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CSBAG Submission to the Special Rapporteur on Extreme Poverty and Human Rights Regarding the Impact of Fiscal and Tax Policy on Human Rights in Uganda.
About CSBAG
Civil Society Budget Advocacy Group (CSBAG) is a coalition of civil society organizations in Uganda at both national and district levels that was formed in 2004 to influence government decisions on resource mobilization and utilization of equitable sustainable development. CSBAG advocates for pro-poor and gender sensitive budgets at local and national level that address the needs of the poor women and men with the aim of lifting them out of poverty in Uganda.
This is a response to the call to submit contributions on the human rights’ impact of fiscal and tax policy; for a thematic report to the 26th session of the Human Rights Council (June 2014) by the Special Rapporteur on extreme poverty and human rights.
Taxation
1. Is your government‘s tax policy compatible with the obligation to use maximum available resources to realize economic and social rights? If not, why? Do obstacles of a national or international nature impinge on your government’s ability to maximize available resources through taxation?
No, Uganda’s tax policy is not compatible with the obligation to use maximum available resources to realize economic and social rights. This is due to the Government of Uganda’s granting of massive tax exemptions to companies without a clear and consistent regulatory framework that assesses the management and granting of these incentives. These incentives and exemptions include:
· stamp duty exemption
· Withholding Tax exemption on plant and machinery on plant and machinery, scholastic materials, human and animal drugs and raw materials; and import duty ;and 
· VAT exemption on plant and machinery, equipment, vehicles and construction materials for an investment project and inputs.
· Double Taxation Agreements that Uganda currently has with 13 countries and is currently in talks with 8 others.
They have resulted in loss of badly needed resources that would be critical in reducing poverty and enabling Ugandan citizens have access to health, education and basic social services.
2. In general, would you say that the tax regime is regressive or progressive? Why? Please provide examples (for instance: proportions of wealth, income, and consumption taxes in total revenue; distributional impacts of tax schemes between and within households. including deduction and exemptions for women, people living in poverty, single households heads, or based on marital status).What are the shares of tax revenue paid by different groups and the rate of taxation on different social groups?
The tax regime is highly regressive because majority of consumption taxes are indirect , high, and do not increase as one’s income increases; affecting both the poor and rich. Although income taxes are progressive; consumption taxes for example 18% VAT on water for domestic purposes is hoped to generate shs 12.7bn but at the cost of depriving poor people of safe drinking water.

Impact of New Tax Measures for FY 2013/14
	Tax Head
	Tax Measure
	Objective
	Impact

	Income Tax
	Increase the PAYE threshold from Shs. 130,000 to Shs.
235,000 per month
	Reduce the tax burden on low income earners and increase
their disposable income
	CSBAG welcomes the increase in the PAYE threshold because it is progressive and enables the poor to pay less,  and have more disposable income .

	
	An additional 10% imposed on individuals with chargeable income of Shs. 120 Million and
above, per year.
	Compensate for the loss to government in taxes due to increase of the PAYE threshold.
	This policy change is also applauded by CSBAG because it is progressive and enable the poor to pay less and the rich to pay more 

	Value-Added-Tax
	Reinstate VAT on supply of Water at 18%
	Generate Shs. 21.7bn.However supply of water for domestic use was exempted from VAT
	Reinstating VAT on  Water has caused more Ugandans to resort to unsafe drinking water due to the now unaffordable water. This deprives them of their right to safe drinking water.

	
	Introduce VAT on Wheat and wheat flour to 

	This measure will raise
Shs.30 billion
	This tax is regressive because the poor use wheat flour to make snacks for sale, which lowers their standard of living and exposes them to poverty.

	Excise Duties
	Excise duty on spirits made from locally made raw materials from 45% to 60%.
	Generate Shs. 10.4 billion
	Raising excise duty on spirits is welcome because the crime rate is reduced due to discouragement of drinking, resulting in majority of Ugandans’ attainment of their basic right to security.

