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Tax treatment of provisions for impairment of bad and doubtful debts of banks and 
financial institutions in Tanzania 

One of the core businesses of banks and financial institutions is lending and offering different 

forms of credit facilities. In return, the banks and financial institutions charge interest on such 

loans and advances. It is common, in the ordinary course of lending, for banks and financial 

institutions to suffer losses when such loans and advances become wholly or partially 

uncollectible. There are several remedies to the banks and financial institutions where the 

borrowers default. Such remedies include realization of securities. Sometimes such realization 

may not take place within a given year of income due to several contingencies, such as litigation, 

prolonged realization processes or some other reasons. Thus, in that given year of income, the 

banks and financial institutions may fail to recover the principal sum and interest. Depending on 

the nature of the default and the practicability or otherwise of realization of the security, this may 

lead to bad debts or what may be termed as doubtful debts.  

The question is what is the tax treatment of bad debts and doubtful debts in a given year of 

income? Are banks and financial institutions allowed to make provisions for bad debts and 

doubtful debts? Are such provisions for bad and doubtful debts deductible for tax purposes? 

The Court of Appeal of Tanzania (“CAT”) in its recent judgments has laboured to lay down the tax 

treatment of bad and doubtful debts for banks financial institutions. This tax alert analyses three 

of these decisions. 

Decisions of the Court of Appeal of Tanzania 

In the case of National Bank of Commerce (NBC) v Commissioner General TRA1 the crux of the 

matter before the Court was deductibility of provisions by Banks for impairment of bad debts and 

doubtful debts, as provided for under the Income Tax Act, 2004 (“ITA 2004”), the Banking and 

Financial Institutions Act, 2006 and the Banking and Financial Institutions (Management of Risk 

Assets) Regulations, 2008 (“BOT Regulations”). The Appellant (NBC) submitted that it had written 

off bad debts in line with the BOT Regulations and that it had complied with the acceptable 

accounting principles wherein any doubtful or impaired debts ought to be established first and 

impairment charged to the appropriate account. 

In its decision, the CAT made a distinction between bad debts and provisions for bad and doubtful 

debts. The Court held that for a bad debt to be deductible under section 25(5)(a) of ITA, it must 

comply with two conditions. First, the debt must have become a bad debt in accordance with 

standards set by the Bank of Tanzania (“BoT”), and secondly, the financial institution in question 

must have written off the debt as a bad debt from its books of account. The Court held further 

that, an approval of bad debts and doubtful debts by BoT, is not an automatic approval by the 

Tanzania Revenue Authority (“TRA”). According to the Court, TRA still has the mandate to 
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scrutinize such approvals before accepting or rejecting them. The Appeal was thus dismissed for 

the Appellant had failed to prove that she complied with conditions for deductibility of bad debts 

under section 25(5)(a) of ITA, as there was neither evidence that the Appellant exercised the 

option of declaiming any entitlement to receive the amount nor approval letters from the BOT.  

In the case of Access Bank Tanzania Ltd v Commissioner General TRA2, the Appellant was 

challenging the decision of Tax Revenue Appeals Tribunal (“TRAT”), holding that the making of 

the provisions for impairment of doubtful debts by a bank or financial institution are not allowable 

deductions under the law. In its decision, the CAT held that, it was wrong for the Tax Revenue 

Appeals Board (“TRAB”) and TRAT to uphold the TRA’s disallowances of impairment losses on 

loan relying on sections 18 and 39(d) of the ITA, 2004. According to the Court, impairment 

provisions for financial institutions are trading stocks as per section 3 of ITA 2004 and therefore, 

deduction principle applicable is under section 13 of ITA 2004. 

The Court held further that, section 18 of ITA, deals with losses on realization of business assets 

and liabilitiesand the definition of business assets explicitly excludes trading stocks. Therefore 

according to the CAT impairment provisions, being a trading stock, do not form part of the 

business assets deductible under the provisions of section 18 and 39(d) of ITA. Therefore, from 

what can be gleaned from the decision of the CAT is that, impairment provisions are allowable 

deductions under section 13 of ITA 2004 and not sections 18 and 39(d) of ITA 2004. 

