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Vision
To be a highly regarded Institution that excels in Public Sector Auditing

Mission
To provide high-quality audit services that improves public sector
performance, accountability, and transparency in the management of
public resources

Core Values
In providing quality service, National Audit Office shall be guided by the
following Core Values:

Objectivity
We are an impartial entity that offers services to our clients in an
unbiased manner

Excellence
We are professionals providing high quality audit services based on best
practices
Integrity
We observe and maintain the highest standards of ethical behaviour and
the rule of laws and a strong sense of purpose

Peoples’ Focus
We value, respect and recognize interest of our stakeholders

Innovation
We are a learning and creative public institution that promotes value
added ideas within and outside institution

Results Oriented
We are an organization that focuses on achievement based on
performance targets

Team Oriented
We work together as a team, interact professionally, and share
knowledge, ideas and experiences
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CLF Converged Licensing Framework

ColCT College of Information and Communication Technologies
DIT Dar es Salaam Institute of Technology

DTT Digital Terrestrial Television

EPOCA The Electronic and Postal communications Act
eRCS Electronic Revenue Collection System
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LGAs Local Government Authorities

LTD Large Taxpayers Department
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MNO Mobile Network Operators
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TCRA Tanzania Telecommunications Regulatory Authority
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TRAS Telecommunications Revenue Assurance System
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TTMS Tele-traffic Monitoring System

TZS Tanzania Shillings



DEFINITION OF TERMS

Revenue

Means taxes, duties, fees,
fines or other monies imposed
by or collected under the laws
or the specified provisions of
the laws set out in the First
Schedule;

The Tanzania
Revenue

Authority Act
Revised  Edition

2006 (section 3)

Telecommunications
services

These are services for
electronic transmission,
conveyance, or routing of
voice, data, audio, video, or
any other information or

signals to a point, or between
or among points.

The Value Added
Tax Act, 2014
section 2(1)

Telecommunications
Service Provider

Means a person licensed by
the Tanzania Communications
Regulatory Authority (TCRA)
or an equivalent foreign body
to provide telecommunication
services;

The Value Added
Tax Act, 2014
section 2(1)

Over The Top
Applications (OTT)

Means services that ride on
top of an Internet connection
but have no relationship with
the provider of the Internet
connection

TCRA  Strategic
Plan 2016/17 -
2020/21

Revenue assurance

means systems and processes
in place to ensure that
revenues for licensed service
providers are declared with
accuracy, completeness, and
integrity;

Electronic and
Postal
Communications
(Tele-Traffic)

Regulations, 2018

Telecommunications
traffic

means a profile of signs,
signals,

Electronic and
Postal
Communications
(Tele-Traffic)

Regulation, 2018

international
incoming tele- traffic

means all successful and
billed international incoming

Electronic and
Postal

Vi




tele-traffic originating outside | Communications

Tanzania and terminating in | (Tele-Traffic)

national fixed and mobile | Regulation, 2018

telecommunications networks

in Tanzania;

Source: Analysis of Criteria from Legislations and Regulation Policies,
Guidelines, Manuals, Plans and Best Practices sources.
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PREFACE

Section 28 of the Public Audit Act No. 11 of 2008, authorizes the
Controller and Auditor General to carry out Performance Audit
(Value-for-Money Audit) for the purposes of establishing economy,
efficiency and effectiveness of any expenditure or use of resources
in Ministries, Independent Departments and Executive Agencies
(MDAs), Local Government Authorities (LGAs) and Public
Authorities and other Bodies which involves enquiring, examining,
investigating and reporting, as deemed necessary under the
circumstances.

| have the honour to submit the Performance Audit Report on the
Management of Revenue Collection from Telecommunication
Service Providers in Tanzania to His Excellency, the President of
the United Republic of Tanzania, Dr. John Pombe Joseph Magufuli
and through him to the Parliament of the United Republic of
Tanzania.

The report contains findings of the audit, conclusions and
recommendations that have focused mainly on assessing the
adequacy of Management of Revenues Collection from
Telecommunication Service Providers. It has, also, covered the
legal and regulatory framework as well as monitoring the
performance of TCRA by the Ministry of Works, Transport and
Communications.

Management of TCRA, TRA and MWTC were given the opportunity
to scrutinize the factual contents of the report and provided
comments. | wish to acknowledge that the discussions with the
audited entities have been very useful and constructive in
achieving the objectives of the audit.

My office intends to carry out a follow-up at an appropriate time

regarding actions taken by the audited entities in relation to the
recommendations in this report.
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In completion of the assignment, the office subjected the report to
the critical reviews of Prof. Henry Mgombelo from University of Dar
es salaam and Mr. Allais Mwasha (individual consultant) who came
up with useful inputs on improving the output of this report.

The report was prepared by Mr. Frank Mwalupale (Team leader)
and Mr. Andrew Kazembe (Team member) under the supervision of
Mr. Michael Malabeja (Chief External Auditor), Eng. James Pilly
(Assistant Auditor General - Specialized Audits) and Mr. Benjamin
Mashauri (Deputy Auditor General - Performance and Specialized
Audits).

| would like to thank my staff for their valuable inputs in the
preparation of this report. My thanks should, also, be extended to
the audited entities for their cooperation during the audit and
their fruitful comments on the draft report.

:
M

Charles E. Kichere,

Controller and Auditor General,
United Republic of Tanzania.
March, 2020.
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EXECUTIVE SUMMARY

Telecommunication sector has shown significantly growth in
Tanzania over time. The sector has also contributed to the growth
in other sectors. This has been contributed by expansion of mobile
phone services, an increase in airtime sales and expansion of
broadcasting and internet services. All these services attract
revenue collection. Efficient and effective performance by TRA,
TCRA and MWTC are required to ensure adequate revenue
collection from telecommunication services achieved every year.

The main audited entities were Tanzania Communications
Regulatory Authority (TCRA), Tanzania Revenue Authority (TRA)
and Ministry of Works, Transport and Communications. TCRA is
responsible for, among other roles providing telecommunication
infrastructures for revenue collection. TRA is responsible for Tax
revenue collection. The Ministry of Works, Transportation and
Communications is the overseer of the communication sector in
the country. Also, it is responsible for the management of National
ICT Broadband Backbone.

The main objective of the audit was to determine whether the
revenues from Telecommunication Service Providers are being
collected in an efficient and effective manner. The audit covered
a period of four (4) financial years i.e. 2015/16, 2016/17, 2017/18
and 2018/19.

Audit Findings
Revenue Collection by TRA
e Inadequate planning and implementation of Tax audit plans

The audit noted that, TRA tax audit plans did not cover all 6
telecommunication service providers in every financial year. Even
in those years in which TSP was included in the plan for audit, the
plan was not implemented as approved. The effects of the tax
audit are very positive, in one of the conducted tax audits, to one
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TSP, TRA was able to identify about TZS 208 billion as a variance
between VAT returns submitted and actual taxes paid.

e Inadequate use of electronic revenue collection system
(eRCS)

TRA did not effectively use eRCS to verify the tax. In the financial
year 2018/2019 there was no confirmation that TZs. 681.33 billion
was verified through eRCS.

e Contradiction between the data produced from eRCS and
TRAS

The audit team noted that there was a contradiction of
information between the two electronic systems used to verify the
correctness of tax returns submitted by TSPs. The information
provided by eRCS differed with that from TRAS contrary to the
expectation of their establishment. Because of the aforesaid
situation, the process of verifying tax return submitted by TSPs
was difficult to identify true information. Up to the time of writing
this audit report there was no reconciliation after comparing the
two systems.

e Inadequate usage of information from TRAS

There had been inadequate usage of Telecommunication Revenue
Assurance System (TRAS) by TRA to verify the completeness of
revenue and tax from telecommunication service providers.
Whenever TRAS was not wused, revenue amounts from
telecommunication service providers were not objectively verified.
Facilitation of revenue collection by TCRA

e TCRA Lacked compliance trend records

It was noted that TCRA did not adequately manage the compliance
trend records of the TSPs. The team noted that, there was no
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analysis of the compliance status of each licensee and therefore it
was impossible to ascertain the level of compliance for each
licensee.

e Monitoring of OTT Services by TCRA

The audit team noted that the TCRA was unable to monitor the
revenue generated from Over the Top (OTT) Services. This was
because the existing Telecommunications Traffic Monitoring
System (TTMS) did not have a module for, specifically, monitoring
the OTT services.

e Coordination between TRA and TCRA

There had been inadequate coordination between TRA and TCRA in
sharing information affecting taxation of telecommunication
Service Providers. The two parties have not adequately
implemented the agreed aspects as laid down in the Memorandum
of Understanding. On the other hand, the audit team noted that
TRA being an administrator of revenue collection did not
spearhead to ensure it gets the benefits from the MoU entered
with TCRA.

e Monitoring the Performance of TCRA by MWTC

The Ministry of Works, Transportation and Communications (MWTC)
has not adequately monitored the performance of TCRA in
regulating the telecommunication sector to enhance revenue
collection from Telecommunication service providers. The
available Monitoring plan has no key performance indicators for
measuring the performance of TCRA.

e Regulating National ICT Broadband Backbone
It was noted that, MWTC oversees the implementation of NICTBB.

However, TCRA does not play role in regulating the National ICT
Broadband Backbone, despite the fact that NICTBB is one of the
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electronic communication infrastructures and it, therefore,
qualifies to be regulated by TCRA. This infrastructure is under
MWTC and operated by TTCL through its unit, named National ICT
Broadband Backbone (NICTBB).

Overall Audit Conclusion

Despite Government efforts through TRA toward improving revenue
collection from Telecommunication Service Providers, more
interventions were needed for further improvement.

The findings presented in this report endorse that, there were still
some loopholes that would lead to loss of government revenue
from the existing Telecommunication service providers. Both
the Tanzania Revenues Authority and Tanzania Communications
Regulatory Authority have not adequately worked together to
ensure that revenues from Telecommunication Service Providers
are effectively being collected.

Meanwhile, the observations of this report summarize that, TRA
had downplayed its role of tax collection from TSPs. TRA did not
sufficiently implement its responsibility of ensuring that tax audit
was conducted to all TSPs. TRA’s plan for tax audit did not cover
all 6 TSP. Also, it did not effectively use the electronic revenue
collection system (eRCS) and TRAS as reliable sources of
information to verify the correctness of tax returns submitted by
TSPs.

It was further observed that, minimum effort has been applied to
deal with the problems associated with OTT. If the OTT challenges
are not addressed, they will ultimately contribute to a risk of loss
of government revenue.
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Audit Recommendations:
Recommendations to Tanzania Revenues Authority (TRA):

To ensure effective -collection of tax revenues from all
Telecommunication Service Providers TRA should:

1. Improve its risk-based approach to ensure risky large
taxpayers including Telecommunication Service Providers
(TSP) are included in the plan for Tax Audit;

2. Allocate its resources (budget, human resource, time and
required equipment) for tax audit to all Telecommunication
Service Providers each year;

3. Verify and reconcile all submitted tax returns by using
reliable established systems such as the Electronic Revenue
Collection System (eRCS) and Telecommunications Revenue
Assurance Systems (TRAS);

4. Ensure that the Commissioner General has full access to the
Electronic Revenue Collection System (eRCS) as required by
the Tax Administration (Electronic Revenue Collection
System Regulations) of 2017.

5. Document a list of communication services and products as
well as their respective formats that need to be subjected
to tax audit scrutiny;

6. Ensure that it expands its server storage capacity and
network (bandwidth) to be able to connect and store large
files including those for revenue from Telecommunication
Service Providers;

7. Carry-out a thorough analysis of the skills gap among its

staff who are responsible for using Telecommunication
Revenue Assurance Systems (TRAS) for tax revenue
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verification and enhance their knowledge through regular
training;

. Ensure it fully adheres and effectively implements the terms

agreed in the Memorandum of Understanding with TCRA and
utilize the available information for collection of sufficient
revenue.

Recommendations to Tanzania Communications Regulatory
Authority (TCRA):

To ensure that Tax revenues are effectively collected from
Telecommunication Service Providers, TCRA should:

1.

Establish a compliance level for all telecommunication
service providers.