	
	Impose excise duty of 10% on fees charged on transfer of money by mobile network operators and other money transfers
	Widen the tax base
	This tax is not pro poor because mobile money transactions have been an informal means of banking facilities especially for the poor. This tax therefore infringes on their access to affordable financial services.

	Gaming and Pool
Betting
	Increase the Gaming and Pool Betting Tax from 15% to 20%.
	Generate Revenue
	The 5% increase in the GPBT tax has led to an increase in revenue collected by 21.2% to
Shs. 5.4bn.This is welcome because it reduces disorderliness and resorting to crime to obtain money for gaming resulting in attainment of the right to security.

	Fees and Licenses
	Increase motorcycle registration fees by
120,000 Shillings.
	Generate 8.64 bn
	Most motorcycles are owned by youth and imposition of this tax is therefore regressive

	Import Duties
	Import duty food supplements and mineral premix used in fortification on was Reduced
from 25 % to 0 %
	Make imported food
supplements affordable thus
helping to improve the health
of
Ugandans
	CSBAG welcomes this exemption because it improves the ordinary Ugandan’s right to affordable health services


3. What is the tax/GDP ratio of your country? Would you say that the tax regime allows the State to: a)raise adequate resources to ensure the realization of human rights, including sustainable financing of social protection systems; b)mitigate poverty and inequalities, and 
c) ensure that rights of disadvantaged and marginalized individuals and groups are not disproportionately affected? Please explain. If the answer was negative, why are different rates or other types of taxes not in place?
a) Raise adequate resources to ensure the realization of human rights, including sustainable financing of social protection systems
Tax-GDP ratio has been widely recognized as a useful indicator of development of a nation. As per certain estimates, a minimum of 18 percent of its value may be required in most of the developing countries .Uganda’s tax/GDP ratio is 13%.;the lowest in East Africa and has stagnated at 12%-13% for the last decade and is currently financing 70% of the budget, which is not sustainable. Kenya has 18%, while Rwanda’s is 14%. The low tax/GDP ratio and inability to raise adequate resources has been attributed to various reasons including:
· Absence of a transparent and regulatory mechanism of granting tax incentives and exemptions to both domestic business entities and multinational corporations. Furthermore, the absence of mechanisms for monitoring, evaluating and reviewing the value and extent to which tax incentives are working. According to the African Development Bank (2009/10), Uganda lost 2 % of its GDP (16% of revenue) amounting to approximately 690 billion shs(US $272 million) in the 2009/10 fiscal year.[footnoteRef:1]  Since 2009,the government has agreed to undertake a comprehensive review of existing tax exemptions with a view to eliminate them, however this has not been done(TJN-Africa & ActionAid International,2012). [1:  African Development Bank, Domestic Revenue Mobilization for Poverty Reduction in East Africa: Uganda Case Study, November 2010] 

· Uganda also has Double Taxation Agreements(DTA) with numerous countries which are also affecting her ability to adequately collect tax.
· Existence of a large informal sector (often referred to as the shadow economy) encompassing all currently unregistered economic activities that officially contribute to the country’s Gross Domestic Product (GDP) especially agriculture. Uganda’s informal sector was estimated to have been between 42-45% between 1999-2007[footnoteRef:2].Taxes raised from taxing the informal sector would greatly contribute to sustainable financing of sectors such as education, health and water and environment.  [2:  Schneider F, Buehn A.& Montenegro C.(2010):Shadow Economies All Over the World: New Estimates for 162 Countries from 1999 to 2007:Policy Research Working Paper 5356,World Bank Development Research Group] 

· Limited compliance by the Multi National Corporations (MNCs) through exploration of Uganda’s taxation loopholes using complex tax avoidance schemes, transfer pricing, illicit capital flows, and tax havens.
· Uganda has porous borders where businessmen smuggle products in and out of the country; which deprives the government of taxes that would otherwise have been spent on investment in infrastructure and social spending.
The other taxes are not in place because:
· The poor record and information management system where Uganda lacks a national identification system (national identity cards or social security numbers); and reliable business, industrial or sector data. Lack of reliable data and poor information systems complicate tax administration and collection which inevitably result in the country’s inability to ensure realization of human rights.
· Lack of a strong mechanism to derive and develop policy prescriptions due to absence of a firm research function in both the administration and legislative functions prevents Uganda from developing an innovative tax policy which is focused on achieving revenue maximization..

