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ABSTRACT
This study investigated the reconceptualisation of the regulatory regime for factoring
in Tanzania to enhance access to finance for Small and Medium Enterprises (SMEs),
which constitute over ninety per cent of all businesses in the country and contribute
significantly to the national GDP, accounting for more than thirty per cent. Despite their
significance, they face substantial financing challenges, with only twenty per cent of
SMEs having access to formal financial services from traditional banks. Factoring, a
trade financing option that enables businesses to sell their accounts receivable for
immediate cash, provides a viable solution to these restraints by improving cash flow
and offering an alternative to conventional bank loans. This research identified the
absence of a dedicated factoring law, reliance on fragmented and inadequate general
laws, such as the Banking and Financial Institutions Act (Cap 342 RE 2023), and
infrastructural deficits, including the lack of an electronic registry, as key barriers

limiting the adoption and development of the factoring industry in Tanzania.

Employing a qualitative methodology that incorporates document analysis and a
comparative case study of Egypt’s robust factoring framework, the study drew on the
UNIDROIT Model Law on Factoring, 2024 and the Afreximbank Model Law on
Factoring, 2016 to propose a comprehensive regulatory framework. Findings revealed
that factoring could address SMEs’ financial constraints by providing collateral-free,
immediate liquidity, but regulatory ambiguities, high taxes, and bank-centric oversight
hinder its potential. Recommendations included enacting a dedicated Factoring Act to
define factoring services, encompassing modern elements such as the assignment or
licensing of intellectual property, overriding anti-assignment clauses, establishing a
blockchain-secured registry, and introducing tax incentives, including VAT exemptions.
A proportionate licensing regime, as proposed by the Bank of Tanzania, and
awareness campaigns targeting SMEs were also proposed to align with Tanzania’s
Development Vision 2050 and bridge the estimated US$1.3 billion SME financing gap,
thereby fostering economic growth and regional trade integration, particularly through
the AfCFTA.
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CHAPTER ONE
GENERAL INTRODUCTION

1.1  Introduction and background to the study

There is no globally accepted definition of Small and Medium Enterprises (SMEs).
However, most definitions comprise the number of employees or capital requirements
as a classification factor.! For example, the World Bank defines an SME as a firm with
three hundred employees or a maximum revenue of $15 million; the United Nations
Development Programme (UNDP) defines SMEs as firms with a maximum of two
hundred employees, whereas the African Development Bank (AfDB) employs a
threshold of fifty employees.? On the other hand, in Vietham, SMEs are limited to a
maximum of 300 employees, whereas SMEs in China can have as many as 3,000
employees, and in Norway, the threshold for SMEs is 100 employees.3 Therefore, it is
asserted that the definition of SMEs may differ on a country-by-country basis,

depending on the level of development.*

This position creates significant contradictions that complicate cross-country
comparisons and may lead to ineffective international aid or development
interventions.® Notwithstanding the lack of a universal definition of SMEs, Tanzania
defines SMEs as micro, small, and medium enterprises, covering non-farm economic
activities, mainly manufacturing, mining, commerce, and services.® SMEs play a

crucial role in income generation and job creation, accounting for up to 50 per cent of

TN Marwa ‘Micro, Small and Medium Enterprises’ external financing challenges: The
role of formal financial institutions and development finance intervention in Tanzania’
(2014) 5 International Journal of Trade, Economics and Finance 230.

2 Marwa (n 1) 230.

3 Marwa (n 2).

4 Marwa (n 1) 231.

5> As above.

6 Small and Medium Enterprise Policy (2003) 3.
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total employment in Tanzania.” Additionally, they play a vital role in reducing poverty
and income inequality in both developed and developing economies.® SMEs create
approximately eighty per cent of new jobs in Canada, employ about forty per cent of
the labour force, and account for more than sixty-three per cent of the Gross Domestic

Product (GDP) in developing countries.®

SMEs are crucial for the African continent’s prospects, potentially creating a new
middle class and increasing demand for local goods and services.' Their role in
driving innovation, creating employment opportunities, and contributing to domestic
wealth creation routes is pertinent to sustained economic development.!" Despite their
vital contribution to the continent’s economic progress, the reality reveals that African
SMEs experience a severe shortfall in funding.'? Justified by a study conducted by
Investisseurs and Partenaires, forty per cent of African SMEs concluded that access
to finance was the central factor hampering their growth.'® The lack of financing forces
millions of SMEs to close their businesses within a short period post commencement.'

The current financing gap is estimated at US$420 billion.™®

" Tanzania Investment and Consultant Group Ltd ‘Unpacking Tanzania’s SMEs market

landscape’ 31 October 2024, https://ticgl.com/unpacking-tanzanias-sme-market-

landscape/ (accessed 12 August 2025).

8 Marwa (n 1) 230.

9 As above.

10 LSEG Africa Advisory Group ‘The challenges and opportunities of SME financing in

Africa’ report of recommendations 6, The challenges and opportunities of SME

financing in Africa (accessed 14 August 2025).
" LSEG Africa Advisory Group (n 10).

2 As above.

13 As above.
14 LSEG Africa Advisory Group (n 10).
5 M Knowles ‘Interoperability as the bridge: Africa’s SMEs can thrive in a new era of

cross-border trade’ 24 September 2025, Interoperability as the bridge: Africa’s SMEs

can thrive in a new era of cross-border trade - Trade Finance Global Archive (accessed
30 September 2025.
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https://www.lseg.com/content/dam/lseg/en_us/documents/media-centre/africa-sme-financing.pdf
https://www.tradefinanceglobal.com/posts/interoperability-bridge-africas-smes-thrive-new-era-cross-border-trade/#:~:text=Stretch%20the%20definition%20to%20include,biases%20that%20marginalise%20African%20markets.
https://www.tradefinanceglobal.com/posts/interoperability-bridge-africas-smes-thrive-new-era-cross-border-trade/#:~:text=Stretch%20the%20definition%20to%20include,biases%20that%20marginalise%20African%20markets.

Regarding the recent estimates, in Kenya alone, for example, almost one million small
enterprises fail annually due to harsh business landscapes.'® In addition, the
hindrances faced by African SMEs cannot be addressed by traditional bank loans;
therefore, receivables finance is a crucial instrument that helps alleviate the funding
gap.'” Based on the Tanzanian context, micro-enterprises typically employ up to four
people, comprising family members or capital of up to TZS5 million.’® Most of them fall
under the informal sector.’® Small enterprises are mainly formalised, engaging
between four and forty-nine employees or with capital investment from TZSS million to
TZS200 million.?° Medium-sized enterprises employ between 50 and 99 people or
utilise capital investments ranging from TZS200 million to TZS800 million.?! Most
Tanzanian SMEs are primarily involved in agriculture, manufacturing, services, and
construction, all of which require funds to capture both imports and exports.?? In
Tanzania, SMEs play a vital role in the national economy, comprising over 95 per cent
of all businesses in the country.?® They significantly contribute to employment and the
national GDP for more than thirty-five per cent.?* Based on these statistics, the role of

SMEs in Tanzania cannot be overemphasised.

16 _LSEG Africa Advisory Group (n 10).

7 Factors Chain International ‘Receivables finance can help close Africa’s $90 billion
SME financing gap’ 11 March 2020, PRESS RELEASE: Receivables Finance Can
Help Close Africa’s $90 Billion SME Financing Gap, Says Kenya Central Bank
Governor | FCI (accessed 07 September 2025).

8 RG Mashenene & J Rumanyika ‘Business constraints and potential growth of Small

and Medium Enterprises in Tanzania: A review’ (2014) 6 European Journal of Business
and Management 72.

9 Mashenene & Rumanyika (n 18) 72.

20 Mashenene & Rumanyika (n 18) 72; Small and Medium Enterprise Policy (n 6).

21 Small and Medium Enterprise Policy (n 6).

22 NN Witts ‘An assessment of the trade finance for SMEs in Tanzania — A case study
of CRDB Bank PLC’ (2024) 12 Journal of Advanced Management Science 162;
Tanzanialnvest ‘Tanzania’s Small and Medium Enterprises (SMEs)’ 25 October 2024,

https://www.tanzaniainvest.com/smes (accessed 07 July 2025).

23 Tanzanialnvest (n 22).

24 Tanzanialnvest (n 22).
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As explained above, SMEs in Tanzania primarily operate in four key sectors, with
agriculture (agribusiness) accounting for forty per cent of all SMEs, playing a
significant role in food security and rural employment.?> Manufacturing accounts for
thirty per cent of the economy, encompassing a range of industries, including food
processing, textiles, and consumer goods.?® Services represent twenty-five per cent,
cutting across retail trade, hospitality, and professional services;?” and construction,
which constitute five per cent of all SMEs in the country, are attributed to urbanisation
and infrastructure development initiatives.?® Despite their role in the growth of national
development and poverty reduction through job creation and income generation in

both rural and urban areas,?® SMEs often face several challenges.

Access to finance is considered the top priority because SMEs often struggle to access
adequate, affordable, and immediate financing.2° Low financial diffusion and costly
transactions related to trade finance make it only accessible to a few SMEs,3" with
only twenty per cent of all SMEs in the country obtaining formal financial services.*?
This setback impacts their growth, competitiveness, and ability to participate
effectively in national and regional value chains.33 Furthermore, Tanzanian SMEs face
various challenges in accessing finance, including a lack of collateral, as many SMEs
do not have fixed assets to offer as security for loans in financial institutions,
particularly in the traditional banking industry. Another hindrance is a limited credit
history, which informal or young SMEs may experience difficulties in demonstrating to
qualify for conventional financial facilities, and high interest rates of fifteen to twenty

per cent.34

2% Tanzania Investment and Consultant Group Ltd (n 7).

26 Tanzania Investment and Consultant Group Ltd (n 7).

27 As above.

28 As above.

29 Witts (n 22) 161; Marwa (n 1) 231.

30 Marwa (n 1) 230; Tanzanialnvest (n 22).

31 Witts (n 22) 162.

32 Tanzania Investment and Consultant Group Ltd (n 7).

33 Witts (n 22) 162.

34 Tanzania Investment and Consultant Group Ltd (n 7); Witts (n 22) 163.
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Similarly, other challenges include insurance and loan processing charges, which
reduce profitability, and lengthy approval processes, as loan applications can be time-
consuming, thereby delaying access to funds.3> Additionally, the financial industry in
Tanzania is dominated by traditional banking,?® and the adoption, development,
widespread awareness, and utilisation of alternative financing instruments such as
factoring seem to be limited.3” Although some areas of commercial laws, for instance,
the contract law,® banking and financial institutions law,® and the law of sale of
goods,*® may indirectly relate to factoring, a specific and comprehensive statute for
factoring is not in place. This creates uncertainty in the treatment and handling of
factoring transactions, hindering the promotion and growth of factoring in Tanzania,

which supports SMEs.

Oramah observed that until the late 2000s, there was little to no effort to promote
factoring in Africa by both governments and global factoring industry groups, such as
Factors Chain International (FCI) and the International Factors Group (IFG).4!
Therefore, there was a lack of or minimal knowledge about the product across the
continent.*? Similarly, he stated that another critical challenge for the evolution and
widespread use of factoring in Africa was the lack of facilitative infrastructure, including

a regulatory framework and laws, as well as credit information services and credit

35 Witts (n 22) 165.

36 Marwa (n 1) 230; TA Satta ‘Exploring the value of factoring as a finance option for
small enterprises in emerging economies’ (2006) 7 International Journal of
Entrepreneurship and Innovation 245.

37 Witts (n 22) 162.

38 The Law of Contract Act Chapter 345 Revised Edition 2023.

39 The Banking and Financial Institutions Act Chapter 342 Revised Edition 2023.

40 The Sale of Goods Act Chapter 214 Revised Edition 2023.

41 BO Oramah “From the periphery to the centre: Africa as the growth market for
factoring” (2014) 1 Afreximbank Distinguished Lecture Series 6; BO Oramah ‘From
the periphery to the centre: Africa as the growth market for factoring (2014) 1
Contemporary Issues in African Trade and Trade Finance 7.

42 Oramah (n 41) 6.
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insurance.*® The author clarified that, with the exclusion of Egypt, where factoring

legislation was enacted a few years ago, and South Africa, there were no specific

pieces of legislation for factoring across the continent.**

He added that regulatory uncertainties existed in many African nations, creating risks
and uncertainties that hindered the widespread adoption and establishment of the
factoring industry.*> The absence of these serious regulatory mechanisms raised the
risk of offering factoring to unacceptable levels, impeding its expansion on the
continent.*® Therefore, with a comprehensive regulatory regime, factoring, a trade
financing option, allows businesses to receive advances on their invoices,*’ can

mitigate the working capital restraints faced by SMEs.

Factoring has several potential benefits for SMEs in Tanzania, including improved
cash flow, which provides instant access to funds that enhances working capital.*®
Additionally, it reduces credit risk by mitigating the risk of non-payment through
outsourced accounts receivable management, which frees up SMESs’ resources to
focus on their core business activities.*® Additionally, it increases access to finance,
providing an alternative to traditional bank loans, particularly for SMEs that lack or

have limited collateral.®®

Factoring is a financial transaction in which a business sells its accounts receivable

(invoices) to a third party (a factor) at a discount.®' This mechanism provides the

43 Oramah (n 41) 8.

44 As above.

45 As above.

46 Oramah (n 41) 8.

47 European Institute of Management & Finance ‘Factoring financing’

https://eimf.eu/factoring-financing/ (accessed 08 July 2025).

48 European Institute of Management & Finance (n 47).

49 European Institute of Management & Finance (n 47).

50 European Institute of Management & Finance (n 4).

51 Making Finance Work for Africa ‘Factoring profile: Unleashing the potential of

factoring in Africa’ 21 February 2022, https://www.mfw4a.org/publication/factoring-
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company with instant cash flow, whilst the factor assumes the responsibility of
collecting the receivables from the business’s customers.®? Factoring can be

particularly beneficial for small businesses with limited access to other forms of

financing, as it enables them to unlock the value of their sales ledger.53

Despite its potential to enhance SMEs' access to working capital, Tanzania's
regulatory regime lacks clarity and comprehensiveness, resulting in limited access to
factoring services for SMEs. This gap restricts their financial flexibility and growth
potential. Therefore, this study aimed to analyse how the regulatory regime for
factoring in Tanzania could be designed to address the challenge of the lack of
factoring legislation in support of SMEs. Understanding these implications is crucial
for policymakers, financial institutions, and small enterprises themselves to foster an
enabling environment for the promotion and development of factoring, enhancing its

contribution to the growth and economic development of small businesses in Tanzania.

1.2 Research problem

The current regulatory framework for factoring in Tanzania is fragmented and
inadequate, relying on general laws such as the Banking and Financial Institutions Act
(Revised Edition 2023), which lacks specificity. This generality does not address the
intricacies of the industry, which limits growth, particularly for SMEs that need access
to flexible and affordable working capital. Whilst the Bank of Tanzania (BOT) provides
supervision,>* the absence of a dedicated factoring law, unfavourable taxes, and weak
infrastructure highlight the need for reform. This void hinders SMEs’ growth,
competitiveness, and capacity to participate effectively in national and regional value

chains, despite the importance of factoring as an immediate financing option for SMEs,

profile-unleashing-potential-factoring-africa (accessed 09 July 2025); AC Puja

‘Sustaining access to finance for Africa’s Small and Medium Enterprises during and
post COVID-19 crisis: Factoring to the rescue’ (2022) 36 Speculum Juris 388-389;
European Institute of Management & Finance (n 47).

52 | Klapper “The role of factoring for financing Small and Medium Enterprises” (2005)
World Bank Policy Research Working Paper 3593 1.

53 Puja (n 51) 389; European Institute of Management & Finance (n 47).

54 The Law of Contract Act (n 38) secs 3 & 4(1).
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ensuring constant and cost-effective funds, and the crucial role of SMEs in national
economic development.>® Although there are several pieces of legislation in Tanzania
covering areas of commercial law, such as the Law of Contract Act, the Banking and
Financial Institutions Act, and the Sale of Goods Act, none of them provides for a
detailed and comprehensive regulation of factoring in terms of registration, licensing,
operation, and supervision. Therefore, a specific and dedicated regulatory framework

for factoring is inevitable.

Instead of a single dedicated piece of legislation for factoring, these multiple general
laws, which still do not provide for a detailed factoring regime, highlight the untapped
legal treatment for factoring, which is a core impediment. This lacuna creates
complexity and a lack of specificity within the current regulatory landscape towards the
adoption, spread, and utilisation of factoring as a financing option in Tanzania. The
unclear, inadequate, and disparate legal treatment of factoring in Tanzania creates
uncertainties regarding the licensing and supervision of factors, as well as the capital
requirements and reporting standards for factors, which are essential to ensure
financial soundness and ethical practices. Moreover, it creates uncertainties regarding
the clarity of assigning receivables, notification to debtors, consumer protection for

SMEs, and fair terms and transparency in factoring agreements.

Similarly, it causes ambiguity due to the absence of a centralised registry for
receivables, which hinders the verification of the existence and ownership of
receivables, as well as the unclear tax treatment of factoring transactions. All of these
are hindrances to the adoption, widespread use and expansion of factoring in
Tanzania. On that account, SMEs remain underserved in this regard, as no measures
have been taken to establish a robust regulatory mechanism for factoring in the

country.

This stumbling block hinders SMEs’ growth, competitiveness and capacity to
participate effectively in value chains, despite the significance of factoring as an
immediate financing option for SMEs that ensures constant and cost-effective funds,

and the role of SMEs in the national GDP. Not only that, but SMEs also play a key role

%% Tanzanialnvest (n 22).
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in the realisation of Tanzania's Development Vision 2050, which aims to eradicate
poverty in all its forms and build a strong, inclusive economy.® Similarly, they are the
main drivers in the promotion and implementation of Agenda 2063 through the

AfCFTA, one of the flagship projects, which enables intra-African trade.>’

This study aimed to investigate how the regulatory regime for factoring in Tanzania
could be designed to address the challenge of the lack of factoring legislation that

supports SMEs.

1.3 Research objective

1.3.1 Main objective

The core objective of this study was to investigate how the regulatory regime for
factoring in Tanzania could be designed to address the challenge of the lack of

factoring legislation that supports SMEs.

1.3.2 Sub objectives
a) To analyse the concept of factoring, exploring its meaning, categories, mechanics,

and current procedures in overseeing it as a financial service worldwide.

b) To analyse the role of factoring in addressing financial constraints faced by SMEs

in Tanzania.

c) To analyse how the current regulatory regime for factoring in Tanzania supports or

influences the adoption and development of factoring for SMEs.

d) To analyse lessons from best practices and successful regional experiences in the

establishment of factoring legislation and regulation.

e) To propose a comprehensive regulatory reform framework for factoring tailored to

the Tanzanian context in support of SMEs.

% Tanzania Development Vision 2050 (DIRA 2050) 20-28.
57 AfCFTA ‘About the AfCFTA About The AfCFTA - AfCFTA (accessed 25 September
2025).
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1.4 Research question

1.4.1 Main question

The overall question guiding this research was: How can the factoring regulatory
regime in Tanzania be designed to address the challenge of a lack of factoring

legislation that supports SMEs?

1.4.2 Sub-questions

a) What does factoring mean, how does it work, and how is it supervised globally?

b) How could factoring address the financial constraints faced by SMEs in Tanzania?

c) How does the current regulatory regime in Tanzania support or govern the

adoption and development of factoring to support SMEs?

d) What lessons could be drawn from best practices and successful regional

experiences to inform the establishment of factoring legislation and regulation?

e) How could regulatory reforms significantly influence the factoring industry in

support of SMEs in Tanzania?

1.5 Significance of the study

This study is essential for several reasons. Academically, it fills a gap in the literature
on factoring regulation in Tanzania, where there has been a notable lack of scholarly
work on this topic. It also has policy relevance, as the proposed regulatory framework
provides policymakers with actionable recommendations to enhance SMEs’ access to
finance, aligned with the Tanzania Development Vision 2050 (DIRA 2050), specifically
Pillar 1.5 Furthermore, the study has an economic impact, as promoting factoring
supports the growth of SMEs, the creation of employment, and economic growth,
particularly for women- and youth-led SMEs, which make up more than half of
Tanzanian SMEs.*®

%8 Tanzania Development Vision (n 56) 20-28.