Ensure it identifies possible opportunities for revenue
collection from over-the-top (OTT) applications and
services;

Carry out regular studies in order to come up with the best
mechanism for dealing with over-the -top (OTT) applications
with a view to enhance revenue collection; and

Strengthen collaboration with TRA by ensuring that there
are regular reconciliation meetings in order to help TRA
collect all rightful revenues from Telecommunication
Service Providers.
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Recommendations to Ministry of Works Transport and
Communications (MWTC):

To ensure that MWTC effectively monitors the performance of
TCRA in regulating telecommunication sector towards enhancing
revenue collections, MWTC should;

1. Develop monitoring and evaluation indicators for regulating
the performance of TCRA in regulating the telecommunication
sector;

2. Ensure that TCRA adheres and effectively implements all the
agreed terms in the Memorandum of Understanding between
itself and TRA to facilitate effective collection of tax revenue.

3. Ensure there is an institutional setup for the establishment of

NICTBB as an autonomous separate entity to facilitate its
regulation and eliminate conflicts of interest;

Xvi






CHAPTER ONE

INTRODUCTION
1.1 Background

The fortunes of Tanzania’s telecommunication market were set to
increase as the sector recorded estimated revenue generated to be
USD 1.3 billion in 2015, with mobile voice services as the major
revenue contributor totalling USD 845 million or 67% of the sector’s
total revenue in the same period. The telecommunication sector’s
overall revenue was expected to reach USD 1.6 billion (equivalent
to TZS 2.8 trillion) by the end of 2020 growing at a steady
compound annual growth rate of 4.5% per annum"

Information and communication activity including
telecommunication services recorded a growth rate of 9.1 per-cent
in 2018 compared to 6.2 per-cent in 2017. The growth was largely
on account of the expansion of mobile phone services, an increase
in airtime sales and expansion of broadcasting and internet
services. The share of Information and Communication services to
GDP remained at 1.5 in 2018, as it was in 20172.

The country had 47.7 million subscribers in mobile and fixed
telecommunications by December 2019°. This subscriber base has
risen from 2.96 million in 2005* which is mostly contributed by the
mobile industry growth. The report of TCRA indicates that the
mobile money value of transactions reached TZS 8.31 Trillion in
June 2019, growing from TZS 7.44 Trillion (May 2019)°. This drew
the attention of potential revenue from Telecommunication
Service Providers. Statistics from TCRA showed that internet users
for fixed and wireless connection raised from 9.3 million in 2013 to
23.1 million users in 2018. Mobile network operators were key

' Report called “Tanzania: Revenue Growth to be underpinned by Mobile Network
Expansion into Rural Areas”. Read more at:
https://www.tanzaniainvest.com/telecoms/tanzania-telecom-revenues-growth-forecast-
to-reach-usd-1-6-billion-by-2020

2Tanzania Economic Survey 2018

3 www.tcra.go.tz

4 National ICT policy (2016)

% TCRA (2019) Quarterly communication statistics released in June, 2019
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players in Internet service provision with their extensive national
coverage following the introduction of mobile data and broadband
services such as data security and mobile money transactions.

1.2 Motivation for the audit

National Five Year Development Plan 2016/17 - 2020/21 sights
Telecommunication as one the important sectors in the
contribution to GDP. Similarly, in responding to Government
Policies of increasing domestic revenue, the government through
TRA’s Forth Corporate Plan 2013/14 - 2017/18 aimed at improving
efficiency in tax administration and widening the tax net in order
to collect more revenue especially from the telecommunication
sector.

This audit has been motivated by the following issues

e Inadequate contribution of the sector to GDP. The
contribution of information and telecommunication to GDP
was at 2%° in the year 2014, 2015, and 2016 and it dropped
to 1.5%’ in 2017 and 2018 despite reported growth in sector
in 2018.

¢ Mobile money value of transactions rose sharply to 8 Trillion
TZS per quarter as of June 2019, calling for need of
understanding the extent to which the government
effectively collects revenue from the aforesaid sector.

Therefore, the National Audit Office saw the importance and
sensitivity of auditing this area to assess how well the government
through Tanzania Revenue Authority (TRA) and Tanzania
Telecommunications Regulatory Authority (TCRA) has effectively
and efficiently managed revenue collection from
Telecommunication Service Providers. It was expected that
through this audit the causes and effects of the problems

¢ Tanzania Economic Survey (2017)
7 Tanzania Economic Survey (2019)



identified would be addressed. At the same time the audit would
help to improve the existing systems and processes for revenue
collection from the telecommunication sector.

1.3 Design of the Audit

This section describes the methodological approach used in
conducting this audit. Specifically, it explains the main audit
objective, specific audit objectives, scope of the audit, methods
for data collection and analysis and the assessment criteria.

1.3.1 Audit objective
The main objective of the audit was to determine whether the
revenue from Telecommunication Service Providers was being
effectively collected.

Specific objectives were:
to determine whether:

1. TRA ensured eligible and correct amount of Tax Revenues
from all Telecommunication Service Providers are collected
timely;

2. TCRA facilitated Tax Revenues from all Telecommunication
Service Providers are collected;

3. TCRA and TRA coordination functions ensured Tax Revenues
are collected from all Telecommunication Service Providers;
and

4. MWTC adequately monitored the performance of TCRA in
regulating the telecommunication sector in enhancing
revenue collection.

1.3.2 Scope of the Audit
The audit examined the effectiveness of TRA and TCRA in revenue
collection from Telecommunication Service Providers.

3



The main audited entities were TCRA and TRA. This is because
TCRA was responsible for, among other roles, providing
telecommunication infrastructure for revenue collection. TCRA
was also responsible for regulating and collecting Non-Tax
revenues from telecommunication service providers, TRA is
responsible for Tax revenue collection.

The Ministry of Works, Transportation and Communication was
audited as it was the parent ministry for ICT issues in the country,
responsible for management and collection of revenue from NICT
backbone.

The audit focused on the highest sources of revenue streams shown
in Table 1.1.

Table 1.1: Revenue collection stream from telecommunication
sector considered in this audit

Network services Tax revenue TRA
providers®

Non tax revenue TCRA
National ICT Revenue generation MWTC/ TTCL
Broadband Backbone
(NICTBB) and and Revenue
National Internet collection
Data Centre (NIDC)

Source: Auditors’ selection

The audit team visited TCRA Headquarters as well as Eastern Zone
(Dar es Salaam), Lake zone (Mwanza). Similarly, the audit team
visited Large Taxpayers Department at TRA Headquarter.

The reason for the visit was to establish the performance of the
Zones in revenue collection from Telecom Service Providers within

& Over the Top applications, Mobile money, Data, Voices and SMS



their areas of jurisdiction. Furthermore, the team compared
performances amongst the zones to establish the reason for
differences in revenue collection. The aim was to provide an
overall country picture with regard to revenue collection from
Telecommunication service providers. Moreover, meetings were
held with both management and operational staff of both public
(TTCL) and private (Vodacom, MIC Tanzania Limited (Tigo) and
Airtel) Service Providers.

Likewise, the audit covered four (4) financial years i.e. 2015/16,
2016/17, 2017/18 and 2018/19. The reasons for selecting the four
years period were (a) to establish a trend of performance of
revenue collection from Telecommunication Service Providers by
TCRA and TRA, (b) Accessing all the relevant information regarding
revenue collection from TCRA and TRA within the duration of four
years to provide a thorough analysis of the performance over the
period under review.

1.3.3 Assessment Criteria

The assessment criteria used in this audit were derived from the
Tanzania Communications Regulatory Authority Act NO.12 of 2003,
Tanzania Revenue Authority (TRA) Act, and Cap.399 of 1995, Tax
Admiration (Electronic Revenue collection System) regulation
2017, Memorandum of Understanding (MoU) between TRA and
TCRA, Fourth Corporate Plan 2013/14 - 2017/18. The generic
description of the criteria used for each question is as shown in the
Table 1.2

Table 1.2: The generic description of the criteria used for each

question

Item covered Assessment Criteria Source

1. Tax revenues | e TRA was required to monitor, |0 The Tanzania
collection by | oversee, coordinate revenue | Revenue Authority
TRA from | collection activities and | Act revised version
Telecommuni ensure the fair, efficient and | of 2006, Section 5-
cation effective administration of | 1(b)
Service revenue laws by revenue
Providers departments to enhance
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revenue  collection  from
service providers including
telecom service providers.

In response to Government

Policies of increasing
domestic revenue, TRA aimed
at increasing domestic

revenue contribution to 70%
by 2018. This was to be
achieved through improving
efficiency in tax
administration and widening
the tax net in order to collect
more revenue especially from
specialized sectors of mining,
oil and gas,
telecommunication, tourism,
construction, real estate,
financial sector, High Net-
Worth Individuals (HNWI) and
incomes from the informal
sector

o TRA-Fourth

Corporate
Plan2013/14 -
2017/18 Pg. 11
(clause 3.4).

2. Non-tax
Revenues
collection by
TCRA  from
the
Telecommuni
cation
Service
providers

TCRA was required to:

Maintain and keep records

and information from
research or survey reports,
inspections results,
reported incidents and
complaints or any
information that could
cause the risk of non-

compliance to rise.

Ensure effective collection
of revenues from
telecommunication sector.

Carry out a research and
surveys on Tele traffic
related issues such as the
impact of the over-the-top

(OTT) applications and
services in relation to
international incoming

e Electronic

and
Postal
Communications
Act No. 3 (2010)

e Tanzania

Communications
(Interconnection
Rates
Determination No
3 of 2013) Notice
(2013).

e Regulation 4(2)(b)-

the
and

(d) of
Electronic
Postal
Communication
(Telecommunicati
ons Traffic
Monitoring
Regulations, 2018




telecommunication traffic.

to ensure all
Tax Revenue

revenue collection from
telecommunication service

e Strategic Plan
2016/17 -
2020/21(Annex I:
Sub Activities-
1.11.15),

. Coordination | TCRA is required to: e Section 4(1) and
function e Strengthen relationship and 4(4C) of the Tax
between interactions with TRA to | Admiration
TCRA & TRA enhance identification and (Electronic

Revenue collection
System) regulation

pertaining to communication,
ICT, science, technology and
Innovation

is collected providers. 2017
from all
Telecommuni | ¢ Enhance revenue collection | e Strategic Plan
cation by  working  together | (2016/17 -
Service through cooperation in data | 2020/21)
Providers. exchange, experience
sharing and capacity | ¢ Memorandum of
building for proper taxation Understanding
of business in the said (MoU) between TRA
sector and TCRA (clause
e Establish an adequate legal | 4(1,2,3 &4)
and institutional framework
for the monitoring of
telecommunication e clause 3.2.1.1 of
infrastructures and Data | ICT Policy (2016).
Centre to ensure its
sustainability.

. Monitoring The MWTC through the | Objective 5.1 of ICT
and Communication sector  is | Policy (2016)
evaluation by | expected to Monitor and
MWTC Evaluate legal matters

Source: Legislations and Regulation Policies, Guidelines, Manuals, Plans and

Best Practices sources, MoU




1.3.4 Methods used for Data Collection

The audit team used three types of methods for data collection
namely interviews, document reviews and observation.

i. Interviews

To be able to respond to the audit questions and provide
conclusions against the audit objective, interviews were used to
collect information. The audit team interviewed operational staff
at headquarters of TCRA and TRA, TCRA Zonal Offices, MWTC and
telecommunication service providers in both the public and private
sector. The interviews were carried out to confirm matters that
arose, and clarification of the issues identified during document
review. The List of officials interviewed and the reason for
interviewing them is provided in Appendix 1.

ii. Documents Review

Various documents were reviewed to obtain appropriate and
sufficient information to enable the audit team to come up with
clear findings which were supported by collaborative evidences.
The aforesaid documents were from; TCRA, TRA and MWTC. The
reviewed documents were within the period under audit i.e.
2015/16 up to 2018/19.

Documents were reviewed in order to get comprehensive, relevant
and reliable picture of the performance of TRA, TCRA and MWTC in
as far as the management of revenues collection from
telecommunication service providers was concerned. The List of
documents and reasons for reviewing them is provided in
Appendix 2.

iii. Physical Observations
The audit team visited TTMS infrastructure at TCRA headquarters

to ascertain its function toward providing revenue assurance from
telecommunication service providers.



1.3.5 Methods used for Data Analysis

Quantitative data were collected through interviews and document
reviews were analyzed using excel spread sheet by organizing,
summarizing and compiling them different statistical methods for
data computations. The analyzed data was then presented in
frequency, tables and graphs. Moreover, simple pie-charts and
graphs were used to describe and compare the proportion of each
main themes identified.