b) Mitigate poverty and inequalities, 
Due to the regressive nature of the tax regime, the poor are only becoming poorer ,for example the 18% Value Added Tax imposed on water for domestic use affecting families especially in the rural areas and tax on motorcycles which are used by the young. Uganda’s Gini Coefficient lies at 0.723, which implies a great level of inequality between the wealthy and poor in Uganda.
c) Ensure that rights of disadvantaged and marginalized individuals and groups are not disproportionately affected?
.

4. How does the government guarantee that the design and implementation of taxation measures, as well as monitoring of their impacts, are carried out in accordance with principles of public participation, transparency, non-discrimination and accountability? Are there special mechanisms to protect these guarantees, in particular for marginalized and vulnerable groups?
5. If the government has recently introduced tax cuts, which sectors of society have benefitted most? How has your government justified any reduction in revenue, which may result from these tax cuts? What is your country’s tax rate?
6. What is the fiscal pressure on the financial sector? Would you characterize the financial sector as paying a fair share of taxes? On what basis?
7. Are there any particular industries that receive tax subsidies (for example, agriculture,        housing)? Are there subsidies related to government’s commitments to specific human rights (for example. right to adequate housing or food),or do they follow other human rights-based rationale?
8. Has your government proposed or supported increased intergovernmental tax cooperation? What is its official position on tax havens? What is its official position on illicit flows of capital eg measures to stop transfer pricing, proposals on country-by country reporting, automatic exchange of information, and disclosure of beneficiary ownership?
Yes , the Ugandan government has supported increased intergovernmental tax cooperation through Double Taxation Agreements(DTAs).A DTA is a treaty between two or more sovereign countries which aims at avoiding double taxation of cross-border income country and preventing international tax evasion by organizations or individuals. Uganda has DTAs with 13 countries: Belgium, Denmark, India, Italy, Kenya, Mauritius, Netherlands, Northern Ireland, Norway, South Africa, Tanzania, United Kingdom and Zambia. DTAs result in lower effective tax rates, where Withholding Tax (WHT) on interest, dividends, royalty and management fees has remained at 10%, yet it could have risen to 15%[footnoteRef:3].Whereas DTAs require the two contracting states to share information, they may be prone to abuse through false declarations to lay ground for tax evasion and avoidance. [3:  The Income Tax Act (CAP340) and Appendix 5,Uganda] 

Uganda is currently negotiating taxation treaties with Egypt, China, UAE, Seychelles and the East African Double Tax Agreement for the 5 East African Countries (EAC) countries-Kenya, Tanzania, Rwanda, Burundi and Uganda.
9. Has your government proposed or supported international tax policies such as financial transactions tax? If so, please specify in which form. If not, please explain the nature of its objection. Do revenues from such taxes (if in place) go into general revenue or are they earmarked for specific sectors or programmes? If the latter, which programmes?
10. Is your government party to international investment or trade agreements that curtail your country’s capacity to levy taxes, or the capacity of your partner country/ies to levy taxes? Is your government party to investment contracts or concessions that restrict your governnment’s ability to levy taxes on certain companies or sectors? What measures (if any) were taken to mitigate impacts of these limitations on your country’s (or other countries) ability to raise adequate resources in order to fulfill human rights obligations?
Yes , the Ugandan government has supported increased intergovernmental tax cooperation through Double Taxation Agreements(DTAs).A DTA is a treaty between two or more sovereign countries which aims at avoiding double taxation of cross-border income country and preventing international tax evasion by organizations or individuals.  Uganda has DTAs with 13 countries: Belgium, Denmark, India, Italy, Kenya, Mauritius, Netherlands, Northern Ireland, Norway, South Africa. Tanzania, United Kingdom and Zambia.
Uganda is currently negotiating taxation treaties with Egypt, China, UAE, Seychelles and the East African Double Tax Agreement for the 5 EAC countries

