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IMPACT OF E-COMMERCE ON TAXATION 

 
1.0 INTRODUCTION 

 
 
In 1994, e-commerce or literally accepting orders over a secure web 
site was considered a leading edge. Today, e-business is more 
pervasive and complex. The term e-business can be distinguished 
from e-commerce by the fact that e-business is broader and of a higher 
generation or rather a superset of e-commerce. E-business is 
fundamental and revolutionizes how an organization conducts 
business. E-commerce simply involves selling over the Internet; e-
business affects all aspects of a business. E-business affects internal 
processes, products and services and results in change for many areas 
of the company and influences the business relationship with its 
partners and stakeholders. 
 
Tanzania introduced a deregulated environment only a couple of years 
back and is still suffering from a regulated legacy system. Tanzania is 
not left alone in the quest to bring communication to the masses in 
even the remotest parts as inexpensively as possible, and is seeking 
ways to use technology, which compress data, optimize network 
throughput and other media for transporting data. The price of 
modems, routers, etc. is likely to drop considerably once the number 
of users reaches critical mass. 
 



Julius K. Magille Tanzania Revenue Authority 
18/07/2006 

2

Although no known study has been undertaken to establish the impact 
of e-commerce and e-business in Tanzania, it can be observed with a 
small degree of error that e-commerce and e-business is becoming 
popular. One can order, buy and download products and services of 
electronic nature over the Internet.  

 
However, the biggest hurdle that is holding back widespread Internet 
connectivity in Tanzania is affordable high-speed electronic 
communication capacity, otherwise referred to as bandwidth, and 
there is no quick-fix answer to this problem. On the other hand, as 
stated above, large corporate companies and multinationals conduct 
business transactions over the Internet, because they have the 
capability to afford establishing the required infrastructure for e-
business. 
 
Most Tanzanian local companies cannot afford a 128 or even 64 
kilobits per second permanent leased data lines Internet access. It is 
not that the bandwidth is not available in Tanzania, but the cost of a 
two-megabit-per second service puts it out of reach of all but the large 
corporate companies or multinationals. As a result, most individuals 
and small businesses have been stuck with using a dial-up Internet 
connection, using a telephone line of at most 56 Kbps modem. In 
reality it probably connects at 43 Kbps at the very best. 
 

2.0 THE POSITIVE SIDE OF E-COMMERCE AND E-BUSINESS 
 

E-business entails a fundamental shift in how the organization views 
electronic business processes in relation to its business partners. E-
business involves sharing data with all its stakeholders like suppliers, 
customers, employees, regulators, etc. to tighten the supply chain and 
increase the pace of business. It also may dissolve the boundaries 
between a business and its strategic partners. 
 
E-business, therefore, is far more inclusive than e-commerce and 
encompasses Web-based buying and selling of products and services, 
customer service, and seamlessly linking transaction and legacy 
information systems to the Web. It reaches beyond information 
technology (IT) to sales, marketing, customer service, purchasing 
operations, human resources (HR), and finance. E-business affects 
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every part of the business. Furthermore, in e-business initiatives, cost 
savings is often as significant a motivator as revenue production. 
 
E-business increases the pace of business, stimulate the drive for 
tighter production schedules and decreased time for notification of 
order changes may require additional employees in these areas. E-
business moves products, processes, work objects, etc. seamlessly 
both within an organization and between the company and its business 
partners, management, human resources, audit, finance staff currently 
occupied with tracking invoices, purchase orders, and payments are 
likely to be reduced or retrained. 
 
E-business involves electronic diverse business processes across 
organizational boundaries. Integration is a key word, and alignment 
with business goals is a key phrase. E-business in this phase is a union 
of business and technology. Business goals must drive the effort, but 
technology underlies every step. Uptime is critical; companies must 
address scalability to manage peak processing loads from numerous 
distributed users. Outsourcing, an attractive solution for e-commerce, 
is more difficult when e-business involves the seamless movement of 
data within and between enterprises. 

 
Personalization is another key to e-business success. The Web 
effectively provides a forum for companies to market to a segment of 
one. By registering users, as Cisco and others do, companies can 
identify repeat users, associate them with order histories, and direct 
promotions to them effectively. Strong e-business sites are moving 
toward offering personal home pages for each customer; Dell offers 
this service with its Premier Pages service.  

 
Although the main focus of e-business is to offer products, services 
and information services, in reality an effective e-business site offers 
powerful search and navigation tools, allowing customers and 
business partners to quickly locate the information they want. The e-
business site should attempt to meet all the needs of the end user, 
providing unparalleled convenience. Ingram Micro and The Toro 
Company both offer their end users a wide range of functionality. 
Such convenience increases the probability that users will return.  
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E-business also positively impacts the company, which, through its 
data-integration efforts, can learn more about its customers and its 
business. 
 