% Tanzanialnvest (n 22).
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R
Also, the research has regional relevance as it contributes to the broader discourse

on trade and investment law in Africa, supporting initiatives such as Afreximbank’s

factoring promotion efforts.6°

Additionally, this research aimed to contribute to the development of a comprehensive
and supportive regulatory environment for factoring in Tanzania, which could
significantly improve SMEs' access to finance. By identifying regulatory gaps and
proposing a reconceptualised framework to facilitate the adoption, development, and
utilisation of factoring in Tanzania, this research offers valuable and informed
understandings for policymakers, regulators, and stakeholders in the financial industry.
In addition, there are various approaches to factoring, but they are too country-specific;
they do not address the situation in Tanzania. Therefore, this research was
fundamental because it aimed to evaluate the context of Tanzania and present
practical recommendations tailored to the country’s landscape, relating to the primary

sector underlying its SMEs.

Ultimately, it aimed to support the growth and competitiveness of SMEs in Tanzania,
thereby contributing to broader economic development goals, including their role in

job creation, national GDP growth, and the promotion of intra-African trade.

1.6 Scope and limitations of the study

The scope of this research was limited to the regulatory regime for factoring in
Tanzania, specifically in support of SMEs, and did not intend to describe other forms
of trade financing. However, it concisely compared factoring with other traditional
financing mechanisms to position the importance of factoring as an alternative trade
financing option. Therefore, whilst this research was geographically limited to Tanzania
and not to Africa in general, Egypt was referred to as a comparative case study. In
addition, it specifically focused on regulatory regime issues surrounding factoring in

Tanzania, without addressing other dimensions of factoring in the country.

60 Afreximbank ‘Role of factoring in competitiveness of African businesses highlighted’

03 February 2016, https://www.afreximbank.com/role-of-factoring-in-competitiveness-

of-african-businesses-highlighted/ (accessed 09 July 2025).
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1.7 Methodology

This research design was qualitative. Therefore, | employed qualitative methods within
a mono-method approach. Furthermore, the study strategy involved systematic
reviews of the literature for data collection and document analysis from both primary
and secondary sources, aiming to provide a comprehensive understanding of the
research problem, meet the objectives, and answer the main research question
through its sub-questions. Due to the time limitations of this study, which had to be
conducted and completed within five months from May to September 2025, the

research employed a cross-sectional design.

Primary sources included the Law of Contract Act [Cap 345], the Banking and
Financial Institutions Act [Cap 342], the Banking and Financial Institutions (Financial
Leasing) Regulations, 2022, the UNIDROIT Convention on International Factoring,
1988, the African Export-Import Bank (Afreximbank) Model Law on Factoring, 2016,
the UNIDROIT Model Law on Factoring, 2024, as well as all relevant Tanzanian and
Egyptian legislation. | chose the Afreximbank Model Law on Factoring 2016 because
its design is customised to the African context, considering specific issues across the
continent, so that African countries can easily make use of it in the drafting of their
legislation on factoring based on their particular landscapes in terms of key players in
the economy and other factors revolving around social, economic, and political

aspects.

Similarly, the UNIDROIT Model Law on Factoring, 2024 is the most recent international
guidance as regards the transfer of receivables concerning factoring transactions,
broadening the concept of receivables to include contractual rights to payment of a
monetary sum arising from the supply or lease of goods or services; the assignment
or licence of intellectual property; the provision or processing of data; or the payment
of obligation for a credit card transaction.®' It, therefore, provided a broad, self-
standing structure of guidelines central to receivables finance, thereby constituting the
principal point of reference for legislative changes in this area. Additionally, the
UNIDROIT Convention on International Factoring (1988) was utilised to inform the

literature reviews for the definition of factoring.

67 UNIDROIT Model Law on Factoring, 2024 art 2(g).
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Secondary sources encompass books, articles, journals, policy briefs, reports, and
papers from international organisations and development finance institutions,
dissertations and theses, as well as other internet sources. In addition, the study
conducted a comparative case study examination of the supervisory regime for
factoring in Egypt, reflecting regional best practices. This was based on the fact that
the enactment of the factoring legislation in Egypt had accelerated the growth and
development of factoring in that country. Therefore, | chose Egypt as a regional best
practice because it was the only country with a specific factoring law in Africa, unlike
South Africa, which is the leading country for factoring volumes in Africa but uses
judicial precedents and contractual clauses in factoring transactions under the
National Credit Act 34 of 2005, which was not specifically drafted for and does not
explicitly regulate factoring. To put it another way, South Africa does not have factoring-

specific legislation, unlike Egypt.

1.8 Literature review

1.8.1 Introduction

Although various studies, such as Mashenene and Rumanyika,’? Marwa,®® and
Witts,%* addressed SMEs’ challenges in Tanzania, there was limited research on
factoring as a solution. The literature on factoring in Africa, some of which is authored
by alumni of the International Trade and Investment Law (TILA) Programme, primarily
focuses on countries such as Nigeria, Ghana, and Zambia, with little to no attention
given to Tanzania. This research addressed this gap by examining the potential of

factoring in Tanzania and proposing a context-specific regulatory framework.

1.8.2 Review
1.8.2.1 What does factoring mean, how does it work, and how is it supervised

globally?

Onaepemipo and others defined factoring as an arrangement wherein a business sells
its accounts receivable, in the form of invoices showing the debts owed by its clients,

62 Mashenene & Rumanyika (n 18) 72-79.
63 Marwa (n 1) 230.
64 Witts (n 22) 162.
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to a financial service provider (a factor) at a discounted rate.®® They argued that
factoring is the best financing option since it allows for the smooth execution of the
daily operations in the company, whilst shifting the burden of debt collection from the
business owner to the factor.6¢ They additionally observed that, unlike traditional bank
loans, factoring never creates liability for the company because it is a selling activity,
not a loan, unless the beneficiary defaults.®” These authors stated that recent global
economic pitfalls have led to significant challenges, resulting in inadequate liquidity
and working capital for small and medium-sized entities, including a substantial

increase in the cost of commercial borrowing from traditional banks.%®

Such challenges, combined with the absence of accurate or substantial financial
records, bankable collateral, and undue delays in processing and disbursement of
funds, have made traditional loans less attractive.®® Hence, considering debt as a
tradable asset in the current dynamic global market, factoring has been spotted as a
quick solution to simplify the working capital constraint hindering many businesses.”®
The authors stated that entrepreneurial firms are mainly characterised as having
insufficient acceptable tangible securities, for example, buildings, landed property, as
well as a lack of track records to vindicate their reputation.”! Therefore, factoring is the
best alternative for them, as it provides the needed funds instantly to enable the sale
of goods and services with minimal interruption, encouraging productivity and
profitability, while also serving as both collateral and an immediate source of

repayment to the factor.”

65 E Onaepemipo and others ‘Factoring as an effective working capital option: A critical
review’ (2019) 5 International Journal of Commerce and Finance 61.

66 Onaepemipo and others (n 65) 61.

67 As above

68 Onaepemipo and others (n 65) 62.

69 Onaepemipo and others (n 65) 61.

70 Onaepemipo and others (n 65) 62 & 63.

" Onaepemipo and others (n 65) 63.

2 Onaepemipo and others (n 65) 63.
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However, the authors focused on factoring as an effective source of working capital
compared to conventional bank loans. They did not exhaustively investigate the

mechanics of factoring globally, nor the current oversight of it as a financial service.

1.8.2.2 How does the current regulatory regime in Tanzania support or govern

the adoption and development of factoring to support SMEs?

Oramah stated that regulatory uncertainties exist in many African nations, creating
risks and uncertainties that hinder the adoption and development of factoring.”® The
absence of these serious regulatory mechanisms raises the risk of factoring being
offered at unacceptable levels, thereby impeding its expansion on the continent.”

However, the author focused on Africa as a whole, rather than on Tanzania specifically.

Kameni explicitly presented that the lack of robust facilitative legal and regulatory
infrastructure governing factoring operations in Africa, and the lack of awareness
amongst people of what the product is and is not, are the key reasons for the low
development and widespread use of factoring.”® He stated that these challenges stem
from inaccurate terminology, as what one country terms as "factoring”" may not
necessarily be the same product in another, a lack of judicial precedents, and the

absence of appropriate enforcement mechanisms.”®

Additionally, Kameni noted that the differences in legal systems among African
countries pose a significant challenge, as factors from one legal system often struggle
to operate reasonably in a different system.”” These result from the fact that
contractual rules and doctrines that monitor factoring agreements, in many cases,

differ across distinct legal systems.”® These regulatory gaps lead to SME

73 Oramah (n 41) 8.

4 As above.

> E Kameni ‘An insight into recent legal and regulatory reforms of factoring in Africa’
(2014) 1 Contemporary Issues in African Trade and Trade Finance 27.

6 Kameni (n 75) 27.

7 Kameni (n 75) 28.

8 Kameni (n 75) 28.
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vulnerabilities; for example, high banking capital requirements could bankrupt SMEs
by denying cash flows from receivables since factoring is often misclassified as
banking due to a lack of dedicated laws.”® However, the respective article focused on

Africa as a whole, not a Tanzania-specific atmosphere.

Puja explicated that factoring is a reputable and recognised method for providing
affordable, immediate, and expedient financing conditions, which enable SMEs to
access it and remain liquid during crises.®’ He asserted that the practice of factoring
across many African jurisdictions is at a very low level or even non-existent, resulting
in the underdevelopment of factoring on the continent.' With the absence of facilitative
legal infrastructures in most African countries being the key reason,®? he particularly
observed that such legal challenges stem from the absence of specific legislation on
factoring, the lack of tax incentives, and an unfavourable regulatory regime for non-
bank factors.83 Moreover, he noted that the underdevelopment of factoring in many
African countries is linked to the lack of facilitative legal regimes. Therefore, African
nations should consider imposing factoring legislation, introducing tax incentives, and
streamlining the monitoring system for non-banking factors to promote factoring.8
Nevertheless, the author focused on the challenge of the non-existence of swift legal
platforms in most African states in general. He did not evaluate how the current
regulatory regime in Tanzania supports or influences the adoption and development

of factoring in support of SMEs.

1.8.2.3 How could factoring address the financial constraints faced by SMEs in

Tanzania?

Tomusange explained that factoring has significant importance as a substitute

financing option for SMEs, for example, improving cash flow, increasing equity ratios,

79 Kameni (n 75) 30.

80 Puja (n 51) 389; Making Finance Work for Africa (n 51).
81 Puja (n 51) 389.

82 Pyja (n 51) 389; Making Finance Work for Africa (n 51).
83 Puja (n 51) 389; Making Finance Work for Africa (n 51).
84 Puja (n 51) 390; Making Finance Work for Africa (n 51).
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and providing expedited access to funds with less stringent requirements.?> He
asserted that this practice intensifies liquidity, expands business, offers better terms
for exports, and avoids the encumbrance of fixed assets.® However, the author
examined factoring as a financing option for SMEs in a broad sense. He did not
analyse the role of factoring in addressing financial constraints tailored to Tanzanian
SMEs, which mainly engage in agriculture, manufacturing, services, and construction,
accounting for over ninety per cent of all businesses in the country and contributing to
over thirty per cent of the GDP.#”

1.8.2.4 What lessons could be drawn from best practices and successful
regional experiences to inform the establishment of factoring legislation and

regulation?

Onuoha noted that Egypt is one of the nations with the fastest-growing factoring
market, as exemplified by its exponential increase in factoring volumes between 2018
and 2019.88 He explained that the Egyptian Financial Supervision Authority operates
as an autonomous supervisory entity for factoring entities, licensing non-banking
financial institutions intending to carry out factoring services in Egypt.8° Furthermore,
Onuoha observed that Egypt is cognisant of retail factoring, which comprises the
factoring of retail receivables in which the debtor is an end consumer and a specific

guideline is established in that particular category of factoring.®°

In addition, the author substantiated that Egypt’s Factoring Law bestows broad

supervisory powers on the Authority, which functions over factoring operations,

8 RL Tomusange ‘Factoring as a financing alternative for Small and Medium-sized
Enterprises’ PhD thesis, Walden University, 2015 35.

86 Tomusange (n 85) 36.

87 Tanzanialnvest (n 22).

8 NC Onuoha ‘Legal and regulatory considerations in promoting factoring as an
alternative trade financing tool in Nigeria’ LLM mini-dissertation, University of Pretoria,
2021 56.

8 Onuoha (n 88) 57.

9 Onuoha (n 88) 57.
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including conducting inspections in factoring companies to ensure adherence to
licensing principles, requirements, and other relevant laws and regulations.®' Despite
the lessons learnt, the author’s focus was on using Egypt’s regulatory regime for
factoring to establish factoring legislation and regulation in Nigeria. He did not

concentrate on other parts of Africa, particularly Tanzania.

1.8.2.5 How could regulatory reforms significantly influence the factoring

industry to support SMEs in Tanzania?

Hamanyati emphasised that effective legislation on factoring should be enacted to
ensure a healthy balance for all parties concerned.®? In this regard, the government
must incentivise factoring companies through favourable tax treatments and other
incentives, aiming to accelerate the growth of the industry.® In addition, he asserted
that the law should clearly stipulate credit insurance for factors at reasonable charges
to mitigate the risk associated with non-payment by debtors.® Additionally, the author
proposed that legislation on factoring should provide for the establishment of a
factoring association, responsible for promoting the growth of factoring and ensuring
that the services offered comply with international standards.®® However, the author
did not propose the regulatory reforms tailored to the Tanzanian context in support of

SMEs, but rather the Zambian regulatory framework for factoring.

In subheading 1.8.2.1, the authors explained the meaning of factoring, describing how
it works between the client and a factor. However, they only defined factoring; they did
not tell the forms of factoring, such as recourse and non-recourse factoring. Likewise,
the authors focused on factoring in general as an effective working capital option in

comparison with traditional bank loans. They did not exhaustively investigate the

91 Onuoha (n 88) 57.

92 M Hamanyati ‘Factoring as an international trade finance product: Making a case
for the enactment of a Factoring Act in Zambia’ LLM mini-dissertation, University of
Pretoria, 2017 75.

93 Hamanyati (n 92) 75.

% Hamanyati (n 92) 76.

9 Hamanyati (n 92) 77.
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mechanics of factoring globally, nor how it is currently monitored as a financial service

internationally.

Regarding subheading 1.8.2.2, the findings revealed that the authors analysed how
the lack of streamlined regulatory mechanisms in many African countries hinders the
widespread adoption and development of the factoring industry, thereby raising the
risk of offering factoring services to unacceptable levels. Nevertheless, the authors
were too general since their approaches focused on Africa as a whole. They did not
establish how the current regulatory regime for factoring in Tanzania supports or

governs the adoption and development of factoring in support of SMEs.

Under subheading 1.8.2.3, it was established that factoring is a very significant
financing alternative for SMEs, offering them reliable, swift and immediate funding,
unlike traditional loans from commercial banks. This flexibility creates liquidity for
SMEs, enabling them to accelerate business expansion. However, the author
described factoring as an alternative trade financing mechanism for SMEs in
considerable detail; he did not, however, evaluate the role of factoring in consideration
of Tanzanian SMEs, which mainly engage in agriculture, construction, services, and

manufacturing.

According to subheading 1.8.2.4, the literature reveals that Egypt is the fastest-
growing market for factoring, supported by robust legal instruments and regulatory
mechanisms, specifically for licensing non-banking institutions to conduct factoring
activities. It was found that the Egyptian factoring legislation vests broad supervisory
power in the Egyptian Financial Supervision Authority, which is responsible for
factoring operations, including conducting inspections in factoring companies to
ensure compliance with enabling laws and regulations by the factors. However, this
literature used Egypt’s regulatory system for factoring as a benchmark to establish the
factoring legislation and regulation in Nigeria. It did not encompass other parts of
Africa, particularly Tanzania.

Subheading 1.8.2.5 revealed that to balance the interests of all parties involved in a
factoring transaction, the enactment of comprehensive legislation for factoring is vital.

The literature suggests that governments must incentivise factoring companies with
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favourable tax treatment to promote the industry's growth. The author believed that
factoring legislation should permit the establishment of a factoring association, thereby
facilitating the development of factoring and ensuring that the offered services comply
with international standards. Nonetheless, the author did not propose the regulatory
reforms tailored to the Tanzanian context in support of SMEs, but rather the Zambian

regulatory framework for factoring.

11 Research structure

This study was divided into six main chapters, as follows:

Chapter One: Reconceptualising the regulatory regime for factoring in Tanzania

in support of Small and Medium Enterprises

This chapter introduced the sub-objectives, research questions, significance of the
study, introduction and background to the study, scope and limitations of the study,
research methodology, literature review, research structure, and ethical

considerations.

Chapter Two: The concept of factoring

This chapter dealt with the concepts underlying factoring and its mechanics, describing
and analysing the definition of factoring, its forms or types, and the universal methods

for regulating factoring as a financial service.

Chapter Three: The role of factoring in addressing financial constraints faced

by SMEs in Tanzania

This chapter analysed the role of factoring in addressing financial restraints faced by
SMEs in Tanzania. It examined how factoring could enhance trade financing in
Tanzania, as well as the benefits and challenges of using factoring in the country.
Additionally, it briefly compared factoring with other traditional trade financing options
to highlight the relevance of factoring as a viable substitute for trade financing options

among SMEs.
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Chapter Four: The current regulatory regime for factoring in Tanzania

This chapter evaluated the regulatory regime for factoring in Tanzania by identifying
and assessing the existing sources of law and regulatory bodies governing factoring
as a financial tool in the country, as well as their implications for small and medium-

sized enterprises (SMEs), while critically examining their drawbacks.

Chapter Five: Comparative analysis of the regulatory regime for factoring in
Tanzania with best practices and successful regional experiences in the

establishment of factoring legislation and regulation

This chapter drew lessons from best practices and successful regional experiences to
consider in the establishment of factoring legislation and regulation. It outlined the
supervisory mechanism for factoring implemented in Egypt. It conducted a
comparative case study analysis between the Egyptian legal framework for factoring,
serving as a successful regional experience, and Tanzania’s. Furthermore, this
chapter delved into modern regional and international best model laws on factoring,
specifically the UNIDROIT Model Law on Factoring, 2024 and the Afreximbank Model
Law on Factoring, 2016, underlining the key point of reference for legal improvements
in this arena. In this regard, | analysed the extent to which the factoring legislation in
Tanzania could adopt these models regarding the transfer of receivables in factoring
transactions, providing a comprehensive, self-standing body of guidelines regulating

receivables finance.

Chapter Six: Conclusions of key findings and recommendations
This chapter presented the conclusions and recommendations of this research,
summarising the results and drawing informed recommendations for adopting and

developing the regulatory regime for factoring in Tanzania.

1.2  Ethical considerations

This study collected data in the form of text, as stated in the methodology section.
Therefore, the ethical issues that may arise are limited to respect for the intellectual
property of others, particularly in the way the researcher used and reported the data
collected. To address this, the researcher adhered to the University of Pretoria’s

plagiarism and related policies.
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CHAPTER TWO
THE CONCEPT OF FACTORING

2.1  Introduction

The preceding chapter provided a general introduction to this research, underscoring
the significance of factoring in enabling SMEs to access immediate, affordable, and
flexible working capital, as opposed to traditional loans from commercial banks in
Tanzania. Despite the importance of factoring for SMEs in Tanzania, the previous
chapter also portrayed that the adoption, development, and widespread use of this
trade financing option were limited. This hindrance stems from the fact that the
absence of a comprehensive and streamlined regulatory framework for factoring in
Tanzania is the main reason. Therefore, it was on this basis that | conducted this
research to analyse how the regulatory regime for factoring in Tanzania could be
designed to address the challenge of the lack of factoring legislation in support of
SMEs.

To draw clear and comprehensive regulatory facets of factoring, exploring the concept
of factoring was of primary importance. As such, this chapter aimed to evaluate the
concept of factoring, analysing the definition of factoring, its mechanics and types, and
the universal methods for supervising factoring as a financial service. Eventually, the

chapter was closed with a conclusion.