Elaborating its stance further, the Court stated that section 13 (1) of ITA 2004 provides that, in 

calculating a person's income for a year of income from any business, there shall be deducted in 

respect of the trading stock of the business the allowance determined under section 13(2) of 

ITA 2004. It is notable that in terms of section 3 of ITA 2004 “trading stock” for banks and financial 

institutions includes loans made in the ordinary course of that business. 

On a different note, the Court emphasized that International Accounting Standards (“IAS”), 

characterize impairment provisions or provisions for doubtful debts as an accounting method for 

the diminution in the value of the debt. Thus, under the Generally Accepted Accounting Principles 

(“GAAP”), the Financial Institutions are required to set aside the amount (upon evaluation of the 

risk), and subsequently release the said amount upon diminishing of the risk. The Court held 

conclusively that when a doubtful debt is under impairment, it is yet to become a bad debt for 

income tax purposes and therefore not ready for being written off. 

Notwithstanding this holding, the Court rejected the submission by counsel for Access Bank Ltd, 

that proof on how allowable/deductible of bad debts or doubtful debts is arrived at is not required. 

The Court had this to say “if taken that the issues of approval on what is allowable/deductible 

amount under ITA are left with BoT after a taxpayer has complied with GAAP, this, is our view, 

would be preventing the respondent (TRA) who is responsible for tax administration, from making 

consideration of the justification behind the declared losses and the actual chargeable income of 

the taxpayer.”  
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In essence, the Court was stressing that, approval by BoT is not an automatic approval by TRA. 

This suggests that, TRA still retains power to examine the justifications for the provisions of bad 

and doubtful debts and make its own decision. 

When this is read intandem with the decision on NBC’s case, it implies that TRA will have a final 

say in the assessment, allowing or disallowing deductions on provisions for impairment of bad 

and doubtful debts. 

In AKIBA Commercial Bank Plc v Commissioner General TRA3, the Appellant argued that the 

TRAB and TRAT had misdirected themselves by mixing two distinct accounting and tax concepts. 

For instance, TRAB decision was premised on tax treatment of bad debts while the disputed items 

related to impairment provisions on loans/provisions for bad and doubtful debts. According to the 

appellant, provisions for bad and doubtful debts are governed by section 13 of ITA.  

The Court held that, the claim by the Appellant that, provisions for impairment of bad and doubtful 

debts are governed by section 13 of ITA 2004, as trading stock allowance was never raised in the 

previous proceedings (TRAB and TRAT). Thus it was a completely new matter which cannot be 

entertained by the Court at this stage. The Court went ahead to hold that, the Appellant failed to 

comply with conditions establishing a bad debt and to substantiate that the claimed bad debts 

were written off in her books of accounts as bad debts as required by the law.  

The Court was emphatic that, in terms of section 25(4) and 25(5) (a) & (b) of ITA 2004, the 

taxpayer has the opportunity to indicate the debt claims ripe for deduction and include proof that 

she proposes for deduction when TRA makes its final assessment. In terms of section 39(d) of 

ITA 2004, a debt claim becomes a bad debt if it is written off from the books of accounts as bad 

debt.  

Significant takeaways 

The Court makes a distinction between bad debts and provisions for impairment of bad and 

doubtful debts. While bad debts are deductible under sections 18, 25, 25(4), 25(5)(a) &(b) and 

39(d), of ITA 2004 , provisions for impairment are deductible under sections 3 and 13 of ITA 2004 

as trading stock allowances. 

Both bad debts and provisions for impairment of bad and doubtful debts must be in accordance 

with the procedures established by BOT. BoT’s approval does not mean an automatic approval 

by TRA. Once the approval has been obtained from BoT, a bank or financial institution is required 

to present to TRA proof of how such amounts were arrived at as well as the approval from BoT. 

At this stage, TRA has powers to evaluate such claims for deductions. In fact, in the case of NBC, 

the Court held that in terms of section 18 and 39(d) of ITA 2004, TRA enjoys finality in the 

assessment, allowing or disallowing deductions.  
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