Likewise, qualitative responses to assess the adequacy of the
management of revenue collection from telecommunication
service providers were categorized and coded based on the
predetermined main themes identified under each audit question.

1.4 Standard used for the Audit

The audit was conducted in accordance with Performance Auditing
Guidelines issued by the International Organization of Supreme
Audit Institutions (INTOSAI) and the Performance Audit Manual of
the National Audit Office of Tanzania. The INTOSAI general
auditing standards states that the audit and the Supreme Audit
Institutions must be independent, possess required competence
and exercise due care to provide a guide on execution and
reporting of audit findings.

These standards guided the team to obtain sufficient and
appropriate evidence to provide a reasonable basis for the findings
and conclusions in line with the audit objectives.

1.5 Data Validation Process

TCRA, TRA and MWTC who were the audited entities were given
the opportunity to go through the draft report and commented on
the presented figures and information. Moreover, responses from
TCRA, TRA and MWTC on their comments and actions to be taken
on the recommendations given are appended to this report
(Appendices 1 and 2).



Furthermore, the information was crosschecked and discussed with
experts in the field of revenue collection from telecommunication
service providers to ensure the validation of the information
obtained.

1.6 Structure of the Report

The remaining parts of the report cover the following:

Chapter two provides systems description of the audit area which
includes legal and institution framework and description of the
processes involved in revenue collection from telecommunication
service providers.

Chapters three, four and five present the audit findings in line with

the five specific audit objectives. Chapter six provides conclusions
and Chapter seven, presents recommendations.
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CHAPTER TWO

SYSTEM FOR MANAGING REVENUE COLLECTION FROM
TELECOMMUNICATION SERVICE PROVIDERS

2.1 Introduction

Management of revenue collection from telecommunication service
providers in Tanzania is done by two main stakeholders namely:
TCRA and TRA. This section explains the legal framework governing
the revenue collection activities, responsibilities of each, the
relationship and coordination between TCRA and TRA, monitoring
the activities of revenue collection.

2.2 Legislation

This part explains the main legislations that drive decisions and
operations with regard to revenue collection from
Telecommunication Service Providers in Tanzania. These
legislations are shown below.

2.2.1 The Tanzania Communications Regulatory Authority Act
(2003) and Electronic and Postal Communications act
No.3 of 2010

Both the acts stipulate the functions of the Tanzania
Communication Regulatory Authority (TCRA) in ensuring the
collection of Non-tax revenues from telecommunication service
providers. The laws give the mandate to the Authority to issue
license and enforce the license conditions set for
Telecommunication Service Providers to comply with.

2.2.2 The Tanzania Revenue Authority Act 2006 (amended)

This act stipulates the functions of the Tanzania Revenue Authority
(TRA) in ensuring the collection of Tax revenues from
Telecommunication Service Providers.
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2.2.3 The Electronic and Postal communications (Tele-traffic)
Regulations, 2018 of the Electronic and Postal
Communications Act

The Act ensures and enhances Tele-Traffic Revenue Assurance and
analysis of the anti-fraud test calls terminated in the country.
Monitor licensees’ mobile money gateways and transactions to
capture transaction information from the network licensees.

2.3 Plans and strategies

2.3.1 National Five Year Development Plan 2016/17 - 2020/21

The main objective of the government is to develop a framework
for taxing mobile money payments for revenue collection from
telecommunication service providers to enhance revenue
collection in the country.

2.3.2 TCRA'’s Strategies

To improve efficiency in revenue collection from
telecommunication service providers. The Authority will adopt
innovative revenue collection mechanisms to establish
comprehensive and interactive license database, online license
application and fee payment.

2.3.3 TRA’s Strategies 2013/14 - 2017/18

In response to Government Policies of increasing domestic
revenue, focused on increasing domestic revenue contribution to
70% by 2018. This will be achieved through improving efficiency in
tax administration and widening the tax net in order to collect
more revenue especially from specialised sectors including
telecommunication.
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2.3.4 Communication Sector Strategic Plan (2016/17-2020/21)

This plan articulates Strategic Objectives showing identified
strategies, targets, deliverables, key performance indicators,
covering five years period from 2016/17 to 2020/21. It shows
activities for the Communication Sector that need to be carried
out in order to achieve the planned objectives for the Ministry of
Works, Transport and Communication (Communication Sector) as
spelt out in Government Notice No. 144 of 22nd April, 2016. The
Plan maps out the strategic direction for enhancing sector
responsibility in implementing Communication Sector Policies.

2.4 Key Stakeholders and their Responsibilities

This part outlines roles and responsibilities of key players in
managing revenue collection from Telecommunication Service
Providers.

2.4.1 Tanzania Communications Regulatory Authority (TCRA)

The function of TCRA according to its establishing Act No. 12 of
2003 and the TCRA Act CAP .172 R.E. 2017 include among others
the following:

e To collect fees from telecommunications service providers;

e To regulate rates and charges;

e To consult with other regulatory authorities or bodies or
institutions discharging functions similar to those of the
Authority in the United Republic of Tanzania and elsewhere;

e To impose sanctions set by regulations for the violation by
any licensed operator of any law or under the terms of its
license.

In exercising its duties, TCRA operations has been down streamed
to zone levels. These zones are North, Lake, Central Western
highland as well as Zanzibar Office. Management of TCRA is
presented in the organization structure shown in Appendix 3.
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2.4.2 Tanzania Revenue Authority

TRA operates under TRA Act cap 399 and its main functions are:

e I|dentification of taxpayers;

e Collecting tax revenues from telecommunications Service
Providers;

e conducting tax audit to taxpayers;

e conducting transfer pricing audit;

e Monitoring, overseeing, coordinating activities and ensuring
the fair, efficient and effective administration of revenue
laws by revenue departments in the jurisdiction of the
Union Government

2.4.3 Ministry of Work, Transportation and Communication

The roles of the Ministry through Communication sector are policy
formulation, monitoring and evaluation, regulatory and legal
matters pertaining to communication, ICT, science, technology and
innovation.

2.5 Telecommunication Service Providers

The following is the summary of roles and responsibilities of
Telecommunication Service Providers:

e Application for telecommunication service provision license;

e Pay license fees to TCRA;

e Pay tax to TRA;

¢ Submit audited financial statement to TCRA and TRA;

e Submit tax returns to TCRA and TRA; and

e Provide information on retail tariff for bundled and out of

bundle services (Voice, SMS and Data).

2.6 Relationship between Various Actors

In order to ensure efficiency and effective collection of revenues
from telecommunication service providers, key stakeholders need
to complement their relationships. Figure 2.1 provides the
relationship between the above mentioned actors:
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GOVERNMENT

* Tax Revenue

* Employment
» Uniwversal access
& Business
Protection
« Profit
maximization

|- LICENSEES CONSUMERS

Accessibility,
QoS & QoE
Reliability
Affordability
Safety & Privacy

Figure 2.1 Inter-linkage between key players

2.7 Management of Revenues Collection

A summary of the process for managing revenues Collection is
shown in Figure 2.2 and its detailed Information in Section 2.6.1
below.

submit application for
provision of
telecommunication senvices

v

Be ragistered/ pay
registration fees

Setfing targets far revenue
collection from T.5.P

b 4

L 2

\
MoFP provides cormments on
the projection set by TRA

A 2 \
TRA raceive comments from

MoFP and Make final targets

TRA and TCRA

Acquire service license

L

Collecting of revenues from
T.S.P

\

Identitication and Licensing T.5.P by
TCRA

Have Tax identification
Mumber

Collection of government revenues by

b

\
Evaluation of the
implementation of Target

Figure 2.2 Process for managing revenues
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2.7.1 ldentification and Licensing Service Providers

Hereunder is the process of applications and licensing of
Telecommunications Service Provider:

i.  Submit application for telecommunication service provision
to TCRA by filling a special application form, present in
TCRA website and paying the relevant application fee.

ii.  TCRA advertises and seeks opinions of the General Public on
the application

iii.  The applications deliberated by the Board of TCRA

iv.  Be registered as telecommunications service providers.
v. Have a service license.

vi. Have Tax ldentification Number (TIN).

The telecommunication service providers submit their applications
to TCRA for consideration. The applications are discussed by TCRA
Board of Directors which is required to meet on quarterly basis.
Based on the board’s recommendations, licensing directorate
issues licenses to applicants provided that they have paid the
relevant fees. Payment of relevant fees is done through the dealer
who to deposit the fees into TCRA bank account.

2.7.2 Collection of Government Revenues

From the identified and licensed telecommunication service
providers the government gets revenues from two broad categories
of revenue sources namely:

i.  Revenue from fees and penalties; and
ii.  Revenue from taxes.

2.7.3 Collection of Fees by TCRA

TCRA administers revenue from fees as mandated by
Telecommunications Regulatory Authority Act (2003).

Different kinds of regulatory fees have been imposed on TSPs by
TCRA. Fees differ in a number of material respects, including
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purposes, how they are calculated, on whom or on which services
they are imposed, and whether they are recurring or paid on a
one-time basis. This is shown in the Regulation Schedule. (see the

Table 2.1).

Table 2.1 Regulatory Fees

1 Network Facility

Application Fee (US$10,000)

Initial License Fee (US$ 200,000)
Renewal License Fee (USS 300,000)
Royalty Fee (1% of Gross Annual
Turnover)

2 Network Services

(Electronic  communications
network operations for
network access code and

interconnection)

International

Application Fee (US$10,000)

Initial License Fee (US$300,000)
Renewal License Fee (US$400,000)
Royalty Fee (1% Gross Annual
Turnover)

National

Application Fee (US$5,000)

Initial License Fee (US$600,000)
Renewal License Fee (US$750,000)
Royalty Fee (1% Gross Annual
Turnover)

3 Application services based on
sub-categories:
A: With Network Facilities

and Network Services
Licenses

B: Without Network Facilities
and Network Service
Licenses

C: Application Service License
with Numbers Only

International

Application Fee (US$5,000)

Initial License Fee (US$100,000)
Renewal License Fee (US$120,000)
Annual Fee (USS 1% Royalty Fee
(Gross Annual Turnover)

International

Application Fee (US$ 1,000)

Initial License Fee (US$ 10,000)
Renewal License Fee (USS 13,500)
Annual Fee (USS 1% Gross Annual
Turnover)

Source: Electronic and Postal Communications (Licensing) Regulations (2018) of
Electronic and Postal Communications Act (2010)
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2.7.4 Revenues collected by TRA

Tanzania Revenue Authority (TRA) administers tax revenue as
mandated by Tanzania Revenue Authority Act (2006). Tax revenues
collected from telecommunication service providers were from the
following sources:

i.  Corporate tax;

ii.  Excise duty;
iii.  Value Added Tax;
iv.  Payee Tax; and
v. Royalties.

e Corporate tax

The tax rate on total income of the telecommunication service
providers was 30% of the profit made by the service provider.

e Excise Duty

Means the duty of excise imposed under section 124 of excise
(management and tariff) act (2008) requiring charge, levy and
collection of duty, in respect of goods specified in the schedules of
this act.

e Value Added Tax

Means the tax imposed on taxable supplies or taxable imports, and
includes an interest, fine, or penalty payable in accordance with
the provision of Value Added Tax Act (2014).

2.7.5 Tax audit by TRA

TRA caries tax audit in order to test and enhance tax compliance
together with provision of tax education on areas where the
taxpayers find necessary. The procedures for carrying out tax audit
are elaborated below:
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e Desk work: This is the stage when tax auditors make
thorough familiarization on the issues to be examined during
tax auditing.

e Notification of the entity to be audited: TRA sends an
engagement letter to notify the taxpayer about the planned
audit. It provides time frame for the audit, elaborates the
kind of tax audit e.g. V.A.T, Withholdings, employment etc.
depending on the risk identified from that entity
(administrative expenses, assets, revenue, transfer prices);

e TRA develops its annual business plan: The business plan
presents all the activities for the year and highlights
companies that will be audited in a year.

2.7.6 Revenues from NICTBB

This is the revenue emanating from data management. In Tanzania
this involves revenues from the Data Centre project. The project
originated from Optic Fiber project where Tanzania
Telecommunication Corporation (TTCL) and the Ministry of Works,
Transport and Communication (previously Ministry of Science and
Technology) invested. In this project it was intended for
government and private institutions to use it to store their data for
assured protection commercial basis.
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2.7.7 Rate of International incoming traffics

Table 2.2 below indicates the minimum Rate for International
Inbound Traffic.

