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1. Transfer Pricing (TP) in Tanzania
What is TP? : Transfer Pricing refers to the rules and methods used determine the charge
for goods, services and intangible properties transacted between associated
parties.

Why is it important? : Associated parties (e.g. companies under common ownership) have
the capacity to distort taxable income through intercompany transactions.
Therefore, tax authorities around the world set out TP regulations which allow
them to adjust the pricing of such transactions where they differ from those
that would have been charged by unrelated parties.

Who is affected? : Tanzanian companies or persons who carry transactions with associated
persons both inside and outside Tanzania. Associated parties are broadly
defined as:
●
●
●

●

An individual and a relative of that individual;
Partners in the same partnership;
An entity and a person/entity who directly/indirectly controls or may
benefit from 50% or more of the rights to income, capital or voting power
of the entity; or
Any case where one might reasonably be expected to act, other than as
an employee, in accordance with the intentions of the other.

What type of arrangements are covered? : Most arrangements including “an action,
agreement, course of conduct, dealing, promise, transaction, understanding
or undertaking whether express or implied, whether or not enforceable by
legal proceedings and whether unilateral or involving more than one person”
In practical terms, affected transactions may include:
●
●
●
●
●

Intercompany loans
Management and service fees paid to related companies
Intergroup sales
Transactions with directors or commonly owned companies
Royalties and interest charges between associated entities
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Deemed Interest: T
 he regulations give the TRA the right to impose a deemed interest
expense on intra group financing that is interest-free. Related
persons involved in intra group financing either directly or indirectly,
with or without consideration, are required to determine the arm’s
length rate for such assistance. This also raises the possibility of the
imposition of real withholding tax on deemed interest expenses.

What you need to do: All taxpayers affected by these regulations are required to maintain
transfer pricing documentation as evidence of the arm’s-length
nature of its arrangements.
Transfer pricing documentation is n
 ot to be submitted at the time of
filing income tax returns but should be made available to the
Commissioner within 30 days of request.

Documentation requirements: A Transfer Pricing documentation must consist of the
following:
●
●
●
●
●
●
●
●
●
●
●
●
●

Organisational structure
Group Financial report
Nature of business/industry and market conditions
Nature and purpose of relevant transactions
Description of structure, intensity, dynamics, of the relevant
environment
Detailed description of relevant transactions
Pricing policies
Comparability analysis
Functional analysis
Risk analysis
Selection and application of transfer pricing method
Supporting documentation
Other details as set out in TP Guidelines

Failure to provide documentation: Failing to provide Transfer Pricing documentation when
requested by the Tanzania Revenue Authority (TRA) will attract a
penalty of Tshs 50,000,000 (Fifty Million) or a prison term not
exceeding six months, or both.
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2. Thin Capitalisation in Tanzania
What is Thin Capitalisation?  A business is said to be thinly capitalised when its level of debt
is much greater than its equity capital. This means that the company is mostly
funded by debt (over-geared).

Why does it matter? A high debt-to-equity ratio can create problems for:
●
●

Creditors - who bear the solvency risk of the company; and
Tax Authorities - who are concerned about excessive interest claims.

What are the rules in Tanzania? The Income Tax Act 2004 provides for restriction of
tax-deductible interest only in case the taxpayer is an “exempt-controlled
resident entity” (a resident entity that, during a given year of income, had 25%
or more of its underlying ownership held by, among others, non-resident
persons or associates of non-resident persons).
The total amount of interest that an exempt-controlled resident entity
may deduct for a year of income is limited to the sum of interest
equivalent to a debt-to equity ratio of 7:3.
There are specific definitions of 'debt' and 'equity' for the purposes of thin
capitalisation.

How can this affect you: The Commissioner can make adjustments to disallow interest
expenses incurred by qualifying companies. This might result in additional tax
payable as a result of such adjustments.

How C&A can help
●
●
●

Review your company status to determine if you are affected
Analyse your interest deductions
Review the impact of above rules to determine the impact of interest adjustments
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3. September 2018 compliance deadlines
The following returns are due for submission to TRA on or before 30 September 2018:

Value Added Tax Return

Skills Development Levy: Monthly Return

Penalties apply (Tshs 225,000 per month) for companies failing to submit above forms before
deadline
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Disclaimer
The information contained herein is of a general nature and is not intended to
address the circumstances of any particular individual or entity. Although we
endeavor to provide accurate and timely information, there can be no guarantee that
such information is accurate as of the date it is received or that it will continue to be
accurate in the future. No one should act on such information without appropriate
professional advice after a thorough examination of the particular situation.

