the tax burden
of the mining companies and to use the money collected
to plough back into expansion prospects. This it should
have been added, should be supnlemented by increased
taxation of dividends to shareholders the majority of

whom are abroad.

There was however, a significsnt obstacle in the su-
ggestion to increase taxation of the mining companies
embodied in the provisions of the takeover agreement.
First, the government had agreed that the overall rate
of tax payable by the mining companies wounld not be
increased so long as any part of the ZINMCO loan stock
1982 or ZIMCO Bonds 1978, remained unpaid.22 Secondly
the government alse agreed not to tax dividends to
foreign shareholders for as long as the Bonds and loan

23

stock remained outstanding,

However, these conditions remained valid only as long
as the Bonds and loan stock remained outstanding. They
lapsed, however, when the Bonds and loan stock were
redeemed in September 1973, Despite the fact that the
Bonds were redeemed, and that theoretically the Govern-

ment has got the power to change the tax law, such power
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cannot be exercised before legislation amending the
1970 Act in which the restrictions to change the tax
law existed. The government is presently in the pro-
cess of making the appropriate amendmeht. Once this
will have been done, the mines will be taxed in accor-
dence with the wish of the Government, and at present
one can only express a wish that the form of tax will
be in the best interests of the development of the

industry.

With the difficulties upon the changing of the tax
system, the view to coerce the mining companies into
re-investing part of their profits was not taken. The
other view i.e. the termination of the management
contracts was taken. This was accompanied by appro-
priate changes in the articles of association.2 The
contracts with respect to N.C.C.M. were terminated on
15th November 1974, The Company is now responsible
for its own management; it recruits its own staff
although the arrangement at termination was for the
secondment of former Anglo-American Staff to the
Company. A new company, called the Metal Marketing
Corporation has been formed to deal with the sales

and marketing functions. It is wholly owned by the

statee.
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In addition, the articles of association have been
changed to the extent that presently the majority
shareholders have the power to nominate the managing
director and the minority shareholderé power of veto
in general meeting and the minority directors power
of veto in Board Meetingss have be=n removed. At
present the normal requirements under the companies

Act are applicable in this area.

The essence of all this is that the majority share-
holders i.e. the government have gained effective
control of the mining industrye. They can now déter-
mine a wide range of matters in the best interests

of the nation., In the area of Investment and ex-
pansion the minority owners can no longer take out

all the money since they do not have complete control
over the declaration of dividends. In addition to the
control of re-investment, more funds will be available
to the government for investment in other sectors of

the economy.

MINING DEDUCTIONS
We have up to this stage surveyed the system of mining

taxation before and after the 1970 change over from
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the Royalty and Export tax system to the present tax
system based on profit. We have seen that the change
to the present system in itself has created favourable

incentives to production and investment.

In this portion, we will look at the deductions that

are enjoyed by the mining companies. Deductions can
also create a favourable atmosphere for investment and
this is the primary reason why tax systems will have
them in one way or another. Prior to 1970 the following
were the capital allowances deducted according to the
provisions of section 33 of the Income Tax Act 1966:-

25

The Redemption allowance, the prospecting allowance

and the Depletion allowance.26

REDEMPTION ALLOWANCE

In the case of the Redemption allowance the Act was

very comprehensive in the definition of capital expendi-
ture. It included "Expenditure in relation to mining

operationsg"

(a) On buildings, works or equipment, including any
premium or consideration in the nature of a premium

paid for the use of buildings works or equipment.
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(b) On shaft sinking."27

Paragraph 20 sub-paragraph 1 of the fifth schedulé

of the 1966 Act provided for the manner in which the
fedemption allowance was to be calculated. In the case
where the company is the owner of the mine, to the
balance of unredeemed capital at the.beginning of the
charge year was to be added the capital expenditure
incurred during the current year. From the sum of the
two items above were to be subtracted any recoveries
from capital expeunditure e.g. sale of equipment. The
aggregate amount of the sums from the above calculation
was to be divided by the number of years in the approved
estimated life of the mine; and the resulting quotient

was the amount of the deductione.

SPECIMEN COMPUTATION
A, Company Ltd.

Balance of unredeemed capital
expenditure K5000.00

Add Capital expenditure incurred K2000,.00
K?7000,00
Less Sales of equipment etc. K1000,00

K6000,00
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If life of mine is 20 years
redemption allowance is 1/20 K300,00
Balance of Unredeemed Capital

Expenditure 31/3/68 K5700,00

Source: Compiled by author
Note: Figures are unrealistically small but they

were convenient for simplicity.

Some observations can be made of the method of cal=-
culation of the redemption allowance which may lead

us into saying that the method was absurd. In the
first place, with much respect to the éenius of modern
engineering techniques, one cannot fail to doubt the
accuracy of the estimates of ore in the mine for the
purpose of estimating its life. We can say therefore
that a lot of assumptions boardering on pure guess work
were used. Even if a reasonable estimate of the amount
of ore could be made this would not be conclusive in
the determination of its life., Other factors like
accelerated or delayed extraction could either of them
affect the mine life drastically depending upon its
degree, The result of these unforeseen circumstances
might render the estimate so varied from the real life
of the mine to make it quite unrealistic to rely on the

estimates.
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In the second place, the shorter the estimated life
of the mine, the larger the amount of the redemption
aliowance. Since the calculation of the estimated
life of the mines could not be challenged by anybody
in the tax department owing to lack of the necessary
knowledge, the mining companies might want to mention
figures that suited them and in this case they might
want to shorten mine lives. Since the method cannot
be accurate enough, the companies had the right to be

pessimistic about the life of the mines.

PROSPECTING ALLOWANCE

Expenditure incurred in prospecting and exploration
operations was allowed if it did not exceed K200,000;
and the operations were carried on as a business

venture,

IT POST=-1970 SYSTEM OF ALLOWANCES.

The Income Tax (Amendment) Act of 197028 extended the
meaning of capital expenditure in respect of Mining
operations. By Section 42 of that Act, capital expe-

nditure means expenditure:

"(a) On buildings, works, railway lines or equipment
including any premium or consideration in the nature

of a premium paid for the use of buildings, works,
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railway lines, equipment or landj;
(b) On shaft sinking
(¢c) On thé purchase of a premium for the use of
any patent, design, trademark, process or other
expenditure of a similar nature;
(a) Incurred prior to the commencement of pro-
duction or during any period of non~production on
preliminary surveys, boreholes, development or mana-
gement, including any interest payable on loans used

for mining purposes."

The implications of this extension of the meaning of
Capital expenditure are great. First, the intention
of the legislature was to create an additional tax
incentive in order to attract further investment and
increase present production levels in the mining
industry. To treat expenditure incurred prior to the
commencement of production or during periods of Non-
production as Capital expenditure allowable as a tax
deduction should be a satisfactory attraction for
investors. Secondly, the extension means that the
chargeable profit of the Mining Companies was consi-~

derably reduced. The effect of this is that less
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revenue accrues to government from mining taxation.
Thirdly, the two types of allowance, the redemption

29

allowance ~ and the exploration and prospecting
allowanceBo were 100 percentum, While this reduced
government tax revenue considerably, the governmant
was made to underwrite all the expenditure including
unprofitable expenditure. Tor example, since govern-
ment had no control on what and where to buy from,
there was a tendency on the part of the mining

Companies to buy from particular markets and items

which might not be as good as those from other markets.

