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REPORT OF THE PLANNING AND BUDGETING COMMITTEE ON THE
INCOME TAX (AMENDMENT) BILL, N.A.B No 41 OF 2021, FOR THE FIRST
SESSION OF THE THIRTEENTH NATIONAL ASSEMBLY

The Committee consisted of:

Mr F C Chaatila, MP, (Chairperson); Ms ] C Chisenga, MP (Vice-Chairperson); Mr M
B E Sampa, MP; Mr M Jamba, MP; Amb. R K Kalimi, MP; Mr K Simunji, MP; Mr B
Kambita, MP; Mr G Chonde, MP; Mr D Mung’andu, MP; and Ms M C Chonya, MP.

The Honourable Madam Speaker
National Assembly

Parliament Buildings

P O Box 31299

LUSAKA

Madam

The Committee has the honour to present its Report on the Income Tax
(Amendment) Bill, N.A.B No. 41 of 2021 referred to it by the House on Friday,
10th December, 2021.

2. FUNCTIONS OF THE COMMITTEE

In addition to any other duties conferred upon it by the Honourable Madam
Speaker, or any other Order of the House, the Committee is mandated to examine
Money Bills, including the Excess Expenditure and Supplementary Appropriation
Bills.

3. MEETINGS OF THE COMMITTEE

The Committee held six meetings to consider the Income Tax (Amendment) Bill,
N.A.B No. 41 of 2021.

4. PROCEDURE ADOPTED BY THE COMMITTEE

In order to acquaint itself with the ramifications of the Bill, the Committee sought
both written and oral submissions from different stakeholders and examined in
detail all submissions presented to it. The list of witnesses who submitted
comments and appeared before the Committee is at Appendix II of this Report.

5. BACKGROUND

The Bill sought to, among others, amend the Income Tax Act, Chapter 323 of the
Laws of Zambia, so as to increase the Pay-As-You-Earn (PAYE) tax free threshold
for individuals to fifty-four thousand Kwacha per annum; provide for the
deductibility of mineral royalty for corporate income tax assessment purposes;
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reduce the standard corporate income tax rate to thirty percent; exempt the
payment of withholding tax on interest from interest earning accounts held by
individuals with institutions registered under the Banking and Financial Services
Act, 2017; revise the rental income tax regime; suspend the application of income
tax to persons carrying on the business of manufacturing ceramic products for
the charge years 2022 and 2023; and revise the bands for presumptive taxes on
taxis and buses.

6.

OBJECTS OF THE BILL

The objects of the Bill were to amend the Income Tax Act so as to -

7.

(a)increase the Pay-As-You-Earn tax free threshold for individuals to fifty-
four thousand Kwacha per annum;

(b)provide for the deductibility of mineral royalty for corporate income tax
assessment purposes;

(c) reduce the standard corporate income tax rate to thirty percent;

(d)extend the application of a fifteen percent income tax rate on income
earned by persons providing accommodation and food services to 31st
December, 2022;

(e) exempt the payment of withholding tax on interest from interest
earning accounts held by individuals with institutions registered under
the Banking and Financial Services Act, 2017;

(f) reform the rental income tax regime;

(g)suspend the application of income tax to persons carrying on the
business of manufacturing ceramic products for the charge years 2022
and 2023;

(h)extend the period for which disallowed interest deduction can be
carried forward by persons carrying on a mining operation or electricity
generation;

(i) revise the bands for presumptive taxes on taxis and buses;

(j) introduce withholding tax at the rate of twenty percent on reinsurance
placed with reinsurers not licensed in the Republic;

(k) provide clarity on the computation of winnings for income tax purposes;

() provide for the registration of persons with disability with the Zambia
Agency for Persons with Disabilities for income tax purposes; and

(m) provide for matters connected with, or incidental to, the forgoing.

SALIENT PROVISIONS OF THE BILL

The salient provisions of the Income Tax (Amendment) Bill, N.A.B No. 41 of 2021,
are as set out hereunder.

