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DRAFT
 

TERMS OF REFERENCE
 

BACKGROUND:
 

1. 	 Coffee, over the last few decades has been the primary
 
export crop of Uganda, earning well over 90% of the
 
country's foreign exchange. Even though the recent collapse

of world market prices has effectively taken most of the
 
profitability out of its export, it remains the dominant
 
crop 	for foreign exchange earnings and government revenue.
 

2. 	 With the return of political stability, the government's
 
next set of priorities includes diversification of the
 
economy. It is not clear, however, if this should be
 
accomplished with or without a de-emphasis on coffee
 
exports. For the most part, it will be government's
 
positive programs and policies or conversely, government
 
inaction that will make coffee a future viable crop or one
 
that is abandoned.
 

3. 	 It is in this context that this study of the taxation 
system was undertaken, with particular emphasis on the
 
effects of taxation on the activities surrounding coffee
 
and its export.
 

OBJECTIVES:
 

4. 	 The government has recently granted permission to four (4)

national unions to export coffee directly. This new system
 
effectively by-passes CMB and results in the exporter

(unions) controlling the size of net sales prozeeds that
 
CMB previously controlled.
 

5. 	 ft is these residuals (net of producer's cost, handling and
 
transport costs, marketing margins, etc. ) on which new
a 

tax policy needs to be formulated. Formulation of such 
a
 
policy could necessarily include a package comprised of
 
taxes as well as tax incentives. Alternatively, various

Subsidies can be built into the coffee export system if
 

government deems it appropriate.
 



6. 	 Additionally, as the coffee producers do not fall under the
 
Export Retention Scheme, the government pays them in Uganda
 
Shilling at the official rate. Payments in this manner
 
result in a tax (implicit) being imposed on them. This
 
hidden tax is to be studied with a view toward reducing or
 
eliminating it.
 

7. 	 The corporate tax has been assessed on the union
 
cooperatives in the same manner as with corporations.
 
Cooperatives are clearly different types of entities, and
 
as such should be taxed according to the nature of
 
functions and structure.
 

TASKS
 

8. 	 The specific tasks are as follows:
 

A. 	 Develop a working document which UCA can use in their
 
endeavors to convince government to change their
 
cooperative tax policy.
 

B. 	 Assess the question of government export tax policies
 
and the effect this policy would have on the planned
 
cooperative coffee export program.
 

C. 	 Research into the tax structure from the farmer to the
 
export tax level to:
 

i) determine how much of farmers income is going
 

into taxes;
 

ii) 	 determine the proportion of tax revenue that is
 
contributed by cooperatives in the form of
 
corporate/profit taxes;
 

D. 	 Evaluate the appropriateness of tax assessment on
 
income or properties of cooperatives.
 

E. 	 Show alternative ways of reducing the tax burden on
 
the export and corporate taxes.
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F. Show the impact of item "E" above- on revenue to the
 
government.
 

G. 	 Indicate what alternative sources of revenue or
 
taxation method could be used to off-set any loss of
 
revenue to government as a result of the suggested
 
taxation changes under item "E" above.
 

H. 	 Review taxation measures related to asset revaluation
 
and capital gains.
 

I. 	 Prepare and submit a report to UCA which addresses the
 
above issues.
 

SCOPE AND TIME OF ASSIGNMENT
 

It should be noted that the time frame involved in this
 
assignment on cooperative taxation included three (3) weeks to
 
both make the study and submit a final draft. In such a short
 
time span, it is not possible to progress beyond conceptual
 
recommendations. Detailed tax incentive plans with the various
 
incentive mechanisms, rates of application and comprehensive
 
coverages worked out and ready for installation in the tax
 
system requires a 2nd phase. It should be stressed therefore
 
that this study (phase 1) is largely conceptual, and primarily
 
sets out various suggested tax incentive proposals that would
 
have 	to be developed into functional models.
 



I. EXECUTIVE SUMMARY
 

A. FOREWORD
 

This is the first formal study on the Ugandan system of
 
taxation which has been conducted primarily from the
 
perspective of the cooperative sector. Motivated apparently
 
by the heavy tax burden that coffee has traditionally
 
carried, the study became more of a necessity as coffee's
 
fortunes declined in the last year or so without a
 
corresponding decline in coffee's tax burden.
 

While it is not at all unusual and in fact quite human to
 
depend on institutions, people, economic sectors, etc.
 
which are strong, efficient and reliable, over-reliance can
 
subtly enter the relationship because of those positive

attributes that make things work. When over-dependency
 
develops, gentle reminders have to be presented to the
 
imposer.
 

To grow and remain viable, the coffee industry must be
 
permitted to earn profits and reinvest. In this new era
 
where cooperative unions can now export directly, the
 
potential producer profits remain under the cloud of
 
possible excessive taxation.
 

However, irrespective of surface appearances, the taxation
 
of coffee cannot be reviewed in isolation. It fits into the
 
overall revenue structure of Uganda and as such a review
 
must also be made of those other components.
 



B. SUMMARY OF FINDINGS
 

1. 	 The coffee industry in Uganda has been adversely
 
affected by governmental export policies which include
 
extraordinarily high taxes. These taxes are the
 
following:
 

a) 	 Residual Tax (Explicit in Application): This tax
 
is the end result of the government price fixing
 
scheme for producers. It is derived after
 
netting out against the world market price, the
 
government fixed pri,-e payment to producers and
 
the processing and marketing margins. The tax
 
ranges between 30% to 40%, depending on the price
 
fixing.
 

b) 	 Sales in Shillings at '!ficial Rate (Implicit in
 
Application): This t.. results when the exporter
 
(producer) does not eceive his payment for
 
coffee sales in foreign exchange. Instead, his
 
payment is made in Uganda Shilling at the
 
official rate of exchange. The effective tax
 
(termed implicit) is the differential between the
 
official rate and parallel market rate of
 
exchange. It ranges currently between 40% and
 
60%, but has increased in excess of 80% at
 
various times.
 

c) 	 Corporate Tax: This tax is levied against all
 
corporate entities. The Ministry of Finance has
 
elected to treat the union cooperatives as
 
corporations. The tax rate is applied at 45% on
 
the surplus of the cooperative if a surplus
 
results. The income tax is computed before
 
distribution of surplus, and the surplus
 
statutory reserve at 25% must also be deducted
 
before any distribution to members are made.
 
However, due to the mechanism for distributing
 
bonuses, a legal tax avoidance (i.e. tax
 
reduction) device does appear to be available.
 

d ) 	 Poll Tax: The farmers are sub.jec t to this 
universal per capita tax. It is applied to the 
individual' s personal assets, whatever they might 
be. In the case of coffee farmers, the number of 
trees is the basis of valuation.
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e) 	 Individual Tax for Farmers: Farmers are to report
 
all forms of income on an individual basis. The
 
individual tax rates will apply to total taxable
 
income.
 