The 1970 Income Tax (Amendment) Act brought other
changes favourable to the Mining companies. Presently
expenditure incurred on prospecting and exploration

is given very favourahle tax treatment. The person

or company incurring expenditure on prospecting and
exploration operations has the option to retain such
expenditure as a deduction or to renounce such de-

. . 31 .
duction in favour of shareholders. The prospecting
and exploration deduction may also be renounced in

. 32 X < s
favour of a subsequently formed mine, This provisicn
is favourable for the expansion of the industry in that

it encourages the creation of new and larzer companies
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in place of smaller ones which may not work at the

scale of the larger companies.

Another favourable provisicn in the 1970 amendment

Act is in relation with expenditure incurred in non-
producing non-contiguous mines. Any person carrying
on business in a producing mine and who also is the
owner of a non-producing non-contiguous mine may elect
to deduct the amount of capital expenditure incurred
on the non-contiguous mine from income derived from
mining operations for the charge year in which such

srovision is

je.
-

capital expenditure was incurred. This
aimed at encoursging ecxpansion projects in the industry.
If this were not the tax position investors would be
reluctant to spend meney derived from their mining
operations to develop other mines, The effect of this
provision is to treat non-contiguous mines as though
they were part of existing mining operations where

there is actual production.

CONCLUSTION
The essence of this chapter has been to plot the tax
history of the mining companies., At each stage the

advantages and weaknesses of the system have been
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pointed out. However the new system has operated
for only a period of four years to date. Although a
tax based on profit is obviously better than one
based on production, we still have to see over a
period of time what the actual effects on production
and investment will be of the new system. The period
of four years since the system was enacted cannot be
very useful in our judgement of the effects of the
system in that other factors have intervened. e.g.
the takeover of the copper mining industry by the
government has had a significant effect on the trend
of investment especially in the case of smaller

investors,
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ilineral Tax Act (No 27 of 1970)

Mining Proclamation No 5 of 1912.

For a detailed account of the arguﬁents against
the Company's rights STIE THE BRITISH SOUTH AFTTCA
COMPANY'S CLAIMS TO MINERAL ROYALTIBS IN NORTUEDN
RHODESTA: 1964 - A.N. Rhodesia Government Whité
paper,

The Petition appears as appendix 1 to the

Buxton Report.

Second Report of the Committee appointed by the
Secretary of State for the Colonieé to consider
certain matters relating to Rhodesia. The first
Report Referred to 8. Rhodesia. (Cmd 1273).

The agreement is popularly knovwn as the Devonshire
Agreerient 1923,

Agreement between the British Government and the
Ne Rhodesia Governnent of the one part and the
3.5.4. Co of the other dated 14th September, 1950.
Bostock & Harvey quoted from letter by Governor
Herbert Stanley to Secretary of state Ameray May
16, 1926. Pro. Co/533/350,

{ines and Minerals Act (No 46 of 1969)
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Commission appointed to Enquire into the Financial
and Fconomic Position of N.R. (Colonial Mo 145.)
Horther Rhodesia lLegislative Counqil debates
March 24, 1949,
Supra Note 7.
See the Mining Crdinance (Amendment) Act (Mo 5 of
1969)
For an illustration of these see Table 5.3.
Estimated operating and Financial Results for the
two Mining Companies published by Anglo~-American
Cor?oratiﬁn (Central Africa) Limited; September
1967.
Kaunda "Towards complete Independence' Speech at
Matero; August 11, 1969. (published by Zambia
Information Services) P, 35
Act No 27 of 1970,
Section 9 of the Mineral Tax Act inserted Secfion

42B in the Income Tax Act providing for mineral

~tax as a deduction.

Kaunda speech at press conference announcing the
redemption of ZIMCC Tonds, September, 1, 1973,
MIKDECC Mining Year Book of Zambia 19723 distri-
buted by Copper Industry Service Bureau.
President Kaunda's speech announcing redemption

of 7INMCO Bonds September, 1, 1973,
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Section 7(a) of the Income Tax (special
provisions) (No., 1) Act 1970 Act No. 31 of 1970,
Supra Section 17 (1)(b).
This has bcen done presently only in respect
of N.C.C.M.
Part VI Para. 20 of the Fifth schedule,
Part VII Para. 26 of the Fifth schedule.
Paragraph 20 sub-paragraph 4 of the Fifth
Schedule,
No. 26 of 1970,
5. 20 of No. 26 of 1970,
Supra S. 19,
Supra S. 19(2).

Supra S. 19(4),
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CHAPTER VI
INDIRECT TAXATION: Customs Duties, Excise Duties and

Sales Taxes.

The Customs and Excise Act1 imposes Customs duties, excise
duties, Sales Tax and, in addition, a 10 per cent surtax
on Commodities. The Customs Tariff, Excise tariff,
Surtax Tariff and the Sales Tax rates are set out in the
First, Second, Third and fifth Schedules respectively to
the Customs and Excise Act.a Apart from these
regulations there are various suspension Regulations
which directly affect the rates of duty payable on goods
j.e. the Customs and Excise (Suspension) Regulations

and the Customs and Excise (Suspension) (Excise Duties)
Regulations. For the Sake of Convenience all this
legislation has been brought together in one book

termed "The Customs and Excise Tariff."

Suspension Regulations are enacted and published in

the form of statutory Instruments and as such they may
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be amended at comparatively short notice. The effect
of Suspension Regulations is to reduce the effective
rate of duty to be charged and in cases where

suspended rate is shown in the Tariff it is this rate

that must be applied in calculating the duty.

There are also another type of statutory Instruments
vize. Provisional Charging Orders. These are issued
under the Taxation (Provisional Charging) Act, 1965.
When duty rates on Customs, Excise and Surtax have

to be increased, this is done quickly by statutory
Instrument in order to avoid the delay of amending
the Customs and Excise Acte In the statutory
Instrument however, the minister must specify that

a Bill effecting the amendment will subsequently be

passed by Parliament.

Traditionally, Customs Duties (Import and Export
duties) have constituted the major source of Income in
developing countries. Although the Zambian Act has
provision for Export duties, these have actually not
been administered. Customs duties have been one of

the most significant sources of Income to the govern-
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ment owing to the fact that the economy has always had
a high import content. Prior to Independence, the amount
of revenue from this source was reduced to a certain
extent by the fact that Zambia belonged to a kind of
Customs Union during the Period of Federation. There
were also Commonwealth preferential rates. In relation
to other sources of income, the significance of import
duties as a revenue source has, declined significantly.
However, presently, the primary purpose of these duties
is to raise revenue., In addition to their revenue
function, customs duties have also a protective
function. The protective function of customs duties
has recently declined in significance because other
import controls which are very effective have been
employed. For example, other goods have been
specifically prohibited from being imported into the
country while foreign exchange allocations and import
licence restrictions have also drastically reduced
importation. The Act also provides for exemptions and
rebates in an attempt to encourage desirable economic
activity. The two aspects of this form of taxation
i.ee the revenue productivity and the protective

element will be considered in detail below.
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IMPORTS DUTIES.