2.2 The definition of factoring

There is no uniform definition of the term ‘factoring’. The meaning of this term varies
between authors, jurisdictions, and institutions. For this study, the term ‘client’ means
the seller of invoices (accounts receivable) also known as the exporter (exporting firm),
supplier, business or selling firm (entity), whereas the term ‘factor’ means the company
buying the invoices (accounts receivable) or the factoring supplier, and the term

‘customer’ stands for the importing firm (importer) or buyer.

According to the International Institute for the Unification of Private Law (UNIDROIT),
factoring is defined as a contract between one party (the supplier) and the other (the

factor) wherein the former assigns to the latter receivables arising from contracts of
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sale of goods,% and the factor offers at least two of these services: (a) financing to the
supplier; (b) maintenance of accounts; (c) collection of receivables; and (d) protection
against default in payment by debtors.%” This description is limiting because, for a
transaction to amount to factoring, a factor is obligated to provide at least two of the
mentioned services. This approach is challenging, as in reality, it may happen that the
seller only needs a funding service from the factor; however, for this Convention's
definition, such an arrangement falls short of the necessary elements of factoring.
Therefore, a stringent application of this definition explicitly infers that any
arrangement whereby the factor does not provide any service other than financing is

not treated as factoring.

The UNIDROIT Model Law on Factoring does not provide an explicit definition of
factoring; instead, it frames it as the transfer of receivables.®® The term ‘receivable’
refers to a contractual right to payment of a monetary sum arising from the supply or
lease of goods or services, the assignment or licensing of intellectual property, the
provision or processing of data, or the payment obligation for a credit card
transaction.®® Moreover, transfer is classified as an outright assignment of the
receivable by agreement or a security transfer to secure payment or performance,
regardless of how parties describe it.'%° Additionally, a future receivable is termed as

one that arises after the transfer agreement."!

Regarding this model law, factoring is conceptualised as the assignment (transfer) of
receivables for financing or security purposes, involving outright sales (non-recourse)
or security interests. It emphasises writing, identification, and no bans on transfer,
overriding contractual limitations.'%? This approach aligns with the UNIDROIT

Convention on International Factoring, 1988, but expands to modern elements such

9% UNIDROIT Convention on International Factoring, 1988 art 1(2)(a).
97 UNIDROIT Convention on International Factoring (n 96) art 1(2)(b).
9% UNIDROIT Model Law on Factoring (n 61) art 1(1).

% UNIDROIT Model Law on Factoring (n 61) art 2(g).

100 UNIDROIT Model Law on Factoring (n 61) art 2(j).

10T UNIDROIT Model Law on Factoring (n 61) art 2(d).

102 UNIDROIT Model Law on Factoring (n 61) art 8.
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as data processing and intellectual property (IP) licences. This model law is tailored
for SMEs, enabling quick liquidity from future or existing receivables without requiring
stringent collateral requirements. Regarding the landscape in Tanzania, where SMEs
encounter credit gaps, this supports supply-chain finance, such as agricultural

receivables, thereby reducing reliance on traditional loans.

Being a 2024 modification, it provides a ready template for Tanzania to
reconceptualise its regime, for example, establishing a registry,’® overriding anti-
assignment clauses, and also protecting debtors.’® It could harmonise with
Afreximbank’s model for African SME focus, addressing Tanzania’s gaps in
assignment rules under the Law of Contract Act. It is comprehensive and adaptable,
with party autonomy in article 3, which gives room for variations. Similarly, it is strong
for regulatory reconceptualisation, as it prioritises third-party effectiveness and priority

rules;'% however, it is too technical and legalistic, lacking SME-specific examples.

Klapper defines factoring as a type of supplier financing in which businesses sell their
credit-worthy invoices at a discount equal to the interest rate plus service charges, and
receive immediate cash.’% Therefore, factoring is a comprehensive financial service,
encompassing: (a) credit protection; (b) accounts receivable bookkeeping; (c)

collection services; and (d) financing.'%”

She adds that factoring is not a loan and there are no additional liabilities on the entity’s
balance sheet, even though it provides working capital financing.'® Additionally, most
factoring is conducted without recourse, meaning that the factor, which buys the
receivables, assumes the credit risk for the buyer’s ability to pay.'% It distinguishes

recourse and non-recourse, notification and non-naotification, and contrasts with asset-

103 UNIDROIT Model Law on Factoring (n 61) art 12.

104 UNIDROIT Model Law on Factoring (n 61) arts 20-30.

195 UNIDROIT Model Law on Factoring (n 61) arts 9, 11 & 52.
106 Klapper (n 52) 1.

197 As above.

108 Klapper (n 52) 1.

109 Klapper (n 52) 1.
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based lending.’'® Based on Klapper’s observation, a transaction typically involves the
sale of receivables at a discount for immediate cash, often non-recourse, whereby the
risk is transferred to the factor, which provides services such as debt collection and
bookkeeping. He emphasises that it is asset-based, not borrower-based, and off-
balance-sheet. As to regulatory implications, this approach finds creditor rights
unrelated to factoring volumes, but weak enforcement boosts it as an alternative to
loans; hence, regarding Tanzania’s case, it should be reconceptualised by improving
credit bureaus or registries instead of strong creditor laws, enabling electronic

platforms for cost reduction and adopting reverse factoring for SME inclusion.

Bakker and others define factoring as a means of working capital finance for small and
medium-sized enterprises (SMEs), involving the sale of receivables, differentiated by
their origin, mechanics, and comparison to other forms of SME lending.'"" In this work,
the authors focus on the selling of receivables for liquidity, drawing examples from
global and Eastern European practices. Their job is tailored to SMEs in emerging
markets, addressing information, legal, and tax barriers; therefore, it applies to
Tanzania’'s SMEs experiencing similar issues. Additionally, it calls for reforms in
information infrastructure, judicial frameworks, and regulations to foster factoring.''?
This approach is comparative and policy-oriented, making it suitable for benchmarking
Tanzania; however, it is Europe-focused, and as a result, the nature and level of SME

development differ significantly between Tanzania and Europe.

In her work ‘Strategies for factoring growth in Africa,” Awani defines factoring as an
alternative tool to traditional commercial loans in the support and financing of Small
and Medium-sized Enterprises (SMEs), and a supply chain finance solution that

enables open-account trade, particularly for indirect exporters in supply chains.''3 She

10 Klapper (n 52) 9.

"1 MHR Bakker and others “Financing Small and Medium-size Enterprises with
Factoring: Global growth in factoring and its potential in Eastern Europe” (2004) World
Bank Policy Research Working Paper 3342 1.

112 MHR Bakker and others (n 111) executive summary, 15, 17 & 32.

113 K Awani ‘Strategies for factoring growth in Africa’ World Factoring Yearbook

2016.pdf (accessed 05 September 2025).
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outlines factoring as a non-loan financing option for trade, involving the sale of
receivables to support intra-African trade and SME integration into larger supply
chains, such as mining, exporting, manufacturing, and agribusiness.''* This position
directly links to the African SMEs as suppliers to big firms, improving competitiveness
and market access. In the case of Tanzania, this could boost SME exports through the
African Continental Free Trade Area (AfCFTA).

Awani’s observation emphasises the creation of a favourable environment through
laws, training, and integration with global bodies such as the Factors Chain
International (FCI)."® Regarding Tanzania, it suggests the adoption of Afreximbank’s
Model Law on Factoring to address the low widespread adoption and regulatory gaps.
Awani’s work is strategic and Africa-focused, demonstrating the potential of factoring,

but it lacks the detailed mechanics of factoring.

Sarma defines factoring as an arrangement whereby a business sells its credit
invoices (accounts receivable) to a third-party factoring company for immediate cash,
based on the value of the respective invoice.''® He elucidates that the factoring
company splits the payments into two instalments; the first instalment ranges between
sixty and ninety per cent of the invoice value, and the second one is paid when the
customer pays the accounts receivable, subject to deduction of the fee owed to the
factor, with an interest rate between one and a half and five per cent.’'” Moreover, the

factor can also be responsible for payment collection from customers.''®

Based on Sarma’s definition, a transaction should comprise: (a) the selling of accounts
receivable (invoices) forimmediate cash, whereby the upfront amount is between sixty

and ninety per cent of the total invoice value; (b) a service fee ranging from one and a

114 Awani (n 113).

115 Awani (n 113).

116 CS Sarma ‘The conceptual framework of factoring on Small and Medium
Enterprises’ (2012) 1 International Journal of Marketing, Financial Services &
Management Research 210.

17 Sarma (n 116) 210.

118 Sarma (n 116) 210.
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half to five per cent; and (c) optional collection services for payments owed by
customers, for it to amount to factoring. This implies that factoring is not a loan but
rather a liquidity tool for businesses. For Tanzanian SMEs, this approach offers various
benefits, including improved cash flow, reduced collection burdens, and facilitation of
bulk purchases or salary payments, particularly in cases where credit sales dominate
but liquidity is scarce. It is particularly relevant for industries with wide customer bases,
such as Tanzanian SMEs, which primarily engage in agriculture and retail trade,

accounting for over 95% of all businesses in the country.'"®

Moreover, this definition has regulatory implications, necessitating clear rules on
invoice assignment, fees, and non-recourse options to safeguard SMEs from
exploitative terms. Regarding Tanzania, where there are no dedicated factoring laws,
this platform could inspire the development of regulations that ensure transparent fee
structures and facilitate access for SMEs. Similarly, this approach is practical and
SME-focused; however, its simplistic nature overlooks international or cross-border
aspects and risks, such as fraud. It complies with primary global descriptions but
cannot be expanded for regulatory reconceptualisation to include anti-ban provisions,

for example, a prohibition on banning the assignment of receivables.

Rani describes factoring as an arrangement in which an entity sells its accounts
receivable to the factoring provider, who offers upfront cash to the former.'?° She states
that businesses sell their credit-worthy invoices at a discount equivalent to the interest
and service charges owed to the factor for immediate payment.’?' Rani adds that
factoring provides working capital, involving accounts receivable, credit protection,
bookkeeping maintenance, collection from trade receivables, and financing the
business, but does not create additional liabilities for the entity (the company).'??
Rani’s basic features for a transaction to be regarded as factoring are that it must: (a)

be a sale of receivables at a discount encompassing interest and fees for immediate

119 Tanzania Investment and Consultant Group Ltd (n 7); Tanzanialnvest (n 22).

120 M Rani ‘The conceptual framework of factoring on Small and Medium Enterprises’
(2015) 4 International Journal of Science Technology and Management 253.

121 Rani (n 120) 253.

122 Rani (n 120) 253-254.
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funds; and (b) not be a balance sheet liability, for it is not treated as a loan with the risk

transferred to the factor.

This approach is particularly relevant for SMEs that encounter internal funding
inefficiencies, as factoring serves as an external source of financing, aiding in
production, the development of new products, and risk transfer. Regarding Tanzanian
SMEs, this approach addresses credit periods ranging from thirty to ninety days, as
well as illiquidity.’® This promotes growth without debt. Furthermore, it underscores
the fact that factoring is an off-balance-sheet transaction, suggesting that Tanzania’s
regime should clarify tax treatments, such as value-added tax (VAT), on assignments
and the legal recognition of assignments to avoid recharacterisation as loans.
Likewise, it calls for regulations on factoring intermediaries to prevent high-risk
exploitation. Despite being SME-based with a focus on advantages, such as no
additional liabilities, this observation is vague on mechanics, including recourse and

non-recourse factoring.

Owing to the preceding definitions, factoring can be described as an arrangement
whereby a firm assigns its invoices (accounts receivable) owed by the customer
through the supply of goods or services, the assignment or licensing of intellectual
property, the provision or processing of data, or the payment obligation for a credit
card transaction to a third-party (the factor) for immediate cash subject to the
discounted value of the receivables, and the factor may perform any or all of the
following services: (a) accounts receivable bookkeeping; (b) credit protection; and (c)

debt collection from the customers.

For Tanzania’s reconceptualisation, the above descriptions reinforce the need for: (a)
dedicated legislation on receivables transfer; (b) SME protections through transparent
fees and non-recourse agreements; (c) registries or electronic platforms; and (d)

harmonisation with AfCFTA and international standards.

123 Rani (120) 253.
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2.3 Types of factoring
Being a financial product, factoring has various categories, as its services can be

offered either on a recourse or non-recourse basis.'?* Below is the detailed description

of the most common arrangements of factoring:

2.3.1 Recourse and non-recourse factoring

Recourse factoring is an arrangement in which the seller retains the default risk,
allowing the factor to reclaim advances in the event of non-payment by the
customer.’® |t is commonly done domestically, and the factors take their service
charges, which include fees, interest, management of the company's receivables, and
debt collection from the client company.'? It is suitable for low-risk SMEs due to its
lower costs, ensuring cash flow without complete risk transfer.'?” Nevertheless, while
the factor is the legal owner of the accounts receivable in recourse factoring, it retains
the right to resell the receivables back to the seller (client) in the event of any account

payment deficiency of the full amount arising from the assigned receivables.'?8

Non-recourse factoring, also known as factoring with credit protection, occurs when
the factor assumes the default or credit risk, meaning that no claim will be raised
against the seller (client) in the event of non-payment by the customer.'?® In this case,
the factor assumes the risk of bad debts; however, this does not apply to all bad debts,
but only to those resulting from the customer’s inability to settle the owed amount due

to bankruptcy.'3° Other grounds for non-payment, such as disputes or refusal to pay,

124 Klapper (n 53) 3; Bakker and others (n 111) 4.

125 Klapper (n 53) 3; Bakker and others (n 111) 4 & 11; Rani (n 120) 255.

126 Bakker and others (n 111) 27; Rani (n 120) 255.

127 Sarma (n 116) 213.

128 Klapper (n 52) 4.

129 Klapper (n 52) 3 & 4.

130 DS Karim & JR Zahid “Factoring as an alternative mode of international trade

finance” 10 August 2020, Factoring as an Alternative Mode of International Trade

Finance by Sazzadul Karim Dewan, Jawad R Zahid :: SSRN (accessed 06 September
2025).
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are not addressed under this aspect.’! It is ideal for high-risk SMEs, as the risk is
transferred to the factor, thereby improving balance sheets.’3? This kind of factoring
prioritises SME empowerment, overriding the anti-assignment clause as stipulated in

the UNIDROIT Model Law on Factoring to enable risk-free liquidity.

2.3.2 Disclosed or notification and undisclosed or non-notification factoring

In disclosed or notification factoring, the client indicates the factor’s name on the
accounts receivable, instructing the customer to directly make payment to the factor
on the due date, not to the former (the seller).’? Similarly, the customer is notified
about the agreement of the accounts receivable between the seller and the buyer (the
factor) and is required to cooperate with the factor’s future collections and
transactions.’™* Moreover, it can fall under recourse and non-recourse factoring,

depending on the conditions.'3%

With undisclosed factoring, also termed as invoice discounting,’® the customer is not
notified of the factoring arrangement between the client and the factor regarding the
accounts receivable owed by the former.'3” The customer ultimately settles the amount
due on the invoices directly with the seller.’® Hence, the seller (client) automatically
assumes the task of credit collection and risk arising out of the inability to pay,'3°
although the factor purchases the invoices and advances funds to the seller based on

the value of accounts receivable.40

131 Onuoha (n 88) 28.

132 Klapper (n 52) 30.

133 Rani (n 120) 256.

134 Karim & Zahid (n 130).
135 Rani (n 120) 256.

136 Onuoha (n 88) 28.

137 Karim & Zahid (n 130).
138 As above.

139 Karim & Zahid (n 130).
140 Onuoha (n 88) 28-29.

39

© University of Pretoria



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

2.3.3 Domestic and export or international (cross-border) factoring

Domestic factoring occurs when the sale arrangement between the seller and buyer
giving rise to the assignment of receivables is concluded in the same jurisdiction.’#! In
this category, all three necessary parties to a factoring transaction, to wit: (a) the factor;
(b) the seller; and (c) the buyer; reside in the same country.'*? Regarding international
factoring, both the buyer and seller should be in two different jurisdictions.'*? In this
arrangement, the export factor engaged by the seller collaborates with the import
factor situated in the buyer’s country, whereby the import factor is responsible for
assessing the buyer’s creditworthiness and other aspects incidental to the transaction,
such as debt collection on the assigned receivables.'** This kind of factoring is

commonly practised in export-import dealings.'®

2.3.4 Advance and maturity factoring

In advance factoring, the factor makes an upfront payment to the seller between
seventy and ninety per cent of the total value of the assigned invoices before the
respective receivables are due for collection.’*® The remaining balance, which is
between ten and thirty per cent, is remitted to the seller, subject to the deduction of
service charges, including interest rate, by the factor upon collection of the receivables
from the customer.’#” On the other hand, maturity factoring is an arrangement in which
the factor makes payment to the seller upon collection of the receivables from the
customer at maturity (when the accounts receivable owed by the buyer are due for

payment).148

141 AC Puja ‘The role of legal and policy incentives in promoting factoring as a financing
alternative for SMEs in Nigeria’ LLM mini-thesis, University of the Western Cape, 2021
35.

142 Pyja (n 141) 35.

143 Karim & Zahid (n 130).

144 Onuoha (n 88) 29.

145 Karim & Zahid (n 130).

146 Puja (n 141) 34.

147 Pyja (n 141) 34.

148 Karim & Zahid (n 130).
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Under this agreement, the factor does not advance funds; instead, it performs other

functions, such as providing administrative services and credit collection.4°

2.3.5 Other classifications of factoring

Besides, factoring comprises other variations, including: (a) back-to-factoring; (b)
agency factoring; (c) reverse factoring; and (d) bulk factoring. Back-to-back factoring
is typically conducted by distributors who sell to third parties before the transaction.°
In this arrangement, a separate agreement is concluded between the factor and the
buyer, with the buyer covering their credit liabilities arising from the sales to their
customers.'' Agency factoring occurs when the seller assumes the responsibility for
collecting credit, and the factor handles all other arrangements.’®? Reverse factoring
is the most recent arrangement of factoring whereby the customer agrees with the
factor to issue funds to the seller.'®3 In this arrangement, all factoring charges are owed
by the seller.’ Bulk factoring is conducted when the factor does not engage in any

administrative services or credit protection, but instead advances funds to the seller."®®

24 Mechanics of factoring

The existence of various categories of factoring accelerates the differences in
processes and roles by diverse actors.'® In domestic factoring, the transaction
encompasses three parties to specifically: (a) the seller (client) which is an entity or a
person that sells goods or services on credit; (b) the customer (debtor) or buyer who

purchases goods or services from the client; and (c) the factor which is a financial

149 Karim & Zahid (n 130).

150 Karim & Zahid (n 130).

151 Karim & Zahid (n 130); Onuoha (n 88) 29-30.

152 Karim & Zahid (n 130).

153 As above.

154 Karim & Zahid (n 130).

155 Karim & Zahid (n 130).

156 The Africa Portal “Factoring in Africa to support trade development: Challenges and
opportunities for growth through capacity development” 31 March 2021, Factoring in
Africa to Support Trade Development: Challenges and Opportunities for Growth

through Capacity Development — Africa Portal (accessed 07 September 2025).
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entity to whom the client assigns invoices owed by the customer.'®” Additionally, the

factor performs other duties, such as debt collection from customers and bookkeeping

services, by managing the seller’s accounts receivable ledger."%®

International or cross-border factoring comprises four central parties, namely: (a) the
seller who exports goods or services on credit; (b) the buyer who imports goods or
services from the seller; (c) the export factor contracted by the seller in his country and
who is accountable for the whole process of factoring including the selection of the
import factor (counterpart); and (d) the import factor who resides in the country of the
buyer where the goods are shipped to.'® The presence of both the export and import
factors, also known as ‘the two-factor system’'® or ‘the inter-factor chain system,’
Helps reduce the risks associated with cross-border transactions or trade.'®? In this
transaction, the import factor informs the export factor about the local business
environment of the buyer’s country, including applicable laws related to trade and
customs.'®3 Moreover, the import factor assesses and confirms the creditworthiness

of the buyer in relation to the export factor.64

However, the two-factor system has its advantages and disadvantages. Its benefits
include: the client is positioned to deal with one factor, irrespective of the number of
exports to different jurisdictions.'®® Additionally, the export factor offers export

collection services in various countries, eliminating the need for prior experience with

157 The Africa Portal (n 156).

158 Onuoha (n 88) 26.

159 Onuoha (n 88) 26.

1600nuoha (n 88) 26.