2. 	 The new direct export system recently approved by
 
government, which permits four national unions 
to
 
export directly to world markets, will not eliminate
 
any of the taxes in (1) above. The only net
 
advantages in the new system involve the possibility

of receiving better world market prices and reducing
 
Coffee Marketing Board's marketing margins and other
 
related service costs.
 

3. 	 An informal forecast and analysis of the world market
 
demand for coffee indicates that Eastern Europe's
 
adoption of western style capitalism and democracy

will raise the per capita income and living standards.
 
As a consequence, coffee (like many other products)

will experience a higher level of world wide demand,
 
along with higher world prices. There does not appear
 
to be on the part of the government, a recognition of
 
the future export potential these recent developments­
hold for coffee.
 

4. 	 The government's tax collection system appears
 
extremely weak, particular in those areas (direct

taxes) where developing countries collect a large
 
percentage of their tax revenue. These direct taxes
 
include individual income tax and corporate taxes.
 
Uganda's tax revenue from these taxes amounted to 11%
 
of total tax revenue as compared to an average of 30%
 
in SSA. Thus Uganda is ranking last in Sub-Sahara
 
Africa (SSA) in this category, according to a recent
 
UNDP/World Bank Study. The coffee sector contributed
 
approximately 14% of total tax revenues in 1988/89.
 

The tax revenue from direct taxes is unusually low for
 
a country of Uganda's size as the result of the
 
following:
 

a) 	 The threshold salary level for individuals is set
 
exceptionally high for taxation to apply. Thus,
 
most individual salaries fall under that minimum

"salary threshold" of U. Shs 240,000.
 

b) 	 It appears that most of the Imagendo" and small
 
scale type of operations are not paying taxes of
 
any kind.
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The indirect tax revenues are also weak and unreliable
 
in that 95% of the excise tax and 80% of sales tax
 
revenue came from domestic production of 3 items:
 
beer, soft drinks and cigarettes.
 

5. 	 There is no urban property tax in Uganda. Thus, no
 
tax revenue is earned from the very common and
 
universally applied urban property tax. This tax is
 
generally applied on buildings under lease, vacant
 
land, and commercial buildings in urban areas.
 

6. 	 Official written documents explaining current taxation
 
codes and provisions were never made available, Such
 
documents are necessary for tax payers to review and
 
study in order to understand what their tax
 
obligations are. Ministry of Finance officials only
 
have a 1984 tax codification manual with revisions and
 
additions to the tax laws individually hand-written
 
and individually maintained.
 

7. 	 The level of industrialization is exceptionally low in
 
Uganda. As such, a common and universal tax revenue
 
base is also weak in this country.
 

8. 	 The revaluation of cooperatives' assets is necessary
 
in order to account for the devaluations and inflation
 
occurring over several years; i.e. in order to reflect
 
current market values. Taxable income, moreover,
 
should not be derived without accounting for the
 
replacement cost of fixed assets.
 

9. 	 The import tax on the farmer's agricultural inputs is
 
applied or waived, on a case by case basis. No
 
documentation was available to indicate official
 
exemptions.
 

10. 	 A new and compreheiisive tax law is presently being
 
drafted by the rovernment. This Consultant was advised
 
that now is the proper time to submit requests for
 
Unions and Societies' exemptions and privileges.
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C. 	 SUMMARY OF RECOMMENDATIONS
 

1. 	 The ultimate purpose of this study is to develop a sound
 
foundation for intelligently approaching government and
 
communicating the problems arising out of their coffee
 
export policies. The limited scope and time-frame do not
 
lend themselves to formulation of detailed comprehensive
 
tax incentive proposals that could be placed on government
 
desks.
 

Therefore, the follow-up exercise to this conceptual study

should be a detailed and highly focused tax formulation
 
that accomplishes the following:
 

i) 	 The development of several alternative tax incentive 
plans - based on the general framework outlined in 
this study. These plans should be detailed and 
comprehensive to the point where it is possible to
 
forecast results and outcomes for any given scenario.
 
All possible contingencies should be addressed.
 

ii) 	 A comprehensive examination and analysis should be
 
made to determine exactly what tax collections are
 
possible for the other tax sectors to legimately
 
contribute to total tax revenue. That is, an
 
assessment of all possible revenues available for
 
collection in Uganda.
 

iii) 	A review or survey should be made of a fair, equitable
 
and well balanced tax system which is working well in
 
a coffee producing, or commodity exporting country.
 
Use should be made of whatever attributes are
 
transferable to Uganda.
 

2. 	 The implications for the coffee sector arising out of the
 
political and economic changes in Eastern Europe are
 
extremely positive and significant. Coffee, among several
 
other uiniversal foods, will experience an early increase in
 
demand from this previously depressed section of the world.
 
From another perspective, the world coffee exporters in the
 
last 50 years have not dealt -,ith the type and level of
 
Eastern European demand they wiil deal with in the next 5
 
years. 
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UCA should, in order to capitalize on this unique
 
historical situation, have a well researched and
 
documented report prepared that forecasts the effects
 
Eastern Europe will have on growth in World market demand
 
and prices in 3 to 5 years. Presentation of such a report
 
to government, along with a well orchestrated publicity
 
campaign, can provide the leverage needed for government to
 
grant the tax incentives (i.e. government investment)
 
required for revitalization and expansion of the coffee
 
industry.
 

3. 	 As pointed out above, there is an urgent need for the GOU
 
to make an investment in its coffee industry. This can best
 
be accomplished by setting up a tax incentive plan that
 
first, keeps the present coffee industry a viable sector of
 
the economy. Secondly, and most importantly, Uganda needs
 
to position itself for what will be record high world
 
market demand and prices in 4 to 5 years.
 

The essence of this incentive plan should be in the
 
expansion of production through:
 

i. 	 development of new farms;
 
ii. 	expansion of existing farms;
 
iii. 	rehabilitation of existing farms.
 

The tax incentive mechanism that can most efficiently
 
accomplish the task of reinvestment of coffee earnings is
 
the investment credit. This approach is recommended for the
 
following reasons:
 

a) The government is most likely to agree to a tax
 
incentive plan that does not require dismantling its
 
existing tax structure and procedures.
 

b) 	 The investment credit is straight-forward and simple
 
since it is simply a matter of netting the tax credit
 
against taxes (residual payments) due government. A
 
verification procedure through the Ministry of
 
Agriculture would be set up to allow or disallow the
 
credit based on verification of new investment.
 

c) 	 The rate of investment credit allowed can be reliably
 
established by analyzing the relationships between
 
required investments and tax liabilities. The various
 
ratios obtained would be the basis for establishing
 
the investment credit rate or rates.
 

1. 	 A second alternative is a tax holiday. Even though the 
,:hances of a positive response from government appear 
remote, a request could be made for a tax-free holiday. The 
same rationale used in the above recommendation (# 3) would 
be the basis of this request. 
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The tax-free period would be variable (as specified by a
 
schedule) depending on how much verifiable investment was
 
put 	 into the three categories of coffee investments
 
outlined above. On the other hand, fixed
a minimum
 
investment could be the basis for a tax holiday of a fixed
 
period of say, 3 years.
 