Table 2.2 Minimum Rate for International Inbound Traffic

Minimum Rate for termination in
Tanzania all international

inbound(incoming)

telecommunications traffic
2 | The licensees’ share of per minute of 13 52
incoming call.
3 | Revenue to be collected by TCRA and 7 28
payable to the Treasury

4 | TCRA’s service fees including payment 5 20
for managing and operating the
system.
Source: Rates for International Inbound Traffic as per Electronic and Postal
Communications (Tele-Traffic) Regulations (2018) of Electronic and Postal
Communications Act (2010)

Table 2.2 above shows that, the minimum rate of 25 US cents
(equivalent to 100 percent) per minute for termination in Tanzania
for all international inbound (incoming) telecommunications traffic
was detected through TTMS. Out of 25, the regulation requires 7
US cents (equivalent to 28 percent) was the revenue to be
collected by TCRA and payable to the Treasury, while 5 US cents
(equivalent to 7 percent) was the TCRA’s service fees including
payment for managing and operating the system.

Henceforth, Table 2.2 indicates that the government is expected

to gain a total of 12 US cents (equivalent to 48 percent) for each
international call.
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2.7.8 Telecommunication Revenue Assurance System (TRAS)

Telecommunication Revenue Assurance System (TRAS) was an
infrastructure in Tele-Traffic Monitoring System (TTMS) aimed at
providing revenue assurance services.

The implementation of TRAS was organized into two phases. Phase
| included Vodacom, Airtel and MIC (T). Phase Il comprised of TTC,
Zantel, Viettel, Smart, Smile and SimbaNET.

Phase | implementation was finalized and service usages and
revenues for the three operators were visible in the dashboard
application from January 2018. The visibility of revenue statistics
for Vodacom, Airtel and MIC (Tigo) include prepaid, recharges/top
up, roaming, post-paid and value added services (VAS).

Implementation for Phase Il started on 4th June 2018 for Viettel,
Zantel, TTCL, Smile, SimbaNET and Smart. Ongoing activities
include verification of business rules and data structures.

2.7.6 Organization and Coordination

Sustainable = management of revenue collection from
Telecommunication Service Providers requires an effective
collaboration and coordination between TRA and TCRA. These two
entities must share information to enhance revenue collection
from Telecommunication Service Providers.

The need to collaborate between TCRA and TRA is critical. This is
because, TRA is an expert on the financial aspects of revenue
collection whereas TCRA has better understanding in facilitating
technology on tele-traffic revenue collection assurance. In that
regard, information from TCRA is essential for TRA when planning
and executing revenue collection from Telecommunication Service
Providers.

TRA and TCRA signed a Memorandum of Understanding (MoU) to
enhance efficiency and effectiveness in the collection of revenues
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from TSPs. The agreement enabled TRA to get important inputs
from TCRA regarding taxation of the communication sector as
TCRA was responsible for regulating the telecommunication sector
in the country. The information obtained may facilitate
improvement in the accuracy of TRA towards collecting revenue
from TSPs.

2.8 Monitoring by MWTC

This specific section presents the findings on the extent to which
the  Ministry monitored the progress of regulating
telecommunication sector in the country. The section is divided
into three sub-sections namely: monitoring the performance of
TCRA (section 2.8.1); monitoring the performances of the national
NICT backbone by MWTC (section 2.8.2) and monitoring the
performances of the National ICT backbone by MWTC (section
2.8.3)

2.8.1 Monitoring the performance of TCRA by MWTC

The Ministry is mandated to develop, monitor, evaluate
implementation and review of policies and policy instruments for
proper regulation and monitoring of the activities pertaining
regulation of telecommunication sector in the country’.The
Ministry was required to assess whether the Authority achieved
planned results and whether corrective actions were taken.

2.8.2 Key Performance Indicators

Performance of an organization was evaluated using performance
indicators. Performance indicators were measures of efficiency
and effectiveness of the delivery of services.

Communication Sector Strategic Plan (CSSP) July 2016 - June 2021
required MWTC to develop key performance indicators to monitor
the performance of the TCRA towards achieving their objectives
for regulation of telecommunication sector. This was so, in order

® http://mwtc.go.tz/pages/mission-and-vision
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to assess the degree to which telecommunication sector were
regulated.

2.8.3 Monitoring the Performances of the National ICT Backbone
by the MWTC

The Government invested in a five phase National ICT Broadband
Backbone (NICTBB) and an Internet Data Centre (NIDC) project in
2005. The project started in 2009. In this project, the Government
intended to develop ICT towards enhancing economic activities in
the country and making the country a regional ICT hub. The
backbone was being managed by the Ministry (MWTC) and TTCL
was given the responsibility to maintain it because of its capability
and experience.

The Government has already spent USS 263.77 million, through a
loan from Exim Bank of China in construction of 7560 km of
backbone Phase I, Il and Il as shown in NICTBB Business Plan. The
government also, completed establishment of the NIDC in mid-
2016. In this phased project the Government was required to
generate revenue to repay the loan and gain some return on
investment. In fiber optic, the government primarily focused on
providing connectivity to licensed telecommunications network
operators in wholesale for them to sale in retail. For NIDC, the
Government has planned to generate revenue by utilizing 25
percent of Data Centre capacity by public entities, and 75 percent
by private.
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CHAPTER THREE
TAX REVENUES COLLECTION BY TRA
3.0 Preamble

This chapter presents findings on Performance of TRA in the
collection of tax revenues from Telecommunication Service
Providers. The findings cover planning and implementation of tax
audit, use of electronic revenue collection system (eRCS), data
integrity and usage of information from Tax Revenue Assurance
System (TRAS).

3.1 TRA’s tax audit plans did not adequately cover audits of
Telecommunications Service Providers

According to Section 13(1) (b) of the Tax Administration Act, 2015
(Act No.10), TRA was required to prioritize tax audit to large
taxpayers that had significant impact in the revenue collections.
Similarly, according to ISO 9001: 2015 (Clause 4.1 and 6.1.1) TRA’s
tax audit plans are required to be a risk-based which takes on
board relevant tax issues to its purposes and its strategic direction
to achieve the Authority’s intended result(s).

However, the review of TRA records of Large Taxpayers
Department as well as Business Plans from 2015/16 to 2018/19
revealed that, TRA’s tax audit plans did not cover all the 6
telecommunication service providers in every financial year
despite being categorized as high risk in terms of revenue
collection from them. Table 3.1 presents the number of TSPs
which were included in the plans for tax audits in the last four
years.
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Table 3. 1 Telecommunication Service Providers in TRA
business plan for tax audit

2015/16 6 4 66
2016/17 6 3 50
2017/18 6 0 0
2018/19 6 2 30
% average 36

Source: Source: Extract from TRA’s database and Large Taxpayers Department
business plan, 2015/ 16-2018/19

Based on Table 3.1, in total, for the past four years, only 36
percent of the TSPs were included in the Tax Audit Plans. No TSP
was included in the tax audit plan in the financial year 2017/18.
The highest recorded coverage was 66 per cent. This was reached
in the financial year 2016/17. However, the trends declined to 30
per cent in the financial year 2018/19.

According to the interview with TRA officials, the selection of
Large Taxpayers applied by TRA was risk-based. However, the
auditors were not availed with the documents showing how TRA
applied risk based in selecting large tax payer to be audited in the
considered financial years. Failure to provide the aforesaid
documents was a concern as to whether the selection of large
taxpayers were not adhered to the criteria set by TRA in selecting
large taxpayer to be audited.

A review of Tax Audit Report for the years 2014 and 2015 revealed
that, there was a variance of TZS 208 Billion between VAT return
submitted by MIC (Tigo) and the calculation that was done by TRA.
Table 3.2 provides details of the variances for the two years. For
example, Table 3.2 below present cases of variations occurred
between the tax return submitted by the company and the tax
amount calculated by TRA.
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Table 3.2: Variations between tax reconciliation amounts between
TRA and TSP

2015 97 0.3 97 | 99
2014 112 0.2 111199
Total 209 0.5 208

Source: Analysis of data extracted from Tax audit report, 2014 and 2015

Table 3.2 above indicates that the audit reconciliation conducted
by TRA for the sales was 97 billion while the return submitted by
MIC is 0.3 billion. This implies that the return submitted by MIC is
96.7 billion less than that calculated by TRA. According to the tax
audit report of 2015 this amount (96.7 billion shillings) was
subjected to the reconciliation in which MIC was asked to re-
calculate and adjust the previous figure submitted to TRA. From
this fact the audit team is of the view that once TSP remained
unaudited there is a risk of losing potential tax revenue payable..

Based on the result of the Tax Audit, TRA come up with a variance
of TZS 208 billion between VAT returns submitted and actual taxes
paid. This suggests the importance of conducting tax audit to other
TSPs which were not audited.

3.2 Inadequate adherence to the tax audit business plan

Based on the review of the Business Plans and Tax Audit Reports
for the period from 2015/16 to 2018/19, there was a variation
between the planned and the actual tax audits conducted. TRA
conducted only 2 tax audits to TSPs out of the planned 9 in the
four years under the review (Table 3.3). Therefore, it is further
noted that, TRA conducted only 2 out of 24 potential audits to
TSPs in the four years. This represents 6 per cent of potential tax
audits. Table 3.3 indicates several planned against actual Tax
Audit conducted.
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Table 3. 3 Planned Audits in comparison with implemented
Audits (2015/16-2018/19)

2015/16 6 4 1
2016/17 6 3 0
2017/18 6 0 1
2018/19 6 2 0
Total 24 9 2

Source: Analysis of data extracted from TRA’s business plan and Tax
Audit Report

Based on the data presented in Table 3.3 it is observed that in the
year of 2016/17 and 2018/19 there was no TSP that was audited.
The two reported tax audits were conducted in 2015/16 and
2017/16, one in each year.

The audit team conducted further inquiry with TRA officials
responsible for tax audit to determine the reason for inadequate
implementation of their tax audit plans. During the interview, TRA
officials explained that, this was due to existence of special audits
done in ad-hoc resulting to inadequate adherence to business plan.

3.3 Inadequate use of electronic revenue collection system
(eRCS)

According to the Tax Administration (Electronic Revenue Collection
System) regulation (2017) number 3, the Commissioner-General of
TRA was supposed to use the information provided from the
electronic Revenue Collection System. This system was expected
to determine the potential amount of tax revenue to be collected
and taxes not collected by the electronic revenue collection
system. The eRCS was developed to help TRA verify and ensure all
information concerning electronic revenue and tax were collected
and documented.

According to interviews with TRA officials, TRA did not adequately
use the information from Electronic Revenue Collection System.
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Based on the interviews, the eRCS only operated for one year,
from 2017 to 2018. The stoppage was for maintenance and, also,
to update the system to enable it to collect tax information from
Zanzibar for the Zanzibar Revenue Board. For one the year when
eRCS was not in operation TRA did not verify taxes remitted by
Telecommunication Service Providers. Based on tax audit
reviewed, about TZS 681.31 billion were paid as VAT and Excise
Duty, all of which was not verified. Table 3.4 presents the
unverified taxes from different TSPs.

Table 3.4 Unverified VAT and excise duty paid by TSP
(July 2018-June 2019)

1 | Airtel Tanzania Public Limited Company 114.07
2 | MIC Tanzania Public Limited Company 215.77
3 | Tanzania Telecommunications Corporation 27.79
4 | Viettel Tanzania Public Limited Company 24.95
5 | Vodacom Tanzania Public Limited Company 298.73

Total 681.31

Sources: TRA tax audit report for Telecommunication Service Providers (2019)

Table 3.4 above shows that a total amount of TZS 681.33 billion
paid by Telecommunication Service Providers was not verified by
eRCS. The audit noted that TRA did not have a reliable alternative
system to verify the submitted taxes at the time the ECRs was
not operational.

In addition, further interviews showed that eRCS was not
commissioned to the Commissioner-General of TRA. Thus, TRA did
not have full mandate to access eRCS. According to interview with
TRA officials, eRCS was under the custodianship of the developer
of the system and there was restricted access. Because of
restricted access to the eRCS system, TRA was limited to only
some revenue information and had a limited time to access it. This
hindered the capacity of TRA to verify the collected revenue
online.
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3.4 Contradiction between the data produced from eRCS and
TRAS

In ensuring that the government collects the right amount of
revenues from telecommunication sector, TRA was expected to
effectively use electronic Revenue Collection System (eRCS) and
Tax Revenues Assurance System (TRAS) from TCRA. This would help
TRA to determine the correctness of the tax amount declared by
the Telecommunication Service Providers. This was aimed at
fulfilling the requirements of Section 47 (2) of the Tax
Administration Act (2015). The section requires the Commissioner-
General to use the best judgment and available information in
making tax assessment'®. The required information was expected
to be available in TRAS and eRCS after being uploaded by Mobile
Network Operators.