3.0 ISSUES TO CONSIDER WHEN IMPLEMENTING E-
COMMERCE OR E-BUSINESS 

 
In Tanzania there are no known studies made to establish the positive 
impact of e-commerce or e-business. In reality the positive impact of 
e-business outweigh the negative ones. However, there is a growing 
concern and fear by Revenue Administrators that companies using e-
business could easily hide their earnings and thereby deny the 
Revenue Authority substantial revenue. In fact e-business will 
eventually facilitate easy storage and retrieval (access) to taxpayer 
information, so long as legal and administrative issues are taken into 
consideration:- 
 
3.1 How Revenue Related E-system Services will Improve 

Revenue Collection  
 

♦ What laws govern e-business? 
 

Doing business on the Internet, or what is commonly called 
e-commerce or e-business is a new frontier. The laws 
regulating the Internet and doing business online are still 
evolving. But many of the fundamental legal requirements 
for doing business on the Internet remain the same as the 
requirements for a normal business as it is today. 
 
Of concern for the Tanzania Revenue Authority and any 
other Revenue Authority for that matter, is regulatory 
compliance by big corporate companies and multi nationals. 
The legal requirements to license a company where it has a 
principal office or where it does business has no basis when 
business is done through the Web. The licensure issue of 
business transactions made by professional consulting firms, 
lawyers and doctors is critical. There are many issues that 
can arise that go beyond the question of licensing. The 
question of confidentiality of communication via e-mail, and 
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whether e-business transactions should be subjected to taxes 
are issues that have to be tackled by legislation. 
 

♦ Managing e-business Change Process 
 

E-business is a paradigm shift in which a company views 
itself less as an autonomous, independent entity and more as 
a link in an extended enterprise which includes business 
partners and its stakeholders. Business partners and 
stakeholders become strategic links. The Revenue Authority 
should take advantage of this important strategic link. 
 
The Authority should re-engineer its processes, products and 
services to become a strategic stakeholder of the enterprises 
applying e-business. Using taxpayer data effectively will not 
only increase revenue but also improve compliance. 
 

♦ Application of Scalable E-technologies by the Revenue 
Authority 

 
E-government is systems which governments are promoting 
to enable governments coordinate various government 
functions and processes, products and services. The Revenue 
Authority is the government arm for revenue assessment, 
collection and accounting. Therefore, it is important that e-
government and e-business systems are linked with the e-
technology used by the Authority. The e-technology to be 
used by the Authority has to be scalable in order to provide a 
predictable future. 
 

♦ Improved Information Systems and Telecommunication 
Infrastructure 

 
The Authority has to formulate information systems and 
communication strategies in order to ensure that they do not 
lag behind their strategic stakeholders. They should also 
invest in the right technology. 
 

♦ Record Keeping Requirements Related To E-Commerce 
Or E-Business 
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Record keeping requirements for business are complicated, 
as different rules apply to different kinds of records. On one 
hand the Internet may make record keeping easier in 
maintaining a soft copy. However, it is easier to modify, 
amend and even erase documents that are maintained in 
electronic media. The Authority could have problems of 
monitoring business transactions over the Internet. 
 
Doing business online may give rise to new or different 
record-keeping requirements that companies may 
unwittingly violate by destroying or erasing information that 
they did not even consider to be business record. 
 

♦ Identifying New Opportunities 
 

The Authority should be able to identify new opportunities 
that e-business offer, which include improved record 
keeping, integration, communication links with strategic 
stakeholders and partners, etc. E-business can identify new 
markets or enable companies to sell to markets that were 
formally too difficult to reach. New processes, products and 
services could also be initiated as a result of e-business. 
 

♦ The Future of E-business 
 

A clear strategy is critical given the importance of e-
business and its expansiveness. With the pace of change 
increasing, organizations cannot afford to waste time on 
initiatives that do not contribute to their business goals. The 
future of e-business is the “Network World” or “Wide 
World Web” business.  
 

3.2 Cross Boarder Controls 
 

Integration of a company's business processes with its partners 

becomes even more complex when international partners are 

involved. The variations in tax laws, customs laws, accounting 
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practices, freight regulations, and other laws complicate 

conducting business internationally. Companies engaged in 

foreign trade are aware of these issues, and implementing e-

business does not substantially change how these issues are 

resolved; however, organizations forging new partnerships with 

international trading partners have to be educated. 

 

With the evolution of e-business, it is important to consider 

how cross boarder issues are resolved today and where possible 

encourage e-business systems to integrate with e-government 

systems in order to maintain the well established controls 

developed over years. 