The incentive for reinvestment under a tax holiday scheme
 
is strong since the farmer will have no illusion about
 
enjoying such special privileges after enduring the present
 
high taxes.
 

5. 	 A third alternative for a tax incentive proposal to
 
government involves the following:
 

a) 	 The government would set a price for farmers that
 
guarantees a minimum profit. Even if the market 
is
 
below a profitable point, the farmers would receive
 
their minimum profit. The government in effect yields
 
a subsidy to the farmer that comes out of the union's
 
gross.
 

b) 	 The various unions would take possession of the
 
product and export directly, based on the world market
 
price.
 

C) 	 No tax would be in effect on the unions unless the
 
World Market price went above a certain threshold
 
level.
 

d) 	 The unions would have tne farmer's subsidy returned to
 
them only after they become liable for the payment of 
taxes, as per "c" above. The subsidy would be deducted 
from their tax payment to government until fully
recovered. Thus, the government ultimately pays the 
subsidy.
 

The incentive for reinvestment is also strong under this 
incentive plan because the farmer is guaranteed a certain
 
minimum income, no matter how low the world market price
 
falls.
 

A positive result from the perspective of the cooperative
 
movement would be that the farmers would develop a closer
 
attachment to the unions because of the guaranteed payment.
 
(It is assumed that the government would only require
 
unions to make guaranteed payments and not private
 
exporters). 
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6. 	 The 4th alternative for a tax incentive proposal looks at
 
the basic principle of equity. Again, it must be addressed,
 
irrespective of whether coffee prices are up or down, or
 
whether the government needs coffee's foreign exchange
 
earnings.
 

This alternative seeks to provide tax relief to coffee
 
producers directly through manipulation of the explicit and
 
implicit taxes. This is where the heaviest taxes occur.
 

As pointed out in the report, an implicit tax is imposed
 
along with a residual tax. These two taxes can be used to
 
bring relief in the following manner:
 

SAY: 	official rate = 370;
 
parallel rate - 660
 
producer payment = $54,054 

implicit tax = 44% 
explicit tax = 34% 

The following steps explain the procedures:
 

1. 	 Payment for sale of coffee is made at the official
 
exchange rate amounting to Ug. Shs. 20,000,000.
 

2. 	 Payment at the parallel rate would have been Ug. Shs.
 
35,675,640, for a loss (Tax) of Ug. Shs. 15,675,640.
 

3. 	 The producer will have returned to him 34% (explicit
 
rate) of differential of Shs. 15,675,640; the amount
 
of Shs. 5,329,718 would be returned as Foreign
 
Exchange Retention.
 

Comments
 

a) 	 The implicit tax would be reduced by the refund while
 
gaining some foreign exchange.
 

b) 	 The refund would be made based on the rule that
 
reduction of the implicit tax would be made as long as
 
the implicit tax rate exceeded 15%.
 

c) 	 If the explicit tax increases, the rate of refund
 
increases.
 

d) 	 A major consideration here is that this still works
 
within the present system's framework.
 

e) 	 The corporate tax could also be included as a
 
deduction or credit against the Implicit Tax balance
 
not absorbed.
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7. 	 The reforms UCA is in the process of carrying out should be
 
given high profile publicity. This is necessary because:
 

a) 	 Most persons interviewed by the writer had criticism
 
for past union mismanagement, and displayed little
 
sympathy for the cooperative movement.
 

b) 	 It will be vitally necessary to demonstrate to
 
government that if it grants tax incentives to
 
cooperatives, the government taxes waived will be
 
used productively.
 

8. 	 In conjunction with requesting tax incentives, UCA should
 
point out how the loss of coffee's taxes can be replaced.
 
Fortunately, there are several areas where substantial tax
 
revenues are being lost in Uganda. Therefore, it will not
 
be difficult to identify alternative sources for
 
government. These are as follows:
 

a) Custom Import Duties
 
b) Excise Taxes on local manufacturing
 
c) Sales Tax on the excise tax.
 
d) Sales Tax on the custom import duties
 
e) The non existence of an urban property tax.
 

9. 	 The cooperatives are being most heavily taxed through the
 
implicit taxation which occurs when payment for coffee
 
sales are made to the producer in shillings at the official
 
rate. The discount between the official and parallel rates
 
averaging 30 to 40%, determines the amount of discount or
 
tax on the producer's sale.
 

The 	implicit tax, based on my limited taxation review in
 
Uganda appears virtually impossible to eliminate, given

Uganda's dependency on coffee's foreign exchange earnings.
 
However, it can and should be used as a bargaining chip
 
when 	the government is approached on tax incentives.
 

t0. 	 The ,-orporate tax, as it presently is applied treats
 
coopezatives as corporations. However, there is one
 
concession that is made: distribution of a "bonus" can come
 
out of a statutory reserve, ( retained earnings) or out of
 
taxable income before determination of taxes.
 

The 	option is not open to distribution of surplus to
 
members. The surplus can only be distributed after
 
determination of taxes and after setting aside 25% of
 
after-tax surplus as a statutory reserve..
 

As there are no restrictions on the amount or size or
 
frequency of bonus distributions, there appears to be an
 
opportunity for legal tax avoidance (i.e. reductions). In
 
other words, the bonuses can be paid several times a year
 
out of reserves but charged against taxable income. (See
 
details worked out at II. 4a)
 

11. 	 There is a need for an urban propert tax in Uganda, both 
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in terms of the needs for tax revenue as well as to spur or
 
provide impetus for development of idle, vacant urban land.
 
Ugand' is the first country encountered by the writer which
 
does not have an urban property tax.
 

Therefore, to make the acceptance of this tax more palpable
 
(i.e. reducing the resistance), the inicial rates set
 
should be low and minimally progressive. The approach for
 
developing the program should be set out in the following
 
framework:
 

a) 	 A survey by the lands bureau or ministry should be
 
responsible for identifying and up-dating all urban
 
maps on property.
 

b) 	 An appraisal value (cost and market) must be done by
 
same ministry.
 

c) 	 Forecasts of several levels of assessments, both by
 
classes of property and by individual properties, need
 
to be determined in order to develop appropriate
 
assessment rates.
 

d) 	 The billing and collection mechanism is then
 
established.
 

Obviously, at this point, there is not enough data in hand
 
to predict the magnitude of tax revenue possible.
 

12. 	 There are several financial and tax considerations
 
requiring the L-evaluation of fixed assets. These include:
 

a) 	 properly accounting for the replacement cost of fixed
 
,issets;
 

h) 	 properly and accurately accounting for and determining
 
taxable income;
 

c) 	 properly reflecting current market values in the
 
balance sheet.
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In order to set uniform standards and a structured
 
procedure, the revaluation process should be established
 
along the following guidelines:
 

i) 	 Develop a standardized list or schedule of fixed
 
assets to be considered as the basic core assets for
 
revaluation.
 

ii) 	 Get proforma invoices from 3 to 4 difference supply
 
sources.
 

iii) 	A current composite price should be developed for each
 
item.
 

iv) 	 Convert with exchange rate formula to be worked out
 
with 	(approved by) government. The base could be the
 
official rate plus an add-on factor for inflation and
 
future devaluations.
 

v) 	 Deductions for age, current condition, wear and tear
 
etc. should be performed based on a standardized
 
schedule.
 

