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Zambia

Summary and Conclusions

e Zambia's total tax revenue has remained somewhat constant in 2005-2011, with a slight
increase in corporate income tax revenues to compensate for a decline in excise taxes and taxes
on international trade. Zambia has increased reliance on copper mining taxes and its non-
mining taxes have declined.

e Zambia's recent reform focus has been on the taxation of mining, with changes to rates,
accounting rules, and reporting requirements.

e Zambia’s revenue effort from direct taxes is better than that of regional and income group
comparator countries on average. Zambia's revenue effort from VAT is lower than that of
comparator countries.

e Zambia's tax rates, especially direct tax rates, are higher than the rates of comparator countries
and the rest of the world.

e Zambia's personal income tax productivity is above that of comparator countries and in line with
the world average. The corporate income tax productivity is slightly higher than that of
comparator countries, but lower than the world average. The VAT productivity is lower than
that of comparator countries in the region and much lower than the world average.

Major Developments and Features of Current Tax System

Evolution of Revenue

Zambia's total tax revenue in 2011 was only 0.3% of GDP larger than its total tax revenue in 2005. The
composition of total tax revenue changed, with increased reliance on the corporate income tax and a
decreased reliance on excise taxes and taxes on international trade. The components of total tax
revenue were somewhat unstable. Possible reasons include the instability of copper mining revenues
and Zambia's reliance on high tax rates imposed on relatively narrow bases”.

Zambia: Government Budget Current Revenue (% GDP)

2005 2006 2007 2008 2009 2010 2011 2012 2013

est. proj.
Total tax revenue 17.2% 163% 16.9% 17.3% 15.0% 16.4% 17.5% 17.1% 17.8%
Personal income tax 6.0% 5.8% 5.3% 5.6% 5.3% 6.2% 6.3% 5.9% 6.4%
Corporate income tax 1.4% 1.8% 2.0% 2.4% 2.4% 2.7% 2.8% 2.6% 2.8%
Value added tax 4.9% 4.7% 5.4% 4.2% 4.0% 4.1% 4.6% 4.7% 4.7%
Excise taxes 2.7% 2.0% 2.8% 2.6% 1.6% 1.8% 2.0% 2.1% 1.9%

Taxes on international trade 2.2% 1.9% 1.8% 2.2% 1.6% 1.6% 1.8% 1.8% 2.1%

" Thereis only indirect evidence to the latter in reports by the IMF and the Norwegian Agency for Development Cooperation.



Source: IMF

Zambia: Copper revenues (% GDP)

2005 2006 2007 2008 2009 2010 2011
Copper revenues 0.2% 0.8% 1.5% 2.0% 1.0% 1.9% 5.5%

Source: IMF; includes royalties and taxes
The following are notes of interest.

e The 2011 revenue increase was due to large one-off payments of mining tax arrears. Non-
mining revenue declined slightly.

e The 2012 estimates reflect an increase in the royalty for copper production, based on the
exhaustion of carry-forward losses.

e According to the IMF, non-mining revenues have displayed a worrying decline in recent years
and the composition of tax revenues is unbalanced. Zambia relies much on direct income taxes,
while consumption and property taxes are underexploited. Zambia's property assessment
system is outdated.

e Zambia established a semi-autonomous revenue authority in 1994 — the Zambia Revenue
Authority (ZRA) —relatively early for the region. According to the Norwegian Agency for
Development Cooperation, the ZRA is an "attractive target" for political interference in
operations, in particular with respect to tax exemptions.

e |nrecent past, Zambia experienced a very large reduction in aid dependency, from 53% of total
public revenues in 2004 to 28% in 2008.

Summary of Reforms

Zambia's recent reform focus has been on the taxation of mining. In April 2008, Zambia enacted
amendments to its income tax to strengthen the law and the tax administration. Examples included
changing the depreciation allowance for capital equipment from 100 percent to 25 percent per year;
introducing ring-fencing until production start (protecting company assets by legally separating the
company's assets from liabilities); an increase in the corporate income tax and royalty rates, and the
introduction of a variable income tax schedule. Many of the new provisions, however, were reversed a
year later.

