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EXECUTIVE SUMMARY

The International Finance Corporation (IFC) has long-term interest in the growth of leasing

as well as a history of developing finance leasing in developing countries around the world.

Between April and July, 2005, IFC conducted a market study in Tanzania to identify

constraints to the growth of leasing in the country.

The leasing market in Tanzania is at the nascent stage of development, with a total leasing

portfolio of United States Dollars 35.2 million which is less than 2 percent of the Gross

Domestic Product. Leasing as an alternative means of finance is particularly suited to small

and medium enterprises (SMEs), which comprise 90% of Tanzania’s economy, and which

have urgent capital financing requirements.

The market study comprised a series of consultations with stakeholders in financial services,

government, industry, SMEs, professional bodies and practitioners, as well as a review of

government policy and legislation affecting leasing. The study identifies three main

obstacles to the growth of leasing in Tanzania, and proposes solutions to these obstacles.

The obstacles are: (a) an inadequate leasing legal framework, including legal hurdles to

enforcement of lease contracts and repossession of leased assets; (b) inadequate tax

incentives for lessors, and unfavorable Value Added Tax treatment on finance leasing which

hinders its growth and renders it an uncompetitive means of finance; and (c) a lack of public

awareness on leasing. 

IFC recommends addressing the obstacles to leasing by: (a) enacting an appropriate finance

leasing legal framework; (b) introducing adequate tax incentives to encourage banks,

financial institutions and leasing companies to offer finance leasing; (c) harmonizing the

Value Added Tax Act and practice for finance leasing; and (d) embarking on capacity

building and public information campaigns on leasing.

IFC will make recommendations to the Government of Tanzania on how best to improve

leasing conditions in the country.
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TANZANIA LEASING PROJECT (TANZALEP)

The International Finance Corporation (IFC), a member of the World Bank is implementing

a 2
1
/2 year Technical Assistance (TA) initiative through Tanzania Leasing Project (TANZALEP)

to develop the leasing industry in Tanzania. 

The project is being implemented under IFC’s Private Enterprise Partnership for Africa (PEP-

Africa). PEP-Africa is a Technical Assistance model to implement IFC’s strategic priorities in

Africa. PEP-Africa   builds on IFC’s investment experience to identify constraints to private

investment in Africa and help both governments and the private sector address these

constraints. It focuses on technical assistance work in a sector.

The objective of TANZALEP is to improve financing options for small and medium-sized

businesses thereby increasing the volume of lease transactions carried out in the country.

TANZALEP is funded by the Swiss Government under the State Secretariat for Economic

Affairs of  Switzerland (seco) and IFC with an office and full time staff in Dar es Salaam.

The financing of Small and Medium Enterprises (SMEs) in Tanzania is

hampered by the high cost of capital, non-availability of medium term

financing options and the lack of diversification of financial products. 

Leasing is a complementary form of financing that serves as an

alternative to traditional long term bank loans and increases a

company’s ability to source all types of financing. 

Financial Leasing is a medium-term financial instrument technique for

the procurement of machinery, equipment, vehicles and/or properties.

Leasing provides financing of fixed assets (equipment, vehicles, etc) rather than direct

capital. Leasing institutions (Lessors) – banks, leasing companies, insurance companies,

equipment producers or suppliers, and non-bank financial institutions – purchase the

equipment and provide the equipment for a set period of time to businesses for a fee. At the

end of the period, the equipment is transferred to the ownership of the business or is totally

depreciated and discarded or sold to a third party.   

Leasing is based on the proposition that profits are earned through the use of assets, rather

than from their ownership and focuses on the borrowers’ ability to generate cash flow from

business operations to service the lease payment, not on the balance sheet or on past credit

history. This is why leasing is particularly advantageous for new, small and medium-sized

businesses that do not have a lengthy credit history, nor a significant asset base for

collateral.  
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Leasing has been an important source of medium- and long-term financing for companies,

both in developed economies, and in countries with economies in transition.  Leasing plays

an important role in these countries as an effective means to increase the lessee’s asset base,

particularly in private and/or new companies and in SMEs, all of which play a key role in

introducing innovation and competition in the economy, and result in job creation.  

The main activities of the project will be as follows:

1. Legislative and Regulatory Review-Examine current and proposed leasing legislation

and VAT/Income Tax regimes to identify inconsistencies and recommend appropriate

action. 

2. Capacity Building-Training for Government officials (including MP’s), Financials

Institutions/Lessors, Microfinance Institutions and Lessees in the leasing industry.

3. Business Development-Linkages between SMEs, equipment manufacturers and

financial institutions.

4. Information/Public Education- Information campaigns will be conducted for the

business community. Journals/brochures will be published as well as using the media

(t.v. , radio and newspapers). A web site will be created for leasing.

5. Microleasing-working with Microfinance Institutions to develop  microleasing.

6. Leasing Association-Establish the Tanzania Leasing Association.

The benefits of the project are:

n Promote an appropriate legislative environment, which includes a more attractive tax

climate for leasing, clearer accounting procedures for leasing, adoption of a legal

framework for leasing, and the removal of contradictions in other legislation governing

leasing.

n Building the capacity of local lessors and assisting new entrants into the market

n Developing opportunities for local and foreign leasing investment in the country.

n Conducting a public education campaign to educate private enterprises, financial

institutions and regulatory agencies about leasing.

n Developing the Tanzania Leasing Association.

TANZALEP will draw on the significant base of IFC expertise in leasing technical assistance

and work in conjunction with other IFC technical assistance programs as well as IFC’s

investment team in Tanzania and other stakeholders in leasing. 
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1. INTRODUCTION

1. 1 WHY LEASING IS IMPORTANT 

A healthy leasing industry facilitates economic growth, because leasing increases finance

flows to the productive sectors of a country’s economy, and increases financing options for

private businesses. Leasing is an effective mechanism for jumpstarting a growing economy,

and is particularly advantageous to developing countries like Tanzania. 

Some advantages of leasing include:

n Leasing offers a way to modernize production and develop small businesses. Leasing

companies play an important role in the financing of small and medium-sized

businesses (SMEs), which require funds to expand, but which often lack credit history

or sufficient collateral to access traditional forms of financing. Leasing gives these

enterprises an opportunity to create, expand and modernize production. 

n Leasing increases total capital investment in an economy. Leasing is a complementary

form of financing that serves as an alternative to traditional bank lending, and increases

the ability of companies to source different types of financing for capital investment.

n Leasing creates competition in the financial market place. Leasing is not as risky as

working capital lending, and creates alternative methods of financing businesses in

direct competition with traditional bank lending, which often requires collateral and

extensive paperwork to process. In transitional economies, leasing complements bank

financing, allowing businesses to access both lease financing and traditional bank

financing without increasing their collateralized debt. 

n Leasing increases equipment sales. Leasing offers domestic and foreign suppliers new

mechanisms for increasing their customer base, and access to new clientele, (i.e.

previously poorly financed businesses). 