13. 	 The level of industrialization is low in Uganda. As such,
 
a strong potential tax base or sector is missing. Although

this is far removed from coffee, it is in the best interest
 
of UCA to actively support government efforts to broaden
 
its tax base.
 

Many industrial vacuums exist in Uganda which require only
 
low to medium level technological inputs. The government
 
should identify those imported items that import ­
substitute factories can manufacture. Successful efforts in
 
this area result in foreign exchange savings as well as the
 
generation of tax revenue. Both of these factors help to
 
reduce Uganda's dependency on coffee.
 

11. 	 The paiyment of import duties on farmers' inputs should 
Logically be dealt with under any tax incentive package 
negotiated. However, since the present tax regime is 
presently being reviewed and revised, now is the most 
opportune time for UCA to appeal for duty-free privileges 
on farmers' inputs. The comprehensive investment incentive
 
tax package will likely take longer to negotiate.
 

15. 	 The audit of all taxable revenues in Uganda should be 
performed by a single and consolidate tax audit department. 
Presently, with each tax department having its own self­
contained audit section, no autonomy or independence exists 
from the heads of tax revenue departments. Thus, the audit 
department head should be autonomous of individual tax 
department commissioners and report directly to the Deputy 
Minister of finance. 

14
 



II. REVIEW OF UGANDA'S SYSTEM OF TAXATION
 

A. INTRODUCTION
 

The tax structure in Uganda is typical of the tax and
 
tariff regime found in many developing countries. Indirectr
 
taxes (import duties, excise, sales, etc.) as opposed to
 
direct taxes (income tax, poll tax, etc.) tend to provide
 
most tax revenue, except where there is a single dominating
 
export. In Uganda, that dominating export is coffee.
 

However, even in a mono-export economy, there has to be a
 
reasonable balance struck between or among the various
 
taxes. To do otherwise not only places an extremely risky
 
reliance on coffee, the prime foreign exchange earner, but
 
it also imposes a constraint on Uganda's ability to
 
formulate and execute long range development programs.
 

Thus, it is under these precise circumstances that this
 
study has been undertaken; i.e. with a view toward
 
identifying an approach that answers or addresses two
 
pressing issues. The first issue involves the survival of
 
coffee as a viable export crop, while the second issue
 
deals with the GOU's ability to substitute for the
 
temporary loss of coffee's dwindling revenues.
 

Indeed, it can be boiled down to whether these two
 
objectives are mutually exclusive or in fact, does
 
accomplishment of one enhance the achievement of the other
 
issue. The writer believes the latter applies.
 

Finally, while there is no intent to set tax policy, the
 
importance of coffee to the long-term well being of
 
Uganda's economy requires an extensive, perceptive and in
 
depth evaluation of the taxation system.
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B. AN OVERVIEW OF THE TAX SYSTEM
 

1. Principles of Tax Design
 

There are three (3) major principles of tax design:
 
equity, economic efficiency and administration. The
 
principle of equity requires that taxation conform to the
 
country's sense of fairness. Economic efficiency means that
 
taxation should not interf-ere with the prime economic
 
objectives of:
 

i) growth;
 
ii) stability
 
iii) equitable distribution
 
iv) independence.
 

Administration implies that tax revenue is efficiently
 
collected without excessive costs for government or for tax
 
payers.
 

A review of Uganda's application of these principles was an
 
additional objective of this taxation study.
 

2. Taxation's Regressive Trend
 

As stated above, Uganda derives tax revenue from taxes that
 
are applied directly to income as well as revenue from
 
indirect taxes.
 

In recent years revenues from taxes have been falling.
 
Revenue from tax declined from 12.6% of GDP in 1970-71 to
 
5.2% in 1988-89. This is due in part to low collections,
 
inefficient and unstable tax administration, falling coffee
 
prices and a tax system which has too many exemptions.
 

A review of Table 1 will show all of the major taxes in
 
effect in Uganda and gives a trend dating back to the 1970­
71 year.
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TABLE 1: TAX COLLECTION AND TAX STRUCTURE
 
1970/71 - 1988/89
 
(% OF GDP mp)
 

Tax on Imports Tax on Exports Sales Tax
 
and Excise
 

Duty on
 
Fiscal Total Income Custom Sales Domestic
 
Year Tax Tax Duty Tax Total Coffee Production
 

1970/71 12.6 2.25 2.72 0.93 2.59 2.23 3.02
 
1971/72 12.8 3.08 2.57 1.14 2.47 2.03 3.23
 
1972/73 10.0 2.03 1.35 0.93 2.75 2.61 2.69
 
1973/74 7.8 1.35 1.20 0.59 2.24 2.11 1.93
 
1974/75 10.2 0.93 1.41 1.55 3.64 3.53 2.42
 
1975/76 9.0 0.78 1.31 1.2 3.63 3.62 1.86
 
1976/77 7.9 0.71 0.54 1.16 3.84 3.84 1.54
 
1977/78 9.7 0.73 0.75 1.00 5.81 5.76 1.23
 
1978/79 3.4 0.41 0.39 0.50 1.33 1.33 0.70
 
1979/80 3.5 0.42 0.35 0.52 1.22 1.22 0.60
 
1980/81 1.6 0.28 0.32 0.29 0.07 0.07 0.02
 
1981/82 7.9 0.74 1.69 1.61 2.21 2.21 1.43
 
1982/83 10.3 0.49 1.27 1.28 3.18 3.18 1.38
 
1983/84 11.2 0.79 1.18 1.48 5.20 5.20 1.19
 
1984/85 9.3 0.56 0.82 1.28 5.48 5.37 0.85
 
1985/86 6.5 0.36 0.40 0.57 4.39 4.34 0.62
 
1986/87 4.5 0.51 0.53 0.57 1.81 1.81 0.88
 
1987/88 5.6 0.47 0.55 0.58 1.62 1.62 1.85
 
1988/89 5.2 0.57 0.93 0.63 0.70 0.69 2.03
 

Source: 	 Ministry of Finance; Government Financial Statistics,
 
IMF; Background to Budget, 1989/90, Ministry -of
 
Economic Planning, UNDP, World Bank Trade Expansion
 
Program, Country Report, (1990).
 

3. Indirect Taxes
 

Among the two major categories of taxes (direct and
 
indirect), we find that the largest is indirect taxes and
 
include the following:
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i. 	 Import duties: Taxes on international trade and
 
transactions are generally the largest single source
 
of revenue in developing countries. This tax is simple
 
to administer and when high rates are applied to
 
luxuries, these duties generally are more effective in
 
reaching high income groups than poorly enforced
 
direct income taxes. Import duties also protect
 
domestic producers from foreign competition.
 