The First Schedule of the Zambian Customs and Excise Act
provides for the rates of import duty and in addition
there are statutory Instruments which modify these
rates.. Primarily, Import duties are administered as
a source of government revenue. The Second function of
customs duties is that of protection.. By employing
this function the government makes sure that Zambian
Manufacturers are able to sell their products in the
face of competition from foreign manufacturers. In
relation to investment incentives, the function of
customs duties lies in their protéctive function i.ee.
in addition to high protective duties imposed on
foreign goods the customs tariff contains incentive
rebates to manufacturing and exemptions for raw

materials and capital goods.

A. Revenue Importance.

A government must raise revenue for a variety of
public purposes, and for many years in many countries,
foreign trade has been a subject of taxation. During
the mid - 19th century, the United States of America

(UeSeAs) 90-95 per cent of all federal revenues came
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from the tariff. The less developed the country, the more
likely that it will rely, for a substantial proportion of
its revenues, on tariff duties. This is because of

administrative convenience in that goods are easier to tax

than the intellectual abstraction which is "income."

A quick glance of U.N. statistics illustrates the fact
that for developing countries import duties contribute

to a larger proportion to their finances than in the case
of developed countries. For instance whereas Ghana and
Cylon raised 25 per cent and 30 per cent respectively from
tariff duties, the percentage for many‘developed countries
was much less (e.ge USA 1, and Australia 6.)3 As recently
as 1961 Customs alone yielded 61 per cent of the revenues
of Sierra Leone, while the average contribution of this
source to four jurisdictions i.e. Sierra Leone, Ghana,
Nigeria and Tanganyika totalled just over 60%. In the
Federation of Rhodesia and Nyasaland, Customs and Excise

in 1962 yielded about 28 per cent of total tax revenues.

In addition to the administrative argument, there is
another justification for taxing the importation of
goods; i.ee if the ratio of imports to National Income

is large, as is the case in mosi developing economies
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with a high import content, it is obviously reasonable
to lay taxes on them. A tariff for the raising of revenue
only is one in which the redistributive and protective
effects are missinges Some economists have urged the
necessity of increasing the finance to underdeveloped
countries from this source. However the significance of
protection and redistribution cannot be overlooked and
an exclussively revenue~oriented tariff, even in the
presence of quantitative or other controls would be

economically undesirable.

A policy of increased revenue from tariff duties entails
an increase in tariff rates. However, it is not always
easy to extend import duties. The first difficulty is
thaf there may be technical difficulties. Zambia like
most developing countries is bound by the GATT which it
applies de facto. We do not intend to go into the
complications of the GATT; it suffices to say that it
limits the freedom of a member territory to make
adjustments in its tariff rates. A further complication
is that for administrative simplicity many tariff

structures have been arranged on a specific and not an ad
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valorem basis and to keep in step with price changes may
therefore require legislation. Another, and different
sort of problem is that increased tariff duties increase

the incidence of tax evasion by encouraging smuggling.

There are other economic objections to the increased
reliance for revenue on import duties, First, it is that
there is a clash between the need to tax commodities for
which income elasticity of demand is high and the need to
offer incentives to producers to enter the market economy.
Further if there is great reliance on taxing consumer
goods, there will be a proportionate reduction in revenue
when incomes fall. Another point is that the resultant
rise in retail prices from increased tariff duties
generates demands for increased wages thereby generating
inflation. In general, the use of import duties as a
major source of revenue has a disincentive effect on

production.

Be Revenue importance in the Zambian economy.

Although Zambian Tariff rates are by no standards low, the
proportion to which import duties are relied upon as a
revenue source is considerably lower than is the case in

other developing countries. This is so because of the



availability of large sums of money accruing to government
from the copper mining industry. However the significance

of import duty finances in the economy cannot be ignored.

Projections of Central Government resources for the SNDP,
assuming the price of copper to be constant at K740 per
metric ton with 1971 tax rates, reveals the extent to which
customs duties and excise duties are being relied upon as
revenue sources. The total resource projection from

fiscal measures for the SNDP amounted to K1943 m:i.ll:ionl+

of this figure K207m. was to come from Customs duties

while Excise duties contribution was estimated at K262m.

In relation to other revenue sources the estimated
contribution of Customs duties does not compete un-
favourably. Customs duties contribution is about 33 per
cent of total mineral revenue and about the same proportion
in relation to Income tax revenue. It, however, ranks
almost equal to company taxation and exceeds personal tax

5

revenue by K17m. Customs duties revenue is therefore

an important aspect of Zambia's development.
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Table 6.1 Indirect taxes as a revenue source in relation to other sources

1964 1965 1966 1967 1968 1969 1970 1971
DIRECTOR TAXES 59.4 6l.7 84,4 82.4 864 113.8 149.6 167.0
INDIRECT TAXES 26.7 101.5 145.5 137 184.9 250 2h3.1 106.6
Customs & Excise 13.5 24.5 - 33,5 Ly L 60.8 67.5 73.5
Customs 10.7 17.8 15.4 19.3 21.2 31.0 3245 3647
Excise~Cigarattes Oult 1.2 2.9 5¢3 8.3 9,2 9.4 8.5
Excise-Beer & Spirits O.k 0.7 1.9 6.8 111 15.0 20.5 23.5
Excise-opaque beer. 2.0 4,8 3.8 21 2.8 5.6 5¢1 L,8
OTHER 2043 23.8 21.9 20.4 18.9 23.8 24,8 25.6
TOTAL 106.4 190.0 251.8 239.8 291.1 388.0 423.5 299.2

Source: Abstracted by author

Note 1. Total Indirect taxes

includes Mineral Royalties,

Copper Export tax and other taxes e.g. licences etc.

2. The Head other includes interest receipts and current transfers.
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Table &1 reveals several facts. First the figures show
that over the period under examination there has been a
continous tendency for the revenue from Indirect taxes to
increase. From the modest figure of K64.7m. revenue from
indirect taxes reached a peak of K243.1m. in 1970 being
almost double the revenue from direct taxes and roughly
50 per cent of total government revenue for that year.
However, although the revenue from Customs duties ranks
almost equal to that of excise duties during the early
years of the period of examination, Excise duties become
a more significant source of indirect fax revenue towards

the end of the period of examination.

Although Customs duties revenue has been significant
over the years, the overall rate of growth of customs
revenue has been slow. This can be attributed to a
number of factors. First, the imposition of prohibitively
high import duties on a wide range of goods has dropped |
the rate of their importation, thereby reducing the rate
of growth of revenue. Secondly the Contribution of many
goods have become insignificant because of quantitative

restrictions and prohibition designed to save on Zambla's
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exchange reserves. Thirdly there has been a great loss
in income arising from exemptions and rebates on Capital
goods and raw materials designed to encourage economic
development while consumer goods through excise
taxation have failed to compensate this loss. Finally,
Zambia's obligations under the GATT (which it applies
only de facto) prohibit her from increasing tariff rates,
while Commonwealth preferences also result in a

substantial loss in revenue.

Ce The Protective Effect of Customs Duties.

It is in the protective effect of customs duties that we
find traces of investment incentives. On the face of it,
there is an obvious clash between the revenue effect and
the protective effect of customs duties. On the other
hand, closer examination reveals that these can be
complimentary. For example, if high revenue accrues to
government through high tariff duties on goods that are
deemed to be undesirable or offer unfair competition to
local manufacturers, the two effects are accomplished in
that protection is afforded without unreasonable loss

of revenue., However, it is true to say that if the duty

on the undesirable goods is too high, its importation
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might be stopped and thereby resulting in loss of revenue.