The benefits of leasing have been significant in countries where leasing is developed. In

Tanzania, as in most developing countries, leasing is at its infancy. The market study on

leasing in Tanzania has identified obstacles to the development of leasing in the country.
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1.2. WHAT IS LEASING?

In simple terms, a lease is a contract between two parties, where a party that owns an asset

(the lessor) lets another party (the lessee), use the asset for a predetermined time in

exchange for periodic payments.1 In leasing, the legal ownership and the use of an asset are

separated. Leasing allows enterprises that, either do not wish to purchase equipment

because leasing is cheaper, or cannot do so because they do not have the required funds and

lack access to traditional bank finance, the opportunity to use equipment without having to

own it. 

The business philosophy that underlies leasing is that profits are earned through use rather

than ownership.

Leases are broadly of two types, finance leases and operating leases. A typical finance lease

is a three party arrangement (Diagram 1) that involves a supplier of equipment, a finance

company or bank, and a lessee. The finance company or bank acts as an intermediary

between the supplier and lessee by providing the finance for purchase of the supplier’s

equipment, for the business purposes of the lessee. A finance lease typically extends for a

significant period of the equipment’s economic life with the risks of equipment

obsolescence, maintenance, and insurance being borne by the lessee. Finance leases are

usually non-cancelable, making them similar to term loans. 

In an operating lease, the lease is over a period that is substantially shorter than the asset’s

economic life. The lessee does not intend to purchase the asset, and the lessor recovers the

asset cost through multiple leases and the equipment’s final sale. Maintenance costs and

obsolescence risks lie with the lessor.

Diagram 1- The three party arrangement in Finance Leasing

Source: Adapted from FAO and GTZ (2004)

1. “Lease” and “Leasing” are used in this context to denote leasing of movable or personal property, and not immovable or real
property.
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Table 1 presents the broad differences between the two major leasing types and loans.

Table 1: Differentiating Loans, Finance Leases and Operating leases compared.

Source: World Bank-Leasing An Underutilised tool in rural finance.

2. SNAPSHOT OF THE TANZANIAN ECONOMY

Tanzania instituted macro-economic reforms and stabilization programs in 1986 to move

the country away from a centrally planned economy to a market oriented economy, in an

increasingly competitive global setting. The macro-economic reform agenda was initiated

for an economy that was saddled with severe structural weaknesses such as directed credit,

interest rate controls, restriction on external current and capital account, and lack of bank

supervision. 

Measures to address the decline in GDP growth from 5.5 percent, between 1973

and 1978, to 0.4 percent, between 1978 and 1982, were instituted through a

series of economic survival plans and recovery programs by the IMF and World

Bank. These included: dismantling pervasive government controls, improving

macroeconomic management, tackling underlying structural weaknesses in the

economy, devaluation of an overvalued exchange rate, trade liberalization,

removal of price controls, and encouraging private sector participation in the

economy.

On the whole, the economy has responded positively. Annual GDP growth has rebounded

and reached 6.3 percent during the 2004/05 financial year. Other price indicators such as

inflation rate of 5.5 percent per annum, exchange rate of Tanzanian  Shillings (T.Shs)

1,100/= to 1 US$, lending rate at 15 percent down from 25 percent, and deposit rates at 3

percent were recorded during the 2004/05 financial year. Despite these positive

accomplishments, the economy remains vulnerable to various macro-economic risks,

especially those associated with falling international commodity prices, vagaries of weather,

mismanagement as well as rising prices of fuel.
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2.1  OVERVIEW OF THE BANKING SECTOR

Tanzania has a sound and fairly competitive and efficient banking sector. There are currently

a total of 26 banks and 5 non-bank financial institutions operating in Tanzania, 15 of which

have foreign shareholding participation. The total assets of banks, as of May 2005, were

Tshs. 3,485 billion. The financial sector reform agenda in Tanzania has made significant

inroads into the insurance sector, pension funds sector, and the capital markets. However, a

joint IMF/World Bank Financial Sector Assessment Programme (FSAP) report of May 2003,

observed that the Tanzanian financial system plays inadequate role in the economy, and that

its current depth and efficiency fall short of what is required to support economic growth.

The report identified areas that require further structural reforms, including enhancing

access to financial services, government-owned financial institutions, legal and judicial

reform, and long-term investment in financial services.

2.2 OVERVIEW OF THE MICROFINANCE SECTOR

In February 2003, the Banking and Financial Institutions Act

was amended to include microfinance companies, as well as

financial cooperatives, as new entities to be licensed and

supervised by the Bank of Tanzania. Regulations pertaining

to these types of non-bank financial institutions were then

drafted and cleared by the Minister of Finance in July 2004

to undergo the official approval and gazetting process.

According to Tanzania Micro-finance Institutions Directory

compiled by Bank of Tanzania, as at 2003, there were 665

Micro-Finance Institutions (MFIs), which included 8 banks,

29 Non Governmental Organizations, 617 Savings and Credit

Cooperative Societies and 11 savings and credit

Associations. This may have since changed as a result of new

entrants in the market.

2.3 OVERVIEW OF THE SMALL AND MEDIUM ENTERPRISES (SMEs) SECTOR

SMEs in Tanzania contribute significantly to employment creation, income generation and

stimulation of growth in urban and rural areas. The sector is estimated to generate about

one third of GDP, employ about 35 percent of the country’s labor force, and has the greatest

potential for further employment generation.
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Key elements of the structure of the SMEs sector2 include the following:

n There are approximately 2.7 million SMEs in Tanzania; sixty percent of these are

located in urban areas.

n Most (98%) of SMEs are micro enterprises employing less than 5 people each; the

majority (66%) have annual sales of less than Tshs. 2 million annually. With this level of

turnover one can conclude that individuals operating most of these businesses are not

operating out of choice but largely as a matter of survival.

n Most SMEs are fairly young businesses; over sixty percent are less than five years old.

n SMEs operate in all sectors but the most dominant are trade (54%) and services (34%).

SMEs in Tanzania faces various problems, including: low skills, lack of working capital/asset

acquisition, limited access to finance, poor product quality, inferior packaging of finished

products, lack of business skills, lack of credit culture, and lack of business information. The

government approved the country’s SME policy that articulates a vision and determination

for stakeholders to strengthen SMEs for sustainable development, central to government’s

poverty reduction strategy. In addition, the government has established a credit guarantee

scheme for SMEs, operated by the central bank under agency agreement with the

Government, to provide guarantees to banks and participating financial institutions that

provide loans and credit to SMEs.

3. LEASING IN TANZANIA

3.1 LEASING COMPANIES

In 1995, the United Leasing Company (ULC) Ltd., started leasing operations in Tanzania. One

of the Company’s shareholders was a leasing company with experience in Botswana and

Malawi. ULC’s Tanzanian operations were not successful due to unfavorable legal and

taxation environment at the time, as well as management issues. In 2002, ULC was

transformed into a merchant bank and continued leasing operations at a minimal scale.