161 C Gauchon ‘International factoring: Legal framework and practical aspects’ 02 May
2025, International factoring: legal framework and practical aspects - Solent Avocats
(accessed 10 September 2025).

162 The Africa Portal (n 160).

163 Onuoha (n 88) 26.

164 Hamanyati (n 92) 26; Karim & Zahid (n 130); Onuoha (n 88) 26.

165 Hamanyati (n 92) 29.
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the laws and practices in each respective jurisdiction.'®® Furthermore, both the
customer and importer reside in the same region, making it easier for the buyer to
settle the amount due on the assigned receivables with someone familiar.'6”

It is also beneficial for the buyer in the event of any dispute to easily communicate with

the importer, given the common language.'6®

In contrast, disadvantages include the increase in total transaction costs, as the
process involves two factors sharing administrative roles, as opposed to a one-factor
approach.'®® This is because record duplication is unavoidable, despite the system's
efficiency and effectiveness.’”® Equally, another disadvantage is the delay in
transferring the money to the export factor by the import factor, as the latter may wait
for the funds to be cleared into their bank account, unlike when the customer pays

directly to the export factor.'”

In factoring, the key assets are the client’s invoices, which are sold to the factor at a
discounted rate.'”? Klapper observes that the pending payment is made to the seller
when the invoices owed to the factor are paid, less interest and service fees; for
example, most factors advance payments for up to seventy per cent of the total invoice
value, and settle the remaining thirty per cent, less interest and service fees, when the
receivables owed by the buyer are settled to the factor.’”? Precisely put, an essential
aspect of the factoring relationship is that the factor usually advances less than a
hundred per cent of the total value of the receivables, even though the assignment

takes entire ownership.'"4

166 Hamanyati (n 92) 29.

167 Hamanyati (n 92) 29.

168 Hamanyati (n 92) 29.

169 Hamanyati (n 92) 29.

170 As above.

71 Hamanyati (n 92).

172 Klapper (n 52) 3; Onuoha (n 88) 27.
173 Klapper (n 52) 3.

174 Klapper (n 52) 3.
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The difference between the amount paid upfront and the receivable amount creates a
reserve held by the factor, covering any deficits in the payment of assigned receivables

owed by the customer.'”®

Apart from advancing finances, factors also provide their clients with debt collection
and credit services.'”® The credit services evaluate the solvency of the seller’s
customers, whose accounts receivable will be sold to the factor."”” This process is
conducted based on the factor’s proprietary data, as well as publicly available
information on account payment performance.'”® The collection services encompass
collecting overdue accounts and minimising the losses related to these accounts,
including notification to the buyer about an overdue account and pursuing collection
through judicial processes.'”® On that account, suffice it to assert that factoring gives
room for SMEs to successfully transfer their credit and collection services to the
factors, underscoring another significant variation between factors and traditional

commercial lenders in the banking industry.18°

2.5 Universal approaches to the supervision of factoring

Given the primary objective of this study, this aspect was particularly significant, as it
helped inform and provide better-placed recommendations from a Tanzanian
perspective. The monitoring or regulation of factoring is approached differently in each
jurisdiction worldwide, based on three main dimensions.'®" The first approach is
factoring markets without regulations, where a country lacks supervisory bodies

specifically designed to monitor factoring and non-banking services.'8?

175 Klapper (n 52) 3.
176 Klapper (n 52) 4.
77 Klapper (n 52) 5.
178 Klapper (n 52) 5.
179 Klapper (n 52) 5.
180 Klapper (n 52) 5.
181 Hamanyati (n 92) 30.
182 Hamanyati (n 92) 30.
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On that account, factoring is governed by the existing legal and fiscal framework, with
corporate governance principles and contractual relationships employed in the
operations of factors.'® This practice is commonly implemented in countries such as
Australia, Canada, the United States, the United Kingdom and several other EU

countries like France and Germany.'84

The second one is where a regulatory authority oversees the factoring industry,
typically the Central Bank of the respective state, which is entrusted with the power to
supervise factoring under rules different from those governing banking services.8®
There has been a rise in the use of ‘super regulators,” monitoring the financial
industry.' These super regulators may be mandated to administer banking and non-
banking financial services, for example, factoring.'®” Regarding the second approach
to regulating factoring, it is observed that the current Tanzanian landscape falls under
this domain. With reference to the Banking and Financial Institutions Act (Revised
Edition 2023), the Bank of Tanzania (BOT) is empowered to regulate banking and

financial entities. 88

According to this control, the Bank of Tanzania formulated and issued the Banking and
Financial Institutions (Financial Leasing) Regulations, 2022, to supervise all financial
leasing operations performed by banks, financial institutions, and financial leasing
companies.'® However, neither these regulations nor the preceding statute expressly
stipulates robust and dedicated principles surrounding the provision of factoring

services in Tanzania.

183 Hamanyati (n 92) 30.
184 A Coon ‘Factoring under scrutiny: Global regulatory trends and challenges’ 10

October 2024, Factoring Under Scrutiny: Global Reqgulatory Trends and Challenges

— IFA Commercial Factor (accessed 09 September 2025).
185 Hamanyati (n 92) 30.
186 Onuoha (n 88) 30.

187 As above.

188 The Banking and Financial Institutions Act (n 39) secs 3-7.
189 The Banking and Financial Institutions (Financial Leasing) Regulations, 2022,
regulation 2.
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The third approach involves the factoring market being meticulously monitored by
specific laws and regulations, which set out minimum requirements and qualifications,
such as share capital and legal standards, for the execution of factoring services.'®
Russia stands out as a landmark jurisdiction that employs a factoring supervision
approach, whereby only commercial banks are permitted to provide factoring
services.'' It is observed that the use of restraining or comprehensive laws to monitor
the factoring market may constrain the widespread expansion and evolution of the
factoring industry, since this mode of regulation may cause a rise in costs for the
factoring transactions, create bureaucracies and can be too prescriptive to serve the

interests of Small and Medium Enterprises (SMEs). 92

Despite these concerns, monitoring of the factoring industry improves industry
standards, fosters transparency, and enhances professional conduct, thereby
promoting customer confidence and mitigating risks associated with factoring
transactions.’®? It is, therefore, established that when a supervised factoring landscape
results in fewer providers of the service (factors), it can be regarded as a negative

approach, but also an opportunity, as it creates high-quality values for the industry.%

Therefore, notwithstanding the probable overregulation and imposition of rigorous
supervisory values, the monitoring of factoring activities under the third umbrella is of
paramount importance for the widespread development and use of factoring as an
alternative to traditional bank loans in developing economies such as Tanzania. The
formulation of dedicated and robust legislation for factoring brings certainty and
confidence to the industry, ensuring proper conduct of business and preventing market

misconduct and customer mishandling.'®®

190 Onuoha (n 88) 31
191 Onuoha (n 88) 31.
192 Onuoha (n 88) 31
193 Onuoha (n 88) 31.
194 Hamanyati (n 92) 31.
195 Onuoha (n 88) 31.
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Furthermore, the establishment of a specific factoring law supports various purposes,
such as how judges should rule in cases of default by sellers or customers, thereby

legitimising the factoring industry.1%

2.6 Conclusion

Being a concept, factoring is taught differently by different authors and institutions.
Nonetheless, a unique pillar that transcends is that factoring is a complete set,
whereby a factor offers numerous services encompassing: (a) debt collection; (b)
credit protection; (c) financing; and (d) accounts receivable. Secondly, factoring
services are offered in varied ways, which may comprise diverse actors and
procedures. Thirdly, factoring services are monitored by three pillars worldwide: (a)
factoring markets without regulations (unregulated markets); (b) the factoring industry
is supervised by the regulatory authority (supervised markets); and (c) factoring
markets are meticulously regulated by specific laws and regulations (market-specific

laws).

Nevertheless, it was unveiled and established from this chapter that the regulation of
factoring businesses with specifically dedicated legislation is most desirable to
promote the widespread development and utilisation of factoring in countries such as
Tanzania. This approach is emphasised in the UNIDROIT Model Law on Factoring,
2024, which emphasises self-standing rules for assignments and third-party
effectiveness, which is crucial for the Tanzanian context, wherein most SMEs operate
informally. Moreover, this is informed by Afreximbank Model Law, 2016, which
complements the UNIDROIT Model Law by prioritising African contexts, such as
nullifying anti-assignment clauses, as unregulated markets have led to risks in

emerging economies.

196 Klapper (n 52) 10.
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CHAPTER THREE
THE ROLE OF FACTORING IN ADDRESSING FINANCIAL CONSTRAINTS
FACED BY SMEs IN TANZANIA

3.1 Introduction

The preceding chapter explored the concept of factoring by examining its definitions,
types, processes, and regulatory methods as a financial tool worldwide. The chapter
gave a significant baseline for achieving the main aim of this research, which was to
analyse how the regulatory regime for factoring in Tanzania could be designed to
address the challenge of the lack of factoring legislation in support of Small and
Medium Enterprises (SMEs). SMEs are the backbone of Tanzania’s economy,
comprising over 95 per cent of all businesses in the country and contributing
approximately 35 per cent of the total Gross Domestic Product (GDP). However, they

still face critical financial constraints, particularly in accessing trade financing.

Traditional financing options, such as bank loans, habitually necessitate collateral and
extensive credit histories, which many SMEs lack. Factoring, the sale of accounts
receivable (invoices) to a third party (a factor) for immediate cash, offers a promising
alternative by leveraging the value of invoices rather than their physical properties.
This chapter analysed the role of factoring in alleviating financial constrictions
encountered by SMEs in Tanzania, focusing on its potential to enhance trade
financing, its benefits and challenges, and a comparison with traditional trade financing
instruments to highlight its relevance as a substitute financing mechanism. The

chapter ended with a conclusion.

3.2 Financial constraints faced by SMEs in Tanzania

SMEs in Tanzania face critical hindrances to accessing finance, restraining their ability
to engage in trade and sustain operations. According to the World Bank and African
Development Bank Group, Tanzania’s SME financing gap is estimated at around
US$1.3 billion.’™” This challenge is driven by various reasons, including: limited

197 International Development Association ‘Project appraisal document on a proposed
IDA-SML credit’ 05 July 2024, World Bank Document (accessed 11 September 2025);
African Development Bank Group ‘AfDB approves $10 million trade finance guarantee
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collateral, whereby over eighty per cent of Tanzanian SMEs lack tangible assets
required for secured loans, as banks prioritise land or landed properties, which are
often unavailable in Tanzania’s informal sector.'®® Another reason is the high operating
and borrowing costs, as commercial banks charge interest rates between seventeen
and twenty per cent annually, making traditional loans unaffordable for many SMEs.%°

Similarly, banks charge other fees such as loan processing and insurance.?%

Besides, another challenge is credit information gaps, whereby weak credit
infrastructure and a lack of formal records exclude SMEs from traditional loans
because they do not meet the prescribed criteria, and the perception that all SMEs are
a risk, with only sixteen per cent of SMEs accessing formal financing.2®! Working
capital shortages are also a reason, because SMEs, particularly in trade and
manufacturing, face delays in receivable payments, typically between thirty and one
hundred and twenty days.?°? This limits cash flow for operations and inventory.
Furthermore, another motive is institutional failures resulting from weak or misaligned
legal and regulatory frameworks, as well as low capacity, which lead to coordination

failures within the business support ecosystem.

to Exim Bank Tanzania to support SMEs and local corporates’ 26 September 2025,

AfDB approves $10 million trade finance quarantee to Exim Bank Tanzania to support

SMEs and local corporates | African Development Bank Group (accessed 30
September 2025).
198 Witts (n 22) 163; Klapper (n 52) 20.

199 Tanzania Investment and Consultant Group Ltd (n 7).

200 Tanzania Investment and Consultant Group Ltd (n 7).
201 A Bhuzohera ‘Tanzania’s banking and finance sector growth, inclusion, and

innovation’ current insights (2024), Tanzanias-Banking-and-Finance-Growth-

Inclusion-and-Innovation-in-Banking 2024.pdf (accessed 11 September 2025); (n
197) 3.

202 AC Puja ‘Fintech solutions empower African SMEs with financing alternatives’ 13

December 2022, Fintech solutions empower African SMEs with financing alternatives

- Trade Finance Global Archive (accessed 11 September 2025); Klapper (n 52) 1.

49

© University of Pretoria


https://www.afdb.org/en/news-and-events/press-releases/afdb-approves-10-million-trade-finance-guarantee-exim-bank-tanzania-support-smes-and-local-corporates-87201#:~:text=Small%20and%20medium%2Dsized%20enterprises,continues%20to%20hold%20them%20back.
https://www.afdb.org/en/news-and-events/press-releases/afdb-approves-10-million-trade-finance-guarantee-exim-bank-tanzania-support-smes-and-local-corporates-87201#:~:text=Small%20and%20medium%2Dsized%20enterprises,continues%20to%20hold%20them%20back.
https://data.ticgl.com/wp-content/uploads/2025/03/Tanzanias-Banking-and-Finance-Growth-Inclusion-and-Innovation-in-Banking_2024.pdf
https://data.ticgl.com/wp-content/uploads/2025/03/Tanzanias-Banking-and-Finance-Growth-Inclusion-and-Innovation-in-Banking_2024.pdf
https://www.tradefinanceglobal.com/posts/fintech-solutions-empower-african-smes-with-financing-alternatives/
https://www.tradefinanceglobal.com/posts/fintech-solutions-empower-african-smes-with-financing-alternatives/

(02’&

This is because most graduating SMEs are not qualified for bank loans due to low
productivity and a high possibility of default.?°® Therefore, this perception of high risk

continues to drive banks to recede even further from SME lending.2%

These stumbling blocks restrain SMEs’ ability to fulfil contracts, expand markets, or
compete regionally, intensifying poverty and limiting economic growth. Factoring
addresses such constraints by providing immediate liquidity based on the debtor’s

creditworthiness, avoiding traditional barriers associated with bank loans.

3.3 The role of factoring in enhancing trade financing

Factoring can transform trade financing for Tanzanian SMEs by unlocking capital tied
up in unpaid invoices, thereby enabling them to participate in domestic and regional
markets. Its contributions encompass: (a) immediate and rapid liquidity; (b) credit risk
mitigation; (c) trade expansion; and (d) administrative support. Factoring guarantees
immediate liquidity for SMEs, as advances ranging between 70 and 90 per cent of the
invoice value are sold to factors within twenty-four to forty-eight hours, allowing SMEs
to fund inventory or accept larger orders.2%® Additionally, factoring mitigates credit risk
because, upon assigning the receivables to the factor, the debt collection arrangement
shifts from the seller to the factor, whereby the latter assesses the debtor’s credit,
minimising non-payment risks. Non-recourse options are the most preferred over

recourse ones by SMEs in economies such as Tanzania.?%

Moreover, factoring helps SMEs expand their businesses.?%” For example, a 10.1 per
cent increase in the broad money supply during the first quarter of 2025 improved

liquidity conditions within the East African Community (EAC), resulting in a significant

203 International Development Association (n 197) 3.
204 International Development Association (n 197) 3.
205 Pyja (n 202); Klapper (n 52) 24.

206 Klapper (n 52) 1, 3-4 & 16.

207 Hamanyati (n 92) 45.
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47.3 per cent rise in exports.2®® This move led to an increase in exports, rising from
US$12.0 billion in the first quarter of 2024 to US$17.7 billion in the first quarter of
2025.2%° This increase in money supply did not arise from factoring, but this report is
used to justify how improved liquidity can help SMEs expand their businesses; hence,
the relevance of factoring. Additionally, factoring provides administrative support,
wherein the duty to manage collections of receivables on assigned invoices shifts from
the sellers (businesses) to the factors upon the conclusion of the arrangement.2'° It
enables SMEs to focus on their core business activities, such as production or

marketing.

Despite its potential, factoring providers in Tanzania remain limited, with only two
companies, Tanzania Commercial Bank Public Limited Company (TCB Bank) and
CashMe Tanzania, operating under Sebuys Company Limited, providing factoring
services.?’' However, they do not offer exhaustive and comprehensive factoring
services as they only deal with invoice discounting, which is just an aspect of factoring.
Furthermore, unlike the TCB Bank, CashMe Tanzania does not directly provide funds
to SMEs but instead helps SMEs connect with invoice buyers at a discounted rate
through the syndicated approach.?'? This growth challenge is restrained by regulatory
gaps and low awareness, as examined in chapters one and two above, as well as four

and five.

208 Egst African Community ‘The East African Community quarterly statistics bulletin
January-March 2025’ 30, Statistics Bulletin - East African Community Data Portal
(accessed 12 September 2025).

209 East African Community (n 208).

210 Klapper (n 52) 4-5.

211 CashMe Tanzania, CashMe Tanzania (accessed 12 September 2025); Tanzania

Commercial Bank ‘Invoice Discounting,” Tanzania Commercial Bank | Invoice

Discounting (accessed 12 September 2025).
212 CashMe Tanzania (n 211).
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3.4 Benefits of factoring for SMEs

Factoring is beneficial for the client, their customers, and the factors.?'3 It offers distinct
advantages that align with the needs of SMEs in Tanzania, including collateral-free
financing, rapid access to funds, enhanced cash flow management, risk mitigation,
and scalability.?'* Unlike traditional bank loans, which often require fixed assets,
factoring relies on invoice quality, benefiting SMEs with limited collateral.?'®
Additionally, with factoring transactions, funds are typically disbursed within twenty-
four to forty-eight hours, as opposed to the weeks required for loan applications and
approval processes at traditional banks.?'® This swift process addresses the urgent
cash flow needs of SMEs, ensuring liquidity. Likewise, systematic factoring services
stabilise capital, enabling SMEs to meet payroll, supplies, or trade deadlines due to

improved cash flow.2"”

Furthermore, risks are mitigated as non-recourse factoring protects SMEs against
default by debtors.?'® This is particularly relevant in economies such as Tanzania,
where debtor solvency is a concern, resulting in receivables that are overdue for more
than ninety days. As for scalability, factoring scales with volume, unlike fixed loan
amounts, which supports SME development in dynamic industries such as

agribusiness and retail.?1®

213 S Fatima & A Khan ‘Factoring business in India — A critical analysis’ (2016) 7
International Journal of Commerce, Arts and Science 1 47.
214 Puja (n 206); Karim & Zahid (n 134); Global Trade Review ‘Factoring for impact:

Powering SMEs in emerging markets’ 16 June 2025, Factoring for impact: Powering

SMEs in emerging markets | Global Trade Review (GTR) (accessed 12 September
2025).

215 Puja (n 202).

216 Pyja (n 202).

217 Klapper (n 52) 2.

218 Klapper (n 52) 1.

219 The African Capacity Building Foundation ‘Factoring as a catalyst for Small and

Medium Enterprises development and intra-Africa trade’ Factoring Research

Paper.pdf (accessed 12 September 2025).
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Additionally, factoring is a transfer of accounts receivable from the seller to the factor

at a discounted rate, not a loan, avoiding balance sheet liabilities and preserving credit

ratings.??% Hence, it is a debt-free arrangement.

3.5 Challenges of using factoring in Tanzania

Despite its benefits, particularly for SMEs, factoring in Tanzania faces several
challenges. Such challenges include regulatory ambiguity, as outlined in Chapter
One;??' The lack of a dedicated factoring law creates uncertainties around contract
enforceability and anti-assignment clauses, deterring public confidence in the use of
factoring. Another challenge is limited market development, as the financial industry in
Tanzania is dominated by commercial banks, such as the Cooperative and Rural
Development Bank Public Limited Company (CRDB Bank) and the National
Microfinance Bank Public Limited Company (NMB Bank), which hinders competition

and innovation.222

Moreover, credit information gaps contribute to these challenges, as weak credit
bureaus hinder accurate assessments of debtors.??®> This concern increases reliance
on recourse factoring and exposes SMEs to risk. Low awareness is also a barrier, as
many SMEs, predominantly located in rural areas, are unaware of alternative forms of
trade financing, such as factoring, which hinders their adoption.??* This arises from the
fact that there is no domestic factoring association to promote it. Similarly, cross-
border barriers exacerbate the challenges of factoring in Tanzania, as foreign
exchange controls under the Foreign Exchange Act Revised Edition 2023 restrict

international factoring, thereby limiting SMEs’ access to global markets.??°

220 Klapper (n 52) 1.

221 The Law of Contract Act (n 38); The Banking and Financial Institutions Act (n 39);
The Sale of Goods Act (n 40).

222 Marwa (n 1) 230; Satta (n 36) 245; Witts (n 22) 162-163.

223 Tanzanialnvest (n 22).

224 Witts (n 22) 162 & 166.

225 K-Mam Banking and Trade Finance Services Advisory ‘Trade finance and banking
challenges in Tanzania and Africa: A call to overcome barriers’ 7 March 2025, Trade
Finance and Banking Challenges in Tanzania & Africa (accessed 12 September 2025).
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Like any other service, factoring has its associated costs. Factoring is considered
expensive because service and discount fees charged by factoring service providers
are comparatively higher than the costs of bank loans.??6 Yet, this financing tool is not
as costly as conventional loans from banks since factoring transactions are mainly
charged between five and seven per cent of the total transaction value, which is about
eight per cent below interest rates imposed by traditional banks.??” Moreover, based
on the time value of money and the expediency of accessing financing through
factoring, the transaction costs associated with factoring are reasonable.??® Therefore,

factoring remains beneficial for SMEs compared to conventional bank loans.