However, there were five telecommunication service providers at
the time of the audit. TRA conducted tax reconciliation to only one
firm which was MIC Inc (Tigo). Review of the revenue information
from both eRCS and TRAS, revealed that, the tax amount reported
by eRCS differed from the tax amount recorded by the TRAS. The
two electronic systems were supposed to provide the same results
of the tax amount to be paid by TSPs, because they all receive the
same information from TSPs.

The result showed that between January and August 2017 the sales
figures were higher by TZS 6.6 Billion. Table 3.5 below presents
the tax revenue figure captured by TRAS and eRCS respectively.

Table 3. 5 Revenue amount from eRCS and TRAS (2018)

January 93.7 92.9 0.8
February 83.8 83 0.8
March 94.9 93.5 1.4

% An assessment of an alleged tax deficiency levied under law when TRA
believes that delay may jeopardize the collection of the claim.
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April 85.2 84.5 0.7
May 90.5 89.8 0.7
June 94.8 94.8 0

July 93.4 94 0.6
August 96.1 94.5 1.6
TOTAL 732.4 727 6.6

Source: 2019 TRA Reconciliation extracts

Based on Table 3.5 the discrepancy in sales figures reported in the
eRCS was higher by TZS 6.6 Billion. TRA had to reconcile with MIC
(Tigo) to ensure that the right amount of tax was paid. The noted
questionable integrity of revenue data in terms of inaccurate data
between the two systems used by TRA, has affected TRAs capacity
to determine the correct revenue amount that was supposed to be
taxed.

3.5 Inadequate usage of information from TRAS

Based on Section 4 (5) of the sighed MoU between TRA and TCRA,
both parties were required to furnish one another reports, records
of evidence or certified copies of documents giving all available
information on transactions, completed or planned which are
considered to be useful for the computation of taxes. TRAS was
developed by TCRA for the purpose of helping TRA get assurance
on the tax return submitted by TSPs. TRAS was relevant to TRA
because it could be used to verify the authenticity and assurance
of the exact amount of tax to be paid by TSPs.

Based on the interview with TRA officials, TRA was not effectively
using the information from TRAS to ensure correctness the tax
returns from TSPs. Upon further enquiries, the audit team noted
that, one of the reasons was that, TRA did not meet all the
technical and technological qualifications to smoothly access and
run TRAS window which was based at TCRA. Specifically, TRA did
not have enough bandwidth and server storage capacity to allow
them to be able to pull large files from the system in a short time.
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In addition, slow internet at TRA increased the chances for the
system to operate below its designed capacity.
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CHAPTER FOUR
ENHANCEMENT OF TAX REVENUES COLLECTION BY TCRA

This chapter presents findings on the performance of TCRA to
support TRA to enhance tax revenue collection from
Telecommunication Service Providers. The findings cover
weaknesses in the area of; compliance trend records for TSPs,
monitor the revenues from OTT Services, measuring the economic
impacts of OTT by TCRA and regulating Country’s Main Optical
Fiber (NICTBB).

4.1 Compliance trend records are not managed well

According to the Electronic and Postal Communications Act No. 3
of 2010, and Quality Management Standards (ISO 9001:2015).
TCRA was expected to document the trends of performance of
TSPs’ compliance with regard to licenses requirement achievement
such as quality of services rendered to subscribers, payments of
fees and penalties issued by TCRA. This information of TSPs’
performance could originate from research or survey reports,
inspections results, reported incidents and complaints or any
information that could cause the risk of non-compliance to rise.

Based on reviewed inspection reports, it was noted that the
compliance levels among the service providers varied among the
service providers. Compliance level for Mobile Network Operators
(MNOs) in fee payments was relatively higher than the compliance
level of Internet Service Providers (ISP).

However, it was difficult for the Audit team to ascertain the
frequency and trends of the compliance of each TSPs. The records
of the performance of TSPs were not based on the listed
parameters in the inspection checklists. As a result, the
assessment of the effectiveness of the enforcement was made
difficult. Based on the interviews, it was revealed that, TCRA
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assesses the effectiveness of enforcement by checking the
improvement of the service rendered by service providers'.

4.2 TCRA set up a system of sanctions for enforcement of the
license

The sanction for defaulters of the license conditions covered
various steps. The audit noted that, TCRA issues both soft
penalties and hard penalties. Table 4.1 presents the frequency and
type of action taken to non-compliant TSPs. It can be noted that,
violations of laws and license conditions were common. Examples
of different non-compliance cases including, the failure to comply
with quality of service provision as required as well as delay or
non-submission of the service compliance parameter reports. Table
4.1 below depicts action which was applied by TCRA to defaulters.

Table 4. 1 Applied sanctions according to TCRA

Verbal Criticism \"

Warnings | Written Warnings \'%

Arbitration at the fair v
competition tribunal
Penalties and fines for non- \'
compliance
Termination of license \"

Round table dialogue \'%
Legal actions vt
TCRA acting as mediation \'%
between licensee and customer

Source: TCRA - studies of compliance documents and Interview by auditors

" But improvement could the contributed by many other factors
12 ¢ Cases (2015-2019) rendered poor quality of services to customers
13 2 cases (2015-2019): rendered poor quality of services to customers
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Table 4.1 shows that, TCRA frequently applied written warnings
against service providers who failed to meet license conditions.
TCRA had never terminated a TSP license. According to an
interview with officials from TCRA, during the second quarter
(2019/2020 FY) about 145 letters were sent to operators to remind
them to comply with various license requirements. However, the
audit team did not find any evidence of written reminders.

Based on the interview with TCRA officials, there was no analysis
of the compliance trend of each licensee. One of the causes of the
lack of such analysis is because there were no guidelines to
determine the performance trend. Consequently, this makes TCRA
unable to assess the effectiveness of the enforcement measures.

According to an interview with TCRA officials, TCRA was
developing a new enforcement guideline at the time of this audit.
This draft guideline, Key Performance Indicators had also been
developed. However, the guideline was yet to be approved and
operationalized. This guideline was expected to minimize the risk
of the generalized model of conducting and reporting the
compliance level.

The review of the established key inspection performance
indicators for enforcement found to be vague as it only requires
production of inspection reports for each quarter. The
achievements was therefore pegged on the number of reports
generated rather than the content of the reports. The established
Key Performance Indicators (KPI) therefore they do not reflect the
performance in terms of compliance.

4.3 Deterrent penalties were not adequately applied

Based on an interview with TCRA officials; penalties are instituted
based on the existing regulations. In enforcing compliance with the
license conditions, it was noted that some operators did not pay
penalties on time. For example, TTCL was penalized to pay TZS 50
million for the delay of paying the penalties. This penalty was
because TTCL did not meet the requirement and obligation of the
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license. On the other hand, in 2019/2020 TCRA fined six mobile
companies for noncompliance with the license conditions. Table
4.1 presents different amounts of charges paid. Based on
interviews, most of the TSPs were able to pay the issued penalties.

Table 4. 2 Action taken by TCRA for non- compliant

S/No | Name of TSP Penalties (TZS Billion)
1 Airtel 1.60
2 TTCL 1.60
3 Halotel 0.90
4 Zantel 0.85
5 Tigo 0.50
6 Vodacom 0.45
Total 5.90

Source: Press release statement issued to the media on January 3™ 2020 for the
1 quarter of financial year 2019/20

4.4 TCRA did not monitor revenues generated from OTT
Services

In response to technology changes, TCRA annual performance
report of the financial year of 2017/18 (Clause 1.2) indicated that,
there was a rapid growth of mobile broadband technologies. These
changes had been coupled with the increase penetration of
smartphones. This resulted to the raise of Over the top (OTT)
services such as text messages and internet telephony services. It
was evident that OTT services continue to affect voice and SMS
revenues of traditional networks.

In response to these technology changes, TCRA is required to make
rules for carrying out the purposes and provisions as per Section 6
(1) b (v) of Tanzania Communications Regulatory Authority Act
(2003) being its establishment Act for sector legislation.

Because of the above situation, through its 2017/18 annual
performance report, TCRA recommended two options on how OTT
services could be charged. One is for TSPs to introduce specific
bundles and tariff plans for charging OTT services and the second
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option was to deploy a specific module in TTMS for monitoring OTT
traffic services and introduce surcharges on OTT services.

Up to the time of this audit, only one TSP introduced surcharges on
OTT services while the remaining TSPs did not introduce
surcharges on OTT services. Based on the interviewed TCRA
officials, the module for monitoring OTT was relatively expensive,
therefore before embarking on applying it, TCRA needed to
conduct a cost benefit analysis of it and the method of operation
without discouraging the business of the TSPs. In addition, the
audit noted that TCRA initiated the introduction of the Electronic
and Postal Communications (Online Content) Regulations (2018),
taking corrective measures for objectionable or prohibited content
among other obligations. However, TCRA did not track revenues
influenced by OTT.

In addition, TCRA statistics indicated that there was an increase in
internet users over years from 14 million in year 2014 to 23 million
users in 2018. These internet users also use data for applications
and services, which are accessible over the Internet and ride on
operators’ networks (OTT). Thus, the declining demand for
traditional voice and text messaging services could be
counterbalanced by increasing demand for data. However, TCRA
did not establish a trend to see the relationship between voice and
text messaging revenue loss due to OTT services and growth of
data revenue due to proliferation of popular OTT services.

The OTT applications include applications for media (YouTube),
real-time communication (Skype, Viber, WhatsApp), cloud
computing/storage (Dropbox), social media (Facebook), e-
commerce (eBay) and online gaming. Because of lack of effective
regulation of OTT, there was a risk of potential revenue loss due to
uncontrolled OTT.

The audit reviewed a trend of international calls between last

quarters of the year 2016 and 2019. The result indicated a notable
decrease in international traffic for calls and short message
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services (SMS) between year 2016 and the year 2019 as shown in
Figures 4.1.

International Calls for 41" Quarters (2016- 2019)
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Figure 4.1 Decrease in traditional International Calls
Source: Auditor analysis of data from TCRA’s Quarterly Communications

Statistics (2015/16-2018/19)

Figure 4.1 Indicates that from 2016 to 2019 the trend of traditional
International Calls has significantly decreased. For example, in the
last quarter of 2016 international calls were 19 million which was
dropped to 11 Million calls in the last quarter of 2019 (a decreased
of 42%). These calls comprised of calls terminated in Tanzania and
on-transit calls through Tanzania.

The results from the research™ done by TCRA, showed that
decrease of on international calls was partly contributed by the
growth of OTT applications. Callers opted to use OTT applications
to make international calls instead of voice calls.

The aforesaid decrease in international calls will eventually lead to
a risk of loss of government potential revenues from calls. The
officials stated that with the existing tools TCRA was unable to
compute the monetary value from these calls. An option to use

' Research report (2018 )on Tele traffic related issues Impact of the over-the-
top (OTT) applications
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OTT to make international calls enabled the revenue generation
from data instead of calls.

4.5 Efforts made by TCRA on dealing with economic impact of
the OTT

The audit visited TCRA to determine the extent to which TCRA had
implemented the framework that ensured monitoring of
International incoming Traffic. It was found that TCRA
implemented TELETRAFFIC  Monitoring System (TTMS) in
accordance with Tanzania Communications (Interconnection Rates
Determination No. 3 of 2013) Notice (2013). This was followed by
the Electronic and Postal Communications (TELETRAFFIC)
Regulations  (2018).  Also, according to International
Telecommunication Union (ITU), emerging technology brought
applications and services that influence new economy over-the-
internet. This resulted into existence of applications and services
which were accessible over the Internet and ride on operators’
network. These are also termed as “Over-the-Top” (OTT) including
OTT services that generate traffic on fixed and mobile networks in
different categories as long as there is internet. These OTT
categories were Communication (Skype, WhatsApp), real-time
entertainment  (Netflix, YouTube) and social networking
(Facebook, Twitter, LinkedIn, Instagram). Others OTT categories
were marketplaces for downloads (Apple iTunes, Google, Amazon)
and storage (Dropbox, Google, Apple). These OTT were offered
using the existing infrastructure of traditional telecommunications
service providers, causing challenges in the traditional internet
ecosystem.