There are currently four major banks, as well as three other leasing companies, offering

leasing or some form of asset financing.3 The approximate total portfolio of leasing is US$

35.2 million, and with the exception of a few banks, leasing practitioners in Tanzania are

small sized operations with limited resources and low net worth. These include microfinance

institutions, providing micro leases ranging between US$300- US$5,000.

2. Taken largely from the SwissContact/K-Rep Advisory Services Baseline Survey of the Uhuru Corridor.
3. Usually some form of hybrid of leasing and asset finance, due to operational and legal issues. 9
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The charts below show categories of equipments under finance lease for the year 2004 and

finance leasing sector – wise: 

Figure 1: Categories of Leased Equipment.

Figure 2: Finance Lease by Sector.

Source: IFC market study, 2005 based on distributed questionnaires.

3.2 FUTURE DEVELOPMENT AND POTENTIAL OF LEASING

Lease transactions have grown by 60 percent on average over the last twelve months. The

total number of clients for leasing has grown to 1534, with an average lease size of US$

51,000, and average lease term of 2.5 years. Reasons for  growth may be attributed to the

entry of new players in the market, an increase in investment activities, and an improved

business climate in the country. 
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There is strong growth potential for leasing in Tanzania, as envisaged by market trends over

the past two years. Demand for leasing has grown due to positive economic development.

However, the available supply of financing is not sufficient to meet the growing demand.

Banks acknowledge receiving enquiries from clients for leasing finance, and have indicated

interest in embarking on leasing. 

Figure 3: Growth Potential for leasing

The chart below shows growth potential for leasing.:

Source: IFC Market study indicators

3.3. OBSTACLES TO DEVELOPMENT OF LEASING IN TANZANIA

The IFC market study identified the following as factors that hinder development of leasing
in Tanzania:-

n Lack of appropriate and conducive operating environment for lease financing,
including legal and taxation framework.

n Limited leasing technical capacity.
n High credit risks due to poor credit ethics and debt service culture.
n Lack of appropriate funding for leasing operations.
n Lack of awareness by potential lessees.
n Underdeveloped secondary markets for specialized equipment.
n Lack of appropriate additional collateral, where required.
n Social attitudes in Tanzania, whereby people prefer owning to leasing.
n Flexibility of using term loans, as diversion of credit is not possible under finance

leasing.

n High interest costs and large deposit requirements for finance leasing.
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4. LEGAL FRAMEWORK FOR LEASING IN TANZANIA

4.1 GENERAL OVERVIEW

The legal framework for leasing in Tanzania derives from lease contract terms, the law of

contract, the law of bailment (as contained in the law of contract), leasing case law, as well

as relevant statutes affecting lease transactions mentioned below. Lease transactions may

also invoke aspects of the common law of bailment, contract, tort or assignment.

A finance lease transaction comprises of elements of personal property (‘chattels’),

elements of contract, as well as of finance. In Tanzania, these elements are provided for

under separate legislation of the sale of goods, law of contract, and banking and financial

institutions. Other laws that affect movable property, such as registration of property, and of

agreements creating interests in property, also apply to finance leasing. In addition, the civil

procedure law provides for the procedure for enforcement of rights and obligations by

parties to lease transactions in courts of law.

The existing legal framework for leasing is not conducive for leasing development, and has

been identified by stakeholders as a disincentive to entry into the leasing market.

4. 2 PROBLEMS WITH THE LEGAL FRAMEWORK FOR LEASING

Leasing in Tanzania lacks appropriate legal framework in the form of a series of coordinated

and harmonized legislation, a body of case/precedent law, or single legislation on leasing.

Furthermore, common law principles are not totally comprehensive for leasing, and courts

in Tanzania are not bound to apply such principles.

For instance:-

n The legal distinction between finance leasing and other forms of property and property

hire transactions such as hire-purchase and sale of goods is not clear. These other

property transactions embody statutory and common law rights that are not suited to

finance leasing.

n It is difficult for lessors to enforce lease contracts or to take possession of leased assets,

without involving costly and time consuming court and bureaucratic procedures, where

lessees have defaulted on lease payments.

n The current legal framework or ‘legal environment’ prevents successful enforcement of

lease contracts.

12
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n Apart from the tax legislation, substantive law does not clarify what transactions will

constitute a finance lease for civil law purposes.

n There is lack of clarity in the legal framework regarding rights and obligations of parties

to a lease transaction, specifically in a three party lease transaction.

The study also identified lack of leasing case law in Tanzania. This is due to lack of leasing

litigation, and because a number of leasing civil suits have not yet been determined, or were

settled out of court. From the available case law, leasing legal principles seem not to have

been at issue or addressed by courts.4

4.3 RELEVANT PROVISIONS OF TANZANIAN LAW (STATUTE & COMMON LAW)

Legislations  bearing on finance leasing areis:

n Law of Contract Act, 1961. 

n Sale of Goods Act, 1931. 

n Banking & Financial Institutions Act, 1991.

n Companies Act, 1931.

n Road Traffic Act, 1973.

n Bankruptcy Act, 1930.

n Civil Procedure Code Act, 1966.

n Chattels Transfer Act, 1931.

n Tax Legislation (Value Added Tax Act, 1997, Customs Duty Act, 1976, Stamp Duty Act,

1972 and Income Tax Act, 2004).

(As well as common law principles of bailment, tort, contract and assignment that may

apply).

The main issues arising from the legal framework are as follows:

LEASE CONTRACTS AS CONTRACTS OF BAILMENT

Finance leasing is a contractual arrangement, primarily between a lessor and lessee. The Law

of Contract Act in Tanzania governs lease contracts, and lease contracts are required to

comply with this law to ensure enforcement in courts.5 The Contract Act contains a special

part, i.e. part VIII, on bailment that is applicable to lease contracts. The legal nature of a lease

contract,  like a hire-purchase agreement, is that it is a contract of bailment. Thus leasing

may invoke principles of bailment contained in the Act, and under common law. Contracts

of bailment confer rights and obligations between a bailor and bailee of goods.  In a finance

lease, a lessor of goods is a bailor, and a lessee, a bailee.

4. In Tanzania, parties to lease contracts, to a large extent, create their own mechanisms to resolve disputes inter parties. It would
appear that banks selectively  offer leasing and have thereby managed to minimize incidences of default. Recovery rates for lease
transactions were mentioned as ranging from 98-100%.
5. These include issues of legality and capacity to contract.
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The Contract Act places obligations on a bailor of goods (lessor) for damages arising to the

bailee (lessee) from faults in the goods bailed, and it is not material whether the bailor was

or was not aware of the existence of such faults in the goods bailed. Legal principles of

bailment as contained in the Contract Act, and as developed under common law, are not

entirely suited for leasing. While courts in England, Canada and India have developed

principles of bailment as applicable to leasing through case law, these principles are not

necessarily binding in Tanzania. 