Expenditure
1. Are gender equality and economic and social rights criteria considered in budget planning and execution? If so, how are they integrated and monitored? Since when? Have you or your government been to track the effect of these criteria? If so, what results have you obtained by applying these criteria?
Although there has been a move to ensure gender equality in Uganda’s programmes, the integration and monitoring is greatly lacking for example in agriculture where women are the majority of farmers but lack access to agricultural information and extension financing, among others.
2. Has your government engaged, or is it planning to engage, in fiscal austerity measures, such as cutting spending on social services? If so, what safeguards did, or will, it put in place to ensure that such measures are consistent with human rights obligations? Are the cuts temporary or permanent? Are they necessary in the sense that their absence would have meant greater harm to economic and social rights of the population? Has the government identified the minimum content of rights that should not be affected? Have the cuts been accompanied by mitigating measures to ensure that vulnerable and marginalized populations are not disproportionately affected? If yes, please provide examples of some of these measures.
Government of Uganda has engaged in fiscal austerity measures such as cutting spending on social services. It is not clear whether the cuts are temporary or permanent. They are not necessary because they are inevitably going to lead to greater harm to the economic rights of the population. No, the cuts have not been accompanied by mitigation measures to ensure that vulnerable and marginalized populations are not disproportionately affected.
3. What measures were put in place to ensure public participation, transparency, non-discrimination and accountability in the design and implementation of spending cuts and in the monitoring of their impacts? To what extent do these rely on disaggregated data by sex, age, income and place and up-to-date information on poverty?
The Government of Uganda is committed to ensuring access to budget information which ultimately results in public participation, transparency ,non-discrimination and accountability in the budget process. The 2012 Open Budget Index - a global measure of budget transparency ;ranked Uganda 18th in the world, 1st East Africa, 2nd in all of Africa (behind South Africa);In FY 2013/14,the government commissioned the Budget Information website (www.budget.org) and established the Budget Transparency Initiative of which CSBAG has been selected to represent CSOs on this forum
4. What is the distribution of expenditure between different social groups (eg women-men, rural-urban, different age groups)? What percentages of the national budget does your government allocate and spend on health services, public education, and social welfare compared to military expenditure?
In FY 2013/14,8.7% (1,127.3bn) are allocated to health services; 12.7% (1,645.1bn)education and social welfare 0.2%(30bn).Military expenditure is largely confidential but is believed to make up the largest share of the 8.1% allocation (1,048.5bn)  to the security sector.
5. What percentage of the national budget goes to service debt? Is that level of payments consistent with the spending needed to comply with your government’s human rights obligations?
Uganda’s external debt stands at $ 5.85 billion and the domestic debt- UGX 7 trillion (12% of GDP). According to the budget, debt repayment is set to increase to over a trillion (UGX) in FY 2013/14. In the FY 2013/14, government plans to borrow more than Ushs 1 trillion from the local market. 

The Ugandan Sectoral Allocations for FY 2013/14.(UGX Bn)




Uganda’s interest payments total to the national budget in the FY 2013/14  stands at 7.6% (975.3bn), exceeding allocations to Social Development, Water and Environment , Agriculture and Justice/Law and Order. Uganda’s debt commitments are infringing on Ugandan citizen rights to adequate agricultural, social development, water, and judicial services, among others. This therefore implies that the level of payments is not consistent with the spending needed to comply with your government’s human rights obligations.
6. What is your assessment of the Government’s capacity in terms of tax collection, treasury management, budget execution, accounting and auditing? 
Tax collection 
The Ugandan government has a poor tax collection capacity due to :
· Poor tax administration
· Absence of a national identification mechanism; where Ugandans lack national identity cards or social security numbers ,with which URA can ensure tax compliance. 
· Presence of a large informal sector
· Widespread corruption in the country, where over 900 billion is reported to be lost annually in Uganda according to World Bank and the Auditor General’s reports resulting in revenue leakage which ultimately reduces citizen trust and confidence in government.  This is one of the causes of low citizen tax compliance.
· Limited tax compliance including: filing tax returns and notices; submission of correct income; correct claim to deductions, expenditures, allowances and exemptions; and timely payment of due taxes.
Treasury management
The Government of Uganda’s treasury management is poor because of numerous reasons including:
· Corruption: Evidence by the Auditor General’s office and World Bank indicates that close to 900 billion is lost annually to corruption in Uganda. Recent statistics by Transparency International rank Uganda as the 9th most corrupt country in the world and second in the East African region (TI 2013).
· Wastage of resources on workshops, administration, and allowances instead of priority areas such as provision of drugs and medical equipment to health centres 
· Supplementary expenditure without prior Parliament approval. Below is the table highlighting supplementary expenditure in Uganda since 2008/09:
Trends in the supplementary budget expenditure 2008/09 to 2012/13
	