3.6 Comparison between factoring and traditional trade financing options

To comprehensively underscore its relevance for SMEs, factoring was compared with
conventional trade financing options implemented worldwide, including bills of
exchange, cash-in-advance, letters of credit, documentary collections, and open
account.??® These traditional trade financing instruments were further compared with

factoring under this segment.

3.6.1 Cash-in-advance

This scheme, also known as a prepayment method, reduces the risk of non-payment
and provides the seller with a reasonable certainty of payment.?®® This approach is
regarded as the simplest and most common method for making payments for small
transactions.?' Moreover, under this mode of payment, an exporter is positioned to

avoid possible credit risks since payment for the goods is completed before the

226 3 |vanovic and others ‘Factoring: Alternative model of financing’ (2014) 2 UTMS
Journal of Economics 198; Puja (n 202).

227 Klapper (n 52) 20 & 23.

228 Pyja (n 202); Onuoha (n 88) 36.

229 Witts (n 22) 162.

230 AJA Achor ‘Methods of international trade and payments: The Nigerian perspective’
(2015) 3 Journal of Politics and Law Research 37.

231 Achor (n 230) 37.
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transfer of ownership.?3? With this method in use, the seller can insist on payment in
cash by issuing contracts which entail cash against documents or cash on delivery.233
The importer pays the exporter by using wire transfers or credit cards before the

shipment of goods.?**

Nevertheless, requiring payment before shipment of goods is the least attractive option
for buyers, particularly when the sellers lack established international business
profiles, which is typically a concern for most SMEs.?*> Besides, it creates
unfavourable cash flows for the buyers.?3® The level of risk is relatively high for
importers, as they must pay for the shipment of goods from the exporters.?3”
Consequently, this differs from factoring, wherein the seller can offer competitive credit
terms to the buyer, as financing and credit protection services are provided by the

factor.

3.6.2 Bills of exchange

Under this category, the exporter draws a bill of exchange on the importer payable to
the order of the former or his representative, often at a future date.?%® In this
arrangement, the goods or the documents of title to the goods are released to the
buyer when the bill is accepted, for example, thirty days after sight, pay A or order the
sum of US$ X.2% This tool is significant as it gives the buyer the option to collect and

sell goods or part of them, and then pay back the seller.24°

232 |nternational Trade Administration ‘Methods of payment’ Methods of Payment
(accessed 13 September 2025).

233 Achor (n 230) 37.

234 Achor (n 230) 37.

235 Onuoha (n 88) 38.

236 |nternational Trade Administration (n 232).

237 Onuoha (n 88) 38.

238 Achor (n 230) 38.

239 Achor (n 230) 38.

240 Achor (n 230) 38.
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Furthermore, the seller is also at liberty to require payment of the bill on demand or
offer a discount for immediate cash payment upon acceptance of the bill.2*! Even
though this approach is still widely used, it is flawed, as sellers may encounter practical

difficulties when buyers fail to honour it.?4?

Such complications could be considerable if the goods had already been shipped and
the market was falling.?*> To mitigate this risk, the practice of payment by banker’s
commercial credit was developed, enabling the seller to focus more on the bank rather
than the buyer.?** Therefore, it is submitted that this method is still not beneficial for
SMEs needing daily liquidity for their operations as payment is done only at a future
date upon receipt of the bills which may take a month or more, compared to factoring
where a business sells its accounts receivable to a factor instantly after completing the
sale arrangement with a buyer, and the funds are disbursed between twenty-four and
forty-eight hours after assessment of the buyer’s creditworthiness, ensuring immediate

liquidity for the smooth conduct of business.

3.6.3 Documentary collections

A documentary collection is an arrangement in which the exporter instructs the
remitting bank (the exporter’s bank, based in their country) to send documents to a
collection bank (the importer’s bank, based in the importer’s country), detailing the
payment process.?*> Payment is made from the importer to the exporter through the
banks, which are instructed to handle the collection processes in exchange for the
documents.?*6 This approach involves the use of a draft that requires the importer to
pay the total amount either on sight (document against payment) or on a specified

future date (document against acceptance).?*’

241 Achor (n 230) 38
242 Achor (n 230) 38
243 Achor (n 230) 38
244 Achor (n 230) 38.
245 Achor (n 230) 38
246 Achor (n 230) 38
247 Achor (n 230) 38
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The draft records instructions that specify the compulsory documents for transferring
title to the goods.?*® Additionally, shipping documents will be required for the importer
to clear the goods upon arrival.?*? As such, this method poses more risks compared
to factoring, as the latter involves analysing the buyer’s solvency and still offers debt

collection and credit protection services, thereby avoiding payment risks.

3.6.4 Open account

This is an arrangement in which goods are shipped, and documents are remitted
directly to the importer, indicating the specific time for payment, either immediately or
at an agreed-upon future date.?%° Under this modus operandi, the exporter has little to
no control over the process, except for imposing future trading terms and conditions
on the importer.?®! This approach signifies that the goods are shipped and delivered
before payment is due, typically in thirty, sixty or ninety days.?®? It is the most beneficial
option for the importers as regards the cash flows and cost terms, yet it is the highest
risk tool for exporters because the latter (exporters) release goods based on the

promise of the buyer to pay later and often without any guarantee of payment.?>3

On that account, this instrument causes the seller to suffer inadequate cash flow and
liquidity for working capital, as the exporter must wait and may take a considerable
amount of time to receive payment.?®* This differs from factoring, in which the factor
offers financing and credit protection, enabling sellers to provide competitive open
account terms, which is preferable for buyers. Additionally, by implementing factoring,
the risks associated with securing payment when trade is conducted on open account

terms are largely mitigated.

248 Achor (n 230) 38
249 Achor (n 230) 38.
250 Achor (n 230) 40
251 Achor (n 230) 40
252 As above.

253 Achor (n 230) 38.
254 Onuoha (n 88) 40.

57

© University of Pretoria



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

3.6.5 Letters of credit

With letters of credit, also known as documentary credit,2%® the bank acting on behalf
of the importer in his country (the issuing bank) furnishes a formal guarantee to the
bank acting on behalf of the exporter in his country (the advising bank), ensuring to
make payment when the goods or services are delivered pursuant to the contract
terms and the required documents are submitted for proof purposes.?®® A letter of
credit is a different agreement from the sale contract on which it is based; hence, the
bank does not deal with the fulfilment of the conditions under the sale contract by the
parties, but rather it focuses on the seller’s adherence to the terms and conditions
outlined in the letter of credit.?5” This practice highlights an important aspect: in
arrangements involving payment by way of letters of credit, banks neither deal with

goods nor services, but with documents.?%8

Letters of credit are handy and most secure tools for international business, as when
reliable credit details about the buyers are difficult to obtain, sellers rely on the
creditworthiness of the buyers’ foreign bank.2°® Additionally, they protect buyers from
risks, as no payment can be made until the credentials confirming that goods have
been shipped or delivered according to the agreed-upon terms are tendered.?6°
However, letters of credit necessitate complex documentation, high fees, and are ideal
for export contracts.?' Therefore, they are limited to specific deals not general working
capital, making them impractical for SMEs’ daily cash flow needs because there may
be delays in receiving payments, as opposed to factoring in which the seller gets
immediate financing from the factor upon placement of an order to buy by the customer
and valuation of the latter’s (the customer) solvency is conducted which usually takes

between twenty-four and forty-eight hours.

255 Achor (n 230) 41.

2% Achor (n 230) 41; Witts (n 22) 162; International Trade Administration ‘Methods of
payment: Letter of Credit’ Letter of Credit (accessed 13 September 2025).

257 Achor (n 230) 41.

258 Achor (n 230) 41.

259 As above.

260 Achor (n 230) 41.

261 International Trade Administration (n 256).
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3.7 Conclusion

Factoring holds substantial potential to address financial bottlenecks for Tanzanian
SMEs by providing quick, collateral-free liquidity, enhancing trade financing, and
supporting market expansion. Its advantages, including flexibility, risk mitigation, and
scalability, make it a viable alternative to traditional financing tools, such as bank loans,
overdrafts, and letters of credit, particularly for SMEs that are excluded from
conventional finance. For example, in 2023, Tanzania experienced a surge in Micro,
Small, and Medium Enterprises (MSME) loan accounts, driven by government-backed
initiatives, including the SME Guarantee Scheme and local government loans.?52 This
increase was by almost twenty-two per cent, amounting to TZS3.6 billion disbursed,
but only twenty per cent of SMEs had formal access due to stringent requirements.2%3
Nevertheless, hindrances such as regulatory ambiguity due to the lack of dedicated
legislation for factoring lead to low awareness, hindering its adoption, widespread use
and development. Addressing these limitations through a tailored regulatory
framework, as explored in Chapters 4 and 5, could unlock the untapped potential of
factoring in empowering SMEs and driving Tanzania’s economic growth. Notably,

factoring could bridge the estimated US$1.3 billion financing gap in Tanzania.?%*

262 Tanzania Investment and Consultant Group Ltd ‘Expanding financial access for
MSMEs in Tanzania in 2023’ 5 December 2024, Expanding Financial Access for
MSMEs in Tanzania in 2023 - TICGL (accessed 22 September 2025).

263 Tanzania Investment and Consultant Group Ltd (n 262).

264 |International Development Association (n 197); African Development Bank Group
(n 197).
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CHAPTER FOUR
THE CURRENT REGULATORY REGIME FOR FACTORING IN TANZANIA

4.1 Introduction

The prior chapter examined the role of factoring in alleviating financial restraints
experienced by Small and Medium Enterprises (SMEs) in Tanzania, focusing on its
potential to enhance trade financing, its benefits and challenges, a comparison with
conventional trade financing instruments to highlight its relevance as a substitute
financing mechanism, and then closed with a conclusion. The chapter gave a
significant baseline for achieving the main aim of this research, which was to analyse
how the regulatory regime for factoring in Tanzania could be designed to address the
challenge of the lack of factoring legislation in support of Small and Medium
Enterprises. Factoring, a form of receivables financing, enables businesses to sell their
invoices to third parties (factors) for immediate cash, thereby addressing the challenge

of working capital and ensuring liquidity.

In Tanzania, where SMEs constitute over ninety-five per cent of all businesses in the
country but still face critical financing difficulties, an effective regulatory regime is
essential for promoting factoring as an alternative to traditional bank loans.
Nonetheless, the current framework is characterised by the absence of dedicated
legislation, leading to operational uncertainties and limited adoption. To evaluate the
aim as mentioned earlier, this chapter analysed the existing regulatory framework
governing factoring in Tanzania with its implications for Small and Medium Enterprises
(SMEs) by outlining the key laws, the regulatory body, challenges and gaps, drawing
on official sources and studies that provided a foundation for reconceptualisation in

subsequent chapters. Finally, the chapter was completed with a conclusion.

4.2 The key regulatory framework

There are no sector-specific pieces of legislation regulating the factoring industry in
Tanzania; instead, it relies on general financial laws, which create ambiguities.
Tanzania signed the UNIDROIT Convention on International Factoring in 1988, as of

28 May 1988, during its adoption. However, the Convention is not enforceable in the
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country because it has not been ratified through the legislative process.?5° This section
exhaustively analysed the UNIDROIT Convention on International Factoring, 1988,
the Banking and Financial Institutions Act (Chapter 342 Revised Edition 2023), the
Law of Contract Act (Chapter 345 Revised Edition 2023), and the Banking and

Financial Institutions (Financial Leasing) Regulations, 2022.

4.2.1 The UNIDROIT Convention on International Factoring, 1988

This Convention was developed and adopted to offer uniform rules for a legal
framework that would streamline international factoring, whilst maintaining a fair
balance of interests between the various parties involved in the factoring
arrangements.%6 |t was officially adopted on 28 May 1988 and entered into operation
on 1 May 1995, after being deposited with the Government of Canada.?®’ This
international instrument provides uniform rules for cross-border factoring, defining

factoring contracts and overriding anti-assignment clauses.?58

It requires factors to perform at least two functions, such as financing and collection.?%°
It applies to receivables from contracts of sale of goods, excluding consumer
purchases.?’% Tanzania signed the Convention on 28 May 1988,27" but it has not been
ratified, as is the requirement for international treaties to become operational in
Tanzania. Therefore, it does not bind to Tanzania but instead could serve as a model

for reforms.

265 International Institute for the Unification of Private Law (UNIDROIT) ‘Status —
UNIDROIT Convention on International Factoring (Ottawa, 1988)’ Status - UNIDROIT
(accessed 14 September 2025).

266 UNIDROIT ‘UNIDROIT Convention on International Factoring (Ottawa, 28 May
1988)’ Convention - UNIDROIT (accessed 15 September 2025).

267 UNIDROIT Convention on International Factoring (n 96) arts 14(1) & 23(1);
UNIDROIT (n 265).

268 UNIDROIT Convention on International Factoring (n 96) arts 1 & 6.

269 UNIDROIT Convention on International Factoring (n 96) art 1(2), (a) & (b).

270 UNIDROIT Convention on International Factoring (n 96) art 1(2)(a).

271 UNIDROIT (n 265).
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Without ratification, Tanzanian SMEs will miss out on protections for international trade
factoring, such as those for EAC exports, which will limit their access to global markets

amid regional trade growth.?72

4.2.2 The Banking and Financial Institutions Act Revised Edition 2023

This is the primary piece of legislation regulating financial services in Tanzania.?’3
Pursuant to this statute, factoring falls under permissible activities for licensed banks
and financial institutions.?”* It is implicitly characterised as credit accommodations or
lending,?”® including finance for suppliers through receivable purchases. Banks such
as CRDB and NMB provide recourse factoring by virtue of their current licences, but
non-bank entities function in a regulatory grey area without specific authorisation. The
Act mandates capital adequacy,?’® liquidity ratios,?’” and significant exposure limits,?’8
which apply indirectly to factoring portfolios. Nonetheless, it does not address
receivable assignments or priority rules, leading to reliance on general contract law.
This bank-centred practice excludes non-bank factors, hindering competition and

access for SMEs, who usually prefer flexible, non-collateral financing options.

4.2.3 The Law of Contract Act Revised Edition 2023

This Act governs the assignment of receivables, treating factoring as a transfer of
contractual rights on novation, rescission, and alteration.?’® By virtue of this law,
assignments are permissible subject to free consent;?®° hence, they can be voided

when it is established that they were induced by fraud or misrepresentation.?8’

272 East African Community (n 208).

273 The Banking and Financial Institutions Act (n 39) sec 2(2).
274 The Banking and Financial Institutions Act (n 39) sec 24.
275 The Banking and Financial Institutions Act (n 39) sec 24; the Banking and Financial
Institutions (Capital Adequacy) Regulations, 2023 regulation 3.
276 The Banking and Financial Institutions Act (n 39) sec 17.
277 The Banking and Financial Institutions Act (n 39) sec 21.
278 The Banking and Financial Institutions Act (n 39) sec 25.
279 The Law of Contract Act (n 38) secs 62-66.

280 The Law of Contract Act (n 38) sec 14.

281 The Law of Contract Act (n 38) sec 19.
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Moreover, anti-assignment clauses in sale contracts are impliedly enforceable to
prevent performance,?8? creating hurdles for factors. Additionally, this legislation gives
room for the transfer of debts without new acts if identifiable, aligning with the
UNIDROIT Convention on International Factoring.?®® However, it falls short of the
mechanisms for public registries or priority over competing claims. Therefore, these
legal uncertainties in the enforcement of assignments discourage factors from

providing services to SMEs with informal contracts, increasing dispute risks and costs.

4.2.4 The Banking and Financial Institutions (Financial Leasing) Regulations,
2022

These Regulations focus on leasing (the rental of assets with purchase options) but
do not address factoring.?84 They provide nothing for the receivables or assignments.
Whilst analogous in offering substitute finance, they highlight a regulatory loophole,
namely that there are dedicated rules for leasing, such as licensing and asset
classification. Still, factoring is nowhere covered in this regard.?®> Consequently, the
absence of similar regulations for factoring hinders innovation, as non-bank providers

face obstacles compared to leasing providers.

4.2.5 Aregulatory body (the role of the Bank of Tanzania)

As the central bank in the country, the Bank of Tanzania (BOT) oversees all financial
activities under the Banking and Financial Institutions Act, Chapter 342, Revised
Edition 2023.286 |t licenses banks or financial institutions to conduct the banking
business and conducts supervision, including examinations and corrective actions.?®”
Regarding the non-banking institutions, the regulation is limited as there are no

specific guidelines, particularly for factoring. Similarly, BOT’s role in foreign exchange

282 The Law of Contract Act (n 38) sec 53.

283 UNIDROIT Convention on International Factoring (n 96) art 5.

284 The Banking and Financial Institutions (Financial Leasing) Regulations (n 189)
regulation 3.

285 The Banking and Financial Institutions (Financial Leasing) Regulations (n 189)
regulation 8 & fourth schedule to the regulations.

286 The Banking and Financial Institutions Act (n 39) secs 3 & 4.

287 The Banking and Financial Institutions Act (n 39) secs 7-11 & 31.
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transactions under the Foreign Exchange Act Revised Edition 2023 restricts cross-
border factoring without prior approval.?® It is therefore observed that, unlike leasing,
which is overseen under the specific regulations, factoring lacks a specialised body or
association, unlike models in neighbouring countries, such as Kenya in particular. The
approach by BOT, which is bank-focused regulation, favours large institutions,

marginalising SME-oriented factors and increasing compliance burdens.

4.3 Challenges and gaps in the current regulatory framework

Based on the preceding analyses, various concerns were established as challenges
and gaps in the extant regulatory regime for factoring in Tanzania. These concerns
were briefly discussed, including legal uncertainties that led to reliance on the Law of
Contract Act, which permits anti-assignment clauses. However, this approach
undermines enforceability, unlike the UNIDROIT Convention on International
Factoring, which supersedes this matter. Additionally, the absence of a public registry
for receivables, particularly on digital platforms, results in a priority in case of disputes.
Another challenge is the bank-focused regulation approach in terms of licensing and
capital requirements that deters non-banking institutions,?®® lessening options for
SMEs. Moreover, the current regulatory regime leads to tax and fiscal barriers; for
example, the Value Added Tax Act attracts eighteen per cent of the factoring

transaction to be paid as the value-added tax (VAT),?® resulting in additional costs.

Additionally, there are cross-border limitations due to foreign exchange controls, which
hinder international factoring and impact SME exports. Besides, the lack of SME focus
is another restraint because the framework does not comprehensively uphold SME
needs, such as streamlined licensing for micro-factors or incentives for reverse
factoring. Additionally, infrastructure deficits, for example, weak credit bureaus and the
lack of an electronic registry (e-registry), hinder debtor assessments. Therefore, these
challenges altogether discourage the adoption, growth and widespread use of

factoring in Tanzania, perpetuating reliance on costly informal finance or delayed

288 The Foreign Exchange Act Chapter 271 Revised Edition 2023 secs 4-7.

289 The Banking and Financial Institutions (Capital Adequacy) Regulations (n 275) first
schedule.

290 The Valued Added Tax Act (Chapter 148 Revised Edition 2023) secs 4-5.
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payments, constraining growth in sectors such as agriculture, as the seller has to wait
for thirty to one hundred and twenty days to receive payments and widening the

US$1.3 billion annual trade finance gap for SMEs in Tanzania.