Clause 1: Short Title and Commencement
The clause provided for the citation of the Act, once enacted, and the
commencement date of the Act which shall be 1st January, 2022.
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Clause 2: Amendment of Section 2
The amendment was intended to -
a) expand the definition of “commodity royalty” to include payments made to

a Resident and that such a payment maybe for royalty financing or may
also be a general agreement. Currently, the definition of commodity
royalty did not include payments made to a person within the Republic.
This amendment sought to expand the definition of commodity royalty to
include payments made to a Resident and that such a payment maybe for
royalty financing or may also be a general agreement make based on
parameters such as profit and production, among others.

b) provide for definitions of “income generating real estate”; “income real
n, « » «

estate investment trust”; “Securities and Exchange Commission”;“Zambia
Agency for Persons with Disabilities”; and “Zambia Development Agency”.

The amendment sought to introduce these new definitions as they had
been used elsewhere in the Bill.

Clause 3: Amendment of Section 6

The amendment sought to update the side note to appropriately reflect its
content following the amendment to the Section effected by Income Tax
(Amendment) Act, 2020.

Currently, the side note read “Appointment of staff, however the 2020
amendment deleted the subsection (2) which was referring to that subject. The
amendment intended to replace the side note with the words “Commissioner-
General’s functions”.

Clause 4: Amendment of Section 15

The clause sought to amend section 15(1) of the principal Act by the deletion of
the word “charities” and the substitution therefore of the word “public benefit
organisations” so as to update the reference to charities as Public Benefit
Organisations, and bring it in line with the Second Schedule.

Clause 5: Amendment of Section 29

The amendment intended to increase the period for disallowed interest
deduction carry forward to 10 years from 5 years for a person carrying on a
mining operation or electricity generation.

This amendment intended to align with the current legislation on tax carry
forward limit of losses for a person carrying on a mining operation or electricity
generation.

Clause 6: Insertion of Section 43B

The amendment sought to provide for deductibility of mineral royalty for income
tax purposes so as to enhance the mining sector’s contribution to job creation,
investment and economic development.
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Currently, mineral royalty paid was not a deductible expense for income tax
purposes. The amendment sought to make mineral royalty deductible for
Corporate Income Tax assessment purposes.

Clause 7: Amendment of Section 44

The clause sought to amend section 44 by the deletion of paragraph (p) which
prohibited the deduction of mineral royalty payable in accordance with the
Mines and Minerals Development Act, 2015.

Clause 8: Amendment of Section 63

The amendment intends to introduce a withholding tax on all the distributable
Income of a Real Estate Investment Trust (REIT). The distributed Income shall be
the gross rent collected by a REIT minus ‘restricted expenses’. The expenses were
restricted to 25 percent of gross collections, in line with the Security and
Exchange Commission guidelines.

Clause 9: Amendment of Section 64A

The clause sought to introduce a new subsection 3A which permits the
Commissioner-General to make a standard assessment requiring a personal
partnership letting out property to pay tax on turnover at the rate specified in
the Charging schedule.

Clause 10: Amendment of Section 82A
The amendment intends to -

(a) (i) remove rental income from being subjected to withholding tax
unless where the person or partnership was appointed by the by the
Commissioner-General as a withholding agent;

(ii) remove the Withholding Tax on winnings for brick and mortar
casinos;

(iii) introduce a withholding tax on reinsurance placed with reinsurers
not licensed in Zambia;

(iv) introduce a withholding tax on distributed income of an income
real estate investment trust;

(b)to remove repetition under sub-section 4 and the filing and payment
requirements which were sufficiently provided for following
automation. Further, the amendment intended to clarify that both a
return and payment of tax should be submitted and made within 14
days from the end of the month in which a payment subject to
withholding was made; and

(c) Introduce a definition of winnings.

Clause 11: Amendment of Second Schedule
The amendment intended to-
(a) exempt the income of “income real estate investment trust” approved
by the Securities and Exchange Commission from tax;
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(b)introduce turn over tax on rental income received by statutory bodies;
and

(c) remove reference to “an approved fund” in the Second Schedule Part [V
Paragraphs 7 (a) and (q) of the Income Tax Act to align them with the
provisions of the constitution. The constitution exempted pensions
from tax. The amendment intended to make reference to a fund unlike
an approved fund to align the provisions in the Income Tax Act with the
constitution.