(Significant inadequacies with Uganda's custom tariff
 
system will be covered in detail in section II C,
 
4c).
 

ii. 	 Excise Taxes: Specific taxes on domestic manufactured
 
goods, with either specific rates or ad-valorem rates.
 
Here in Uganda, the rates range from 5% to 90% in the
 
form of ad-valorem. Although these taxes come out of
 
the income of manufacturers, they ultimately are
 
passed on to consumers. Some examples of the products
 
being levied with excise taxes are soft drinks, beer
 
and cigarettes.
 

iii. 	Sales Taxes: These taxes in many countries take nmany
 
forms; such as a turnover tax, wholesale tax, retail
 
tax, value added tax, etc. Here in Uganda the sales
 
tax is first applied as a sales tax on imports.
 
Effectively, this entails taxing wholesalers and
 
retailers in the form of a turnover tax. Additionally,
 
the sales tax at various rates are applied to
 
domestically produced goods. The ad-valorem rates
 
range from 10% to 120%.
 

iv. 	 Export Tax: This tax, primarily on coffee, is made up
 
of an explicit tax that manifests itself in the form
 
of a residual balance after all crop costs and all
 
other charges associated with selling the coffee are
 
deducted. There is also what is termed an "implicit
 
tax"; (both of these taxes will be covered in detail
 
in this report).
 

v. 	 Commercial Transaction Levy (CTL): These are minor
 
charges on commercial services. A comparative analysis
 
of these indirect taxes are shown in Table 2 for the
 
1987/88 and 1988/89 periods.
 

vi) 	 Miscellaneous taxes such as vehicle registration, airport taxes,
 
hotel occupancy taxes, etc. are minor and thus do not
 
significantly affect total tax revenue collections.
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TABLE 2: STRUCTURE OF INDIRECT TAXATION
 
(1987/88 - 1988/89)
 

Millions of Percent Share of
 
New Ugandan Shillings Total Tax Revenue
 

Type of Taxes 1987/88 1988/89 1987/88 1988/89
 

Total Tax Revenue 18,320 43,885 100.0 100.0
 

Tax Indirect Taxes 16,016 38,096 87.4 86.8
 

Taxes on Domestic Production 6,524 19,211 35.6 43.8
 
Sales Tax 4,301 12,211 23.5 27.9
 
Executive Duty 1,711 4,786 9.3 10.9
 

Commercial Transactions Levy 375 942 2.0 2.2
 

Other Minor Taxes 138 1,219 0.8 2.8
 

Taxes on International Trade 9,492 18,885 51.8 43.0
 
On Imports:
 

Customs Duty 1,866 7,775 10.2 17.7
 
Sales Tax 2,331 5,271 12.8 12.0
 

On Exports:
 
Export Tax 5,275 5,839 28.8 13.3
 

Source: Ministry of Finance, Uganda.
 

UNDP - World Bank Trade Expansion Program - country 
Report. (Table 8) (1990) 

4. Direct Taxes
 

Direct taxes in Uganda are minor in comparison to indirect
 
taxes and account for an exceptionally low 11% of total
 
revenue collected. According to an UNDP/World Bank study,

the low collection on the income tax and corporate tax
 
placed Uganda at the lowest ranking as far as direct tax
 
collection, in Sub-Saharan Africa (SSA). This appears to be
 
both a bane as well as an opportunity for Uganda, if the
 
government quickly seizes the initiative to stop the tax
 
leakage in these sectors. Obviously, significant revenues
 
exists here that can be collected. (Recommendations on this
 
are covered in another part of this report at II - C, 4 c). 
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If one examines the reasons why Uganda is only collecting
 
an average of 11% of its direct taxes as compared to an
 
average of 30% in Sub-Sahara Africa (SSA), three factors
 
can be identified:
 

i. 	 Although Uganda has an income tax system of high and
 
progressive rates, ranging from 10% to 60%, the system

does not "capture "a majority of the taxable entities
 
in its network. Thus, the "tax base" is narrow since
 
most of the "magendo" and small scale activities go
 
untaxed.
 

ii. 	 Secondly, Uganda: having a very high threshold level
 
of personal income on which a tax can be applied,
 
permits the majority of incomes to go tax free. This
 
is simply because most incomes fall below that minimum
 
level, thereby, resulting in an exemption for personal
 
income taxes.
 

iii. 	Finally, the tax administration (i.e., the tax
 
collection effort) has significant weaknesses.
 

To measure or compare the 11% collection of direct tax
 
in Uganda to other SSA countries, a review should be
 
made of Table 3 below:
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Table 3: Tax Collection and Tax Shares in Low-Income
 

Sub-Saharan African countries in 1987
 

-- Percentage of Total Tax Revenue --


GNP Tax on Tax on Tax
 
Per Direct Domestic International Effort
 

Country Capita Taxes Transactions Trade (% GDP)
 

SSA Countries
 
a/ 	 252 29.8 35.2 36.4
 

Zaire 150 36.3 24.4 39.4 13.9
 
Malawi 160 43.3 36.0 20.5 18.5
 
Tanzania 180 27.2 63.8 9.1 15.5
 
Burkina Faso 190 27.9 32.9 43.9 13.7
 
Mali 210 14.2 54.6 31.3 13.6
 
Zambia 250 24.2 41.9 33.9 23.7
 
Togo 290 54.0 13.7 41.5 24.7
 
Kenya 330 34.1 44.3 21.5 18.5
 
Lethoso 370 12.4 11.7 75.8 19.7
 
Ghana 390 24.0 28.4 47.5 13.0
 

a/ 	 Other low income sub-Saharan African countries were
 
excluded due to lack of data for 1987.
 

Source: Table 1 and World Development Report 1989, pp. 164 and
 
1986
 

UNDP - world Bank Trade Expansion Program - Country 
Report (Table 7) (1990) 
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C. MACROECONOMIC FACTORS AFFECTING THE TAXATION OF COFFEE
 

It has been generally agreed - in previous studies by the 
World Bank and UNDP - that one of the major problems 
confronting the coffee sector involve macroeconomic 
disequilibrium. This condition is primarily brought on by:
 

i) overvalued exchange rates;
 

ii) import, export and exchange controls;
 

iii) official vs parallel foreign exchange markets.
 

While government taxation policies appear to be an
 
additional factor or burden, these tax policies in fact
 
grew out of or resulted from the disequilibrium.
 

Thus, the taxation of coffee cannot be reviewed in
 
isolation. In order to fully appreciate the position of all
 
parties concerned, all major taxes must be reviewed within
 
the context of relevant socio-economic programs, policies
 
and priorities.
 

Taxes also invariably become political since taxes
 
essentially are compulsory contributions made to
 
government, without a particular or immediate benefit
 
received by the taxpayer.
 