44 Conclusion

The current regulatory regime for factoring in Tanzania is fragmented and inadequate,
relying on general laws such as the Banking and Financial Institutions Act, whilst
lacking specificity. It does not promote and streamline the adoption, widespread use
and provision of factoring services. The examination of the existing regulatory regime
for factoring in Tanzania revealed that the absence of exhaustive legislation on
factoring regulation hinders growth, particularly for SMEs requiring immediate liquidity.
For example, the Finance Act, 2025, provides for excise duty on Tier 1 microfinance
fees equivalent to ten per cent, which is an additional tax burden that could deter entry
into factoring. Whilst the Bank of Tanzania (BOT) provides oversight on banking and
financial institutions, the absence of a dedicated factoring law, unfavourable taxes,
and weak infrastructure highlight the need for reform. Although the recently issued
Microfinance Regulations, 2025, which focus on enhancing transparency,
accountability, and operational standards for microfinance institutions in Tanzania
necessitate approvals by the BOT, they do not address factoring’s unique needs;

hence, the urgency of dedicated laws for factoring.
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CHAPTER FIVE
COMPARATIVE ANALYSIS OF THE REGULATORY REGIME FOR FACTORING IN
TANZANIA WITH BEST PRACTICES AND SUCCESSFUL REGIONAL

EXPERIENCES IN FACTORING LEGISLATION AND REGULATION

5.1 Introduction

This chapter conducted a comparative case study analysis of Tanzania’s regulatory
regime for factoring against best practices and successful regional experiences, to
draw actionable lessons for establishing robust factoring legislation and regulation in
Tanzania. Factoring, as a form of receivables finance, plays a critical role in supporting
Small and Medium Enterprises (SMEs) by providing liquidity through the sale or
assignment of invoices. Nevertheless, the existing framework in Tanzania remains
inadequate, lacking a dedicated statute for factoring and relying on general banking
and financial institutions regulations, which confines its effectiveness in promoting
SME access to finance. In contrast, successful regional experiences such as Egypt

exemplify the benefits of specialised legislation.

The choice of Egypt as a comparative case study to reflect continental best practices
was based on the fact that it was the only country with a specifically dedicated law and
supervisory mechanism for factoring in Africa.?®® Moreover, the growth and
widespread use of factoring in Egypt is remarkable compared to the low levels in
Tanzania; for example, factoring volumes increased from €1 287 million in 2023 to €1
410 million in 2024.2%2 The analysis in this chapter evaluated Egypt’s supervisory
mechanism and legal framework, compared them to Tanzania’s, and explored crucial
international and regional model laws, such as the UNIDROIT Model Law on Factoring
(2024) and the Afreximbank Model Law on Factoring (2016), focusing on their

provisions for the transfer of receivables.

291 | Otabor-Olubor ‘The future of export finance in Africa depends on factoring laws
that support innovation and cash flow’ 05 June 2025, The Future of Export Finance in

Africa Depends on Factoring Laws That Support Innovation and Cash Flow (accessed
20 September 2025).
292 Factors Chain International ‘Industry statistics’ Industry Statistics | FCI (accessed
20 September 2025).
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oA
Furthermore, recommendations were drawn, emphasising the adoption of elements

from these models to create a comprehensive, self-standing body of guidelines for

receivables finance in Tanzania. The chapter was concluded with a summary.

5.2 Overview of the factoring regulatory framework in Egypt

Egypt has a modern and dedicated regulatory regime for factoring, positioning it as a
regional leader in Africa.?®® This robust framework has helped improve the factoring
industry in Egypt. For example, the country recorded factoring volumes of EGP31.904
billion in November 2024, demonstrating a 77.9 per cent increase compared to
EGP17.931 billion in November 2023.2°4 In Egypt, factoring is treated as a specialised
non-banking financial service,?®® promoting SME access to working capital by
leveraging receivables from trade invoices.?®® The framework strikes a balance
between innovation and risk control, fostering a market where non-banks compete
with banks, as opposed to Tanzania’s bank-dominated system.?%” The outline of the
Egyptian factoring regulatory regime was exhaustively analysed by looking at the legal
landscape. Thereafter, the subsequent aspects were the supervisory mechanism and

comparison with Tanzania’s regulatory structure.

5.2.1 Legal basis

The primary laws governing the factoring market in Egypt are the Financial Leasing
and Factoring Law 176 of 2018 and Law 10 of 2009, Regulating Non-Banking
Financial Markets and Instruments.?%® According to the Promulgation Articles, the

Financial Leasing and Factoring Law 176 of 2018 repealed Law 95 of 1995 concerning

293 Otabor-Olubor (n 291).

2% H Mounir ‘Regulated companies, institutions inject EGP75.436 billion into 3.726
million MSMEs by end of November 2024’ 16 February 2025, Requlated companies,
institutions inject EGP 75.436bn into 3.726 million MSMEs by end of November 2024

- Dailynewsegypt (accessed 18 September 2025).

2% The Financial Leasing and Factoring Law 176 of 2018 art 3; Law 10 of 2009
Regulating Non-Banking Financial Markets and Instruments arts | & II.

2% | aw 176 of 2018 (n 295) arts 1 general provisions & 45.

297 Marwa (n 1) 230; Satta (n 36) 245.

2% | aw 176 of 2018 (n 295) arts 2 & 3; Law 10 of 2009 (n 295) arts Il & IV.
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financial leasing and the Prime Minister’'s Decree 1446 of 2003 regarding the rules
and provisions regulating factoring activity.?®® Pursuant to the Financial Leasing and
Factoring Law, factoring is classified as a permissible activity for licensed institutions
only,3% describing it as the purchase of present or future financial rights arising from
contracts for the sale of goods and services between the factor and the seller,30! with
or without recourse.?%? |t distinguishes domestic (intra-Egypt) and international
factoring, aligning with the UNIDROIT principles for cross-border trades.??? It also
defines a factoring contract as a financing agreement entered into between the factor
and the seller wherein the factor buys current and future financial rights (accounts
receivable) arising from the sale of goods and provision of services pursuant to the

provisions thereof.304

Besides, a sales contract is defined as an original contract signed between the debtor
(customer) and the seller (a business) regarding the sale of goods or provision of
services.3% According to the Financial Leasing and Factoring Law, domestic factoring
happens when both the seller and the debtor are registered or residing in Egypt, and
it is cross-border when either party is located outside Egypt.3% Furthermore, it
provides that alongside issuing financing to sellers, the factor may also offer other
services, such as: (a) guarantee services; (b) collection services; (c) account
management; and (d) any other services described by the Authority’s Board of

Directors.307

29 Law 176 of 2018 (n 295) art 1 promulgation articles.
300 | aw 176 of 2018 (n 295) art 3 general provisions.
301 Law 176 of 2018 (n 295) art 1 general provisions.
302 | aw 176 of 2018 (n 295) arts 45, 48, 52 & 54.

303 | aw 176 of 2018 (n 295) art 35.

304 Law 176 of 2018 (n 295) art 1 general provisions.
305 Law 176 of 2018 (n 295) art 1 general provisions.
306 | aw 176 of 2018 (n 295) art 35.

307 aw 176 of 2018 (n 295) art 36.
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Under this law, assignments are effective upon notification to the debtor.3°8 However,
it does not override anti-assignment clauses, which can potentially hinder enforcement

against non-consenting debtors, as these kinds of clauses are enforceable.3%°

Likewise, the assignment of receivables from the seller to the factor is concluded in
accordance with the Civil Code, subject to Law 176 of 2018 and related regulations.3'°
The said Civil Code provides that the transfer of receivables shall only be effective
between the seller and the factor, but not against the debtor or third parties, unless the
debtor is notified of it in writing or accepts it in writing with a certified date.3!" Moreover,
future receivables are transferred automatically by virtue of their existence, without the
need for another contract to assign such rights.3'2 In this regard, priority is established
through a public registry.3'3 This regulatory system guarantees enforceability, reducing
disputes. Other supporting laws include the Anti-Money Laundering Law 80 of 2002,
which requires customer due diligence and transaction reporting for suspicious
transactions.3'* Furthermore, the Egyptian regime for factoring integrates digital
platforms in the conduct of business by promoting e-factoring through the National
Payment Systems.3'S This platform enables electronic submission and registration of

assignments.316

5.2.2 The supervisory mechanism for factoring in Egypt
Egypt established a dedicated supervision mechanism for factoring under the

Financial Regulatory Authority (FRA) by the law regulating non-banking financial

308 | aw 176 of 2018 (n 295) art 39.

309 Law 176 of 2018 (n 295) art 41.

310 Law 176 of 2018 (n 295) art 38.

311 The Civil Code Law 131 of 1948 art 305.

312 Law 176 of 2018 (n 295) art 44.

313 Law 176 of 2018 (n 295) art 43.

314 The Anti-Money Laundering Law 80 of 2002, arts 1(c) & 7-9.

315 The Financial Technology in Non-Banking Financial Law 5 of 2022.

316 Egypt Business Directory ‘Egypt’s first digital factoring license secured by FinTech
Oliv’ 17 December 2024, Eqypt’s first digital factoring license secured by FinTech oliv
(accessed 20 September 2025).
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markets and instruments,3!” which is a self-regulatory body affiliated with the Central
Bank of Egypt (CBE).2'® It promotes standards and SME awareness,3'® handles
disputes through arbitration,?° and reduces court burdens. Similarly, it oversees all
non-banking financial activities, comprising capital markets, insurance, and
factoring.3?' This mechanism is enshrined in Law 176 of 2018, which regulates
financial leasing and factoring activities, providing a unified regulatory framework to

ensure transparency, equality, and effective control over factoring firms.322

The fundamentals of Egypt's supervisory regime involve: licensing and
authorisation;3?® wherein a factoring company must acquire a licence from the FRA
with requirements such as a minimum capital of EGP10 million or its equivalent in
foreign currencies, incorporated as an Egyptian joint stock company, relevant
experience in banking, finance, law or related fields as described by the authority, as
well as a propriety check for board members and senior management.3?* For example,
none of the shareholders owning more than ten per cent of the capital, board
members, or executives may have been convicted of a felony or a freedom-restricting
crime concerning dishonesty or breach of trust, or been declared bankrupt in the past

five years, unless they have been rehabilitated.32°

Another fundamental requirement is prudential and conduct requirements, under
which a factoring company must maintain a minimum equity, implement risk
management systems, comply with international accounting standards for

provisioning, and adhere to anti-money laundering and combating the financing of

317 Law 10 of 2009 (n 295) art |; Law 176 of 2018 (n 295) arts 2 & 3 general provisions.
318 Law 10 of 2009 (n 295) art V.

319 Law 10 of 2009 (n 295) art IV.

320 Law 10 of 2009 (n 295) art XI.

321 Law 10 of 2009 (n 295) art II.

322 |_aw 176 of 2018 (n 295) arts 2 & 3 general provisions.

323 Law 176 of 2018 (n 295) art 3 general provisions.

324 Law 176 of 2018 (n 295) art 55.

325 Law 176 of 2018 (n 295) art 55.
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terrorism rules as outlined in Law 80 of 2002.3%6 Also, the FRA handles complaints and

enforces fair customer treatment.32”

5.3 Case study analysis: Comparison with Tanzania’s regulatory regime

Egypt's supervisory framework for factoring serves as a successful regional
experience,3?® having implemented Law 176 of 2018 and Law 10 of 2009 to create a
dedicated regime that supports receivables finance for Micro, Small and Medium
Enterprises (MSMEs).32° In comparison, Tanzania lacks a specific factoring law, with
financial activities limited to licensed banking and financial institutions under the
Banking and Financial Institutions Act and the Microfinance Act.33° This results in
challenges, for example, non-assignment clauses in contracts, inadequate protection
for assignees, and limited SME access to non-deposit-based finance. Also, Egypt’s
framework offers tax benefits for entities providing factoring services, such as
deductibles,33! attracting more firms to invest in the provision of this service, hence
promoting reliable liquidity amongst SMEs. In contrast, Tanzania’s framework, as
above pinpointed, is entirely silent on factoring, and there are no specific provisions

on deductibles in factoring transactions.

5.3.1 The supervisory body
The FRA is the sole regulatory body established to supervise the factoring industry in
Egypt for non-banking entities.33? Whilst in Tanzania, the BOT only licenses banks,

financial institutions, and microfinance service providers, and there is no dedicated

326 | aw 176 of 2018 (n 295) arts 60 & 61.

327 Law 176 of 2018 (n 295) arts 71 & 72.

328 Otabor-Olubor (n 291).

329 Law 176 of 2018 (n 295) arts 2 & 3 general provisions; Law 10 of 2009 (n 295) arts
[-111.

330 The Banking and Financial Institutions Act (n 39) secs 2(2), (3), 3 & 6(1); the
Microfinance Act Chapter 407 Revised Edition 2023 secs 3, 4 & 5.

331 Law 176 of 2018 (n 295) art 67.

332 Law 10 of 2009 (n 295) arts | & II; Law 176 of 2018 (n 295) arts 2 & 3 general

provisions.
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body for factoring.33® Therefore, Egypt’s non-banking financial institution inclusion
fosters competition (Egypt has over thirty factoring companies),3* as opposed to
Tanzania’s bank-centrism, which excludes SMEs on different grounds, such as high
fees ranging between fifteen and twenty per cent.3% It is submitted that Tanzania
needs to streamline its regulatory regime to license factoring companies that operate
as non-banking entities, with a lower capital requirement of at least TZS500 million, to
offer SMEs access to working capital without requiring collateral. This can be drawn
from Egypt’s framework, wherein the minimum issued and paid-up capital requirement
for a factoring company to be licensed is EGP10 million,33¢ equivalent to roughly
TZS513 million as of 20 September 2025 at 3 pm East African Time (EAT).3%

Hence, it is observed that Egypt’s dedicated approach highlights lessons for Tanzania
in reconceptualising the regulatory regime for factoring in critical areas, such as the
legal framework, transfer of receivables, supervision and licensing, and SME support.
Additionally, Tanzania should adopt a specialised law to establish an independent
supervisory authority that autonomously supervises and regulates factoring
businesses within the country. Despite its successes as a landmark country with a
specified factoring regime rather than relying on general contract principles in Africa,
Egypt is not a member of the UNIDROIT Convention on International Factoring of
1988.338

333 The Banking and Financial Institutions Act (n 39) secs 2(2), (3), 3 & 6(1); the
Microfinance Act (n 330) secs 3, 4 & 5.

334 Factors Chain International “FCI annual review 2025” 31.

335 Tanzania Investment and Consultant Group Ltd (n 7); Witts (n 22) 163.

336 | aw 176 of 2018 (n 295) art 55.

337 Xe Currency Converter ‘EGP10 000 000 to TZS-convert Egyptian Pounds to
Tanzanian Shillings’ 10,000,000 EGP to TZS - Egyptian Pounds to Tanzanian Shillings
Exchange Rate (accessed 20 September 2025).

338 UNIDROIT (n 265).
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Moreover, the regulatory regime for factoring in Egypt, as discussed above, does not
override anti-assignment clauses;33° Therefore, an assignment of receivables is only
practical between the seller and the factor, but is inapplicable to the debtor (the

customer) and third parties until it is communicated to and accepted by the debtor.34°

5.4 Modern regional and international best model laws on factoring

This section analysed the UNIDROIT Model Law on Factoring, 2024, and the African
Export-Import Bank (Afreximbank) Model Law on Factoring, 2016, to highlight
essential provisions as references for Tanzania’s legal improvements regarding the
regulation of the factoring industry. These model laws provide blueprints, emphasising

simple, SME friendly transfers to unlock the potential of factoring.

5.4.1 The UNIDROIT Model Law on Factoring, 2024

This is a self-standing instrument adopted in May 2023 and amended in 2024 to
address technical errors in articles 11 and 52.3*' It focuses on domestic and cross-
border factoring, emphasising efficiency, certainty, and uniformity, being
complementary to and consistent with other international standards, including the
United Nations Convention on the Assignment of Receivables in International
Factoring, 2001, and the United Nations Commission on International Trade Law
(UNCITRAL) Model Law on Secured Transactions, 2016.3*2 This is the second
instrument prepared and issued by UNIDROIT in the field of factoring, following the
UNIDROIT Convention on International Factoring of 1988.343

It applies to assignments of receivables from the sales of goods or services, the
assignment or licence of intellectual property, the provision or processing of data, or

the payment obligation for a credit card transaction.3*

339 Law 176 of 2018 (n 295) art 41.

340 Law 176 of 2018 (n 295) art 39; Law 131 of 1948 art 305.

341 UNIDROIT, C.D.-103-9.1-bis-Proposed-amendment-to-the-MLF.pdf (accessed 29
September 2025).

342 UNIDROIT Model Law on Factoring (n 61) foreword.

343 UNIDROIT Model Law on Factoring (n 61) foreword.

344 UNIDROIT Model Law on Factoring (n 61) arts 1(1) & 2(g).
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This segment analysed key provisions for the transfer of receivables, covering: (a) the
definition of factoring and limitations on the assignments; (b) prohibitions against
assignments (anti-assignment clauses); (c) notification of the assignment to the

debtor; and (d) priority in competing rights to the assigned receivables.

5411 The definition of factoring and limitations on the assignments

The UNIDROIT Model Law on Factoring (MLF) does not provide an explicit definition
of factoring as a standalone term. Instead, it frames factoring within the broader
context of transfers of receivables, which encompass the core mechanics of factoring
transactions. Factoring typically involves the sale or assignment of accounts
receivable to a third party (the factor) for immediate financing, usually with the factor
assuming collection responsibilities. By virtue of the UNIDROIT Model Law on
Factoring, a receivable is defined as a contractual right to payment of a monetary sum
arising from: (a) the supply or lease of goods or services; (b) the assignment or licence
of intellectual property; (c) the provision or processing of data; and (d) the payment

obligation for a credit card transaction.3*°

This description enhances that if a receivable is refinanced or consolidated with other
receivables, the resulting right is also a receivable.3*® The UNIDROIT Model Law
defines a transfer of a receivable as: (a) an outright sale of a receivable by agreement;
or (b) a security transfer.34” This arrangement involves any transfer or creation of a
right in a receivable to secure an obligation, regardless of how parties describe it.34®
Furthermore, it defines future receivables as receivables arising or acquired after the
transfer agreement, even when the underlying contract is not signed at that time.34°
By focusing on transfers of receivables rather than a narrow definition of factoring, the
UNIDROIT Model Law adopts a flexible and inclusive approach that complements
instruments such as the UNIDROIT Convention on International Factoring, 1988 and
the UNCITRAL Model Law on Secured Transactions, 2016.