In Zambia, the protective effect of import duties is not
widely used and has since been reducing in Significance.
Two reasons appear to account for this situation. Firstly
our economy has a high import content i.e. most of the
Capital and other essential goods needed for development
have to be imported from abroade At the same time, home
industry is not sufficiently developed to substitute these
imports. The imposition of prohibitive tariff rates

would therefore work against economic development. The
Second reason, and one which has increasingly become
Significant, is that to suppliment tariff duties, there
are other methods used to offer protection to industry.
One method is through the introduction of import controls.
In some Cases, the government has completely prohibited
the importation of certain goods into the country, in
other Cases quantitative restrictions have been imposed
while in others foreign exchange quota allocations have
been used through import licencing. The Second method is
through the granting of rebates of duty on certain of the
raw materials imported by local manufacturers and in this

way, helping to reduce their costs of production e.g. the
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free importation of cloth (piecegoods) by local clothing
manufacturers when the normal rate of duty is about 20

per cent ad valorem; and the Corresponding high

protective duty imposed on finished textile goods imported

into the country.

D, Concessions to Industry.

It is probably in this area that  selective incentives
can be used in order to encourage desired economic
activity e.g. manufacturing. Zambia, like most developing
countries, makes provision for the granfing of concessions
on duty for various industries. These usually take the
form of suspension, rebate or refund of all or part of the
duty on specified raw materials, equipment and other
supplies for periods thought fit by the economic planners.
These concessions are relevant, of course, only in respect

of those instances in which duty is normally payable.

During the Federal era, rebates were granted on an
industry-wide basis, rather than, as is the case now in
Zambia, by application and approval for particular firms

only.
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It should be noted that the Customs Tariff itself contains
a wide range of items which on account of their essential,
nature, either as foodstuffs or manufacturing imports,
are duty free. We will not go into the examination of
this range of goods. Our task will be to look at areas

in which tariffs ordinarily apply but for rebates.

By Regulation 5(2) of the Cﬁstoms and Excise (Industrial
Drawbacks and Rebates) Regulations,6 a person who wishes
to manufacture goods under rebate in an industry
specified in the Third Schedule should apply for
registration in that industry and the Regulation reserves
the right to the controller to refuse registration of
such person in such industry if he is of opinion that
proper customs control of rebated materials cannot be
exercised. Regulation 6 of the same Regulations provides
that when a registered manufacturer imports or takes out

»

of Bond the materials specified in the Third Schedule for:-

"(a) the industry in which such manufacturer is registered
(b) Use in the manufacture of goods within Zambia," the
materials are subject to a rebate of the whole of
the Customs duty which is normally payable on such

materialse.

The Third Schedule to the Regulations, which deals with
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Manufacturer's Rebates" covers a wide range of manufacturing
industry.7 This range includes all those areas of‘
industry in which there are established industrial projects
in the country an attempt is being made to encourage them.
These include Textile industries, Explosives manufacturing
industry, furniture, mattresses and related goods, motor
vehicle manufacturing, Plastic articles and Radio and
other electrical sound producing articles. The list goes
on. The list also contains manufacturing areas in which
no noticeable impact has been made but however, because
there is need to encourage local manufacturing, the
rebate is intended to be an incentive for investors to

enter these fields.

Except where there has been granted rebate of duty, all
other items are subject to duty according to the rates
specified in the Tariff booke. Of importance among these
dutiable goods is the position of Capital goods. Prior
to 1974 nearly all Capital goods were imported duty free.
However, the imposition of duty on these, and the reasons
for such imposition were anounced by the Minister in his
budget speech and were implemented by the Customs and

Excise (Amendment) Act 1974.8
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The Minister Said:
" eees the time has come for us to put some kind of tax on
a selected list of capital goods. I am doing this for a
number of reasons. Firstly, most of the Capital goods are
presently duty free and those that have attracted duty
have had it suspended to nil. This position does not
reflect fully the true cost of the foreign exchange which
they consume on a large scale. Secondly, the present
position tends to put labour as a factor of production of

a distinct disadvantage."

The exemption of Capital goods from import duty has the
effect of creating Capital intensive industry as against
labour intensive industry. In a Countty where the rate of
unemployment is high and rising every year, no better means
to combat the situation than making labour as a factor of

production to the preference of Capital can be employed.

The position of the mining Companies is unique.9 Mining
techniques by their nature require, in addition to the large
number of employees, a lot of heavy and expensive Capital
goods. The imposition of duty means that the mining
companies have to pay large sums of money to government as

duty which they could otherwise use for developmental

purposes.
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At present, all capital goods on which duty was imposed by
the 1974 Act are subject to 5 per cent duty. This rate,
plus the import surcharge of 10 per cent brings the effective

total of duty payable to 15 per pent.

In addition to the reasons given by ihe minister for the
imposition of duty on Capital goods, one should note also
that this was a measure to tap yet another source of revenue.
In the past, the basis for import duty was whether it was a
luxury or a semi-luxury. As observed in the budget Speech,
the duty on these items was high enough and could not be
increased further. There was therefore‘a need to look for

alternative sources of custom revenuee.

The customs and Excise (Industrial Drawbacke and Rebates)
Regulations1o provides for yet another incentive to
manufacturing industry in Zambia when the manufactured goods

are for export.

Regulation 4(2) of the Regulations Reads:

"Sybject to the provisions of this regulation, if the goods
specified in Part I or II of the Second Schedule are manu=-
factured within Zambia from the Materials specified in Part
I or II of that Schedule in relation to those goods, those

goods shall, when exported to any country, be subject to a
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drawback of the Customs and Excise duty paid om such
materials to the extent shown in Part I or II of that

Schedule."

Regulation 3(1) of the Customs and Excise (Rebates, refunds
and Remissions) (General) Regulations provides that a draw=
back or remission of the whole of the duty paid or payable
shall be granted upon unused goods which are exported within
two years from the date on which duty was paid thereon.11
The Regulations also provide for a long range of exemptions

which are not presently a Concern of our inguiry.

The effect of these regulations is that since the whole of
the duty is refunded, production of the goods specified in
the Second Schedule is made cheaper thereby encouriaging
expansion. Increased production, among other things, means
an increase in manufactured exports which will be a good

foreign exchange earner.

The protection of Manufacturing Industry in Zambia has not
been the only object which the government has desired to
achieve by the imposition of Customs duties. There has been
another object complimentary to the protection of industry
and of equal Significance. This is the object of

discouraging "the Consumption of foreign luxury goods which
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would run down our foreign reserves."12 In the 1973 Budget
duties which previously applied only to luxury goods were
extended to Semi~luxury goods. The effect of these duties
"in Combination with others (measures), produced a beneficial
effect on our economy, particularly with regard to the

restraining of imports."

APPRAISAL

We have noted earlier that the protectivg effect of customs
duties has declined in significance owing to the fact that
other forms of protection = prohibition‘and Revates~have been
employeds If other forms of protection are available and are
equally effective, then there is a case for shifting the
emphasis on revenue production more than protection. As
resource mobilisation from this source connotes the
imposition of high Customs duties, a double purpose will be
achieved i.e. First customs revenue will rise, and Secondly
high customs duties will operate to protect home industrye.