	Supplementary budget (‘000)
	Approved National budget (billions)
	% of Suppl budget to Nat budget

	2008/09
	254,221,096
	5,858.67
	4.34%

	2009/10
	332,477,675
	7,044.5
	4.72%

	2010/11
	1,982,038,519
	7,376.54
	26.87%

	2011/12
	638,455,051
	9,630
	6.63%

	2012/13
	552,033,911
	10,903
	5.06%


Source: Supplementary Budget Appropriation Acts and Approved Budget Estimates
From the FY 2008/09 to 2012/13 the supplementary budgets approved by the parliament were more than the 3% limit set by section 12(1) (2) & (3) of the Budget Act 2001. The expenditure despite being above the set limits for approval is approved. Most outstanding was in the FY 201/11 when over 25% of the national budget was spent in supplementary appropriations. In this FY, the outstanding development expenditure was worth UGX 1,394,170,000 by the Ministry of Defence. 

· The Uganda government has accumulated $ 5.85 billion in external debt and UGX 7 trillion in domestic debt; amounting to 12% of GDP. According to the budget, debt repayment is set to increase to over a trillion (UGX) in FY 2013/14. This will only discourage the commercial banks further from lowering the lending rates to the local businesses since their investment in the government securities and bonds is always considered less risky. This subsequently discourages private sector led growth especially in sectors such as health, education and social service delivery because of the increased cost of financing from commercial banks. Furthermore, a high debt burden constrains service delivery because it draws away resources that would have otherwise been invested in repayment of interests and debts.
Budget execution
In FY 2010/11 ,the rise in government spending exceeded the Shs. 80 billion gain in tax revenue collections over the year’s target. This resulted in a fiscal deficit (excluding grants and oil revenues) of 10.2% of GDP compared to the programed level of 6.2%. However, including grants and oil revenue, the deficit was 5.3% of GDP.[footnoteRef:4] [4:  Annual Budget Performance Report 2010/11,Ministry of Finance, Planning and Economic Development.] 

	
Accounting 
Auditing
Auditing is a means by which the Uganda Revenue Authority (URA) verifies that tax returns have been filed with the correct information regarding income, the tax base, and claims for allowances and reductions. These are all carried out to ensure tax compliance. Uganda’s auditing capacity is poor as evidenced by :
· Though the number of audits carried out in Uganda increased from 807 in 2009/10 to 942 in 2010/11, only 35.6% were carried out of the 2,224 targeted cases. This results in the Government of Uganda’s inability to effectively ensure tax compliance especially by MNCs who exploit taxation law loopholes and poor tax administration to manipulatively arrange their profit determination and tax affairs in a way that enables illicit capital flows .This causes loss of revenues that would otherwise be available for investment and social spending.
· In the Office of the Auditor General, 1,805 audits were planned for 2011/12, out of which 1,627 audits were carried out in 2012/13, representing 90% of the reports with 788 audited reports still in progress.
Amount (Ug bn shs)	Interest Payments due	Justice /Law and Order	Water and Environment	Agriculture	Social Development	975.3	612.9	383.7	382.6	31.6	
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