In finance leasing, the lessor (bailor) is usually a financial intermediary, whose liability for

damage arising from faults in goods leased should be subject to limitation. The challenge is

to enact guiding principles to provide for issues of lessors’ liability under lease contracts, as

well as for exemption from liability.

LIABILITY FOR SUPPLY OF GOODS

In leasing, a lessor, while enjoying rights of ownership of goods, should not have obligations

such as conditions of fitness, quality and usefulness of purpose of the goods leased. The

lessor is usually a financial intermediary not involved in the selection of goods, and unable

to make warranties regarding the goods. If any warranties are made or implied in law

regarding quality or fitness of goods, such would have been made by the supplier/dealer to

the lessor. 

The practice in leasing, in Tanzania and elsewhere, is that banks/finance companies are not

involved in selection of the goods for lease, and usually exclude their liability for quality and

fitness for purpose of  goods under lease. Discussions with stakeholders in the supply market

suggest that suppliers/sellers are usually made aware of the purposes of the lease

transaction, or that lessors assign any warranty obligations regarding leased goods to

lessees, thereby enabling lessees to enforce warranties against suppliers. 

There is a need for guiding principles in the law regarding quality claims against lessors for

leased goods.

It should be noted that the Hire – purchase Act, 1966 (discussed below), implies warranties

in hire-purchase agreements. These implied warranties impose onerous obligations on an

owner of goods who hires goods to a hirer, regarding fitness for purpose and

merchantability of the goods so hired.

ENFORCEMENT OF LEASE CONTRACTS

A critical prerequisite for successful operation of finance leasing is the ability of lessors to

enforce lease contract terms and repossess leased assets upon lessees’ default on lease

payments or contract terms. Leasing requires flexible and expedited civil procedure for

repossession of leased assets, for timely resolution of disputes regarding leased assets, and

for enforcement of lease contract terms. 
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Simplified repossession mechanisms that do not involve litigation or application to court, as

well as expedited forms of dispute resolution, will support development of the leasing

industry, as this will mitigate the risks inherent in leasing. The experience in Tanzania is that

civil litigation can extend to a number of years without resolution. IFC discussions with

stakeholders suggest that it has been the overwhelming tendency of borrowers in Tanzania

to apply for injunctions preventing lenders/ lessors from repossessing and selling leased and

mortgaged assets respectively.

The Civil Procedure Code Act, 1966 in Tanzania does provide for a summary (expedited)

procedure for the recovery of debts. However, the procedure does not apply to recovery of

debts arising from lease contracts6, and in practice the procedure has sometimes proved

long-winded7. There is need to recognize in the law expeditious mechanisms for recovery of

debts  arising under  lease contracts so that finance leasing can develop.

LEASING AS BANKING BUSINESS

In Tanzania, leasing is offered by banks. The market study revealed the presence of a few

established private non-banking/financial leasing companies. Such companies, however, are

not yet operational. Banks and financial institutions are regulated by the Bank of Tanzania

under the Banking and Financial Institutions Act, 1991 in the conduct of banking business.

That Act defines banking business widely to potentially include finance leasing. However, it

was indicated by stakeholders that leasing should be specifically provided for as banking

business. 

Moreover, banks in Tanzania are restricted in providing leasing because the Credit

Concentration and Other Exposure Limits Regulations, 2001 (prudential guidelines) made

under the Banking Act restricts Banks and financial institutions from acquiring, purchasing

or leasing equipment and other moveable property to a total investment in such property

that should not exceed 20% of a banks core capital. These guidelines have prevented banks

from providing lease financing.

ISSUES OF THIRD PARTY LIABILITY ARISING FROM LEASED ASSETS

The question of liability between a lessor and lessee for damage caused to each other will

be primarily a matter of contract governed by the terms of the lease agreement. In addition,

the law of contract lays down principles governing liability between a lessor and lessee under

a contract of bailment.

6. but to recovery of income tax, suits arising out of mortgage (for payment of monies secured by mortgage), suits by TANESCO for
recovery of meter rents, electricity charges etc, and suits for recovery of rent, interest or debt due to the Republic, Government or
local authorities. Order XXXV Civil Procedure Code. In 1996 the Civil Procedure Code was amended to include recovery of
possession of immovable property from a lessee under a financial lease agreement. Finance leasing usually involves movable
property, and this provision will need to be reviewed.
7. Where courts determine that a debtor (defendant) named in the application for summary judgment has disclosed a defense on the
face of it, the debtor will be entitled to adduce evidence that would in turn involve a full civil trial, thereby defeating the expedited
purpose of the proceedings. Under summary procedure the defendant is not entitled by law to defend himself for recovery of debt but
may only do so by leave of the court if it appears to the court that the defendant has shown there is merit in his defense. Once leave
to defend has been obtained the suit would take the normal time for resolution as a full trial would follow. 15
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In common law, however, a lessor may also be liable in tort to third parties for injury or

damage suffered in connection with the use, operation or condition of leased assets, if the

lessor is found to be in breach of a duty of care towards to such third parties. There is no

comprehensive guide as to the type of situations where such a duty of care will be

recognized. 

The practice in Tanzania, and elsewhere, is for a lessor to require a lessee to operate and use

leased assets in a safe way, maintain them in a safe condition, and to effect insurance against

third party claims. Under lease contracts, it is also usual for leases to state that the lessee will

be required to indemnify the lessor against third party claims. 

The legislative framework for leasing should clearly provide for issues of third party liability,

as well guidelines regarding instances in which lessors can effectively exempt themselves

from liability to third parties.8

REGISTRATION OF LEASED ASSETS AND LEASE AGREEMENTS

Registration of movable assets or registration of interests in movable assets is sometimes

preferred by lessors for various reasons. Where assets are registered or a central registry

created, lessors can register liens (interests) in assets, which serve as legal notice to potential

third party purchasers that the assets are under lease, and that the lessee cannot pass good

title. 

In Tanzania, the chattels Transfer Act, 1931 provides for registration of instruments such as

chattels mortgages and for transfer of chattels. Lease agreements may be registered under

this Act, and where registered, persons are deemed to have notice of the lease instruments

and their contents. However, registration under this Act is of the instruments creating the

interest in property, and not the leased assets/property. As such, verification of the actual

assets is not straight-forward. 

While there is a registry for motor vehicles, there is no general registry for registration of

moveable assets which may be under lease. However, IFC does not recommend that

registration of all types of assets should be made mandatory for leasing to operate, but that

optional registration of assets, and interests in assets, should be available.