To the extent that high import duties discourage the
importation of goods, they bring about a reduction in customs
revenue. However, they aid development more significantly
than such alternatives as prohibition. For example if
customs duties stop the importation of luxury goods, and the

same goods are not produced in the country, people may save
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more of their incomese. Further, since customs duties are

not applied within the domestic sector of the economy, they
are not likely to create disincentives for domestic
production as would be the case with domestic indirect taxes
like Excise duties and sales tax. In addition the government
can influence relative investment in different industries in

comformity with development plans.

Finally, in developing countries customs taxes contribute

to equity far more than they do in more developed countries.
If a duty is placed on imported goods that are consumed
solely by the high income groups (exceft for basic
necessities which may be locally produced anyway), there
would be a higher tax burden on the high income groups than
on the lower income groups. In developing countries, where
there are sharp differences in consumption patterns between
low income and high income groups, customs duties can be

used quite effectively as an instrument of distribution.

EXCISE DUTIES.

We have seen that the protective effect of customs duties

is aimed at, primarily, import substitution. This entails
the fact that as development occurs in a country, domestic
production for the domestic market is boosted. As domestic
production develops, the country stands to loose substantial

N
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revenue unless the loss is offset by levying an equivalent
tax on domestically produced goodse. This is done, and
normally as import substitution expands, excise duties are

expanded to apply beyond the traditional commodities.

In Zambia, Excise duties are completely shifted forward
and to that extent the tax is borne solely by the consumer-

it is therefore highly incident on consumption.

Sumptuary Taxes: Liquor and Tobaccoe.

These are said to be the earliest taxes to be introduced
by any developing country, and in terms of revenue
production, they are the most important. Normally, and
this is the case in Zambia, they are levied on alcoholic
beverages i.e. beer, wine etc, and on tobacco productse.
Samptuary excises are based on the desire to curtail the
Consumption of Commodities whose use results in costs to
society and or alternatively to penalize consumers who
persist buying them.13 These taxes should be contrasted
from two other forms of excises. First benefit excises
are aimed at allocating tax burden in relation to Dbenefits
received from government expenditure. An example is the
excise duty on motor oil and the benefit gained by road

users from government road construction expenditure.
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Secondly, diversionary excises are intended to be used
as allocatory or as a rationing device by ourtailing the
Consumption of essential commodities, These are not of

wide spread use in Zambiae.

Revenue Importance.

The primary argument for excises on alcoholic beverages
and tobacco products in their revenue productivity. These
will yield substantial sums of money without harm to
economic development. The only, economic argument against
these is that they may be paid out of funds that could be
used to buy nutricious food. Another arsumént is that
since they are levied on goods that are consumed mainly by
the lower income group, they are inequitable since they

impose a significant burden on the poor.

Table 6.1illustrates the revenue contribution of excise
taxes. Over the years there has been a gradual increase

in the revenue contribution from this source due to a
combination of factors viz, broadening of the coverage of
the tax by extending the duty to goods which were previously
non-dutiable; secondly by fiscal measures e€.ge increase in 1l
rates of duty; and thirdly, the considerable increase in the

consumption of certain dutiable goods.
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Like most developing countries, the revenue contribution
of this source is limited owing to fact that domestic

production of manufactured goods is limited.

The Zambian Excise Tariff is limited. However, the high
contribution of Excise duties to revenue arises from the
fact that rates are considerably high. The following

Table will illustrate this.

Table 6.2

Rate of duty as percentage of Retail Prices on Selected

Commodities.
Retail Cost | Duty % of 3/2

(1) (2) (3) )
Clear Beer/bottle 27n 153n | 55.5
Opeque beer/litre 10n 42 150
Spirits/bottle K4.34n K2.34 5349
Soft Drinks/bottle 8n 13-14n 25
Cigarettes Zhn 22n 64,7
Petrol 21 6n 28.5

Source: Abstracted by author.
Note: On soft drinks the highest rate of 1% per bottle
was taken and rounded up to 2 for simplicity of

calculation.
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In addition to the above levies, there is an excise tax on
locally assembled motor vehicles. The duty ranges from 5
per cent to 40 per cent. This duty caused a considerable
outcry from Livingstone Motor Assemblers who charged that
the duty had reduced sales and as a consequence they would

be forced to reduce production or close down all together,

Other Excises on Services are levied. The most popular are

entertainments Tax1h and taxes on hotel services.

The rates of duty on the items in table 6,2 in the majority

of cases, exceeds the retail selling price. The cost of their
production should therefore be very low. This rate can be
raised to this extent because the excise duty is primarily

for revenue collection and it has no potential incentive
value. In addition, except where it is obviously prohibitive,

it has no disincentive effects.

Sales Taxes.

Sales Taxation was introduced in Zambia by the Customs and
Excise (Amendment) (No. 2) Act of 197315. Section 3 of the
Act inserts Section 77 A into the rates specified in the fifth
schedule. Goods subject to sales tax are those that are

manufactured in Zambia. The rate of Tax is 10 per cent in

respect of all goads. The Customs and Excise (Amendment)
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Act16 repealed and replaced the Fifth Schedule. The effect
of this was to increase the number of taxable items.
Presently taxable goods include locally manufactured
Biscuits, clothes fencing wire, footwear; Furniture; Motor
Car batteries; Paints, Varnishes and lacquers; perfunmery,
cosmetics and toilet preparations; Radiosj; soaps and
detergentsj sugar; Tyres and tubes and services provided
by hotels. Further Section 3 of the 1974 Customs and
Excise (Amendment) act?? exempts from the payment of Sales
Tax by a manufacturer of goods or supplier of Hotel Services

in respect of his sales, if the value of such sales for the

year does not exceed five thousand kwachae.

Owing to the relative newness of sales taxation on the
zambian scene figures are not available to indicate its
revenue importance. However, this tax is imposed solely as

a revenue source and because it is levied on high consumption
items it should create a steady flow of a substantial sum of

money.

There are a lot of obstacles in the way of retail sales
taxation in many countries. Zambian sales tax are imposed
at the manufacturers level. The difficulties about retail

taxes in Zambia, like in most countries is that there is an
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enormous number of retailers with no book-keeping skills.

In Canada and elsewhere, sales taxation at the manufacturing
level has met with other problems. Fir;t, the definition of
manufacturing has presented difficulty. No attempt was

made to define it in Canadaes To clarify the position, only
marginal cases were listed as covered by the term. 1In
Zambia, manufacturing in relation to sales taxation will not
present any problems because our Act has listed all the
taxable goods in the Fifth Schedule. Secondly, and this

is the most serious problem in the satisfactory operation

of sales tax, there are problems of evaluation i.e. the
specification of the taxable price. For ease of administration
the prices of the goods on which sales tax is imposed in
zambia are controlled and it is on these controlled price

levels that the tax is charged.

The move to impose sales tax was not popular from the point
of view of the consumer. A greater number of the items
subject to the tax includes those goods that are regarded
as everyday necessities which most people either eat or
aspire to acquire.. However, this criticism cannot be

pressed too far in that the 10 per cent rate is very low.
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CAP 662 of the Laws of Zambia

After the 1975 Budget Proposals, a Seperate Sales

Tax Act was introduced.