345 UNIDROIT Model Law on Factoring (n 61) art 2(g).
346 UNIDROIT Model Law on Factoring (n 61) proviso to article 2(g).
347 UNIDROIT Model Law on Factoring (n 61) art 2(j).
348 UNIDROIT Model Law on Factoring (n 61) art 2(i).
349 UNIDROIT Model Law on Factoring (n 61) art 2(d).
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This allows the law to cover various factoring models, such as recourse or non-
recourse, notified or non-notified, without rigid boundaries. It facilitates factoring by
enabling bulk or future assignments, which are common in practice, whilst excluding
non-commercial receivables for consumer protection.3®° The emphasis on contractual
monetary rights ensures clarity for trade finance. Still, countries may need to adapt for
local nuances, such as specifying the judgment creditor (the enacting State to lay
down the definition).3%" Regarding the transfer requirements, this model law clearly
states that a receivable can be transferred by agreement when the transferor has
rights in the receivable or the power to do so, notwithstanding any anti-assignment
clauses.?? This extends to securing rights and proceeds without the need for new
acts.3%3 Moreover, a transfer agreement is effective provided that: (a) it is in writing and
signed by the transferor; (b) it identifies the transferor and the transferee; and (c) the
receivable is reasonably identifiable.3* Furthermore, it provides that a transfer
arrangement may provide for the assignment of future receivables; however, the
process is effective only when the transferor acquires rights in the receivable or the

power to transfer it.3%

Regarding limitations on assignments, the UNIDROIT Model Law imposes minimal
inherent restrictions on assignments (transfers) to promote accessibility; however, it
defers to other laws for specific limitations. For example, it expressly provides that
nothing in this law overrides a provision of any other law that limits the transfer of
particular types of receivables.3%® This approach preserves prohibitions in domestic
law, such as those related to assigning wages, pensions, or government claims,

thereby maintaining the integrity of these laws. Also, it does not affect rights or

350 UNIDROIT Model Law on Factoring (n 61) art 1(2).

351 UNIDROIT Model Law on Factoring (n 61) art 2(e).

352 UNIDROIT Model Law on Factoring (n 61) arts 5(1) & 8.
353 UNIDROIT Model Law on Factoring (n 61) art 7.

354 UNIDROIT Model Law on Factoring (n 61) art 5(2).

355 UNIDROIT Model Law on Factoring (n 61) art 5(5).

356 UNIDROIT Model Law on Factoring (n 61) art 1(3).
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obligations under consumer protection laws for personal, family, or household
transactions.3%”

This position signifies that assignment of receivables does not cover non-commercial
arrangements. Moreover, a receivable may be transferred only when the transferor
(the seller) acquires rights in it or the power to transfer it.3%® This transfer can be
outright or for security purposes, and may cover future receivables, parts, or undivided

interests.3%9

It, therefore, implies that the seller is at liberty to assign receivables to the factor either
in total or in part without consultation with the debtor. It is observed that these
limitations are narrow and deferential, aiming to encourage factoring in jurisdictions
lacking modern frameworks for secured transactions. By not overriding specific
prohibitions, such as those on sensitive receivables like social benefits, the UNIDROIT
Model Law strikes a balance between facilitating transactions and upholding public
policy. Nevertheless, it enables broad assignments, including future receivables and
proceeds,*° which reduces barriers for SMEs seeking finance. Enacting States must
specify restricted receivable types to avoid ambiguity, and the UNIDROIT Model Law’s
self-standing nature may require harmonisation with existing insolvency or banking

laws.

5.4.1.2 Prohibitions against assignments (anti-assignment clauses)

This model law expressly prevails over contractual prohibitions on assignments (anti-
assignment clauses) to enhance the enforceability of factoring.3¢' It states that a
transfer of a receivable is effective notwithstanding any agreement between the
transferor and the debtor limiting the transferor’s right to transfer the receivable or the
ability of the transferee to have the benefit of that right.362 Therefore, this provision is

a foundation for factoring, as anti-assignment clauses in supply contracts often hinder

357 UNIDROIT Model Law on Factoring (n 61) art 1(2
358 UNIDROIT Model Law on Factoring (n 61) art 5(1
359 UNIDROIT Model Law on Factoring (n 61) art 5(4).

360 UNIDROIT Model Law on Factoring (n 61) arts 2(d) & 6.
361 UNIDROIT Model Law on Factoring (n 61) art 8(
362 UNIDROIT Model Law on Factoring (n 61) art 8(

)
)
1).
1).
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receivable financing. By making transfers effective despite them, the UNIDROIT Model
Law aligns with international standards, such as the UNCITRAL Convention on the
Assignment of Receivables in International Trade, reducing legal risks for factors. The
transferor remains liable for breach, protecting debtors without invalidating the
assignment. This promotes market efficiency but could increase disputes if debtors
enforce breach claims aggressively. In practice, it encourages notified factoring, where
debtors are informed, and may require States to educate stakeholders on implications

during implementation.

5413 Notification of the assignment to the debtor

The communication of notice is central to protecting debtors whilst enabling
transferees (factors) to collect payments. The UNIDROIT Model Law provides detailed
rules to ensure clarity and discharge, allowing the transferor, transferee, or both to
notify the debtor about the transfer and send payment instructions.363 When the debtor
receives a notification, only the transferee may send instructions on the payment
processes.3®* Pursuant to this model law, a transfer notification and a payment
instruction must be in writing and become effective when they reasonably identify the
receivable and transferee and use language that is expected to inform the debtor, such

as the language of the contract giving rise to the receivable.3%°

Additionally, a transfer notification and a payment instruction can cover future
receivables, and a single notification is sufficient for a series of transfers.366
Furthermore, this model law stipulates that, unless notified otherwise, the debtor is
discharged by paying according to the original contract that created the receivable.3¢”
Post-natification, the debtor is discharged only by paying the transferee or as

instructed in the notification.3®® Additionally, the model law addresses multiple

363 UNIDROIT Model Law on Factoring (n 61) art 22(1).
364 UNIDROIT Model Law on Factoring (n 61) art 22(1).
365 UNIDROIT Model Law on Factoring (n 61) art 25(2).
366 UNIDROIT Model Law on Factoring (n 61) art 25(4).
367 UNIDROIT Model Law on Factoring (n 61) art 26(1).

(2)

368 UNIDROIT Model Law on Factoring (n 61) art 26(2).
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notifications, including the first or last in the series prevails,3%° partial transfers,’? and
proof requests, as the debtor can demand adequate proof of the transfer chain before
making any changes to the payment.3”! Moreover, notification cannot modify non-

payment terms, such as currency or place, without the debtor’s consent.372

Therefore, it is considered that this model law strikes a balance, protecting debtors
from unexpected changes, such as retroactive effects and proof requirements. At the
same time, transferees gain secure collection rights after notification. This supports
both notified and non-notified factoring; however, non-notified transactions risk the
debtor paying the transferor, and then the transferee can claim from the transferor.373
The writing requirement enhances evidentiary certainty, but digital notifications could
be implied under the doctrine of party autonomy. Generally, it reduces collection
disputes, aiding the role of factoring in liquidity, but may necessitate registry integration

for proof of payment.

5414 Priority in competing rights to the assigned receivables

The UNIDROIT Model Law establishes a registration-based priority system to resolve
conflicts,3"* emphasising transparency through a public registry. For example, it allows
for third-party effectiveness and priority in competing rights, where a claim against a
third party must be supported by a notice registered in the registry regarding the
transfer of a receivable, applicable to future receivables and all secured obligations,
including those that take effect after the notice is registered.3”® In this regard, priority
is based on the registration order,3’® extending to proceeds, such as payments

received, and insolvency cases, subject to insolvency law.3”” Additionally, specific

369 UNIDROIT Model Law on Factoring (n 61) art 26(3), (4) & (5).
370 UNIDROIT Model Law on Factoring (n 61) art 26(6).
371 UNIDROIT Model Law on Factoring (n 61) art 26(7).

(

(

(
372 UNIDROIT Model Law on Factoring (n 61) art 24(1), (2)(a) & (b).

(

(1

),

373 UNIDROIT Model Law on Factoring (n 61) art 23(a) & (b).
374 UNIDROIT Model Law on Factoring (n 61) art 13(1).

375 UNIDROIT Model Law on Factoring (n 61) arts 9, 13(1), (2) & (3).
376 UNIDROIT Model Law on Factoring (n 61) art 13.

377 UNIDROIT Model Law on Factoring (n 61) arts 10, 14 & 15.
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T
claims arising by operation of law, such as taxes and wages, have priority over a
transfer that is effective against third parties, but only up to the extent that the enacting

State specifies the amount for each category of claim.378

Moreover, judgment creditors have priority if they attach before third-party
effectiveness, short of which, the transfer prevails.3”® Similarly, parties can subordinate
priorities by agreement,®° and knowledge of another transfer does not affect

priority. 381

Pursuant to this model law, the first-to-register rule provides predictability, which is
crucial for determining priority when multiple assignments or liens may compete for
precedence.?®? Registration creates a public record,3® reducing hidden claims and
aligning with modern reforms, such as the UNCITRAL Model Law on Electronic
Transferable Records, 2017. Despite exceptions, such as judgment creditors and
insolvency, which protect public interests,3* the system favours diligent registrants,
incentivising prompt filing. For international aspects, priority follows the transferor’s
location law,38% aiding cross-border factoring. This approach strengthens lender
confidence; nevertheless, it requires a robust registry to avoid bottlenecks.38 States
without one may face implementation challenges. Therefore, it is submitted that this
model provides self-standing guidelines by integrating private laws with flexibility for
national adaptation. It is relevant for SMEs as it streamlines access to immediate

working capital without physical collateral.

378 UNIDROIT Model Law on Factoring (n 61) art 16.

379 UNIDROIT Model Law on Factoring (n 61) art 17.

380 UNIDROIT Model Law on Factoring (n 61) art 18.

381 UNIDROIT Model Law on Factoring (n 61) art 19.

382 UNIDROIT Model Law on Factoring (n 61) art 13.

383 UNIDROIT Model Law on Factoring (n 61) art 9.

384 UNIDROIT Model Law on Factoring (n 61) arts 15 & 17.
385 UNIDROIT Model Law on Factoring (n 61) chapter VIII.
386 UNIDROIT Model Law on Factoring (n 61), annexe A.
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5.4.2 The Afreximbank Model Law on Factoring, 2016

This instrument is tailored for African trade, establishing principles for receivable
assignments to boost intra-African trade.’®” It was developed based on the
International Factors Group (IFG) Model Law on Factoring, 2014, but with a
concentrated scope that only covers factoring transactions, including assignments of
receivables as a pledge of collateral security, where the pledge serves as the legal
basis for a factoring arrangement.38 It covers domestic and cross-border factoring,
focusing on certainty for SMEs in supply chains.3° This model has been adopted in
several African countries, including Niger, Burkina Faso, Togo, Mali, the Republic of

Congo, and Céte d’lvoire.3%

It defines and protects the rights of parties to factoring transactions, including those
relating to the: (a) following assignments; (b) nullification of bans on assignment; (c)
exclusion of certain receivables; (d) rights between factors and clients; (e) debtor
protection; (f) competing rights to receivables; and (g) international factoring.®®’ The
model law is designed for adoption in more than one country to offer uniformity in
cross-border transactions without substantive alterations.3%2 Under this section, the
analysis focused on the crucial provisions for the transfer of receivables, comprising:
(a) the definition of factoring and limitations on the assignments; (b) prohibitions
against assignments (anti-assignment clauses); (c) notification of the assignment to

the debtor; and (d) priority in competing rights to the assigned receivables.

387 Afreximbank Model Law on Factoring, 2016 explanatory introduction 4-5.

388 Afreximbank Model Law on Factoring (n 387) explanatory introduction 4.

389 Afreximbank Model Law on Factoring (n 387) explanatory introduction 4-5, 9 & sec
3.1.

3% Factoring Chain International ‘The interconnection and future of the recent three

legal factoring initiatives’ 25 October 2024, The Interconnection and Future of the

recent Three Legal Factoring Initiatives | FCI (accessed 20 September 2025).

391 Making Finance Work for Africa ‘Afreximbank Model Law on Factoring’ 16
November 2016, Afreximbank Model Law on Factoring | MFW4A - Making Finance
Work for Africa (accessed 18 September 2025).

392 Afreximbank Model Law on Factoring (n 387) explanatory introduction 4-5.
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5.4.21 The definition of factoring and limitations on the assignments

The Afreximbank Model Law defines factoring as a contract signed between a client
(seller) and a factor whereby the client assigns or will assign or will offer to assign to
the factor trade receivables arising from supply contracts between the client and their
debtors, and the factor is to perform at least one of the following functions: (a) provide
or procure finance for the client directly related to the value of each trade receivable
and its perceived credit risk; (b) maintenance of accounts (bookkeeping) concerning
the assigned receivables; (c) collection of assigned receivables; and (d) protection
against payment defaults by debtors.3%3 Based on this model, for a transaction to
constitute factoring, it must involve trade receivables (invoices) accrued from contracts
for the supply of goods or services between the seller and their clients. The factor, on

the other hand, should perform at least one of the mentioned functions.

It also defines assignment as the transfer through agreement from the client to the
factor of all or part of or an undivided interest in a receivable payable by a debtor, and
whether or not notice of the assignment has been given to the debtor.3** The creation
of rights in a receivable as security for indebtedness or other obligations is considered
a transfer of ownership.3°® This implies that a client (seller) is legally entitled to transfer,
in total or in part, all interests in a receivable to the factor without necessarily informing
the debtor beforehand. Therefore, there are no restrictions on the amount of interest
to be transferred to the factor because the client is the one to determine the same,
and is not obligated to seek consent from the debtor before concluding such an

arrangement.

This model stipulates that receivables are assigned by agreement, 3¢ including future
receivables and recognises the transfer of related rights in a receivable along with the

assignment of the respective receivable.3%’

393 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
394 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
395 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
3% Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
397 Afreximbank Model Law on Factoring (n 387) secs 6(6.2), (6.3) & 8(8.1).
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5.4.2.2 Prohibitions against assignments (anti-assignment clauses)

The Afreximbank Model Law stipulates that an assignment of receivables is practical
notwithstanding a prohibition against the respective arrangement.3% It provides that
the debtor may not avoid the supply contract or its payment obligations because the
client is in breach of such a prohibition.3?° It nullifies any ban on assignment (anti-
assignment clauses);*°° hence, neither the government nor any governmental body or
official may take any action against the client or the factor for an assignment of a
receivable in breach of any prohibition against assignment.4?" Furthermore, it excludes
the client and factor from any liability to the debtor for such a breach, and prevents the
debtor from raising the same as a defence or set-off to any claim for payment of an
assigned debt.4%? Accordingly, this model law provides greater security and freedom

for the assignment of receivables, protecting both the transferee and the factor's rights.

5423 Notification of the assignment to the debtor

Notification, also known as notice, is defined as a communication in writing which
reasonably identifies the assigned receivable and the factor and states expressly that
the receivable has been assigned to the respective factor.#%® The term ‘writing’ is
defined as any form of information that is accessible and usable for subsequent
reference.*®* Pursuant to this model law, an assignment is legally effective and
concluded without communication of the notice regarding the same to the debtor.#%°
Equally, notice of the assignment and a payment instruction may be sent to the debtor
by either the client or the factor or both, unless otherwise agreed between the client

and the factor.#®® Nevertheless, upon communication of the notice regarding

398 Afreximbank Model Law on Factoring (n 387) sec 7(7.1).
399 Afreximbank Model Law on Factoring (n 387) sec 7(7.1).
400 Afreximbank Model Law on Factoring (n 387) sec 7(7.1).
401 Afreximbank Model Law on Factoring (n 387) sec 7(7.3).
402 Afreximbank Model Law on Factoring (n 387) sec 7(7.2).
403 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
404 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
405 Afreximbank Model Law on Factoring (n 387) sec 1(1.1).
406 Afreximbank Model Law on Factoring (n 387) sec 11(11.1).
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assignment to the debtor, only the factor may send a payment instruction.*?” This
signifies that the seller and the factor are not required to inform or seek consent from
the debtor regarding the receivables in question before assigning them; hence, the

modus operandi of providing notice to the debtor is not mandatory but discretionary.

54.2.4 Priority in competing rights to the assigned receivables

The Afreximbank Model Law stipulates that when the same client makes more than
one assignment of the same trade receivable, the priority amongst the factors of their
entitlement to the trade receivable will be determined by general rules of law; in the
absence thereof, then the first factor to give notice to the debtor shall have priority.4%8
For efficient processes to establish priority, this model law suggests the introduction of
a system for registering assignments to help determine priority based on the date of
registration, unless a priority system already exists in the enacting country.#%® The
UNCITRAL Guide recommends this on the Implementation of a Security Rights
Registry.#’® The model law provides, however, that except for the matters that are
settled in section 20.1 and elsewhere in the said law, the law of the State in which the
client is located governs the priority of the right of a factor in the assigned trade

receivable over the right of a competing claimant.*!’

5.5 Analysis: The extent to which Tanzania could adopt these models

regarding the scope of factoring and the transfer of receivables

Based on the preceding analyses, Tanzania could substantially adopt elements from
both models to address gaps in the description of factoring (accounts receivable) and
receivable transfer, creating a comprehensive regime. The Afreximbank’s Africa-

focused approach makes it ideal for overriding assignment bans and simplifying

407 Afreximbank Model Law on Factoring (n 387) sec 11(11.1).

408 Afreximbank Model Law on Factoring (n 387) sec 20(20.1).

409 Afreximbank Model Law on Factoring (n 387) annex priority based on registration
56.

410 Afreximbank Model Law on Factoring (n 387) annex priority based on registration
56.

411 Afreximbank Model Law on Factoring (n 387) sec 20(20.2).
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notifications, whilst UNIDROIT’s detailed priority and registration rules ensure third-
party protection and cross-border compatibility. On that account, Tanzania can adopt
a hybrid model by enacting a dedicated Factoring Act that blends uniform transfers
from the UNIDROIT Model Law with an African focus from the Afreximbank Model Law,
overriding anti-assignment clauses, and mandating e-registries, which may be BOT-

managed, similar to Egypt’s approach.

Also, Tanzania may introduce supervisory reforms by empowering the BOT to license
non-banking financial entities, particularly those engaging in factoring activities with a
minimum paid-up capital of TZS500 million and an SME quota of thirty per cent,
learning from the CBE. Moreover, the Tanzanian Factoring Association may be
established for self-regulation. Furthermore, Tanzania may enhance its SME support
by introducing tax deductions on fees, integrating e-registries with credit bureaus for
debtor assessments, and ratifying the UNIDROIT Convention on International
Factoring, thereby achieving international alignment. Similarly, Tanzania may
strengthen the initiated implementation roadmap by piloting reverse factoring for
agribusiness, as most Tanzanian SMEs are involved in agriculture, utilising
Afreximbank funding for registry technology. This move could help close Tanzania’s

financing gap, mirroring Egypt’s fifteen per cent growth.

This adoption would enable, inter alia, the effective transfer of future and partial
receivables, thereby boosting SME cash flow; nullify anti-assignment clauses that are
standard in government contracts; and establish a public registry for priority, thereby
reducing disputes. This would form a self-standing body of guidelines, promoting

inclusive finance that aligns with existing laws and regulations.

5.6 Conclusion

Drawing on Egypt’s success as a more robust and precise framework with a specific
legal framework for factoring that creates more legal certainty and ease for factoring
operations in the said country, as well as modern regional and international model
laws, it was revealed that the existence of a comprehensive, particular and facilitative
landscape for factoring promotes the use of factoring services. Moreover, the
assessment between Tanzania’s current regulatory regime for factoring and Egypt’s

showed that the latter’s framework offers customised regulations and rules for
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factoring businesses, for example, the Financial Leasing and Factoring Law 176 of
2018 and Law 10 of 2009 Regulating Non-Banking Financial Markets and Instruments,
as opposed to the former’s inadequate, fragmented, and non-specific framework.
Moreover, Egypt's framework offers tax benefits for entities providing factoring
services, such as deductibles,*'2 which attract more firms to invest in this service,
thereby promoting reliable liquidity among SMEs. On the other hand, it was found that
despite Egypt’s robust framework for factoring, its law governing factoring transactions
(the Financial Leasing and Factoring Law 176 of 2018) does not prevail over anti-

assignment clauses.

Similarly, based on the UNIDROIT and Afreximbank Model Laws on Factoring, it was
established that Tanzania could reconceptualise its regulatory regime for factoring by
enacting dedicated legislation that incorporates: robust transfer provisions, overriding
assignment restrictions; the establishment of the electronic registry and improvement
of credit bureau infrastructure for streamlined debtor assessments; and a supervisory
mechanism that implements proportionate licensing to enhance SME liquidity without
overburdening providers. This would enhance SME support, financial inclusion, and
economic growth. The Afreximbank Model Law is an African-focused instrument that
Tanzania should consider when establishing its regulatory regime for factoring, based
on its adoption in countries such as Niger, Mali, Burkina Faso, Togo, Céte d’lvoire, and
the Republic of Congo. Based on the €15 million factoring line of credit agreement
between Afreximbank and Congo’s Banque Postale du Congo (BPC), as a post-

adoption liquidity boost, it is evident that Tanzania could attract similar funding.413

412 aw 176 of 2018 (n 295) art 67.
413 African Export-Import Bank ‘Afreximbank extends EUR15-million factoring line of

credit to Banque Postale du Congo’ 08 May 2025, Afreximbank extends EUR15-million

factoring line of credit to Banque Postale du Congo - African Export-Import Bank
(accessed 22 September 2025).
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CHAPTER SIX
CONCLUSIONS AND RECOMMENDATIONS

6.1 Introduction

The current regulatory framework for factoring in Tanzania is fragmented and
inadequate, relying on general laws, such as the Banking and Financial Institutions
Act Revised Edition 2023, which lacks specificity. This generality does not address the
intricacies of the industry, which limits growth, particularly for SMEs that need access
to flexible and affordable working capital. Whilst the Bank of Tanzania (BOT) provides
supervision, the absence of a dedicated factoring law, unfavourable taxes, and weak
infrastructure highlight the need for reform. This void hinders SMEs’ growth,
competitiveness, and capacity to participate effectively in national and regional value
chains, despite the importance of factoring as an immediate financing option for SMEs,
which ensures constant and cost-effective funds, and the crucial role SMEs play in

national economic development.