5.  DISTINCTION BETWEEN HIRE PURCHASE AND FINANCE LEASING 

Hire Purchase is decisively a finance lease transaction. However, where hire-purchase

legislation embodies a cancellation option with the hirer (“lessee”) having the option of

returning the equipment and walking out of the agreement, hire purchase becomes

significantly different from a financial lease because the risk of obsolescence of the

equipment is shifted to the owner/lessor. With the cancellation option, if the equipment is

8. In Tanzania, a large percentage of leased assets are in the motor vehicle category. The Road Traffic Act recognizes that motor
vehicles may be under hire purchase.
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to become obsolete during the term of hire, the hirer may terminate the contract leaving the

owner (lessor) with less than a full-payout from the lease. In a finance lease, the lessor

(owner) should able to protect its pecuniary interest and recover its end of the bargain (full

pay out or compensation).

In a finance lease, the legal title to/ ownership of the leased property remains with the lessor

for the whole duration of the lease until last installment of the lease payments has been paid

and the option to purchase the asset has been exercised. The lessee does not obtain equity

in the leased assets. Consequently, repossession methods should be simplified and the law

should allow for repossession mechanisms that do not involve civil litigation but that could

include application for a court order for repossession.

5.1 HIRE PURCHASE AGREEMENTS UNDER TANZANIAN LEGISLATION

In Tanzania, the Hire Purchase Act, 1966 was enacted to regulate certain Hire -purchase

Agreements of the value of up to T.Shs. 60,000/. The Act provides for the right of a hirer in

a hire-purchase agreement to cancel a hire –purchase agreement at any time (cancellation

option), and where the hirer has paid 2/3 of the purchase price, the Act compels the owner

of goods under hire purchase to seek court order for repossession of the goods. The Hire-

Purchase Act places several burdensome obligations on an owner of goods.9

Hire-purchase in Tanzania, embodies elements of consumer protection for consumers of

small assets, which is considered a necessary legal component in most jurisdictions. In some

common law jurisdictions to-date, hire-purchase remains a feature of the law, but is used

mainly to finance the acquisition of consumer and small assets, and hence retention of a

statutory threshold, as well as restrictions on repossession of goods under hire purchase.10

In England, payment of 1/3 of the purchase price by the hirer in a Hire-Purchase agreement

will involve institution of a civil suit for repossession by an owner of goods under hire

purchase. The rationale for repossession by court order lies in the fact that it is perceived

that a hirer, under a hire purchase agreement, obtains equity in the goods to the extent of

his installment payments.

6.  RECOMMENDATIONS FOR LEASING LEGAL FRAMEWORK 

On the basis of the IFC market study, it is proposed that putting in place an appropriate

legislative framework for leasing will promote leasing development in Tanzania, as this will

encourage entry into the industry and increase the volumes of lease transactions.

The framework should:

n Distinguish finance leasing from other forms of property and property hire transactions.

n Create/ recognize simplified mechanisms for repossession of leased assets.

n Clarify rights and obligations of parties to a lease, especially a three party leasing

transaction.
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9. It is worthy to note that the Hire –purchase Act was enacted in the context of overly state protection of the Tanzanian consumer
against unscrupulous businessmen and therefore seeks to protect the rights of hirer in a lopsided manner to the detriment of the
owner of assets.
10. It is worthy to note that the Hire –purchase Act was enacted in the context of overly state protection of the Tanzanian consumer
against unscrupulous businessmen and therefore seeks to protect the rights of hirer in a lopsided manner to the detriment of the
owner of assets. 

 



n Remove contradictions in existing legislation that prevent the development of leasing.

n Provide mechanisms for optional registration of leased assets and/ or interests in leased

assets.

n Provide guidance on third party liability arising from use of leased assets.

n Clarify entities that can provide lease financing.

It should be noted that an appropriate legislative framework for leasing can take the form of

a separate leasing legislation or amendments to existing legislation. Whatever the preferred

option, the legal framework in Tanzania will require careful harmonization with existing laws,

as well as common law principles, and will need to ensure that parties to lease transactions

retain maximum freedom to contract.

7.  REGULATION AND SUPERVISION OF LEASING

Finance leasing impacts on financial markets and therefore requires some form of Central

Bank regulation and supervision. The regulation and supervision of leasing activity may be

examined under two dimensions: first, the regulation and supervision of banking and

financial leasing companies, and secondly, regulation of non-banking and financial leasing

companies. This is summarized below:
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Banking and Financial
Leasing Companies

The Bank of Tanzania (Central

Bank) regulates banks and

financial institutions.

International leasing best

practices is for central bank

regulation of banks and financial

institutions that conduct leasing

activities, as these are deposit-

taking institutions. Subsidiary

companies of banks conducting

leasing business should also be

regulated by the central bank.

Non-Bank/Financial Leasing
companies

Leasing best practices are for Central Bank

regulation not to extend to non-

bank/financial leasing companies that are

non-deposit taking. However, the role of

the Central Bank as supervisor of credit

and monetary policy in the country could

warrant some role for the Central Bank to

oversee the operations of non-

bank/financial leasing companies in the

context that leasing has impacts on

financial markets. Minimal central bank

supervision may be required.

 



8. TAXATION FRAMEWORK FOR LEASING

The taxation framework for leasing in Tanzania is found under various tax statutes that are

described below:

8.1. INCOME TAX (CAPITAL ALLOWANCES AND ‘DOUBLE-DIP’ ADVANTAGE)

The Income Tax Act, 2004 has introduced positive changes to

taxation of lease transactions. Following the Act, taxation of

finance leases will adhere to the economic substance rather than

the legal form of the transaction. These changes are expected to

result into greater simplicity, as there is likely to be more

consistency between accounts and tax, and will also reflect the

economic reality of the transactions rather than the legal form

The Income Tax Act, 2004 defines a finance lease as a lease

where:

n The lease agreement provides for transfer of ownership

following the end of the lease term; 

n The lessee has an option to acquire the asset after expiry of the lease term for a fixed

or pre-supposed price; 

n The lease term exceeds 75 percent of the useful (as opposed to economic) life of the

asset

n The estimated market value of the asset after expiry of the lease term is less than 20

percent of its market value at the start of lease, 

n In the case of a lease that commences before the last 25 percent of the useful life of the

asset, the present value of the minimum lease payments equals or exceeds 90 percent

of the market value of the asset at the start of the lease term, or

n The asset is custom made specifically for lessee and after expiry of the lease term the

asset will not be of practical use to any person other than the lessee.

Application of the above definition:

n Taxation of finance leases will follow the economic substance of the transaction.

n Lessors will be treated as transferring ownership of the asset to the lessee for tax

purposes,

n Payments by the lessee to the lessor will be treated as interest and repayment of capital

under a loan.  Only the interest charge is allowable for tax deduction.

n Depreciation allowance is passed to the entity who assumes the risk incidental to

ownership of the asset (“the lessee”).
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n The range of qualifying assets for capital deductions covers almost all tangible and

intangible assets, hence entitlement of depreciable allowances for almost all kinds of

leased assets.

n Recognizes and takes on board the generally accepted international accounting

standards-IAS 17.

n Lessor’s rental income is also divided into capital repayment and interest income, the

interest income is taxable, but the capital element is not.