Following the growth of OTT applications, there has been a global
concern over the impact of OTT services on the revenues of
network operators as stated by International Telecommunication
Union (ITU)". This was due to the reason that these OTT tend to
substitute or supplement traditional telecommunication services.

' International Telecommunications Union, ICT Regulation Toolkit (2017)
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This results to existence of regulatory imbalance as there was lack
of direct and clear regulation on OTT.

During the interview with TCRA officials, it was stated that several
initiatives were made by TCRA to understand the impact of OTT.
One of these initiatives was a research conducted on TELETRAFFIC
issues affected by OTT in relation to international incoming
telecommunications traffic.

The audit team acknowledges that in 2018 TCRA carried out this
research and identified some effects of OTT to the economy, and
particularly on revenue. TCRA officials stated that other effects of
OTT on traffic include declining demand for traditional voice and
text messaging services and increasing traffic load. Review of this
research noted that the research conducted didn’t capture the
information on actual effects of OTT voice termination. It was
stated by TCRA officials that TCRA planned to conduct another
research in financial year 2020/21 so as to get the actual effects of
OTT termination in networks of regulated TSPs so as to improve
TTMS as these issues were not covered in the previous research.
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CHAPTER FIVE

COORDINATION AND MONITORING OF TELECOMMUNICATION
SERVICES

5.1 Introduction

This chapter presents findings on the Coordination and Monitoring
of Telecommunication Services. It also describes the extent the
MWTC monitored performance of TCRA in regulating
telecommunication service providers to help revenues collection
from Telecommunication Service Providers. Below are the details
of the findings:

5.2 Coordination

This section presents findings on the coordination between TRA
and TCRA. The findings cover: sharing of revenue information; data
exchange; experience sharing; and capacity building on the issues
that may have an impact on the collection of revenues from
telecommunication service providers.

5.2.1 Coordination for sharing Revenue information was not
managed well

It was expected both parties to have a certain arrangement or a
common platform for meeting and sharing information.

Interviews with TCRA officials indicated that there were no
planned formal meetings. However, the information was shared on
ad-hoc basis and when TRA encounters problems.

According to TCRA officials it was the role of TRA to spearhead the
coordination leadership because it is TRA who are more in need of
tax data, whereas TCRA would focus on the regulatory role for
TSPs and collects revenue information. The audit further noted
that, since the MoU was not legally binding, it remained at a low
level of compliance.
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5.2.2 The existing Memorandum of Understanding was not
updated timely

Para 13 of the MoU between TCRA and TRA required the MoU to be
amended regularly to accommodate new developments. This
includes new services and products provided by TSPs. However,
the review of MoU as well as the interview with officials from TRA
and TCRA revealed that the MoU has never been reviewed since its
establishment on January 5, 2015.

The audit noted that, the changes in regulations in 2018
(Telecommunications Traffic Monitoring Regulations (2018) would
automatically necessitate updating the MoU to accommodate the
changes which are directly related to revenue collection from
TSPs. Since there were no formalized sessions to assess the status
of information sharing agreement, it was easy to overlook
important issues of the MoU.

5.2.3 Ineffective implementation of the Memorandum of
Understanding

According to interviews with officials from both TCRA and TRA, the
audit team found out that, the terms and conditions of the MoU
were not implemented adequately. Such terms include the
requirement of data exchange, experience sharing, and capacity
building. The weaknesses are as explained below:

i. Data exchange

It was a requirement of the MoU that, the two parties should
furnish each other of communication services, products or
arrangements which were likely to affect taxation of revenues
from the telecommunication sector. However, interviews with
officials from TCRA and TRA revealed that neither TRA nor TCRA
documented lists of aspects of communications services, products
or arrangements that were likely to be the subject of abuse that
could affect taxation. Lack of formalized communication by the
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two parties weakened the understanding of risk identification
between TRA and TCRA.

ii. Inadequate experience sharing and capacity building

The MoU requires sharing of information on work procedures for
the purpose of advancing skills and understanding of each other’s
procedures and techniques within limits of their enabling laws.

The audit noted that TRA staff did not have adequate skills to
operate TRAS. It was noted that basic training conducted to TRA
staff, was done by TCRA in 2018 where 10 TRA staff were trained
when TRAS was installed for the first time. However, the other
training was conducted to TRA staff to advance their knowledge in
using TRAS.

According to TRA official, continued transfer of staff within TRA
also affected the performance and operation of TRAS. Most of the
IT staff who were trained by TCRA were reallocated or shifted to
other departments. This shifting was not properly done, because
no training was made to the new members.

Further enquiries revealed that slow internet connection also
contributed to ineffective use of TRAS at TRA. The interviewed
TRA officials, admitted that, they were discouraged to use TRAS
window because of frequent internet disconnections. As an
alternative, TRA staff would physically go to TCRA with an
external hard disk or flash disc to download the tax data.
Consequently, TRA did not frequently use TRAS for the assurance
of the tax returns submitted by TSPs.

5.3 Monitoring by MWTC

Communication Sector Strategic Plan (CSSP) July 2016 - June 2021
required MWTC to develop key performance indicators to monitor
the performance of the TCRA towards achieving their objectives
for regulation of telecommunication sector. This is so, in order to
assess the degree to which telecommunication sector is regulated.
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This specific section presents the findings on the extent to which
the MWTC monitored the performance of TCRA in the regulation of
telecommunication sector in the country. The section is sub-
divided into three sub-sections namely, strategies for monitoring
the performance of TCRA (5.3.1); key performance indicator for
monitoring the performance of TCRA (5.3.2) and monitoring of
country’s main optical fiber (NICTBB)( 5.3.3).

5.3.1 Lack of strategies for monitoring the performance of TCRA

MWTC did not have strategies for monitoring the performance of
TCRA in the regulation of telecommunication sector. This was
acknowledged by its Communication Sector Strategic Plan (CSSP)
of July 2016-June 2021 which showed the need to develop
Monitoring and Evaluation System. Non-existence of this system
inhibited the Ministry to monitor activities of the Ministry as well
as entities under this Ministry such as TCRA. Review of CSSP
indicated that the Ministry was planning to design and
operationalize its Monitoring and Evaluation System by June 2021.

5.3.2 Lack of key performance indicator for monitoring the
performance of TCRA

Performance of an organization was evaluated using performance
indicators. Performance indicators were measures of efficiency
and effectiveness of the delivery of services. The best practice
required MWTC to develop key performance indicators to monitor
the performance of the TCRA towards achieving their objectives
for regulation of telecommunication sector. This was so, in order
to assess the degree to which telecommunication sector is
regulated.

However, the review of the monitoring plans of the MWTC the
audit team noted that the Ministry, despite being the overall
overseer of implementation of regulating telecommunication
sector, has not developed performance indicators which could
have been used as guidelines for monitoring the performance of
TCRA, specifically in the telecommunication sector.
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The impact of not monitoring TCRA’s performance specifically in
regulating the telecommunication sector, was that MWTC lacked
well analyzed information to enable them to take proper actions or
decision. MWTC was also not able to assess the systems for actual
performance of TCRA based on actual input of resources injected
in the activities for regulating of telecommunication sector
activities against the actual output resulting from TCRA’s
regulating activities.

Also, because of the aforesaid situation above has made the
Ministry to regularly consult TCRA when in need of any
performance information to report to stakeholders who seek TCRA
information from the Ministry.

5.3.3 Conflicting Institutional Framework in monitoring of
Country’s Main Optical Fiber (NICTBB)

According to Section 6(1) (c) of Tanzania Communications
Regulatory Act (2003), TCRA is responsible for regulating the
communication sector. This includes the Main Optical Fiber.
According to Section 6(1)(c), regulation covered monitoring the
performance of the actors within the telecommunication sector.

The review of the National ICT Backbone Business Plan (2017/18-
2022/23) showed that the government managed Main Optical Fiber
through MWTC. The Ministry delegated operational management of
the Main Optical Fiber to TTCL, which established National ICT
Broadband Backbone (NICTBB) as its unit. The main objective of
NICTBB was to provide infrastructure connection to
telecommunications services in the country, including TTCL.

However, the audit noted that, this institutional setup had
conflicts as reflected in the following scenarios: firstly, TCRA being
responsible for regulating telecommunication sector, cannot
evaluate the performance of its parent Ministry; and secondly,
TTCL, being a service provider in the telecommunication sector, is
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not expected to fairly compete with other TSPs that receive data
services from TTCL through the Optical Fiber.
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CHAPTER SIX
CONCLUSION

This chapter provides the General conclusion and specific
conclusions. The conclusions are based on findings outlined in
chapters 3, 4 and 5. The focus areas for conclusion are tax
collection by TRA, enhancement of tax collection by TCRA,
coordination between TRA and TCRA’s functions as well as
monitoring by MWTC.

6.1 General Conclusion

The telecommunication industry is crucial as it affected other
sectors. The technologies that enhance this sector are changing at
a high speed of innovations (everything is happening at a much
faster pace). The findings presented in this report endorse that,
there are loopholes that would lead to loss of government
revenues from the Telecommunication Service Providers
(TSP). Both the Tanzania Revenues Authority and Tanzania
Communications Regulatory Authority were not adequately ensured
that, revenues from TSP are effectively collected. The audit
identified several aspects requiring attention and improvements to
enhance revenue collection from TSP.

We noted that TRA has downplayed its role of tax collection from
TSPs. TRA responsibility of ensuring that tax audit is conducted to
all TSPs was exercised at a minimal level. TRA’s plans for tax audit
for the year 2017/18 excluded the audit of TSPs. As such no TSP
was audited in the years 2016/17 and 2018/18. TRA is uncertain
about the amount of tax collected from TSP. This is because TRA
does not effectively use the electronic Revenue Collection System
(eRCS) and Telecommunications Revenue Assurance System (TRAS)
as reliable sources of information to reconcile the submitted tax
data from TSPs.

On the other hand, based on presented findings, TCRA and TRA
have not effectively worked together to enhance collection of tax
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revenue from all TSPs using TRAS. Much effort is needed by
stakeholders in dealing with challenges associated with Over the
Top applications (OTT). If the OTT problems are not solved
immediately, this is likely, to a large extent, contribute to possible
loss of government revenue.

6.2 Specific conclusions

6.2.1 Revenue Collection by TRA

e Planning and implementation of Tax audit plans

Tax audit is a crucial exercise required to be done by TRA to
ensure the certainty of the tax to be collected from TSPs.
However, TRA is not very active in conducting regular tax audits to
TSPs. During the four years under review, TRA audit plans to a
greater extent did not include all the TSPs. Even in those years in
which TSPs were included in the plans, the plans were not
implemented as approved, since half of the TSPs in the plan were
not audited. The impact of tax audit can be very positive. In one
of the conducted tax audits, to a TSP, TRA established an amount
of TZS 208 billion as a variance between tax return submitted by a
TSP and TRA tax audit figure.

e Use of electronic revenue collection system (eRCS)

The electronic revenue collection system (eRCS) is one of the best
reliable sources of interconnection for TRA to verify the amount of
tax to be paid. However, TRA did not effectively use the eRCS to
verify the payable taxes. In the financial year of 2018/ 2019 about
TZs. 681.31 billion which was part of VAT and Excise Duty paid by
TSP was not verified through eRCS.

¢ Inconsistency between data produced from eRCS and TRAS

We noted a variation in sales information from electronic Revenue
Collection System (eRCS) and Telecommunication Revenue
Assurance System (TRAS). This resulted into like-hood of losing
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potential revenue from TSPs or failure to get revenues on time due
to delay of reaching agreement on the actual amount to be paid by
TSP.

e Usage of information from TRAS

TRA does not always use TRAS to verify the amount of revenue
from TSP. This implies that the verified amounts are likely to be
unrealistic.