UN Statistical yearbook, 1959

This figure excludes, K165m and K348m from local and
External borrowing

For these projections see SNDP item No. 23

Statutory Instrument No. 58 6f 1966 see ante note 7..
Note that the Customs and Excise (Industrial Drawbacks
and Rebates) (amendment) Regulatiomns 1970 deleted and
replaced the Second and Third Schedules of the 1966
Regulationse

No. 7 of 1974

Note that the Customs and Excise (Rebates, Refunds and
Remissions) (General) Regulations ég.I. No. 12 of 19627
rebated duty for the Mining Industiry on (a) Chemical
Oils used in the extraction of gold and other metals
(b) Chemicals for use in any process for the concentration
or refining of or, ‘for essay or research purposes.
Ibid note 6.

Ibid note 9.

JoM. Mwanakatwe, Minister of Finance : National Assembly

debates Nos 25, 1971 pp. 5231 = 523



13

1h.

15.
16.

17
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In his Budget Speech, the Minister pointed out car
accidents and other Social evils of drunkenness as
costs of liquor on Society. He proposed Increased
taxes on Liquor to combat the problem.
Entertainments Tax Act. CAP. 661 of the Laws of
Zambia
Noe 26 of 1973.
Noe 7 of 197k4.

Ibid note 16.
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CHAPTER VII

Miscellaneous Taxes.

In this Chapter we will deal with a Selected number of taxes
that are imposed in Zambia. It must be borne in mind from
the beginning that these taxes do not appear in the Income
Tax Act as infact they are not levied on income as defined
by the Income Tax Act. Rather these taxes take the form,

in a majority of cases, of licences and they are imposed

by appropriate Licensing Acts. Like in the chapter on
customs and Excise duties we have departed from the

classification earlier adopted in our inguiry.

The discussion in this chapter will include a consideration
of the following: Trading Licences, Radio and Television,1
Entertainments tax, Stamp duty, Fire Arms and Winnings on

state lottery.

Primarily, these taxes are for the collection of additional
revenue, although infact the proportion to which they
contribute to the total government revenue is very negligible.
In terms of our inquiry about the effect of taxation on
investment, these forms of taxation are largely of

negligible effect in that they are in no case a consideration
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that potential investors may take into account when they
have to decide whether a particular investment has to be
made. The exception to this general'statement may be
made only in the case of trading_licences and Liquor
licences. If the annual trading licence costs very much,
it might be difficult for small traders to operate owing
to the fact that the cost of the license takes away most
of their profit. This is a real possibility in that some
small traders in the rural areas have a turnover of not
more than K100 per year. In the case of Liquor licences
the position might be different in that probably, the
cost of the licence may be used as a deterrent to a
proliteration of drinking places. This is in line with
the desire on the part of the government to discourage
excessive drinkinge. However, this reason seems to be

more of a Social than economic naturee.

Since the forms of tax considered here are of no

incentive value, there will be no more than the re-state-
ment of the law governing them. Emphasis will also be -
laid on their value as revenue sources for the government.
Before we consider them separately we will look at one
general aspect i.e. the refenue importance of these several

taxes.
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Revenue Importance.

Table 7.1 Total Government Revenue from "Miscellaneous™

Taxes 1964 -~ 1971

1964 1965 1966 1967 1968 1969 1970 1971

Motor Spirit Tax Oo9 11 1.4 301 3.2 - - -
Motor Vehicle

Licences 007 107 2.2 2.0 2e2 2.6 2.5 302
Other Business

Licences 0.2 0.3 003 0.2 Ool" 003 0.2 O.n}
Stamp Duty 0.3 0.2 OQLI' 0.4 003 0.3 0.3 00“
Other 260 1'8 Te1 Qo2 0.‘* 008 1¢1 240
Total L"o1 501 504 5.9 6.5 4.0 401 509

Sources: Compiled by author from "Financial Statistics of Governe
ment Sector 1965-1967" published by the Central
Statistical office, Lusaka and "“Economic Report 1973"
presented to the National Assembly 1974 and published by

the Ministry of Planning and Finance, Lusakae

Notese. 1« Figures for the post-1971 period are not available
at the time of writing.
2. Breakdown in the figures available is not adequate:
So the item “™Other business Licences" includes Trading
Liquor, Transport etce. License. The item "Other"
includes those that do not fit into any prior

classification.
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The overall contribution of these taxes to total Government
revenue is very small in comparison with the other forms of
taxation considered in the earlier chapters. The reasons
for this are that first, the rates per annum of the tax are
very small, Secondly they apply only to a small section of
the community i.e. those who own shops, cars, Radio and
Television sets etc; and thirdly especially in the case of
Radio and Television Licences and firearms Licences, there
is wide spread evasion from the payment of the tax. Between
1964 and 1971 (the period for which figures are available)
these taxes Contributed the least to government revenue.
The highest percentage contribution of these taxes has been
2 per cent while the average contribution over the Same
period is less than 1 per cent. Table 7.1 shows that the
highest amount of money accruing from this source was K6.5
million in 1968. Since 1969 there has been a decline in this
figure. The main reason for this decline has been that the
motor spirit tax, which was previously classified in this
category has now become an Excise tax under the Customs and

Excise Act.2

BUSINESS LICENCES. Trading Liquor and other Licences.

Throughout the period 1964 - 1971 the contribution to
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government revenue of these licences has been less

than 1 million kwacha. Two reasons account for this
level of contribution. First there is the reason

which applies to most licences that the people who

own businesses and are therefore subject to the tax

are relatively small in number. Secondly there is

the major reason regarding the administration of

these Licencing Acts. This reason applies to Trading,
Licences which we will consider below. The main

reason why, in the case of Trading Licences, so little
revenue accrues to government is that the Trades
Licencing Act Cap 707 of the Laws of Zambia permits a
kind of sharing of the revenue between the Central
Government and Local authorities. If the Licencing
authority is a local authority then the revenue goes
into the general funds of that authority and where

the Licencing authority is the Minister or the

District Secretary the money goes into the general

funds of the Republic.3 Section 9 of the Act designates
Municipalities, township councils and Rural Councils

as Licensing Authorities. The result of these
provisions is that revenue from trading Licences in
respect of the largest proportion of the country accrues
to Local authorities. This is probably one way in which

government subsidises Local authorities.



- 239 -
The Trades Licencing Act Contains a Schedule of the
Scales of trading Licence fees. This schedule was
amended to a great extent in 1973. 1In nearly all cases
the Licence fees were doubled in order primarily to
raise additional revenue from this source. A secondary
purpose for raising these fees was spelt out by the
Minister in his budget Speech: He said
"This is an area where the government has created
deliberate opportunities for our people. It is only
fair that those who benefit from those opportunities
should contribute to the Cost of the services they

enjoys

In consequence of this the following changes were made:

Trading (Wholesale) Licence from K100 to K300: 300% rise

Trading (Retail) Licence From K25 to K 50: 100% rise

Hawkers Licence From K10 to K 15: 50% rise
Pedlar's Licence From K 5 to K7.50 50% rise
Stall Licence From K S5 to K7.50 50% rise
Restricted Licence From K 5 to K7.50 50% rise
Dublicates From XK 1 to K2 100% rise

These Licence fees are of general application i.e. it
does not matter whether the establishment is big with a

turnover of Millions of Kwacha or it is a small village
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shops Because of this, there seems to be a certain
amount of unfairness in that separately placed
business enterprises are subject to the same tax
burden.. It might be argued that this is cared for
by the Income tax payable by larger organisations
while the village enterprise is free of tax. Howeverr
there is a strong casé for introducing a graduated
Scale of fees in this area. Some advantages can be
percieved if this were done, First it would remove
the disincentive to small business by reducing the
Licence fees. Secondly it would introduce an element
of fairness into the System by making bigger business
pay proportionately bigger amounts for the Services
enjoyed by them according to the Ministers Speech..
The overall effect of such a graduated scale of fees,
coupled with other incentives to small business would
be to encourage small business run by rural indigenous
Zambianse This would be in comformity with the
government's long-standing desire to involve the
Indigenous Zambian in some éroductive economic

activity.