There have been divergent opinions raised by stakeholders regarding capital allowances for

finance leases. Some stakeholders are of the view that depreciation allowances should be

made available to lessors as this will result into efficient utilization of the tax benefits and

provide incentives to lessors. Some stakeholders hold a differing opinion for various reasons.

8. 2 INDIRECT TAXES

8.2.1. VAT TREATMENT OF FINANCE LEASES

The typical VAT approach to leasing treats all leases, whether finance or operating, as

provision of taxable supplies, chargeable to VAT, at the applicable rate.11 This approach

discriminates finance leasing from term loans. Whereas finance leasing is essentially an

arrangement by a finance company or bank to supply credit, the Value Added Tax Act, 1997

does not recognize finance leases as a pure financing mechanism. The interpretation and

application of the VAT Act is such that a finance lease is a supply of both goods and credit

with the element of credit being technically exempt from VAT. The provision of term loans,

on the other hand, is recognized as being a supply of credit, wholly exempt from VAT. Thus,

finance leases suffer from adverse discrimination as against loan financing.

Under the Act, there is little distinction between a finance lease and an operating lease; as

both are taxable supplies. Where no distinction is recognised between finance lease and an

operating lease, the lessee will effectively pay VAT up front on the acquisition of the asset

and on the interest component of the finance lease as it pays VAT on each lease installment

payment. If the lessee acquires the asset at the end of the lease term, or exercises the normal

purchase option, the sale of the asset will also be chargeable to VAT at the point of sale. If a

distinction is made, VAT will be charged on the cost of the equipment and billed to the lessee

in the initial invoice from the lessor to the lessee, no further VAT will be collected on the

lease payments. However, the lessee will have to pay additional VAT if it acquires the asset at

the end of the lease term.

While in Tanzania VAT is charged on the lease transaction and passed onto the lessee, some

businesses cannot claim full credit on their VAT expenses, since they either fall beneath the

VAT registration thresholds (SME’s) or are in the exempt/partly exempt category (Banks and

Financial Institutions). When lease transactions do not involve a finance company, the lessor
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11 Applicable VAT rate in Tanzania is 20%; VAT is not imposed on exempt supplies and zero rated supplies.

 



company charges VAT on the value of the goods supplied and the interest component is not

VAT levied. Where a supply involves a finance company, the supplier/dealer is required to

charge output tax on the goods supplied to the financing company and the VAT charged is

reclaimable by the finance company/lessor. 

As lease of equipment involves a mixed supply of goods and credit by a finance company to

the lessee, the finance company, being a partly exempt trader, will account for output tax on

the supply of goods made to the lessee and will use one of the two partial exemption

methods in the VAT Act to work out the recoverable input tax.

8. 2.2 MAIN VAT PRINCIPLES FOR FINANCE LEASING

n All lease transactions except the leasing of land and residential buildings are subject to

VAT in Tanzania.

n Operating leases are considered to be a supply of services for VAT purposes; therefore

VAT is due on all rentals received by a lessor at the rate of 20%.

n The lessee is required to account for output tax on goods leased from outside of the

country and on import of services. However, VAT is exempt for importation of capital

items.

n VAT is zero rated for all exports, as well as for importation of certain supplies

designated for hospitals and religious services.

VAT is identified as a main obstacle for development of the leasing market in Tanzania. The

Project survey identified various issues as discussed here below:

There is no clear distinction made under VAT Act 1997 between a finance lease and an

operating lease, as such imposition of VAT on leasing transaction is not very clear. If the

distinction is made, the VAT imposition will also be different. In an operating lease for

example, the lessor usually pays VAT on acquisition of the asset upfront (and passes that

cost through to the lessee in the form of higher rental payments). 

VAT reclamation by Banks carrying finance leasing: The VAT Act provides two different

methods under which banks dealing with leasing can reclaim input VAT. The methods to a

large extent are disincentives to the banks to engage in leasing because they can not recover

full input VAT paid on finance leasing transactions. 

Companies which can not off-set VAT charged by suppliers find leasing more expensive and

unattractive. Much of the heavy engineering works in Tanzania are contracted by VAT

relieved companies/persons, the agriculture sector and similar sectors generally have no

means to off-set VAT charged by suppliers. If VAT is to be charged on lease transactions by

lessor institutions, it would add 20 percent more cost to the cash flows to those transactions

often with no means to offset VAT in output tax charged to VAT relieved customers. 
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STAMP DUTY

Lease agreements are chargeable to stamp duty at the rate of 1% of the annual rent reserved

under the agreements. The definition of “lease” includes an agreement by which goods of

any description are let. A lessee is liable to pay stamp duty on lease agreements, unless the

lease agreement specifies that stamp duty is to be borne by the lessor. 

Stamp duty has already been identified by the private sector as a ‘nuisance’ tax, and the

liability to stamp duty makes leasing uncompetitive to loans for which following a recent

amendment, the stamp duty payable is nominal.12

8.4. CUSTOMS REGULATIONS

8.4.1 APPLICATION OF CUSTOM DUTY EXEMPTIONS FOR LEASING 

Import duty and VAT is levied on all imports (regardless of

whether or not they are registered for VAT), except for

exempt supplies and zero rated supplies. Goods that are

exempt from customs duty are all capital goods in the Lead

and Priority sectors as approved under Tanzania

Investment Act 1997 (Act No 26 of 1997). Some goods, that

are not capital items in the lead and priority sectors, but

that are intended for capital use, may be deemed as capital goods if proven to be so by  the

council of ministers for East Africa.13 For example, all kinds of motor vehicles are not capital

goods, however if the vehicles are imported for capital use by the holder of an TIC certificate,

then an application may be made to the council to deem the import as capital goods, and

hence deferment of VAT and  import duty.

8.5. TAXATION OF CROSS BORDER LEASES

8.5.1 CROSS BORDER LEASES, WITHHOLDING TAX AND AVOIDANCE OF DOUBLE

TAXATION IN CROSS-BORDER LEASING TRANSACTIONS

A cross-border lease is simply a lease contract under which the lessor is located in one

country and the lessee, in a different country. A major objective of cross-border leasing is to

reduce the overall cost of financing through utilization by the lessor of available tax

depreciation allowances to reduce taxable income. The basic prerequisites are relatively high

tax rates in the lessor’s jurisdiction, liberal depreciation rules and either very flexible or very

formalistic rules governing tax ownership.

Withholding tax is imposed on cross border leasing at the rate of 10%, deductible at source,

as provided under Income Tax Act 2004, where a resident person pays rent to a non resident

12. Stamp duty is levied on instruments/ transactions that involve property that is in Tanzania or used in Tanzania, whether the
instrument (agreement) has been executed in Tanzania or not.
13 This is following  the adoption of the  Protocol for the East African Customs Union. The approval of ‘deemed’ capital goods was
previously done by the Commissioner for Customs.22
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person.  In Tanzania any potential for leasing transactions with offshore leasing entities is

negated by the charge of withholding tax on interest remitted to the offshore entity. Any

offshore leasing entity would pass on the withholding tax cost to the lessee, making the

financing cost 10% more expensive. Imposition of withholding tax on interest charged by

non-resident lessors is a major limiting factor for the operations of offshore leasing activity

in Tanzania.