6.2.2 Enhancing Revenue Collection

e TCRA Lacked compliance trend records

TCRA has good practice to document compliance of
TSPs. However, it was difficult to assess the effectiveness of the
enforcement. This was partly because there is no simplified
analysis of the compliance status of each licensee; as a result, it is
not easy to ascertain the level of compliance for each licensee.

e TCRA does not have a module to monitor OTT Services

The suggested TCRA recommendations on how to charge OTT
services were not implemented. Only one TSP introduced specific
bundles and tariff plans for OTT services and there is no specific
module for monitoring OTT traffic services that has been deployed.
In addition, the increasing number of internet users and the noted
significant decreasing trend of both traditional International calls
and SMS may pose a significant risk in terms of revenue generation
if not adequately monitored.

e Regulating National ICT Broadband Backbone

The country’s National ICT Broadband Backbone is being managed
by the Ministry of Works, Transport and Communications. TTCL has
been given this backbone to implement and maintain it. MWTC
being the main overseer of the telecommunication sector, makes it
difficult for the Ministry to be regulated by TCRA. Since TCRA does
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not regulate NICTBB, it has affected business competition among
telecommunication service providers and consequently revenue
generated in the National ICT Broadband Backbone.

Administration of NICTBB is not done fairly to all TSPs. In the
current administration setup, TTCL is a recipient of services from
NICTBB, and it is also the service provider to other TSPs.

6.2.3 Coordination between TRA and TCRA

Coordination between TRA and TCRA in sharing information that
are likely to be the subject of abuse that affects taxations from
TSP was not adequate. To some extent, this was because of lack of
leadership to coordinate information sharing between TRA and
TCRA.

6.2.4 Monitoring the Performance of TCRA by MWTC

The Ministry of Works, Transportation and Communication (MWTC)
did not adequately monitor the performance of TCRA in regulating
telecommunication sector to enhance revenues collection from
TSPs. The available monitoring plan has no key performance
indicators for measuring the performance of TCRA.
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CHAPTER SEVEN

AUDIT RECOMMENDATIONS

7.1 Introduction

The National Audit Office considers that the recommendations
provided in this report need to be fully implemented in order to
improve revenue collection from Telecommunication Service
Providers. The recommendations are directed to TRA, TCRA and
MWTC.

7.2 Recommendations to Tanzania Revenues Authority (TRA):

To ensure effective collection of tax revenues from all
Telecommunication Service Providers, TRA should;

1.

Improve its risk-based audit approach to ensure all risky
large taxpayers audit plans and consequent audits include
Telecommunication Service Providers (TSP);

Allocate its resources (budget, human resource, time and
required equipment) for tax audit for auditing all
Telecommunication Service Providers each year.

Verify and reconcile all submitted tax returns by using
reliable established systems such as the Electronic Revenue
Collection System (eRCS) and Telecommunications Revenue
Assurance Systems (TRAS).

Ensure that the Commissioner General has full access to the
Electronic Revenue Collection System (eRCS) as required by
the Tax Administration (Electronic Revenue Collection
System Regulations) of 2017.

Document information, communication services and that are
likely to be the subject of abuse of tax revenue;
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6. Ensure that it expands its server storage capacity and

network (bandwidth) to be able to connect and store large
files of revenues from Telecommunication Service Providers;

Carry-out a thorough analysis of the skills gap among its
staff who are responsible for using Telecommunication
Revenue Assurance Systems (TRAS) for tax revenue
verifications and enhance their knowledge through regular
training;

Ensure it fully adheres and effectively implements all the
agreed terms in the Memorandum of Understanding between
itself and TCRA and utilize the available information for
collection of sufficient revenue.

7.3 Recommendations to Tanzania Communications Regulatory

Authority (TCRA):

To ensure that Tax revenues are effectively collected from
Telecommunication Service Providers, TCRA should:

1.

Establish a compliance level for all telecommunication
service providers.

Ensure it identifies possible opportunities for revenue
collection from over-the-top (OTT) applications and
services;

Carry out regular studies in order to come up with the best
mechanism for dealing with over-the -top (OTT) applications
with a view to enhance revenue collection; and

Strengthen collaboration with TRA by ensuring there are
regular reconciliation meetings in order to help TRA collect
all rightful revenues from Telecommunication Service
Providers.
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7.4 Recommendations to Ministry of Works Transport and
Communications (MWTC):

To ensure that MWTC effectively monitors the performance of
TCRA in regulating telecommunication sector towards enhancing
revenue collections, MWTC should;

1. Develop monitoring and evaluation indicators for regulating
the performance of TCRA in regulating the telecommunication
sector;

2. Ensure that TCRA adheres and effectively implements all the
agreed terms in the Memorandum of Understanding between
itself and TRA to facilitate effective collection of tax revenue.

3. Ensure there is an institutional setup for legal establishment

of NICTBB as an autonomous separate entity to facilitate its
regulation and eliminate conflicts of interest;
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Appendix 1: List of interviewed officials and reasons for interview

1 Ministry of Works, | Director of Policy | To get information on the
Transportation and Planning extent at which the MWC
and Director of ICT monitor performance of TRA
Communication on issues relating to controls

in revenue collections

2 TRA Commissioner and | To get general

Deputy understanding of controls
Commissioner of | for  revenue  collection
Large Taxpayer | available the respective
Department departments and  their
associated challenges
Officials from Large | To get general
Taxpayers understanding of application
Department. of procedures in revenue
collection from
telecommunication service
providers and their
associated challenges
e Managers of Tax | To get information on the
audit, extent to which tax auditing
International and assessment was
Taxation and | effective in  controlling
Return and Data | revenue collection
Processing of | Challenges facing Tax
Large Taxpayers | investigators
Department
e Director of
Research
e Director of ICT
Staff from Internal | The get their views on the
Audit Department effectiveness of controls in
revenue collection from
telecom service providers
To get their relating to
controls on revenue
collection that they have
identified in their routine
audits.

3 TCRA Director of | Understanding the role of

Industrial analysis TCRA in monitoring revenue
collection from
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Telecommunication Service
Providers (TSPs)

Head of | To get the information
Enforcement about enforcing the
compliance to ensure
effective revenue collection

from TSPs
Head of Consumers | To understand the nature of
complaints compliant brought to TCRA
Director of | Understanding
Licensing implementation of licensing
procedures
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Appendix 2: List of reviewed documents and reasons for the

reviews

Documents From TRA

Annual business plan of sections
from DRD department, LTD
department at TRA

To get information on target in
relation to revenue collection from
telecommunication service providers.

Strategic plans for the period of
2015/2016 - 2019/2020 for TRA

To Identify strategies set to enhance
revenue collection from
telecommunication service providers.

Strategic plans for the period of
2016/17 - 2020/21

To get information on target in
relation to non-tax-revenue collection
from telecommunication service
providers.

To Identify strategies set to enhance
non-tax revenue collection from
telecommunication service providers.

Filed Audit Business Plan

To understand the extent the tax audit
for Large tax payers covers
telecommunication Service Providers

Tax audit report

To identify number of
Telecommunications Service providers
that have been audited in a given
Financial year

TRA’s Performance reports

To obtain information on performance
of revenue collection from
telecommunication service providers
control process.

TRA’s Performance reports

To obtain information on performance
of revenue collection from
telecommunication service providers
control process.

MWTC monitoring reports of TCRA
activities

To get information on how often
MWTC monitors revenue collection in
the country to various revenue
collection entities.
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Appendix 3: TCRA Organization Structure

| BOARD OF DIRECTORE |

| DIRECTOR GENERAL |

LEGAL BERACER LMIT PRIOCUREMENT MANAGEMENT UMIT
DRECTOR HEAD O LT
INTERKAL AUDIT LT COMPORATE COMMURICATION UMIT
HEAD OF DHIT
HELSD OF LT

FUISHE KLAMACEMERT LT QUALITY MAMASEIMERT URIT

HIEALH OF LNIT D OF LT
CIRECTORATE OF
HRECTORATE CF CIRECTORATE OF CIRECTORATE OF ICT CORPORATE RGE
LICENCING & INQUSTRY AFFAIAD APPLICATION BERVICES
ENMFORCEMERT I
IRECTOR CIRECTOHE . i
DARECTOR LI
TELETRAFFIC BTANDARDS & TECHMICAL AOMN & HREM SECTION
LIGE KD NG BEGTION MAMACEENT BECTION BPECIFICATION
SECTICH HEAD OF SECTION
HEAL D SECTION FEAD OF EECTION
HEAD OF SECTION
ENFORCEMENT & FIMANCE & ACCOURTD
SIOEPLIANCE BECTION BECSTICM
INDQUSTRY INCICATORD CTBER BECLWTT
HEAL OF SECTION & OTATISTICE SECTION GO HATION SECTION HLAD OF SECTION
HEAD O ERCTION HEAD OF SECTION
CUBTOMER & COMIUNER PLANKHING, MORKITOMRNG &
AFFAIRD: EVALAUTION EECTION
HEAD OF SECTION HLAD OF SECTHOMN
ZANDIBAR OFFCE &
ZDRE OF ACED
HEAD OF DOKE
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Appendix 4: Detailed Main audit questions with sub-questions

Audit To what extent does TRA collect all tax revenue from

Question 1 Telecom Service Providers?

Sub Audit To what extent the tax audit done by TRA is planned based

Question 1.1 | on risk assessment?

Sub Audit Does TRA effectively use the Telecommunication Revenue

Question 1.2 | Assurance System (TRAS) for monitoring tax amount to be
paid by telecom service providers?

Sub Audit Does TRA ensure that revenue captured by TRAS tallies with

Question 1.3 | revenue reported submitted financial statements by
telecommunication service providers?

Sub Audit Does TRA use data from TRAS for establishing tax base and

Question 1.4 | setting target for tax collection?

Sub Audit Does TRA operational staff have capacity (ICT knowledge,

Question 1.5 | infrastructure, and financial) to operate TRAS?

Sub Audit Does TRA conduct the inventory of Telecom Service

Question 1.6 | Providers to establish a projection of revenue collection?

Sub Audit Do TRA monitoring and evaluation plans provide information

Question 1.7 | on performance of revenue collection from Telecom Service
providers?

Sub Audit Does TRA reach its revenue collection targets from Telecom

Question 1.8 | service providers?

Sub Audit Does TRA taken required actions to improve efficiency and

Question 1.9 | effectiveness of revenue collection from Telecommunication
service Providers?

Audit To what extent does TCRA collect all non-tax revenue

Question 2 (fees and penalties) from Telecom Service Providers?

Sub Audit Does TCRA planning tools track payment of fees and

Question 2.1 | penalties to be paid by telecom service providers?

Sub Audit Does TCRA monitoring tools capable to capture an over the

Question 2.2 | top (OTT) application services?
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Sub Audit Does TCRA apply penalties and other deterrent actions

Question 2.3 | against Telecom-service providers’ offences to enhance
revenue collection?

Sub Audit Do TCRA monitoring and evaluation plans provide

Question 2.4 | information on performance of revenue collection from
telecom Service providers?

Sub Audit Does TCRA take required actions to improve efficiency and

Question 2.5 | effectiveness of revenue collection from Telecommunication
service Providers?

Sub Audit Does TCRA have information it needs from Billing

Question 2.6 | verification system regarding potential revenue from
telecom for bills charges?

Sub Audit Does TCRA conduct the inventory of telecom service

Question 2.7 | providers to establish a projection of revenue collection?

Sub Audit Does TCRA access Billing verification system whenever it

Question 2.8 | needs to audit charges changes from telecom service
providers?

Sub Audit Does TCRA conduct the inventory of telecom service

Question 2.9 | providers?

Sub Audit To what extent does TCRA fee payers inventory enables it to

Question estimate revenue collection from telecom service providers?

2.10

Sub Audit To what extent does TCRA monitor performance of

Question monitoring and tools (TTMS, etc..)

2.11

Sub Audit To what extent does TCRA reach its revenue collection

Question targets from fee payments by Telecom service providers?

2.12

Audit Are there an effective coordination between TCRA and

Question 3 TRA to ensure that all controls for revenue collection

from Telecommunication service providers functioning
well?
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Sub Audit

Does the existing information sharing framework between

Question 3.1 | TCRA and TRA functioning well for easy collection of
revenue from telecommunication service providers?

Sub Audit To what extent does the Memorandum of Understanding

Question 3.2 | between TRA and TCRA cover all aspects need for enhancing
revenue collection from Telecommunication service
providers?

Sub Audit Do TCRA and TRA ensure that the memorandum of

Question 3.3 | understanding between them is effectively implemented?

Audit Does MWTC conduct a close monitoring to the

Question 4 performance of TCRA to ensure that all revenue from
telecom service providers is collected?.

Sub Audit Does the MWTC ensure the existing coordination

Question 4.1 | arrangements between TRA and TCRA support the collection
of all revenue from Telecom service providers?

