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INTRODUCTION

◼ Tax and Supporting the Tax Systems are the key in 17th 

Sustainable Goals;
◼ There are strong commitments among developing partners to supporting developing 

countries.

◼ Various enforcement strategies including random audits and 

examinations are used by Tax Authorities;
◼ Risk based approaches and machine learning in these process are limited;

◼ These new methods hold great promises for improving detection probabilities of non-

compliant taxpayers (Khwaja et al 2011)

◼ Limited systematic evidence on the impact of these risk 

based strategies is observed in literature;
❑ In our understanding no earlier studies investigating how risk based compliance interventions 

work in low-income developing countries. 
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INTRODUCTION

◼ This paper attempts to fill the gap by;
◼ Examining the revenue impacts of a risk based tax examination pilot implemented 

in Tanzania.

◼ The pilot was implemented planned jointly by TRA and the 

Finnish Tax Administration (VERO); Financed by the Government 

of Finland. 

◼ The intervention intended to flagging taxpayers for tax 

examinations on the basis of data driven risk assessment;
❑ It was designed to improve the existing practice of choosing taxpayers to be 

examined which relied more on staff discretion.

❑ The intervention was limited/implemented in personal income/corporate income 

taxation.  
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EMPERICAL STRATEGY AND DATA

◼ Diff-in-diff;

❑ Where Yit: Is the outcome variable (Taxable Income);

   Dari: is the treatment variable (equal to 1 if the tax office is 

  in Dar es Salam region.

  POST-variable receives value one after July 1st 2019

◼ Administrative firm level panel data collected by Tanzania Revenue 

Authority (TRA).
❑ Each income year contains more than 25,000 observations. 

❑ Covers the time period from 1st July 2015 to 30th June 2020.
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𝑌𝑖𝑡 = 𝛼 + 𝛽𝐷𝑎𝑟𝑖 +  𝛾𝑃𝑂𝑆𝑇𝑡 +  𝛿𝐷𝑎𝑟𝑖 × 𝑃𝑂𝑆𝑇𝑡 + 𝜃𝑋𝑖 ,𝑡 + 휀𝑖 ,𝑡   (1) 
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EMPERICAL STRATEGY AND DATA

Description of data;

❑ # of firms with adjusted taxable income

increases from one FY to another in both

treatment and control group

◼ Table 2: summarizes the number of

adjustments that have taken place

during the pilot period for the treatment

group

❑ Observed that Ilala has relatively more

adjusted income cases (70.8%);

❑ This could be explained by;
❑ relatively low knowledge of recording 

and reporting financial transaction 

(taxpayers);

❑ High response of taxpayers to adheres 

TRA regulations or;

❑ Impact of the piloted intervention.
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EMPERICAL STRATEGY AND DATA

❑ Characteristics of firms in the controlled

and uncontrolled firms before and after

pilot intervention are compared;

❑ Firms in the treatment area are larger and 

more profitable. 

❑ The largest number of firms are from the 

service sector and wholesale and retail. 

❑ During the analysis we lose 1,318

observations from the treatment group

and 153 observations from the control

group.
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GRAPHICAL INSPECTION

Diff-in-diff Assumption;

❑ Parallel trends before and after 

sample selection
◼ a crucial assumption in the 

Difference-in-Differences (Diff-in-

Diff) method;

❑ in the absence of treatment, the 

average difference in outcomes 

between the treatment and control 

groups remains constant over time.

❑ After the intervention we can now 

measure the casual effect evolved 

and measure the difference.
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RESULTS

◼ This analysis shows that the intervention affected tax revenues in the 

Dar es Salam region where the pilot was implemented. 

❑ The results show a 10-15% increase in adjusted taxable income, 

where the risk-based tax examinations were implemented. 

❑ This would suggest that use of the spreadsheet to flag risky 

taxpayers could improve efficiency of tax examinations and lead 

to an increase in tax revenues. 

❑ The impacts are found in corporate income taxes and arise 

predominantly from  the services sector. 
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RESULTS

◼ The pilot shows that the growth in tax revenue in the pilot area 

mainly stems from increases in the amount of tax paid.

❑ The number of firms filing income adjustments remained constant 

and does not affect the tax revenue collected.

❑ This highlights the fact that focusing on improving the efficiency of 

tax examinations is more beneficial for the TRA than conducting 

more tax examinations. 
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RESULTS

◼ Finally, the pilot risk-based spreadsheet was a highly cost-effective 

intervention. .

❑ The cost of implementing the use of the spreadsheet was very low  

in comparison to the gains in additional tax revenue.

▪ The intervention costed approximately £60,000,

▪ Estimated increase in tax revenue amounts to £18Million for the 

intervention period.
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CONCLUSION AND RECOMMENDATION
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• It is possible for risk-based 

tax examinations to 

increase tax revenue 

collection in a developing 
country context

• There is tax 

revenue potential 

when firms 

undergo tax 

examinations

• Improving the efficiency of tax 

examinations can be more beneficial 

than conducting additional tax 

examinations

• The intervention holds great 

potential for being further 

developed for firms in Large 

Taxpayers’ and Medium 

Taxpayers Divisions with 

more complex selection 

criteria
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