The proposal made above can be met with the argument

that it would cause a considerable loss of revenue
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to the Local Councils especially rural councils in
whose jurisdictions the majority of small Scale traders
operate. This would be the most undesirable effect at
the time when, because of austerity measures, the
central government has ceased to continue to subsidize

local authoritiese

Liquor Licences

Liquor licencing is provided for by the Liquor Licensing
Act CAP 429 of the Laws of Zambia. The Act provides

for a variety of matters regulating the Sale and
Consumption of Liquor. These are ﬁon~tax matters which

are outside the scope of our inquiry.

Section 4 of the Act provides for the different types
of Licences that may be available and the fees in
relation to each type of Licence are listed in a

Schedule at the end of the Act.

No breakdown of the figures is available to enable us
to see the actual contribution of Liquor Licencing fees
to the category "other business Licences™ in Table 7.1
aboves It can be said however that the contribution is
quite substantial.. This is so for two reasons viz,

there has been, since independence, a phenomenal
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proliferation of bars and other drinking places in

Zambiae The Second reason is that the fees are quite

expensive.

Since 1973, the contribution of Liquor Licencing to
the Category referred to above has increased because
the budget for that year increase very substantially
the fees in respect of all types of Licences. The
reason for the increase of these fees was that the
government wanted to tap more revenue from this source.
Like in the case of Trading Licences, the minister
intended those who are engaged in the lucrative liquor
trade to join the other tax-payers in contributing to
the cost of the various services rendered by the

Government."

The Contribution of Liquor Licencing to revenue is
likely to remain static for a long time for two reasons.
First, as the present level of Licence fees is already
substantially high, it is not likely that the govern-
ment would raise it further in the near future.

Secondly there is a deliberate policy of government to
limit the consumption of Liquor and one way of doing

so is to limit the number of drinking places. At

present it has become very difficult to obtain Licences
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especially in places where some facility is already

present,

As regards the fact that the licences are of general
application to both big and small business, the
argument regarding unfairness which we made in
relation to trading Licences applies to Liquor
Licencing. However, it is not likely that Liquor
trading is the kind of business activity in which the
government would like to offer incentive to Zambiauns

or any other persons.

Non-Business Licences

i« Motor Vehicle Licences5

The Contribution of motor vehicle Licences to govern-
ment revenue has been on the increase since 1964.
Starting from a mere KO.7 million in 1964 it rose to
K3¢2 million in 1971 and about the same figure in 1972.
This figure rose to approximately K&4.O million in 1973.
Two reasons account for this increase. Firstly, there
has been a very rapid increase in the number of motor
vehicles during the period we are considering.
Secondly there have been increases in the rates of
licence fees deliberately to increase government

revenue from this source. These changes were made in
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1971 and 1973,

In his bBudget speech of 1971 the Minister of Finance
announced a general increase in Motor vehicle Licence
feess The fees were almost doubled. This action was
justified on the grounds that the government had since
independence spent large sums of money on the constructe
ion of new roads and the maintenance of the existing
oneses The increase was aimed at making road users
contribute to the costs of building and maintaining

roads through increased motor vehicle fees..

A second increase in Motor vehicle Licence fees was made
in the 1973 Budget proposals. The reason for this
increase was again the need for road user contribution
to the building and maintenance of roads. Additional
revenue estimated to come from this increase was K0.50

millione.

This increase was done at a time when imports and
Exports into and out of the country had to be re-routed
following the closure of the Rhodesia/Zambia boarder.
Road transport had therefore become vitally important
to the economy of the country. Recognising this fact,

no increases were made in the rates of fees in respect
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of commercial vehicles. This was aimed at providing

an incentive to individuals and companies engaged in

the transport business.

However, when one looks at this concession, one finds
that it is a typical case when the government has
suffered a loss in revenue by providing an incentive to
an ecoﬁomic activity where such incentive is not
necessarye. At the time when the incentive was made the
transport business had reaped a lot of profits for
transport contractors because the government paid them
heavy fees. These payments alone could have been
sufficient incentive to people to enter the transport

industry.

ii, Firearms Licences

Firearms Licencing is provided for by the Firearms Act
CAP III of the Laws of Zambia. Section 4 of the Act
prohibits the purchase of any firearm or amunition
unless such purchaser holds a firearm Licence. The
rates of fees in respect of firearms are provided for
by Section 31 of the Act., These are set out in the

First Schedule to the Act to which Section 31 refers,

In terms of revenue, very little of it comes from this
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source owing mainly to the fact that firearms are not
in big circulation. However, Substantial amounts have
been collected. This was more so after the fees were
raised in the 1974 budget. In almost all cases, the
fees in respect of different calibre firearms were
more than doubled. This was done mainly to increase
government revenue from this source. The prospects of
any further increases of revenue from this source are
smalle This is mainly because the government would be
reluctant to have large numbers of firearms sold to
the public and also because the rates of fees are at
present sufficiently high so that further increases

are unlikelye.

iii. Game Licences

Section 37(1) of the National Parks and Wildlife Act
prohibits the hunting of game except if such person
holds a valid Licence. There are seven types of Game
Licences, and the fees in respect of each of them are
fixed according to the size of game to which they
refer or to the area to which the Licence applies. In
addition the fees will vary according to whether their

holder is a resident or non resident in the Country..
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These Licences are imposed mainly as a source of
revenue although it might be said that their secondary
function is the protection of valuable wildlife by

imposing prohibitively high fees.,

The 1974 Budget also raised very substntially the fees
for game Licences. In some cases they were double or
trebled. For example when a resident hunts elephant
today, the Licence Costs K100 for male elephants and
K80 for female elephants. Prior to 1974 the fees were
K30 and K20 respectively.

The prospects of this as a significant source of
revenue are very small owing to the fact that it is

government's deliberate policy to conserve game.

ive Radio and Television Licences6

The Broadcasting Act, CAP 253 provided for these Licences.
The Licences were aimed at making liétners pay for the
Service Provided to them by the government. The fees

for domestic radio and Television were respectively

K2,00 and K10.00.

Potentially, a considerable amount of revenue could come

out of this Sourcee. However, this has not been the
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case. Although there are thousands of Radio sets
in the Country, and a considerable number of
Television sets, there has been wide-spread evasion
of the tax by the public. This has been so inspite
the fact that there exists an inspectorate to
effect payment and the punishment for failure to

pay the tax.

Entertainment Tax

The tax on entertainment is provided for by the Enter-
tainment Tax Act CAP 661. The Act has been in force
since 1945. For a long time, until 1973 the Act had
remained dormant. In 1973 the Act was revived and
since then those who go to specified entertainments
have to pay a very moderate tax ranging from 2 to 10
ngwees The tax is really moderate and it does not
cause any hardship to the public. The tax was

imposed only as a revenue source.