The situation becomes more complex where there are no cross 
boarder controls and many goods are ordered over the Internet 
and payment effected electronically and it is difficult for the 
Customs and Excise departments to monitor the transactions 
made. 
 

3.3 Effect of E-business on Inland Revenue 
 

VAT and Income Tax administrators are faced with a problem 
of monitoring transactions made through the web. Dishonest 
taxpayers could easily make false declarations and it is difficult 
for the relevant Authority to enforce compliance. The issue is 
how does the Authority decide whether a business transaction is 
allowable under which law. In such circumstances, measures 
have to be initiated including the possibility of monitoring 
transactions made through the web. 
 
The effect of e-business on Inland Revenue is a definition, 
systematization and knowledge problem. For, example, a 
taxpayer making false declaration is a systematization problem. 
Failure to enforce or ineffective compliance is a knowledge 
problem on the Authority or the taxpayer or both.  
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Challenges Facing VAT on e-Commerce and e-Business 
 
The telecommunication revolution poses a challenge for VAT 
administrators. Tax administrators have to be concern with the 
ways in which supplies of telecommunication services, Internet 
fees, satellite broadcasting and supplies of computer software 
and related computer services will be dealt with under the VAT. 
In order to assess the challenge of VAT it is imperative to 
classify transactions into on-line supplies and off-line supplies. 
It is also important to consider whether transactions are defined 
as supplies of goods or supplies of services. For, example, 
products like CDs, videos and computer software which are 
downloadable and can be transferred in a digitalized form. It 
should be noted here that it is difficult to differentiate the issue 
of mixed supplies of telecommunication/internet services as to 
whether they belong to a carrier or content. 
 
♦ On-line Supplies 
 

Supplies of on-line transactions in the form of digitalized 
information pose a big challenge to the “current place” of 
supply rules for most VAT systems, creating a possibility of 
double or no taxation. New technologies and deregulation 
means that many of these types of supplies can be made 
without the supplier having any form of physical presence. 
 

♦ Off-line Supplies 
 

The anticipated volume of off-line services supplied via the 
Internet raise a serious question as to whether the ability of 
the VAT Authority is able to exercise any effective control 
with their shrinking resources. Solutions for simplified or 
streamlined procedures will have to be formulated which 
will not pose a significant threat to revenue control.  

 
Challenges to Income Taxation on e-Commerce and e-
Business 
 
The determination of whether the site constitutes a “fixed place 
of business” has to consider in view of various possible 
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scenarios. For, example, a server could be located in building 
situated in a country where the company has no physical 
presence. It could be located on a portable computer used in 
different locations or countries. The technology today is such 
that it is possible to mirror the web sites and server from the 
Service Provider, lease both the web site and the Server from 
the ISP or lease the web site and server and share various 
functions with the ISP. Other questions to consider are whether 
the activities carried out satisfy the law. Digitized information 
poses the problem of definition of services income as 
distinguished from sales of goods income or royalties. These 
challenges are similar to those of VAT. 
 

4.0 DEVELOPING A STRATEGY 
 

E-business depends on well identified, and defined business concepts, 
government practices and standards. On the Information Technology 
side, solid security measures and the development of electronically 
verifiable trust relationships are vital to a successful e-business. 
Encryption and digital signatures are key technologies, however, on 
the business side, harmonised tariffs and laws governing e-business, 
which at the moment vary considerably between nations, will need to 
be considered carefully. In developed countries, for example in 
Europe, many taxpayers are not in favour of these controls and blame 
the Authority for stifling the implementation of digital signatures. 
Some countries' law requires the use of smart cards for digital 
signatures to be considered valid, while other nations accept software-
based digital signature solutions.  
 
Formulation of strict statutes that regulate information services 
offerings and information interchange could be considered feasible 
solution. However, strict regulations have a negative impact and 
remove taxpayer compliance. It is important, therefore, for the 
Authority to formulate regulations, which are easy to implement and 
safeguard the interests of all stakeholders. Furthermore, stakeholders 
must be made aware of the provisions of the statute. The government 
must also design procedures for their applications to conform to it. 
The US and EU has such statutes and it would be worth to study the 
mechanism followed by these countries. 
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5.0 CONCLUSIONS 
 

While it is imperative to formulate strategies and procedures to 

monitor transactions made over the Internet, strict controls would 

complicate and hinder the e-business in Tanzania thus subject the 

country to be left behind in the e-system and e-technology arena. In 

Europe, for example, strict privacy regulations are said to complicate 

and discourage companies from using e-business. Strict regulations 

are likely to affect marketing and the company business at large. It is 

important to learn from the advanced nations like the European 

Commission before embarking in formulating regulations to safeguard 

the government revenue issues. 