In 2011 Zambia launched Extractive Industries Transparency Initiative (EITI) reports that disclose
payments made by mining companies to the Government. These showed substantial discrepancies
between what mining companies reported having paid and what government entities reported having
received.

In 2012, the Government of Zambia increased budget resource allocations to the Zambia Revenue
Authority. The IMF, however, noted the need for additional steps to increase technical capacity and
improve information management and audit (especially of the mining sector).

In the non-mining sector, the Government's recent focus is on amending the VAT act to reduce the VAT
rate.

Tax System Profile (2011-12)
The discussion below provides a high-level profile of Zambia’s tax system and compares Zambia with
other low income countries in Sub-Saharan Africa and the rest of the world.



Revenue Performance

Zambia's revenue effort from corporate income taxes is above the tax effort of Sub-Saharan
Africa comparator (low income) countries, but is lower than the world average.

The revenue effort from the personal income tax is well above that of comparator countries in
the region and above the world average.

The revenue effort from the VAT is below that of comparator countries and well lower than the
world average.

Tax Structure

Zambia's corporate income tax rate, at 35 percent, is higher than that of comparator countries
in Sub-Saharan Africa (31.7 percent on average) and higher than the world average (25.7
percent).

The maximum personal income tax rate, at 35 percent, is in line with that of comparator
countries in the region (35.4 percent) and higher than the world average (27.8 percent).

The VAT rate is 16 percent, in line with that of comparator countries in the region and slightly
higher than the world average (15.7 and 15.5 percent respectively).

Revenue Productivity

The corporate income tax productivity is slightly higher than that of comparator countries, but
lower than the world average.

The personal income tax productivity is above that of comparator countries and in line with the
world average.

The VAT productivity is lower than that of comparator countries in the region and much lower
than the world average.

Taxpayer Burden and Corruption Evidence

Enterprise surveys by the World Bank indicated that the percentage of Zambia business
taxpayers “expected to give gifts in meeting with tax officials” was 4.9 percent, which was well
below the regional average of 18.2 percent and the world average of 14.2. (The latest survey in
Zambia was in 2007).

The World Bank Doing Business survey estimates that the average time required for Paying
Taxes by a medium-sized company in Zambia amounted to 132 hours per year in 2013, which
was significantly lower than the average of 320 hours for other countries in Sub-Saharan Africa.
There were no significant changes in the Paying Taxes indicators and overall ranking for Zambia
since 2006.



ANNEX: Zambia’s Collecting Taxes Indicators

CITR CITY CITPROD
Company Income Tax i
Tax Rate Revenue as % GDP Revenue Productivity

Zambia 35.0 3.0 0.08
Rl 17 21 007
Sub-Saharan Africa 315 3.0 0.10
Low Income Economies 29.0 2.4 0.09
World 25.7 3.3 0.14

PITMINR N PITMAXR PITMAXL

Minimum Tax Minimum Income Maximum Tax Maximum Income
Rate Level (Multiples of Rate Level (Multiples of

Income Taxes on People

GDPpc) GDPpc)
Zambia 25.0 1.64 35.0 8.40
sesm AL | o 269 554 147
Sub-Saharan Africa 10.3 2.02 34.0 11.9
Low Income Economies 8.9 2.04 31.0 26.8
World 10.9 0.87 27.8 10.7

PITY ‘ PITPROD

Income Taxes on

People Revenue as % | Revenue
GDP Productivity

Zambia 5.7 0.17

Sub-Saharan Afr_lca Low 36 012

Income Economies

Sub-Saharan Africa 4.1 0.13

Low Income Economies 3.7 0.14




World 4.5 0.17

VATR VATY VATGGR VATPROD THRESHOLD

Mandatory

Value Added Tax Revenueas | Or0SS Revenue Registration/ Filing

VAT rate Compliance L :

% GDP . Productivity  (annual Turnover in
Ratio
USD)

Zambia 16.0 4.0 45.8 0.25 40,000
Sub-Saharan Africa
Low Income 15.7 52 42.5 0.31 45,040
Economies
Sub-Saharan Africa 15.4 53 48.8 0.34 47,367
Low Income
Economies 14.8 51 48.3 0.34 53,362

World 155 6.2 63.1 0.41 59,265