Stamp duty

Stamp duty is charged by the stamp Duty Act CAP 664
as amended by the Stamp Duty (amendment) Act (No. 3
of 1973). Section 11 of the Act provides that the

several instruments listed in the First Schedule to
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the Act shall be chargeable with the several duties
specified in the same Schedule.. The 1973 amendment
Act had the effect of raising the duty on a large number

of these instruments.

Between 1964 and 1971 the contribution of stamp duty
to government revenue has not risen above KO.3 millione.
This figure has remained constant for a long time.
However some increase should come about because of the

1973 amendment.

Stamp Duty is not likely to be a significant source of
government revenue because of the fact that it applies
only to a small number of tramnsactions affecting a
minute proportion of the population.. However, it is
a constant source of revenue and it should be

maintained.

State Lottery Winnings

The State Lotteries (Amendment) Act 1973 imposes a
10 percentum charge on any prize money won by any
person. The amount charged is that in excess of

K1000 of the prize moneye.
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This tax was introduced in 1973 and at present it is
not easy to judge its revenue implications. However,
it may be said that this source is not likely to be

a steady one because it depends largely on whether
any prize money is won at all. As the public become
more interested in the State lottery, winnings might
become more frequent thereby increasing revenue from

this Tax.

CONCLUSION

The forms of tax we have discussed in this chapter are
only a few out of a large number of taxes that govern-
ment imposes. No useful purpose would be achieved by
discussing all of them; some of which are very
insignificant in terms of their revenue productivity.
In other cases they are imposed as a means of making
members of the public pay for a service that government
provides. Although the revenue from these taxes is
insignificant in comparison with the bigger sources of
government revenue, they in any case, together,
contribute quite substantially. They should therefore
be maintained and probably ways must be found by which

revenue from this source can be increased.
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Radio and Television licences were abolished by the
1975 Budget mainly because there had been wide-
spread evasion by the public and it had become
uneconomical to maintain the staff in the

inspectorate.

The Customs and Excise (Amendment) Act; No. 24 of

1973 introduced the 0il Excise after the Commissioning

~

of the o0il Refinery at Ndolae.
Section 6(1) and (2) of Cape. 707.

JeMs Mwanakatwe, Minister of Finance 1973, National

Assembly debates Noe. 32 p. 495.

The Roads and Road Traffic: Act CAP. 766 Provides

for the imposition of these Licences.

Supra Note 1.
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CONCLUSIOHN.

Zambian Tax planners, like those of other developing
Countries are faced with one big dilema which has
proved to be a very big task to resoive. On the one
hand, there is the critical shortage of capital and
manpower to enable accelerated economic development.
There is therefore the urgent need to obtain these

from external sources, Although foreign capital is
available through intergovernmental arrsngements for
aid its significance is not as great as that of private
foreign capital. 1In this situation, tax planners will
be inclined to offer tax incentives in order to attract
foreign investors into the country. Usualy these ince-
ntives will take sevaral forms but a general feature

of them all is that they involve a reduction of the

tax liability of the investor thereby also reducing

the government's revenue from taxation, On the other
hand, there is the need on the part of government to
lay its hands on as much revenue as possible to finance
its developmental and non-developmental expenditure,

In the Zambian fiscal system, taxation offers the
greatest source of this much needed revenue. Poten-

tially also, taxation will continue to be the greatest,
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source, The government's reliance on this source is
overwholming. The availability of funds for governmental
expenditure, especially if that expenditure is develo-
pmental is a significant aspect of economic development,
There is therefore a clash between the need to provide
adequate tax incentives, which entails some loss of
revenue, and the need to make available to government
adequate sums of money to finance development. 1In
Zambia, both aspects of the dilema are held to be
equally significant, The way to resolve it therefore
has been to find the dividing line between the two-a
line which could offer an equitable compromise., 1In
some cases, one gets the impression that Zambia tax
laws are only revenue oriented, This is the case

where the rates of tax have been raised while at the
same time exemption levels have been lowered. An
example of this is the 1969 budget which lowered
certain allowances for individual tax payers while at
the same time raising the rates of tax., Other cases
may be cited e.g. the aggrate rate of tax on the mining
companies is about 70 percentun, By all standards,
this rate is very high., Other outstanding examples

have been cited in the text of our enquiry. The
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policy of makimizing revenue from taxation will con-
tinue for as long as the Zambian Government relies so
heavily on tax financing for its development plans,

Both the First National Development plan and the

second National development plan were financed to a

great extent from tax revenue. With the move to mobilise
more local resources to reduce foreign aid, taxation

may hold the key role to the financing of any future

development plans,

However, we have cited many instances where tax law

has been geared primarily to attract foreign investors
and in addition to enable local investors to enter into
productive economic activities. 1In the case of foreign
investors, in addition to the deductions which apply
generally to them and local investors, the government
has gone further to attract them by entering into
agreements for the avoidance of double taxation, This
is a substantial incentive and by offering it, the
government loses a substantial amount of tax revenue.
In addition to double taxation agreements, the govern-
ment may make special arrangements with foreign
nationals on matters relating to tax. Allowances for

capital and provisions for accelerated depriciation
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are also significant incentive provisions. In the case
of the mining companies the move to taxation of profits
as opposed to taxation on production as was the case
during the Royalty/Export tax system, has made the system
more equitable. Additional incentives have been provided
for by the favourable mining allowances in the Income Tax

Act.

In general the use of rebates on customs duty provided for
by the customs and Excise Act, as amended, and the customs
Duties (Drawbacks and Rebates) Regulations are significant
incentive provisions. Presently, duty on capital goods,
in many instances, has been removed so that importers of
capital goods are only subject to a 10 percent surcharge
if this also has not been removed by special arrangement.
This incentive has also occassioned a considerable loss of

revenue which would otherwise have accrued to the government.

One general feature of all the incentive provisions in
the Zambian Tax System in that they are geared primarily
for capital intensive industries. The system offers
considerable tax deductions for capital inputs while it
does not do the same in the case of labour.

At present this may be justified by the fact that

there is a serious shortage of Skilled labour in
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the country. However, this will not continue and
there will be need at one time to switch to the use of
labour unless adequate employment will be available.
One general feature of the Zambian tgx incentive
provisions is that they are not contained in one
single document like it is the case in countries
where there are investment codes. Although the
Income Tax Act provides for the largest number of
incentives, the frequency at which it is amended
(at least once or more per year) complicates the
administration of the incentives. The system is
further complicated by the fact that other incentive
provisions, e.gs. those which deal with rebates and
refunds of Import Duty are contained in either the
customs and Excise Act or separate statutory instru-
ments. Both these have been amended quite extensively.
The few skilled and semi-skilled officers of the tax
department have to contend with the administration of a
myraid of Acts and statutory Instruments. The result is
that they tend to ignore anything that they cannot compre-
hend. Finally, our enquiry does not pretend to be exhau-
stive of its title. For example no suggestions for reform

have been made. However criticisms of the system have
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been made. To suggest reform inorder to remedy the
defects revealed in the criticism would require seperate
extensive treatment. The criticisms should therefore

be treated as an identification of the problems involved-
they should therefore be important guidelines for future

scholarship,
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