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Introduction

In a significant move to enhance
tax compliance and streamline
revenue collection, the Finance
Act 2024 has introduced
withholding tax on the payments
made in respect of the rental of
construction equipment and
machinery. This amendment shall
take effect from 01 July 2024,
marking a pivotal change in the
country's tax landscape.

Legal Framework and
Background

Under Tanzanian tax law,
withholding tax is a mechanism
that requires the payer of certain
types of income to deduct tax at
source and remit it to the
Tanzania Revenue Authority (TRA).
This system is designed to ensure
efficient tax collection and to
reduce instances of tax evasion.
Prior to this amendment, the
payments made in respect of the
rental of construction equipment
and machinery were not explicitly
covered under the withholding tax
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obligation provisions,
withholding was only
applicable on payments made
in respect of the rental of
aircraft, land, or

buildings. With the recent
changes, however, aim to
broaden the tax base and
ensure that rental
payments of construction
equipment or

machinery, which are a
significant aspect of

the construction industry’s
operations, are

properly taxed.
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Details of the New Witth|dillg [ax

The new withholding tax on the rental of construction equipment
and machinery includes several key elements:

e A clear definition of construction equipment or machinery: This
means the equipment, machinery, structure, scaffolding,
materials, tools, supplies, or systems rented or leased by the
contractor or its subcontractors for use in accomplishing the
construction works but not intended to form part of the structure
to be built or for incorporation into the project.

e Applicable Rate: The withholding tax ) .
rate applicable to rental payments for oo “
construction equipment and g e
machinery is set at 10% as a non-final
withholding tax, as per the Tanzanian
Income Tax Act. This rate applies to all i
rental payments made by individuals or [
entities, whether the transactions are
domestic or international.

e Obligations of the Payer: Lessees of
construction equipment and
machinery are required to deduct the
withholding tax at the time of payment
to the lessor. This tax must then be
remitted to the TRA within the
stipulated time frame, typically by the
7th day of the month following the
deduction.
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Documentation and Reporting: Lessees must provide the lessor with
a withholding tax certificate, which serves as evidence of the tax
deduction. This certificate is crucial for the lessor’s tax records and is
necessary for any claims of tax credits or refunds.

Conclusion

Recently, Tanzania has been experiencing massive construction
projects whereby the substantial amounts have been involved in
exchanging or renting of construction equipment or machinery.
Therefore in broadening the tax base, the government has come up
with this new collection avenue to collect tax in advance at a rate of
10% from payouts relating to rental of construction equipment or
machinery.

This development underscores Tanzania’'s commitment to
expanding its tax base and improving the efficiency of its tax
system. The full impact of these changes will unfold over time, as
businesses and the TRA adjust to the new requirements and the
broader economic implications become clearer.

We understand that this could impact
your business. Our Tanzania Taxation

team is ready to assist you remain
compliant on this and more taxation
matters affecting you.

Jofrey Shewiyo

Senior Associate - Tax Services
jshewiyo@pkfea.co.tz
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Important Disclaimer

This document is written in general terms for guidance only and is not a substitute for professional
advice. Whilst every care has been exercised in ensuring the accuracy of information contained
herein, we will not accept any responsibility for errors or omissions or any action taken, or refraining
from action without appropriate professional advice. This document is for the exclusive use by the
clients of PKF and its associates and no part of it may be reproduced without our prior written consent.

PKF Advisory Limited is a member of PKF Global, the network of member firms of PKF International
Limited, each of which is a separate and independent legal entity and does not accept any
responsibility or liability for the actions or inactions of any individual member or correspondent firms.
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