Clause 12: Amendment of Ninth Schedule
The amendment intended to -

(a) increase the bands for presumptive taxes on taxis and buses by 20%.
The presumptive taxes on motor vehicles for the carriage of persons
were last revised in 2018. The amendment sought to adjust the specific
rates for inflation overtime.

(b)introduce a differentiated presumptive tax for brick and motor Casinos
at K5,000 per table and K500 per machine to be paid monthly. The tax
shall be payable on any table and any machine that are on the Casino
Floor regardless of whether the machine is in use or not.

(c) Provide clarity on the computation of winnings for income tax
purposes to make it clear which pay-outs that are subject to tax. For
example, pay-outs arising from playing chips that had been redeemed
for cash would not be subject to tax.

Clause 13: Amendment of Tenth Schedule

The amendment intended to correct a drafting error in the wording of part (1)
(a). It also seeks to clarify that the provision of higher education by a public
university is a public benefit activity. The amendment further sought to clarify
that public universities were not excluded from being approved as Public Benefit
Organisations.

Clause 14: Amendment of Charging Schedule

The clause sought to among others, increase the pay-as-you-earn tax free
threshold for individuals to fifty-four thousand kwacha per annum; reduce the
standard income tax rate to thirty percent ; provide for the registration of
persons with disabilities with the Zambia Agency for persons with Disabilities for
income tax purposes; extend the application of a fifteen percent income tax rate
on income earned by persons providing accommodation and food services to 31st
December, 2022; and reduce the tax rate to zero percent for a period of ten years
from the first year of commencement of work in a multi-facility economic zone or
industrial park.

8. CONCERNS BY STAKEHOLDERS

Most stakeholders who appeared before the Committee supported the Bill. They,
however, raised various concerns as outlined below.



i.  Clause 6: - Insertion of Section 43B

While most stakeholders supported the measure in clause 6 of the Bill which
provided for deductibility of mineral royalty for income tax purposes, few
stakeholders were against the measure due to the revenue loss involved.

Those who supported the measure were of the view that due to the poor
performance of the mining sector with regard to revenue collection, the measure
was envisaged to help address some of the fiscal challenges that were largely
responsible for the poor performance of mineral royalties. They however,
proposed that the Government should implement aggressive measures to curb
tax avoidance behaviours among mining firms and invest in compliance
monitoring to maximise the mining tax revenues

On the other hand, other stakeholders argued that the amendment would
provide another avenue for the mines to practise tax avoidance. Further, and
with regard to investment attraction in the mining sector on account of the re-
introduction of deductibility of mineral royalty for income tax purposes,
stakeholders argued that the main determinants of investment in the mining
sector were the existence of minerals, the quality (grade of the ore) and the
international price and not tax incentives.

ii. Clause 10- Amendment of section 82A

a) Regarding the introduction of 20 per cent Withholding Tax on reinsurance
premium to a non-resident under clause 10, stakeholders held the view
that for this measure to engender the intended purpose in a meaningful
way, the bill should be revised to also include the non-resident reinsurers
who had already been granted tax exemption status under the Income Tax
Act. Without this clarity, some of the foreign-based reinsurance companies
would still escape or avoid the proposed 20 per cent Withholding Tax and
the Government would lose potential revenue.

On the other hand, other stakeholders held the view that the clause should
exclude secondary reinsurance (reinsurance offshore by Zambian based
reinsurers). They feared that if this exclusion was not applied, it would
have the effect of discouraging reinsurers from transferring their risk
offshore and would concentrate all insurable risk into the local market.
This would be catastrophic in the case of widespread claims arising from
natural disasters.

b) Most stakeholders welcomed the measure in Clause 10, which provided for
limitation of the application of Withholding Tax to tax payers appointed as
withholding agents by the Commissioner-General. They noted that the
measure would align the treatment of rental income with that of other
income sources. They however expressed concern on the discretion
granted to the Commissioner-General to appoint withholding tax agents
without setting a monetary limit. They proposed that Government should
set a monetary limit beyond which the withholding tax regime should not
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apply. This would ensure predictability and transparency, as was
announced by the Minister during his budget speech.

iii. Clause 14 - Amendment of Charging Schedule

a)

b)

Under Clause 14(b), stakeholders generally commended the measure to
raise PAYE exempt threshold to K4, 500 monthly (or K54,000 per annum)
from K4,000 monthly (or K48,000 per annum) as it would provide relief to
low income-earning taxpayers.