To address the above legal problem, this study aimed to achieve the following overall
objective: to analyse how the regulatory regime for factoring in Tanzania could be
designed to address the challenge of the lack of factoring legislation in support of
SMEs. To attain this core objective, the research sought to: (a) analyse the concept of
factoring, exploring its meaning, categories, mechanics, and the current procedures in
overseeing it as a financial service worldwide; (b) analyse the role of factoring in
addressing financial constraints encountered by SMEs in Tanzania; (c) analyse how
the current regulatory regime for factoring in Tanzania supports or influences the
adoption and development of factoring for SMEs; (d) analyse lessons from best
practices and successful regional experiences in the establishment of factoring
legislation and regulation; and (e) propose a comprehensive regulatory framework for

factoring tailored to the Tanzanian context in support of SMEs.

Chapter Two aimed to analyse the concept of factoring by evaluating its definition,
types, mechanics, and the current procedures in overseeing it as a financial service
worldwide. Chapter Three aimed to examine the role of factoring in addressing the
economic constraints faced by SMEs in Tanzania by analysing the financial constraints

encountered by Tanzanian SMEs, the role of factoring in enhancing trade financing,
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the benefits and challenges of using factoring in Tanzania, and a comparison between
factoring and conventional trade financing options. Chapter Four aimed to analyse the
current regulatory regime for factoring in Tanzania by examining the key regulatory

framework as well as challenges and gaps in the current framework.

Chapter Five focused on a comparative case study analysis of the regulatory regimes
for factoring in Tanzania and Egypt, as the latter represents the best practice for
factoring legislation and regulation on the continent. Additionally, it mirrored the
UNIDROIT Model Law on Factoring, 2024 and the Afreximbank Model Law on
Factoring, 2016 to reflect the most recent and best regional and international
provisions for the transfer of receivables. This Chapter (Chapter Six) summarises the
findings and draws recommendations for the reconceptualisation of the regulatory

regime for factoring in Tanzania, in support of Small and Medium Enterprises.

6.2 Summary of findings

In Chapter Two, three findings were made. Firstly, it was found that, being a concept,
factoring is taught differently by different authors and institutions. Nonetheless, a
unique pillar that transcends is that factoring is a complete set, whereby a factor offers
numerous services encompassing: (a) debt collection; (b) credit protection; (c)
financing; and (d) maintenance of accounts receivable (bookkeeping). Secondly,
factoring services are offered in varied ways, which may comprise diverse actors and
procedures. Thirdly, factoring services are monitored by three pillars worldwide: (a)
factoring markets without regulations (unregulated markets); (b) the factoring industry
supervised by the regulatory authority (supervised markets); and (c) factoring markets
which are meticulously regulated by specific laws and regulations (law-specific

markets).

Nevertheless, this chapter unveiled and established that the regulation of factoring
businesses with specifically dedicated legislation is most desirable to promote the
development and widespread use of factoring in countries like Tanzania. This
approach is emphasised in the UNIDROIT Model Law on Factoring, 2024, which
emphasises self-standing rules for assignments and third-party effectiveness, which

is crucial for the Tanzanian context, wherein most SMEs operate informally.
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Moreover, this is informed by the Afreximbank Model Law, which aligns with the
UNIDROIT Model Law by prioritising African contexts, such as nullifying anti-

assignment clauses, as unregulated markets have led to risks in emerging economies.

Chapter Three found that factoring holds substantial potential to address financial
bottlenecks faced by Tanzanian SMEs by providing quick, collateral-free liquidity,
enhancing trade financing, and supporting market expansion. Nevertheless,
hindrances such as regulatory ambiguity due to the lack of dedicated legislation for
factoring lead to low awareness, which hinders the adoption, widespread use, and
development of factoring. Its advantages, including flexibility, risk mitigation, and
scalability, make it a viable alternative to traditional financing tools, such as bank loans,
overdrafts, and letters of credit, particularly for SMEs that are excluded from

conventional finance.

For example, in 2023, Tanzania experienced a surge in Micro, Small, and Medium
Enterprises (MSME) loan accounts, driven by government-backed initiatives, including
the SME Guarantee Scheme and local government loans.*'* This increase was by
almost twenty-two per cent, amounting to TZS3.6 billion disbursed, but only twenty per
cent of SMEs had formal access due to stringent requirements.'® Addressing these
limitations through a tailored regulatory framework, as explored in Chapters 4 and 5,
could unlock the untapped potential of factoring in empowering SMEs and driving
Tanzania’s economic growth. Notably, factoring could bridge the estimated US$1.3

billion annual trade financing gap in Tanzania.*'®

Chapter Four established that the current regulatory regime for factoring in Tanzania
is fragmented and inadequate, relying on general laws such as the Banking and
Financial Institutions Act, whilst lacking specificity. It does not promote and streamline
the adoption, widespread use and provision of factoring services. The examination of

Tanzania's existing regulatory regime for factoring revealed that the absence of a

414 Tanzania Investment and Consultant Group Ltd (n 262).

415 Tanzania Investment and Consultant Group Ltd (n 262).

416 International Development Association (n 197); African Development Bank Group
(n 197).
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detailed law on factoring regulation hinders growth, particularly for SMEs that require
immediate liquidity. For example, the Finance Act, 2025, provides for excise duty on
Tier 1 microfinance fees equivalent to ten per cent, which is an additional tax burden

that could deter entry into factoring.

Whilst the Bank of Tanzania (BOT) provides oversight on banking and financial
institutions, the absence of a dedicated factoring law, unfavourable taxes, and weak
infrastructure highlight the need for reform. Although the recently issued Microfinance
Regulations, 2025, focus on enhancing transparency, accountability, and operational
standards for microfinance institutions in Tanzania, which require approvals by the
BOT, they do not address factoring’s unique needs; hence, the urgency of dedicated

legislation for factoring.

Drawing on Egypt’s success as a more robust and precise framework with a specific
legal framework for factoring that creates more legal certainty and ease for factoring
operations in the said country, and modern regional and international model laws,
Chapter Five made three findings. Firstly, it revealed that the existence of a
comprehensive, particular and facilitative landscape for factoring promotes the use of

factoring services.

Moreover, the assessment between Tanzania’s current regulatory regime for factoring
and Egypt’s manifested that the latter’s framework offers customised regulations and
rules for factoring businesses, for example, the Financial Leasing and Factoring Law
176 of 2018 and Law 10 of 2009 Regulating Non-Banking Financial Markets and
Instruments, as opposed to the former’s inadequate, fragmented, and non-specific
framework. Moreover, Egypt's framework offers tax benefits for entities providing
factoring services, such as deductibles.#'” This attracts more firms to invest in this

service, thereby promoting reliable liquidity among SMEs.

417 Law 176 of 2018 (n 295) art 67.
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Secondly, it found that despite Egypt’s robust framework for factoring, its law governing
factoring transactions (the Financial Leasing and Factoring Law 176 of 2018) does not
prevail over anti-assignment clauses.*'® Thirdly, based on the UNIDROIT and
Afreximbank Model Laws on Factoring, it was established that Tanzania could
reconceptualise its regulatory regime for factoring by enacting dedicated legislation
that incorporates robust transfer provisions, overriding assignment restrictions;
launching the electronic registry and improve of credit bureau infrastructure for
streamlined debtor assessments; and founding a supervisory mechanism that
implements proportionate licensing to enhance SME liquidity without overburdening

providers.

This approach would enhance SME support, financial inclusion, and economic growth.
The Afreximbank Model Law is an African-focused instrument that Tanzania should
consider when establishing its regulatory regime for factoring, based on its adoption
in countries such as Niger, Mali, Burkina Faso, Togo, Céte d’lvoire, and the Republic
of Congo. Based on the €15 million factoring line of credit agreement between
Afreximbank and Congo’s Banque Postale du Congo (BPC), as a post-adoption

liquidity boost, it is evident that Tanzania could attract similar funding.#'?

6.3 Recommendations

Based on the preceding conclusions, this study recommends that the government of
Tanzania, in collaboration with relevant financial sector stakeholders, should
reconceptualise the regulatory regime for factoring to unlock its potential for
empowering small and medium enterprises through the enhanced and streamlined
availability of collateral-free, sustainable, and immediate trade financing options. This

could be achieved by implementing the following recommendations:

418 Law 176 of 2018 (n 295) art 41.
419 African Export-Import Bank (n 413).
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6.3.1 Recommendation One: Enact a dedicated and comprehensive legal

framework for factoring

Based on Chapters 2, 4, and 5, it was found that fragmented regulations stifle
factoring’s growth, while specific laws, as seen in Egypt, create certainty and adoption.
Without this, SMEs remain trapped in financial bottlenecks, as noted in Chapter 3. The
current reliance on fragmented and general laws is inadequate. Therefore, this study
recommends the enactment of a self-standing, comprehensive, and specific law
dedicated to factoring business and transactions by non-banking institutions in
Tanzania. This approach, as highlighted by the UNIDROIT and Afreximbank Model
Laws, is crucial for establishing the legal certainty and clarity required to promote the
development and widespread use of factoring. This could be attained by incorporating
key provisions from international and regional models. Drawing on Egypt’s successful
framework and model laws, the legislation for factoring should incorporate specific,
facilitative provisions that address the unique challenges hindering factoring in

Tanzania. These provisions should include:

6.3.1.1 The definition of factoring: Inspired by the UNIDROIT and
Afreximbank Model Laws on Factoring as well as Egypt’s best practice revealed in
Chapters 2 and 5, the Act on factoring should describe core factoring services
encompassing: (a) debt collection; (b) credit protection; (c) financing; and (d)
bookkeeping. Additionally, the definition should encompass modern elements, such as
the assignment or licensing of intellectual property, as well as the provision or

processing of data, rather than focusing solely on conventional aspects.

6.3.1.2 Overriding anti-assignment clauses: Tanzania should adopt robust
transfer provisions that nullify anti-assignment clauses. This is essential for protecting
the interests of the factor and promoting the use of factoring services, particularly in a

market with a high number of informal businesses.

6.3.1.3 Establishment of an electronic registry: A centralised electronic
registry is created for the registration of assignments. This would streamline due
diligence processes, enhance transparency, and reduce the risks associated with

multiple assignments of the duplicate accounts receivable. This is evident in Chapters
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4 and 5, which highlight weak infrastructure as one of the barriers. Furthermore, the
UNIDROIT Model Law on Factoring, 2024, emphasises the importance of registries
for debtor assessments and priority rules, addressing Tanzania’s current gaps. It is
recommended that core provisions include a centralised blockchain-secured platform
for receivable assignments, as mandated by the 2025 regulations on transparency,
and a Financial Technology (FinTech) Sandbox for mobile-enabled assessments,*2°

integrated with the Tanzania Revenue Authority (TRA) for tax incentives.

This would streamline real-time verification to reduce fraud and build trust. It could be
implemented by partnering with technology firms and Afreximbank for setup,
mandating the registration of specified factoring transactions, for example, all factoring
deals exceeding TZS50 million. This approach would curb transaction delays from
weeks to hours, empowering thousands of SMEs with instant liquidity, propelling
financial inclusion and mitigating SME failure rates. The Afreximbank Model Law,

adopted in six African countries to date, provides a blueprint for Tanzania’s context.

In implementing this, the BOT could be tasked with drafting the legislation within a
specified timeframe, incorporating stakeholder consultations involving SMEs, factors,
and the Chamber of Commerce, and piloting it in key regions such as Dar es Salaam,
Mwanza, Mbeya, Arusha, and Dodoma. This initiative could unlock billions of TZS in
annual SME financing, boosting GDP through new jobs in trade, agriculture and
manufacturing, turning Tanzania into a fastest-growing factoring powerhouse based

on its population currently estimated at 68.1 million as of 22 September 2025.42

6.3.1.4 Proportionate licensing and supervision: Tanzania should establish
a supervisory mechanism that implements a proportionate licensing regime. This
approach would enable effective oversight without imposing an undue regulatory

burden that could deter potential factoring providers. Chapters 2 and 5 advocate for

420 The Bank of Tanzania (Financial Consumer Protection) (Amendment) Regulations,
2025, regulation 2(2); the Bank of Tanzania (FinTech Regulatory Sandbox)
Regulations, 2024, regulations 1 & 2.

421 National Business of Statistics Tanzania ‘Population highlight of Tanzania’ NBS |
National Bureau of Statistics Tanzania - Home (accessed 22 September 2025).

92

© University of Pretoria


https://www.nbs.go.tz/
https://www.nbs.go.tz/

UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

supervised regulatory regimes and licensing to address the current gaps in BOT,
which, as noted in Chapter 4, hinder scalability due to Tanzania's oversight gaps.
Therefore, it is recommended that the main provisions include an independent unit
affiliated with the BOT for licensing, monitoring, and dispute resolution, as well as
reviewing annual reports on SME liquidity metrics. This could be achieved by adopting
the Afreximbank Model Law, with relevant provisions proportionate to avoid over-
regulation. It would establish safeguards against risks while scaling factoring to
empower women- and youth-led SMEs, aligning with the National Development Vision

2050 for a thriving, resilient economy.

6.3.2 Recommendation Two: Address regulatory and tax burdens

Chapters 4 and 5 exposed unfavourable taxes as hindrances to growth. It is
recommended that the new legal framework addresses the regulatory ambiguities and
unfavourable tax environments that currently stifle the growth of the factoring industry

in Tanzania. This includes:

6.3.2.1 Eliminating hindrances: Tanzania should remove or modify existing
laws and regulations, such as punitive taxes on financial services, that act as a

deterrent to the entry and growth of factoring businesses.

6.3.2.2 Tailored oversight: Tanzania should ensure that the oversight provided
by institutions like the Bank of Tanzania is specifically tailored to the unique needs of
the factoring industry, distinct from general microfinance or banking regulations.
Egypt’s framework succeeds by easing operations through customised rules, showing
that incentives drive certainty adaptable via Afreximbank’s proportionate model. It is
recommended that central provisions for this aspect include VAT exemptions on
factoring fees, reduced corporate tax for licensed factors, and incentives such as tax
holidays of one to three years for licensed providers serving rural SMEs, as well as
deductibles on assigned receivables. This could be achieved by amending the Finance
Act through consultations with the TRA, tying incentives to compliance with new laws
under BOT approvals, attracting new factoring firms to boost trade finance for SME

growth, and mitigating poverty through inclusive prosperity.
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6.3.3 Recommendation Three: Enhance awareness and facilitative market

adoption

The findings in Chapter 3 on low awareness due to regulatory ambiguities are a wake-
up call which demands education, recognising the low awareness of factoring services
amongst SMEs. Therefore, it is recommended that the regulatory framework actively

promotes the adoption of this financing tool. This could be achieved by:

6.3.3.1 Raising awareness: Tanzania should implement government-backed
initiatives, in partnership with financial institutions and business associations, to
educate SMEs on the benefits of factoring, such as quick liquidity, collateral-free
financing, and risk mitigation. This is evidenced by Afreximbank’s capacity-building
efforts in adopters like Mali, which demonstrate the significance of education in
promoting the growth and widespread adoption of factoring. It is recommended that
key provisions include free workshops, online portals, and SME-targeted campaigns
that highlight the edge of factoring over loans, specifically the absence of collateral
risk mitigation. This process could be achieved by funding through the Ministry of
Finance and Planning and the BOT, with a focus on women- and youth-led SMEs as

key drivers in this sector.

6.3.3.2 Leveraging factoring’s potential: Tanzania should promote factoring
as a viable alternative to traditional financing options, positioning it as a key tool to

bridge the estimated US$1.3 billion financing gap for Tanzanian SMEs.

6.3.4 Recommendation Four: Attract international investment and support

Based on the findings in Chapter 5, it is recommended that the government of
Tanzania adopts a regulatory regime that aligns with globally recognised model laws,
such as Afreximbank’s, to signal a commitment to creating a stable and modern

financial market for factoring. This move could:

6.3.4.1 Attract funding: Adoption of the Afreximbank Model Law on Factoring
would position Tanzania to attract international lines of credit and funding, similar to
the €15 million credit line agreement received by Banque Postale du Congo from

Afreximbank, thereby providing much-needed liquidity boosts to the factoring industry.
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6.3.4.2 Foster regional integration: It could facilitate greater financial
collaboration within the African continent, leveraging the success of frameworks
already adopted by countries like Mali, Togo, Niger, Burkina Faso, Cote d’lvoire, and

the Republic of Congo.

6.4 Conclusion

This dissertation critically examined the regulatory regime for factoring in Tanzania,
with a focus on reconceptualising it to strengthen support for Small and Medium
Enterprises (SMEs). Through a comprehensive analysis of conceptual foundations,
potential benefits, current inadequacies, and comparative insights, it revealed the
transformative role factoring could play in addressing financial bottlenecks that hinder
SME growth in Tanzania. The findings underscore that whilst factoring offers flexible,
collateral-free liquidity and risk mitigation, surpassing traditional options like bank
loans and overdrafts, Tanzania’s fragmented and inadequate regulatory landscape,
reliant on general laws such as the Banking and Financial Institutions Act and
Microfinance Regulations, perpetuates ambiguity, low awareness, and barriers like

unfavourable taxes.

This has resulted in inadequate adoption of factoring, exacerbating the US$1.3 billion
financing gap and restricting formal access to only twenty per cent of SMEs, despite
recent surges in MSME lending to TZS3.6 billion in 2023. Drawing on global and
regional models, as well as Egypt's specialised frameworks, the study found that
dedicated, self-standing legislation is essential for fostering legal certainty, nullifying
anti-assignment clauses, establishing electronic registries, and implementing
proportionate supervision. These elements, absent in Tanzania’s current regime, are
pivotal for unlocking factoring’s scalability in an economy where informal SMEs

dominate.

The outlined recommendations include enacting a comprehensive Factoring Act with
core provisions for definitions, transfers, registries, and licensing; alleviating tax
burdens through exemptions and incentives; enhancing awareness through education
campaigns; and aligning with international models to attract funding, providing a
pragmatic blueprint for reform. If implemented, these measures could streamline

operations, reduce fraud through blockchain-integrated infrastructure, empower

95

© University of Pretoria



UNIVERSITEIT VAN PRETORIA
UNIVERSITY OF PRETORIA
YUNIBESITHI YA PRETORIA

(02’&

women and youth-led enterprises, and position Tanzania as one of the regional
fastest-growing factoring industries, analogous to Afreximbank adopters like Mali and
Niger. This would not only bridge the financing gap but also drive economic growth,
potentially boosting GDP through enhanced trade, job creation, and financial inclusion,
aligning with Tanzania's Development Vision 2050’s aspirations for a resilient,
knowledge-driven economy. Ultimately, reconceptualising Tanzania’s factoring regime

represents a strategic imperative for inclusive prosperity.

By prioritising SME empowerment, this shift could mitigate poverty, foster innovation,
and catalyse sustainable development in a nation of over sixty-eight million people.
Whilst this dissertation made a significant contribution to the discourse on SME finance
and legal reform in Tanzania, it is not without limitations. The study’s primary reliance
on qualitative legal and comparative analysis, though appropriate for its scope,
suggests a need for future empirical research. Future studies could quantitatively
assess the economic impact of a new factoring law on SME growth, job creation, and
GDP following its implementation. This could be explored through digital factoring
integrations in the BOT’s FinTech Sandbox, and longitudinal comparisons could be
conducted with emerging adopters, such as Kenya. This could further enrich the body
of knowledge and provide a more holistic view of regional trends. In summary,
embracing factoring through targeted regulation is not merely a financial reform but a
catalyst for transforming Tanzania into a promising, vibrant, and equitable economic

powerhouse in the region.
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