COST COMPARISON OF CROSS BORDER LEASES AND DOMESTIC LEASING

In Tanzania, where the resident lessor leases to a non resident lessee, the Tanzania resident

lessor is taxable on the lease rental income net of deductions at source. Since this is an

export of services, it is zero rated for VAT purposes. Where a Tanzanian resident lessee leases

from a non-resident lessor, the lessee claims the capital allowances in respect of the cost of

the leased asset, and lease payments shall be subject to VAT reverse charge. 

8.5.2 COMPARISION OF TAX RATES IN EAST AFRICA

8.5.3 INTEREST RATES COMPARISONS FOR THE YEAR ENDING DECEMBER 2004

Source: Bank of Tanzania
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Tax Type KENYA TANZANIA UGANDA
(A) DIRECT TAXES
(i)Corporation Rate

 Resident 30% 30% 30%
  Non-Resident 37.5% 30% 30%

(ii) Capital Deductions
Wear and Tear allowances on  plant
machinery and vehicles

12.5%-
37.5%

12.5%, 25% &37.5% 20%-40%

 Used in manufacturing or tourism 50%
 Used in Agriculture 100%

(iii) Withholding Tax
Rent
Resident 0 10 15%
Non Resident 20% 15% 15%

(B) INDIRECT TAXES
VAT
(i) Taxable Supplies 16% 20% 18%
(ii) Registration threshold KShs 3m TShs 40m UShs 50m
(iii) Custom Duty/Import Duty 0%-35% 0.0%-25% 0-15%
(iv) Stamp Duty 2%-4% 1%-4% 0.5%-1%
(v) Excise Duty 5%-85%

Particular Kenya Uganda Tanzania
Lending rates p.a (Local Currency) 12.45% 19.83% 13.26%
Lending rates p.a (Foreign Currency$) 5.89% 9.30% 6.12%



9. ACCOUNTING FRAMEWORK FOR LEASING

According to the IFC market survey, about 83 percent of respondents have indicated to have
adopted International Accounting Standards and Reporting. Of the few banks dealing with
leasing, all have indicated using IAS 17 to account for lease transactions. There are two ways
for lessors and lessees to account for leases in their financial statements- as an operational
lease or as a financial lease. 

In a financial lease, the lessee becomes the owner of the leased equipment, and registers it
as an asset on his/her balance sheet. For accounting purposes, the lessor considers the asset
as “sold” to the lessee, and the lessor’s balance sheet records the lessee as a debtor. 

The treatment of finance leases is similar to that of a loan. The criteria to distinguish an
operating lease from a finance lease are per the definition of finance lease in the Income Tax
Act 2004. The National Board of Accountants and Auditors (NBAA) requires companies to
adopt International Accounting Standards for leasing; as such there are no local accounting
standards for leasing in Tanzania

10. OTHER MATTERS AFFECTING FINANCE LEASING

The market study identified other issues affecting the development of leasing as being:

UNAVAILABILITY OF DEVELOPED SECONDARY MARKETS

The lack of secondary markets, especially for specialized leased equipment, is a factor that
may hinder the growth of leasing. Banks have indicated that financing of equipment, such
as hospital equipment, may not be forthcoming because of the lack of developed secondary
markets for the equipment.

FINANCE LEASING FOR TANZANIA INVESTMENT CENTRE (TIC) CERTIFIED INVESTORS

Banks face problems offering finance leasing to TIC certified investors because the policy
and legal framework is not conducive to finance leasing arrangements for both foreign and
local certified investors. For banks to offer finance leases, they have to acquire legal
ownership of the equipment that is intended for investment purposes by the investor. To this
end, financing banks will usually require the supplier of equipment to invoice the bank
showing on the invoice that the asset is for delivery to the certified investor.  If the asset is
a motor vehicle, banks require the registration card to show the bank as title holder, and the
customer as owner. However, bank requirements are not recognized under the current
framework, and any duties and exemptions afforded to deemed capital goods for investment
purposes, that are otherwise exempt, become payable in finance leasing arrangements.14

14 The Project team held discussions with banks and Tanzania Revenue Authority on this matter.
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RISKS INHERENT IN LEASING

An appropriate regulatory and legal framework for leasing may not be sufficient for the
leasing sector to develop, if lease transactions are not modeled to manage the risk inherent
in leasing. Leasing is a less risky form of financing because the leased assets serve as
collateral, and the lessor has recourse to the asset throughout the lease term. However, the
potential inability of SME lessees to generate revenue from leased assets is an important risk
factor to mitigate.

COMMERCIAL DISPUTE RESOLUTION

Commercial dispute resolution is an impediment to various forms of financing in Tanzania,
including  finance leasing. It is imperative that dispute resolution be expedient and efficient
to promote the efficiency for business, and to stimulate private sector investment in the
country. The slow place of dispute resolution was identified as an obstacle to the financial
services sector in general.  Improvements in access to justice and expedited commercial
dispute resolution will promote investor confidence in leasing. 

MOBILIZATION OF VENTURE CAPITAL FOR LEASING OPERATIONS

The role of the capital markets in mobilization of venture capital is a prerequisite for a
healthy leasing sector. This is especially true for non-banking and financial leasing
companies that will be unable to mobilize and accept deposits from the     b  public. 

However, undeveloped capital markets such as Tanzania face unique challenges because
newly established leasing companies will not have met capital markets requirements for
raising capital through the capital markets. Consequently, the challenge in Tanzania is to
devise alternative financing mechanisms,  which, through the Project teams’ discussion, with
the Capital Markets and Securities Authority (CMSA), is a matter currently being addressed. 

LEASING CAPACITY BUILDING/TRAINING INSTITUTIONS

The leasing industry requires well trained personnel. Some of the public tertiary institutions
in Tanzania are only just devising leasing training modules. More training at all levels of the
business is required.

INSURANCE OF LEASED ASSETS

Insurance is a necessary prerequisite for lease transactions as leased assets should be insured
against the risk of damage or destruction for the duration of the lease term, as well as
against third party risks. The current legal framework allows for lessors to claim the benefit
of insurance upon damage or destruction of leased property, whereby lessors are first
account payees named under the insurance policy. In some instances, banks also provide
premium financing arrangements for leased assets.
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PUBLIC EDUCATION & AWARENESS

Special efforts are required to raise the public knowledge and awareness in finance leasing,
as leasing is not well known or fully appreciated. Awareness of the rights and responsibilities
of parties to leasing transactions will avoid misconceptions on the part of lessees and could
potentially minimize leasing disputes. Public awareness is also necessary because of the lack
of a strong credit culture and financial and legal awareness in the country. 