However, some stakeholders expressed concern that the change being
proposed was inadequate to cushion employees against the anticipated
adverse economic effects following government’s decision to remove fuel
and electricity subsidies and taking into account the economic hardships
as a result of the impact of COVID-19 pandemic.

Taking into account that the measure was estimated to cause a net
reduction in tax revenue of 5.9 per cent, stakeholders proposed that the
Government should embark on aggressive tax broadening measures to
avoid fiscal slippages.

Clause 14 (h); some stakeholders supported the two-year corporate tax
holiday granted from 2022 to 2023 to manufacturers of ceramic products.
They noted that the objective of the Government to provide more tax
incentives was to promote investment, grow the economy and ultimately
create jobs for the people of Zambia. However, stakeholders noted that
over time, such tax concessions that seemed to be given arbitrarily usually
did not achieve the purpose for which they were granted but only went to
benefit the private equity investors at the expense of the ordinary Zambian
citizens.

For tax incentives to produce meaningful benefits to the ordinary people of
Zambia, stakeholders proposed that companies or industries being
granted tax incentives should commit to meeting specific targets set by the
Government such as number of jobs created, for them to continue to be
provided with incentives.

Some stakeholders further proposed that tax incentives should be
extended to other industries that will promote local value addition and
growth such as copper processing, weaving and spinning in textiles, as
these will spur growth and job creation in the domestic economy.

Under clause 14 (c), while supporting the proposal to reduce the
Corporate Income tax to 30 per cent from 35 per cent, the stakeholders
acknowledged that the measure would reduce total tax revenue by 0.8 per
cent. In order to achieve the ambitious target of increasing corporate tax
revenue by 79.9 per cent, stakeholders proposed that the Government



d)

should devise measures to increase tax compliance, broaden the tax base
and enhance tax revenue collection.

To enhance production in the manufacturing sector, some stakeholder
were of the view that the manufacturing sector should have a lower
corporate income tax rate to incentivise productive sectors other than
wholesale and retail trade which tend to mainly encourage importation.

While recognising the difficulty of taxing rental income, stakeholders
noted that it was unclear how the proposed amendment in clause 14(d)
would solve non-compliance issues. They feared that landlords could shift
income to the lower tax base due to the differences between the top
corporate tax rate (30 per cent) and the PAYE top rate (37.5 per cent). This
could lead to higher tax avoidance. If not carefully implemented, the
measure could negatively impact tax revenue mobilisation.

Under Clause 14 (h), stakeholders held the view that the provision of
incentives in the Multi-Facility Economic Zones (MFEZ) would not only
encourage investment in the MFEZ, but also enhance growth through
increased productivity and exports. Further, stakeholders were of the view
that in order for the Government to realise more from the measures
provided in the MFEZ, the Government should increase the lease period
for acquiring land in the MFEZ from the current 40 years to 99 years as
provided for outside the MFEZ.

Additionally, manufacturing companies exporting, though not located in
the MFEZ, should be allowed to benefit from the incentive as some
manufactures miss out on the opportunity to grow their export base due to
their geographical location outside Lusaka.

COMMITTEE’S OBSERVATIONS AND RECOMMENDATIONS

The Committee observes that although clause (6) which provides for
deductibility of mineral royalty for income tax purposes is in line with
international best practices, the measure will significantly reduce tax
revenue by K3.2 billion as highlighted in the Budget Speech. The above
notwithstanding, the Committee is of the view that the measure will
attract more investment and create jobs, if it is complemented with robust
monitoring measures especially in view of the projected target of
increased copper production.

In making its recommendation, the Committee commends the Zambia
Revenue Authority for enhancing monitoring and tax compliance
measures in the administration and collection of taxes in the mining
sector. However, the Committee is of the strong view that the Geological
Survey Department and all other relevant institutions involved in
determining mineral content, mineral value chain and mineral output
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10.

should scale up enforcement and monitoring measures in order to ensure
that the mineral exports are correctly valued and appropriate taxes
collected.