1. Coffee's Central Role in Economy
 

There is not an awful lot that can be said about coffee's
 
pivotal role in the Ugandan economy, which has not already
 
been widely documented. However, for the record, a
 
description of the pertinent macro-economic factors and
 
conditions need to be reiterated, with particular emphasis
 
on their effect on taxation policies.
 

a) Pivotal Sector
 

Any sector in an economy which is pivotal must, by its
 
very nature affect tax revenues, foreign exchange
 
earnings, employment, consumer spending, per capita
 
income, politics, etc. Coffee appears to play such a
 
role in Uganda.
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Presently, the world market price of coffee is down to 
a historical low. In this type of severe economic 
downturn - no matter what the industry or sector might 
be -governments around the world would hope and seek to 
prevent two events from occurring. 

These would include, first preventing the
 
disintegration of the industry or sector, and having
 
achieved that, would attempt to minimize the resulting
 
inevitable unemployment. Moreover, in such difficult
 
circumstances, it is clearly understood that it is not
 
possible to extract taxes out of that sector without
 
effectively draining out its viability. Finally, the
 
government would take measures to help revive the
 
sector as early as possible.
 

b) Foreign Exchange Earnings.
 

More foreign exchange needs to be earned by Uganda.
 
Coffee still remains the most likely way to earn it,
 
and is also the fastest way in the short term.
 
Presently, coffee ranks second to loans and grants, in
 
terms of foreign exchange inflows. Since Uganda
 
obviously cannot always depend on or continue to
 
survive off loans and grants, it should consider
 
giving priority to coffee for expansion of production
 
through tax incentives.
 

Even in the face of declining prices and without a
 
foreign exchange retention scheme, tax incentives
 
combined with improved tax administration on other
 
taxes would expand coffee production and foreign
 
exchange earnings. Equally important, however, is the
 
near certainty that with this approach, Uganda's
 
coffee industry would be perfectly positioned in 4 to
 
5 years to capitalize on the expanded world coffee
 
market. (See section C-3 for details on coffee's
 
forecasted recovery).
 

Thus, from a macro-economic perspective, it could be
 
a severe mistake to permit coffee production to
 
regress, atrophy or even remain at the present level.
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2. Factors in Coffee's Decline
 

a) Explicit Tax
 

Coffee's decline in Uganda, excluding world market
 
forces, can primarily be attributed to the
 
government's system of setting prices. The tax, while
 
not in the form of a pro rata tax, is applied as a
 
residual after fixed prices are paid to producers and
 
other marketing and processing expenses are deducted.
 
This tax is considered an explicit tax. The amount of
 
taxes taken out of coffee's earnings over the last few
 
years, are shown in Table 4 below:
 

Table 4:
 

Taxation on Coffee - Explicit Taxes
 
(in millions of dollars)
 

Coffee Coffee % of % of
 
Year Earnings ($) Tax ($) Coffee Total
 

Revenue Tax Rev.
 

1986/87 	 307.5 99.8 33.5% 39.9%
 
1987/88 	 265.3 87.7 33.1% 28.7%
 
1988/89 	 262.8 39.3 15.0% 13.5%
 

Note: 	 Coffee tax in dollars converted at average
 
exchange rate for each year.
 

Source: 	 Key Economic Indicator (Table 8) (1990)
 
Background to the Budget (Tables 8 and 9)
 
(1988/89)
 

The taxation effects as shown above are extremely
 
harsh and damaging to almost any commercial
 
enterprise. Moreover, the taxation computation also
 
has a distortion on coffee price as they are
 
formulated by the price fixing committee. That is
 
prices fixed by the agricultural policy committee have
 
always been extremely low, resulting in inadequate
 
revenue to adequately cover producer's costs.
 
Inadequate ad.justments for inflation have further
 
compounded the pricing problems.
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b) Implicit Tax
 

The second biggest factor in the decline of coffee 
again excluding world market forces - is the continued 
application of the implicit tax. As the difference 
between the official rate of exchange and the 
parallel rate become larger, the implicit tax also 
grows. 
This situation occurs because coffee exporters 
surrender their foreign currency earnings at the 
official exchange rate. Coffee is the only export not 
permitted to retain foreign exchange through Uganda's 
Export Retention Scheme. Reference again to Table 5
 
will demonstrate the effect of the implicit tax on
 
coffee's well being.
 

Table 5: Coffee Taxation - Implicit
 

Total Total Official Ave, Parallel %Diff. [Mplicit 
Year Exported to Rate (UShs. to ate (Avg) Erential Tax or Loss 

I Producers $1.00) (USHS) or 
$ Rate ART Rate ANT Disc. UShs. US$ 

196-86/307,5 	 20 110 81.8% 115.8
7 141.5 2,830,0 15,565.0 12,735.0 


1987138 265.3 122.0 60 7,320,0 285 34,770.0 78,9% 27,450.0 96.2
 

MS8iS9 262.3 120.8 169 20,415.2 471 56.896.8 64.1% 36.481.6 76.9
 

Source: Bank of Uganda data,; Key Economic Indicators; Background
 

to the Budget
 

Note: 1. Exchange rate averaged for each year.
 

2. 	Column 3 includes Farmers, Primary Societies and
 
Processors to total 46% to this group.
 

c) War Damage
 

Significant destruction of cooperatives' assets
 
occurred during Uganda's war of liberation (1985/86).
 
The loss of coffee, cotton, motor vehicles,
 
inventories and various operational material had a
 
crippling effect on their operations. Full recovery
 
has 	yet to be made from this destruction.
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It is estimated by the Ministry of Cooperatives and
 
Marketing that 25 million US$ was lost. During 1987
 
documented clabims were submitted to government for
 
reparation of losses. No action has yet been taken 
on
 
theze claims.
 

While it is easy to understand why the government,
 
with its limited and scarce resources, has not been
 
able to pay compensation, the government should be
 
supportive by aiding them with tax incentives.
 

d) 	 World Wide Supply
 

There is currently an exceptionally large supply of
 
coffee on the internationally market; the culmination
 
of several years of excessive production. From the
 
writers vantage point, it appears to be a situation
 
where a realignment of market forces will occur in the
 
medium term, thereby leading to coffee's recovery.
 
This is primarily true because of unprecedented

political and economic reforms currently taking place
 
in both the industrialized and third world. For the
 
moment, however, the glut of coffee world-wide has
 
contributed to coffee's present economic decline.
 

3. 	 Prospects for Coffee's Recovery
 

a) 	 World Market Expansion and Price increases.
 

In the last several months, socio-economic events
 
unprecedented in the last half century have occurred
 
in Eastern Europe. Although captioned under the
 
general description of freedom, these events also
 
include or will include:
 

i) 	 the introduction of western style capitalism,
 

ii) 	political and economic realignment;
 

iii) 	a significant increase in the standard of living
 
and per capita income;
 

26
 



iv) 	 an increasing demand for western products as well
 
as higher quality of pyioduct, among others.
 

A cursory examination of the key statistics - such as 
number of countries, collective population, projected 
rates of growth, per capita income, etc. surrounding 
Eastern Europe, in addition to consumer tastes and 
preferences indicate that the probabilities are 
extremely high for a tremendous surge in demand for 
coffee in 3 to 5 years. 