Sub Audit Does the MWTC ensure that the roles and responsibilities

Question 4.2 | assigned to TCRA and TRA trough MoU are adhered to?, (are
there any indication of issues of duplication and overlapping
responsibilities between TCRA and TRA?

Sub Audit To what extent does the existing legal and institutional

Question 4.3 | framework ensure enhanced revenue collection from

telecom infrastructure, data and services?
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Appendix 5: Organization Structure for Ministry of Works, Transport
and Communication

=1

T SECRETARY

ADMNISTRATION AND HUMAN RESOURCES INTERNAL ALDIT UNIT
MAKAGEMENT DIVISION

CHITF WTTRRAL MJIBTOR

POLICY AND PLANNING DIVISION PROCURENENT MANAGENENT UNIT

PRANCIFAL SLPFLTS OFFIOER

LEGALSERVICES UNIT

FRNCTEAL LFAA NFFINFR

INFORMATION AND COMNUNICATION TECHNOLOGY UNIT

MANCEAL CORPUTER SYSTOMS ANALYST

BFCRMATION AND CCANMUNICATICNS
RESEARCH & JEVELOPMENT TECHNCLOGY HUNAN RESOURCES.
| EECTION ] DEVELCPMENT SERMICES SECTION
SCIFNCE, TECHNCLOGY A0
INNOVATION CEVELOPNENT, POSTAL SERVCES SECTICH AFCRMATION AND CONMINIZATICNS
- FROMCTION AND TRANSFER TECHNCLOGY MFRASTUETUSE
: o DEVELUPMENT SYSTEMS AND
SERVICES SECTION
1T TECHNOLOGICAL DEVELOPMENT

||  SYSTEMS AND SER'ICES SECTION
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Appendix 6- The electronic and postal communications (quality of
service) regulations, 2018

A. Quality of service parameters for public switched telephone
network (PSTN) services

Billing, customer services & satisfaction measures
Customer satisfaction attributes

Quality of service parameters for mobile telephone services
Service quality attributes for voice over lte (volte) services
Billing, customer service & satisfaction measures

AN

Quality of service parameters for customer satisfaction attributes
International telephone services,

Internet services

Postal services

Content services

. Quality of service parameters for mobile telephone services

1 Network availability

2 Point of interconnect (poi) congestion < 0.5 %
3 Call connection failure rate <2 %
4

5

Gmmo 0w

Calldroprate <2 %
Call setup time < 10 sec maximum time taken for voice service

connection
6 Service coverage
7 Voice quality (mean opinion score- mos)
8 Call success rate (csr) 295 %
9 Handover success rate > 98 %

10 Average data rate for packet data >= 4 mbps
11 Ping round trip time < 400 ms (data)

12 Attach failure ratio < 2 %

13 Attach setup time < 5 sec

14 SMS service accessibility
15 SMS access delay < 2 sec
16 SMS completion failure ratio <2 %

17 SMS end to- end delivery time
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18 Registration success rate >= 99% rate of successful registration
attempts in the Volte service.

19 Service availability >= 98% end to end service availability in terms of
capacity to establish calls from, and to, a volte customer.

20 Post dialing delay (PDD)
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Appendix 7: Responses from the Audited Entities

Appendix 7(a): Responses from the TRA

Overall Comments (s)

None

Specific Responses from Tanzania Revenues Authority (TRA):

Improve its  risk-
based audit approach
to ensure all risky
large taxpayers audit

plans and
consequent  audits
include

1 | Telecommunication
Service Providers
(TSP);

Noted for
implementation.
Telecommunicat

ion  companies
under large
taxpayers are

always included
in the Tax Audit

Plan. When a
Telecom
company was

not included in
the audit plan,
the taxpayer
was either under
investigation by
Investigation

Department or
Special Team.

To continue
including
Telecommunicat
ion companies
in the annual
audit plan and
make sure the
audit starts at
the beginning of
the fiscal year
to minimize
scenarios of
overlapping to
other fiscal
year.

Next
Annual
Business
Plan (ABP)
in June
2020.
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Allocate its resources
(budget, human
resource, time and
required equipment)
for tax audit for
auditing all
Telecommunication
Service Providers
each year.

Noted for
implementation.
Financial

resources are
allocated based
on an Activity
Based Budget
(ABB) for each
year. In terms of
human  capital
resources, there
is still a
requirement of
sufficient

number and
skilled staff to
audit the sector
from time to
time and more
time and
equipment  will
be allocated to
audit the sector.

To embrace
“mock” auditing
of telecom
taxpayers so as
to maintain
consistency in
application of
tax laws and
impart
knowledge to
staff as part of
mentoring and
coaching to
build capacity.

On going

Verify and reconcile
all submitted tax
returns by  using
reliable established
systems such as the
Electronic Revenue
Collection System
(eRCS) and
Telecommunications
Revenue Assurance
Systems (TRAS).

Noted for
implementation.
For the period
when e-RCS was
in use the
amount of sales
reported on VAT
returns (TRA &
ZRB) is as per
sales recorded
by Electronic
Revenue
Collection
System (e-RCS).
The ICT team
under e-RCS
does monthly
reconciliation
before payment
of VAT &

To continue
using e-RCS and
TRAS in the
monthly
exercise of
vetting returns.

Monthly
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E/Duty.
Furthermore,
the amount of
taxes computed
and paid is
generated by e-
RCS without
human
intervention.

Ensure that the e-
RCS Developers are
handling over to the
Commissioner
General

Electronic  Revenue
Collection System
(eRCS) as required by
the Tax
Administration

(Electronic Revenue
Collection System
Regulations) of 2017.

the

Recommendatio
n has been
noted for
implementation.

To liaise with
system
developers to
handle over the
system to our
ICT Directorate
after fixing all
challenges.

Within
2020/21

Document
information,
communication
services and that are
likely to be the
subject of abuse
affects taxations;

Noted for
implementation.
List of
Telecommunicat
ion services
subject to tax
are clearly
provided for
under the laws
of VAT and
Excise Duty. This
will be shared
with TCRA from
time to time.
However, we are
of the views that
improvement of
bandwidth and
internet

connectivity may

To share with
TCRA a list of
Telecommunicat
ion service
which are
subject to tax
and a format of
submitting them
when are
requested.

However, the
best optimal
solution is to
increase
bandwidth and
internet
connectivity for
accessing them

30™ June
2020

Within
2020/21
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facilitate us to

access the
needed

information and
do away with
manual requests

of data,

and related data
directly.

Ensure that it | Recommendatio | To include the Within
expands its server | n has been required 2020/21
storage capacity and | noted for resources in the

network (bandwidth) | implementation. | next budget.

to be able to connect

and store large files

of revenues from

Telecommunication

Service Providers;

Carry-out a thorough | Noted for To increase On going
analysis of the skills | implementation. | number of

gap among its staff
who are responsible
for using
Telecommunication

Revenue Assurance

System (TRAS) for
tax revenues
verifications and
enhance their
knowledge through
conducting  regular

training session.

Trainings are
always
conducted and is
a continual
process. Hence,
more trainings
will continue to
be conducted
depending on
the availability
of resources.

trainings related
to
Telecommunicat
ion Revenue
Assurance
System in the
next fiscal year
training Plan to
supplement
internal
trainings(on job
trainings)
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Appendix 7(b): Responses from TCRA

Overall Comments (s)

Auditor Recommendations are accepted.

TCRA acknowledges that the growth of the communication sector has
enabled the public to increase the use of the internet. This has resulted into
an increase in the use of over-the-top (OTT) applications and services. While
the use these applications have helped to accelerate the consumption of
data services, revenues for traditional voice and sms have been partly
affected. TCRA will continue to carry out regular studies in order to establish
mechanisms for regulating OTT applications and services. Meanwhile, the
issue of establishing the compliance level for all telecom services provider is
being handled in line with the prepared Enforcement and Compliance
Guidelines expected to be used by the end of December 2020

Specific Responses from Tanzania Communications Regulatory
Authority (TCRA):

Establish a | Issues The Enforcement | 31
compliance level for | related to | and Compliance | December
all assessment Guidelines is | 2020
telecommunication | of currently
service providers. compliance | undergoing the

level for the | necessary approvals

telecom (by

service management/Board)

1 providers prior to being

has been | applied.

incorporate

in the Draft

Enforcement

and

Compliance

Guidelines,

2020.
Carry out regular | TCRA has | TCRA is on the |30 June

2 studies in order to | carried out a | process of carrying | 2021

come up with best | study in | out another study to
mechanism for | 2018 on the | establish best
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regulating over-the | impact of | mechanisms for
-top (OTT) | OTT regulating oTT
applications and | applications | applications
establish  possible
revenue collections
from OTT services
Strengthen TCRA has | Regular  meetings | 30  June
Collaborations to | been fully | will be held to| 2021
help TRA collect all | collaborating | implement the
revenues from | with TRA | agreed terms of the
Telecommunications | through the | MoU
Service Providers established

MoU
Ensure it fully | Since 2015, | Regular  meetings | 30  June
implements terms | TCRA issued | will be held with | 2021
agreed in | TRA with | TRA to effectively
Memorandum of | access implement the
Understanding accounts to | agreed terms of the
between itself and | allow MoU
TRA to facilitate | retrieval of
effective collection | data

of tax revenue.

relevant for
collection of
tax revenue
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Appendix 7(c): Responses from MWTC

Overall Comments (s)

The MWTC advices directives to be provided to Treasurer Registrar to remind
Institutions to seek approval of the Ministry on adherence to policies before
obtaining Board and Treasurer Registrar budget approval

Specific Responses from Ministry of Works Transport and

Communications (MWTC):

1.

Develop
monitoring and
evaluation
indicators for
monitoring the

performance  of
TCRA in regulating
the
telecommunicatio
n sector

- Indicators for
regulating the
performance of
TCRA are already
available in the

National ICT
Policy
Implementation
Strategic,

although need to
be reviewed and
updated.

The ICT  policy
objectives (7,12,
13, 14, 15), have
indicators and
means of
verification which
guides  Monitoring
and Evaluation of
performance of
TCRA in regulating
Telecommunication
sector (as
attached)

- Review and
update
milestones,
targets and

indicators to
be used to

monitor
performance
of TCRA to
make sure
comply  with
the  National
ICT Policy
objectives
before
approval of
their action
plan and
budget;

- TCRA
Quarterly,
mid-year and
annual
performance

reports to be
submitted to

Before
action
plan
budget
approval

and

Quarterly,
Mid-year
and
annually

2020/21
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the Permanent
Secretary,
reviewed by
management
and
recommendati
ons provided
and submitted
back to TCRA;
but also
reported to
the MOFP; and

- Evaluate

efficiency and
effectiveness
of TCRA
implementatio
n of the
National ICT
Policy

Implementatio
n Strategic,
where the
findings will be
used as an
input in
formulating a
new National

ICT Policy

Implementatio

n Strategic.
Ensure that TCRA | Review of the MoU | - MWTC will | By  30th
adheres and | is recommended to Guide June,
effectively ensure terms on evaluation of | 2020

implements all
the agreed terms
in the
Memorandum  of

Understanding
between itself
and TRA to
facilitate

revenue collection
are implementable
as well as technical
terms be revised
and improved for
the total solution
of the matter

- MWTC

MoU to identify
existing
weaknesses in
both entities;

will
Guide on
review of MoU
so that to
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effective
collection of tax
revenue.

provide
appropriate
supports to
TRA in
revenues
collection

Frequently Communicate Quarterly,
assessment is | with  TCRA and | Mid-year
recommended on | TRA Regularly in | and
the implementation | order to identify | annually
of MOU challenges/
barriers
hindering
revenues
collection in
Telecom service
providers
NICTBB as | Pursuant to the | The Ministry will | To be
autonomous directive of the | share the paper | completed
separate entity to | Chief Secretary, | with key | by 30%
facilitate its | NICTBB shall | stakeholders and | June,
regulation and | operate as a | a taskforce will | 2020
eliminate conflicts | subsidiary company | be formed to | subject to
of interest; under the Tanzania | review the paper | availabilit
Telecommunication | and come out |y of funds
s Corporation. The | with a final | to
Ministry has | document, undertake
prepared a paper | prepare the task
regarding Memorandum
formation of | and Articles of
NICTBB as  an | Association and
independent entity | provide support
under TTCL in the
registration of a
subsidiary
Company subject
to necessary
approvals.
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