SME CAPITAL FINANCING REQUIREMENTS

The small number of small & medium enterprises in specialized service sectors such as
construction and mining is attributed, at least in part, to the lack of available financial
services for the procurement of equipment. In these sectors, equipment is a mandatory
requirement to access the industry. 

Local companies lack financing mechanisms to procure such equipment, with some sectors
now attempting to devise their own venture capital funds to provide much needed finance
to local SMEs. 

OPERATING LEASES VERSUS FINANCE LEASES

For some businesses, operating leases are more attractive than finance leases. Larger (blue
chip) companies do not find finance leasing an attractive financing mechanism, as recording
of too much assets in the company’s balance sheets is not desirable. Similarly in some
sectors such as mining, operational leases are preferable to finance leases due to the large
capital investment required.

VANDALISATION OF LEASED ASSETS

Vandalisation of leased assets has been mentioned as a problem likely to affect leasing,
especially upon attempts for repossession.

LEASING OF SECOND-HAND EQUIPMENT

Market and economic conditions in Tanzania require leasing of second-hand equipment.
This is especially the case for heavy plant and machinery and aircraft leasing, as otherwise
leasing of such equipment will be unaffordable.

11. SUMMARY OF RECOMMENDATIONS

11.1 THE WAY FORWARD FOR LEASING IN TANZANIA

a) There is need for a leasing legal framework for the leasing industry to grow. A leasing
legal framework should, among other things, clarify the rights and responsibilities of
parties to a finance lease, and provide and recognize simplified mechanisms for
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repossession of leased assets. It is believed that a legal framework will create certainty
and confidence among leasing practitioners, and encourage more players to the market.

b) The Hire-Purchase Act needs to be reviewed to provide for a fairer balance of the rights
and obligations of parties to hire purchase transactions and to raise the monetary
ceiling of hire purchase agreements from the current Tshs. 60,000. IFC believes that Hire
Purchase in Tanzania is distinguishable from finance leasing.

c) There is a need to provide for regulation of leasing. However, non-deposit taking leasing
companies should only have minimal central bank regulation in the areas of  capital
adequacy and licensing.

d) There is a need to review the current treatment of leasing transactions as provided in
the Income Tax Act 2004, to allow accelerated depreciation of the leased assets and to
provide a correct interpretation of the depreciable assets for leased equipment. 

e) Unlike term loans, lease transactions are partly taxable supplies, hence subject to VAT.
Imposing VAT on leasing supplied to businesses that either fall beneath the VAT
registration thresholds (SMEs) or are in the exempt/partly exempt category (Banks and
Financial Institutions) makes leasing a more expensive financing option compared to
bank loans. A majority of these businesses cannot claim full credit on their VAT
expenses. On the other hand, imposing VAT on leased assets to businesses that are
outside the VAT chain (turnover below T.shs. 40m for VAT registration) makes leasing a
more expensive financing option compared to bank loans. IFC does not recommend
removal of VAT from leasing business, but suggests that VAT should be reclaimable by
businesses. If there is a VAT on sales (import) charged, the transfer of equipment must
also be VAT levied and if there is no VAT on sales (import) charged, the transfer of
equipment should not be VAT levied as well.

f ) The government should consider specific fiscal incentives such as exempting businesses
that are below the VAT threshold from paying VAT on leased assets. Banks offering
leasing should be assessed independently from their core businesses for tax liability.

g) There is a need to review the VAT Act to provide for clear distinction between finance
leases and operating leases and the criteria for distinction between the two for purposes
of chargeability to VAT.

h) As the East African trading block becomes a reality; there is a need to harmonize the
taxation of leasing transactions in the three countries. Kenya currently has the most
progressive treatment where lessors claims capital allowances on leased assets and
Uganda is lobbying to follow the suit. Tanzania has recently amended its tax laws in line
with the Ugandan position. Tax harmonization will ensure fair play with respect to cross
boarder transactions among the three states.

i) There is need to create awareness to all stakeholders/practitioners and general public
at large on the benefits of leasing to SMEs in Tanzania. The campaign will focus on
changing the mindsets of the stakeholders and increase their awareness and appetite
for leasing. This will include sensitization of professional associations, lenders,
businesses, tax authorities, and the judiciary.
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12. DONORS OF THE TANZANIA LEASING PROJECT

State Secretariat for Economic Affairs of Switzerland (seco)

seco is the Swiss government’s competence centre for
sustainable economic development co-operation. 

The IFC-Tanzania Leasing Project (TANZALEP) is being
implemented with generous support of seco (www.seco-

cooperation.ch). Switzerland participates in the international community’s efforts to help
developing countries to fight poverty. Each year Switzerland spends approximately Sfr 1.5
billion on development aid, a figure which corresponds to about 0.34 per cent of the
Switzerland’s gross national product (GNP).

Together with the Swiss Agency for Development and Cooperation (SDC), seco determines
what path Switzerland’s multilateral policy is to follow, mainly in the form of contributions
made to developing  countries, channeled through such international organizations such as
the World Bank, the regional development banks and the specialized agencies of the United
Nations.

seco’s objectives in economic development cooperation program are:

n To help developing countries to reach the stage of development most favourable to
growth and investment.

n To mobilize private sector resources as a means of increasing the flow of finance to the
developing countries, as well as technology transfer.

n To improve the productive and social infrastructure.

n To achieve greater integration of developing countries in international trade.



International Finance Corporation (IFC)

The mission of IFC (www.ifc.org) is to promote sustainable
private sector investment in developing countries, helping to
reduce poverty and improve people’s lives. IFC finances private
sector investments in the developing world, mobilizes capital
in the international financial markets, helps clients improve

social and environmental sustainability, and provides technical assistance and advice to
governments and businesses. From its founding in 1956 through FY04, IFC has committed
more than $44 billion of its own funds and arranged $23 billion in syndications for 3,143
companies in 140 developing countries. IFC’s worldwide committed portfolio as of FY04 was
$17.9 billion for its own account and $5.5 billion held for participants in loan syndications.

IFC carries out its mission through financing enterprises in the private sector and providing
technical assistance in partnership with private investors and donors.

The project is being implemented under IFC’s Private Enterprise Partnership for Africa (PEP-
Africa). PEP-Africa   build’s on IFC’s investment experience to identify constraints to private
investment in Africa and help both governments and the private sector address these
constraints.

Created in 1956, IFC is one of the biggest investor in the financial markets of  developing
countries.

IFC is a leader in developing leasing in developing countries and countries with transitional
economies. IFC has helped leasing development in 40 countries and has invested
approximately one Billion US Dollars in the leasing sector in 50 countries within the last 30
years.

The project team will work on legal, regulatory, taxation and accounting issues relating to
leasing as well as on the attraction of investment to the leasing sector.
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