Considering only the population factor of the several
 
countries in that region (excluding Russia), there are
 
approximately 200 million people. Russia also is
 
liberalizing its economy and moving away from central
 
control; thus its 300 million plus population should
 
also be considered. In short, the world market, in 3
 
to 5 years, will definitely be affected by this new
 
segment.
 

This is simply because demand for coffee from some
 
percentage of this one-half billion people will drive
 
the price of coffee up to unprecedented levels.
 

b) 	 Marginal Increase in Investments vs Initial
 
Investment.
 

Even without the events of Eastern Europe, Uganda
 
would have had a sound and rational basis for putting
 
additional investment into the coffee sector. Whether
 
for renewal or expansion of production, additional
 
investment would be in order. This is true because the
 
bulk of the investment is already in place. As such,
 
any auditional costs incurred at this time are
 
marginal costs and thus are supplemental rather than
 
primary.
 

Therefore, the Eastern Europe events merely increase
 
the probabilities to overwhelming odds that the world
 
market price increase will occur. In other words, the
 
bulk of Uganda's investment is already in place, and
 
it should not be abandoned simply because there has
 
been a cyclical downturn in the industry.
 

For the considerations discussed here, as well as in
 
(a) above, there is an obvious response needed from
 
the Go\ernment of Uganda. This response should be the 
immediate formulation of a package of tax incentives, 
which would serve to expand, rehabilitate, and up­
grade coffee production.
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This type of program would do more than provide
 
farmers with a tax incentive program for coffee; it in
 
fact would guarantee a sound economic future for all
 
Ugandans.
 

4. 	 Other Macroeconomic Issues Central to Coffee, Taxation and
 
the Economy.
 

a) 	 Corporate Taxes
 

The corporate tax at 45% is a tax applicable to all
 
businesses and/or commercial operations which are
 
legally registered as being separate and distinct from
 
the owners. The owners interest in the entity is
 
represented by shares of stock or equity
 
participation.
 

As it has not been possible to obtain written tax
 
codes or written documentation on the tax laws, it is
 
not possible to quote the definition of a corporation
 
as Uganda interprets a legal entity. However, the
 
Commissioner cf Income Tax made it clear that the
 
government views union cooperatives as corporations.
 

Additionally, he acknowledged that union cooperatives
 
do function somewhat differently in that cooperatives
 
tend to distribute a large poirtion of their surplus.
 
But, by law they first must pay income tax at the 45%
 
rate before any distributions are made. Moreover, with
 
respect to distributions to the primary societies, the
 
unions are required to keep 25% of their surplus
 
profits after taxation as a statutory reserve.
 
Therefore, in order of priority, the following example
 
applies:
 

Ug. Shs.
 

Taxable Income 300,000,000
 
Tax at 45% rate (135,000,000)
 

Net Income After Tax 165,000,000
 
Statutory Reserve at 25% ( 41,250,000)
 

Net Surplus distributible
 
to members 123,750,000
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Taking the above example one step further, the
 
Commissioner for Income Tax indicates it is possible
 
for unions to deduct against taxable income bonuses
 
paid 	to primary societies. A choice is given (though
 
not 	 stated) between charging the bonus against
 
statutory reserves (retained earnings) or against
 
taxable income. Here is where knowledge of tax laws
 
permit legal tax avoidance, resulting in an effective
 
lower tax rate. The following illustrate these points:
 

CASE I: If a bonus of Ug. Shs.130,000,000 is charged
 
against the statutory reserve;
 

P. & 	L. EFFECT
 

Ug.Shs
 

Taxable Income Before Bonus 300,000,000
 
Bonus (changed to reserve) 0
 

Taxable Income After Bonus 300,000,000
 
Tax at 45% (135,000,000)
 

Net Income After Tax* 	 165,000,000
 

CASE 	II: If a bonus of UShs. 130,000,000 is charged as
 

current expense;
 

Ug. Shs.
 

Taxable Income Before Bonus 300,000,000
 
Bonus (Charged to expenses) (130,000,000)
 

Taxable Income After Bonus 170,000,000
 
Tax at 45% ( 76,500,000)
 

Net Income After Tax * 	 93,500,000 

* 	 25% statutory reserve would be based on this 
figure. 

There are three points to be derived from the
 
exercises:
 

i) 	 There is a tax reduction of UShs. 58,500,000 when
 
the bonus is charged against taxable income
 
instead of the reserve;
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ii) 	 knowledge of tax laws are necessary to legally
 
avoid or reduce taxation;
 

iii) 	exercising one's legal right to call the annual
 
distribution (at year-end or mid-year) a bonus or
 
either a surplus distribution. That is, the
 
option is made available to the unions, and with
 
knowledge of the options, they can choose to use
 
it.
 

b) 	 Primary societies
 

The Commissioner of Income Tax also stated that since
 
partnerships are not liable for income taxes, the
 
total income is passed to the partners or society
 
members. In this manner, the individuals thus are
 
liable for payment of taxes on their total income
 
under the tax regulation covering individuals.( See
 
Appendix - 1)
 

However, because of the high taxable income threshold
 
level for individuals, the individuals who form
 
primary societies never earn enough income for taxes
 
to apply.
 

c) 	 Fair and Comprehensive Taxation of All Sectors.
 

As pointed out earlier in this report, the taxation
 
effort in Uganda is not sufficiently strong and
 
comprehensive for a country of approximately 16
 
million people. That is, from a macroeconomic
 
standpoint, all of the various sectors in the economy
 
are not carrying their fair share of the tax burden.
 

The result of such a situation is presently being
 
manifested in the scope and source of government's
 
revenues. Coffee is presently only accounting for
 
approximately 13 to 14% of government revenues, while
 
donor and loan funding is dominating with 63% of
 
foreign exchange. Because of historically inadequate
 
taxation of the various tax bases, and the non­
taxation of other potential tax bases, it has not been
 
possible to tap Lnto them.
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Clearly with coffee caught in its present downturn,
 
government had no other alternatives to turn to for
 
support. Therefore, the only alternative has been to
 
secure loans and grants while the over-burdened coffee
 
sector goes through its recovery cycle. Such levels of
 
aid would not have been necessary if all sectors of
 
the economy had been carrying their fair share of the
 
tax burden.
 

Examination of these alternative tax bases revealed
 
that an inadequate level of tax revenue was extracted
 
from the following bases:
 

Import Tax (Duties)
 

Only 14% of total revenue has been realized from
 
customs duties during the last two years. This does
 
not compare favorably with other Sub-Saharan African
 
(SSA) countries in both the size and scope of such
 
collections. The distribution of the collections was
 
made up of:
 

- Motor vehicles - 20% 
- Petroleum Products - 48% 
- Other - 32% 

Even though Uganda has high rates of duty in its
 
tariff schedule, very little duty is being earned by
 
these high rates. For'duty rates exceeding 50%, only
 
2.5 percent of total duties came from that category.
 