The Committee further recommends that the Government should enhance
existing measures in determining the true cost of production and cost of
mining equipments in order to curb tax avoidance, transfer pricing, base
erosion and profit shifting that erode revenues.

Under clause 10 which provides for an introduction of 20 per cent
withholding tax on reinsurance placed with insurers not licenced in
Zambia, the Committee observes that the bill is silent on non-resident
reinsurers who have already been granted tax exemption status under the
Income Tax Act. The Bill in its current form and in the absence of this
clarity, will allow some of the foreign-based reinsurance companies to
escape or avoid the proposed 20 per cent Withholding Tax leading to loss
of potential revenue.

In light of this, the Committee recommends that the Bill should be explicit
on whether the 20 per cent withholding tax is also applicable to non-
resident reinsurers who have been granted tax exemption status under the
Income Tax Act.

The Committee commends the Government on the suspension of the
application of income tax to persons carrying on the business of
manufacturing ceramic products for the next two years in clause 14(h) as
it will promote growth of the subsector and in the long run support
Government'’s efforts of revenue generation and employment creation.

The Committee, however, recommends that such incentives should be
complimented with specific targets to be met by investors to prevent
companies from shutting down immediately after exhaustion of incentives.
This will enable the Government to collect revenue from these companies
beyond the tax incentive period.

CONCLUSION

The Committee notes that the measures contained in the Bill are generally
progressive as they are aimed at stimulating production, promoting investment,
increasing employment and enhancing local value addition and growth, among
others. In order to record and collect meaningful revenue and other positive
benefits, the Committee urges the Government to compliment the proposed
measures in the Bill with robust monitoring enforcement measures. The
Committee, therefore, supports the Bill subject to its concerns expressed in this
Report.



The Committee wishes to pay tribute to all stakeholders who appeared before it
and tendered both oral and written submissions. It also wishes to thank you,
Madam Speaker and the Office of the Clerk of the National Assembly for the
guidance and support rendered during its deliberations.

We have the honour to be, Madam, the Planning and Budgeting Committee
mandated to consider the Income Tax (Amendment) N.A.B No. 41 of 2021.

Mr F C Chaatila, MP
(Chairperson)

Ms ] C Chisenga, MP
(Vice Chairperson)

Mr M B E Sampa, MP
(Member)

Mr M Jamba, MP
(Member)

Amb. R K Kalimi, MP
(Member)

Mr K Simunji, MP
(Member)

Mr B Kambita, MP
(Member)

Mr G Chonde, MP
(Member)

Mr D Mung’andu, MP
(Member)

Ms M C Chonya, MP
Member

ﬁfﬁ——c

Mr F C Chaatila, MP December, 2021
CHAIRPERSON LUSAKA
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APPENDIXI - List of National Assembly Officials

Mr F Kateshi, Principal Clerk - Parliamentary Budget Office

Mr F Nabulyato, Deputy Principal Clerk of Committees (SC)

Mr H Mulenga, Deputy Principal Clerk of Committees (FC)

Mr S Mtambo, Deputy Principal Clerk- Parliamentary Budget Office
Mrs C K Mumba, Senior Committee Clerk (FC)

Mrs M E Z Banda, Committee Clerk

Mrs E K Zgambo, Committee Clerk

Mr F Chikambwe, Revenue Analyst

Ms L Chilala, Typist

Mr D Lupiya, Parliamentary Messenger
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APPENDIX II - LIST OF WITNESSES

Minister Finance and National Planning
Ministry of Finance and National Planning
Ministry of Justice

Bank of Zambia

Ministry of Commerce, Trade and Industry
Ministry of Mines and Minerals Development
Ministry of Agriculture, Lands and Natural Resources
Ministry of Commerce, Trade and Industry
Bankers Association of Zambia

Zambia Revenue Authority

National Breweries

Zambia Chambers of Mines

Zambia Association of Manufacturers (ZAM)
National Economic Advisory Council (NEAC)
Zambia Institute of Chartered Accounts (ZICA)
Zambia Institute of Policy Analysis and Research
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