Tariff rates of 5 and 10% account for 30% of such
 
collections and rates of 20, 30 and 40% make up more
 
than 60% of import duty revenue. (See Table 6) As the
 
average duty rate (i.e. collection/import value) on
 
all imports is approximately 6%, it is obvious that
 
the high rates of duty are being evaded. Thus, in
 
addition to more effective enforcement of tariff
 
collections, a review and elimination of the large
 
number of exemptions is needed. Note in Table 6 that
 
the duty tariff band of zero percent had the highest
 
imported value (48.5%).
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Table 6: Duty Collections by Tariff Rates
 

Import Value Duty Collection
 
Tariff Band (% of total) (% of total)
 

0 	 48.5 0.0
 
5 10.4 8.6
 

10 12.5 21.0
 
15 0.7 1.7
 
20 13.8 37.9
 
25 	 0.2 0.3
 
30 	 9.0 19.0
 
40 	 3.0 7.0
 
50 	 0.5 1.8
 
60 	 0.0 0.0
 
70 	 0.2 1.0
 
80 0.0 0.0
 
100 0.02 0.3
 
150 0.04 0.7
 
200 0.02 0.5
 

Source: 	 Customs and Excise Department, Ministry of
 
Finance, Uganda.
 

UNDP - World Bank Trade Expansion Program -
Country Report. (Table 9) (1990) 

Excise Taxes
 

These taxes are levied on 

manufactured or processed 

takes place in Uganda, and 

basis by the Customs and 


the ex-factory price of
 
goods where the process
 

are collected on a monthly
 
Excise Department. Again,
 

there are high rates of duties, ranging from 5% to 
90%, but effective collection is extremely weak.
 

The weakness stems, in part from the method of tax
 
liability calculation and in part from poor auditing
 
or tax administration. In fact, the method of 
calculation negatively affects two related taxes: 
sales taxes and income taxes. Thus, three taxes are 
underpaid due to the fact that the cost of production
 
is used as a basis for determining these taxes; i.e.,
 
the cost of production plus a 10 to 20 mark-up to 
arrive at ex-factory. Manipulation of the production 
cost in common in the industries, and so far the audit 
functions has had difficulties in uncovering it.
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The effect of production cost manipulation on 3
 
different taxes are shown in the following example on
 
a unit basis:
 

Table 7: Tax Effect on Cost Manipulation
 

Actual (Ushs.) Manipulated
 

Production cost per unit 100,000 40,000
 
Profit margin 20% 20,000 8,000
 

Ex-factory 120,000 48,000
 
Add: Excise Tax at 5% 6,000 2,400
 

Sales Tax at 3% 3,780 1,512
 

Sales Price 129,780 51,912
 
Loss: Total costs (Admin. 8,000) (117,780) (51,912)
 

Net Income 12,000 0
 

Tax Effect:
 

Actual Manipulated Tax Loss
 

Excise Tax 5% 6,000 2,400 3,600
 
Sales Tax at 3% 3,780 1,512 2,268
 
Income Tax at 45% 5,400 0 5,400
 

Where:
 

Excess Tax = (Prod. Cost + margin) x Excise Tax rate
 
Sales Tax = (Ex-Factory + Excise Tax) x Sales Tax rate
 
Income Tax = Net Income x 45%
 

Sales Tax
 

The sales tax is used as a tax on top of a tax as shown in
 
tbove example, both for the imported products and locally
 
manufactured products. It is applied as a sort of sur­
charge on:
 

i) duties determined on imported goods
 

ii) excise tax determined on local goods.
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Thus again, when the initial taxes are understated, this
 
tax, as a function of the prime taxes, is also understated.
 

d. Substitute for Coffee Taxes during Tax Holiday Period
 

Two considerations are involved here. First, the amount of
 
taxes (Table 8 ) coffee producers are paying is determined.
 
Secondly, the total coffee taxes are assumed to be waived
 
by government under a tax holiday or similar tax incentive
 
scheme, with other taxes substituted for the uncollected
 
coffee tax. This situation is shown in the following tables
 
where it is assumed that the low tax collection (tax
 
administration) of Uganda can be easily improved by 100%.
 
To forecast, however, on the side of conservatism, a 50%
 
increase in taxes was used rather than 100%.
 

Table 8: Summary of Coffee Tax
 
(In US.$; millions)
 

Year 	 Explicit Implicit Other Total
 
Tax Tax
 

1986/87 99.8 115.8 1.3 216.9
 
1987/88 87.7 96.2 2.4 186.3
 
1988/89 39.3 76.9 3.9 120.1
 

* Implicit Tax not actual paid in cash
 
** Estimated for corporate and Poll Tax
 

Source: Background To The Budget (July 1989)
 

The table above shows first what would be lost if tax
 
incentives are given, and the table below shows where the
 
tax revenue is most likely to be recovered. Given the low
 
rate of tax collection here in Uganda, these sectors will
 
easily yield the shortfall from the coffee sector.
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Table 9
 

Substitute Taxes for Coffee Tax Waived
 

1988/1989
 

Type of Tax 	 Waived Tax Substitute Tax
 
(US.$ in (US.$ in
 
millIons) millions)
 

Coffee Taxes 	 ACTUAL ACTUAL FORECASTED
 

Explicit Tax 39.3
 
*Implicit Tax 76.9
 
Corporate Tax (Est.) 3.5
 
Poll Tax 0
 

1. Direct Tax: 	 40.2 60.3
 

Income Tax - Individuals
 
Income Tax - Corporations
 
Income Tax - Unofficial Co.'s
 

2. Indirect Taxes:
 

Excise Taxes 28.3 42.4
 
Sales Taxes 103.4 155.1
 
Custom Import Duties 46.0 69.0
 

119.7 326.8
 
EXCESS OF SUBSTITUTE TAXES
 
OVER COFFEE TAX waived .... 	 207.1
 

* Memo only since not 	actually counted by government. 

.. 	Based on 30% average collection rate of total tax revenue
 
in SLb-Saharan African countries: thus 30% of 1988/89 total
 
Ugandan tax revenue was used for all direct taxes.
 

2. 	Estimates based on a gross-up of 1988/89 collections by
 
)0%, due to very significant "slack" in tax collection 
effort. This rate of forecasted increase is considered 
conservative since 100% 	increase is possible.
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D. MICROECONOMIC FACTORS AFFECTING TAXATION OF COFFEE
 

When giving consideration to the individual production
 
unit, one must look at - from the cost perspective - such
 
factors as development costs, capital costs, and
 
operational costs. Proper identification and analysis of
 
these costs will determine if the production unit is
 
viable, or which constraints must be removed (if feasible)
 
to render viability to it.
 

Although marketing, pricing and distribution channels
 
particularly with respect to coffee, do not enter on a
 
daily basis into most production units' decision making,
 
these factors cannot be ignored - even on a microeconomic
 
level.
 

With respect to the imposition of taxation, the economic
 
unit finds that taxation is an extraneous factor largely
 
outside of its control. Thus, it is incumbent upon the
 
taxing authority to be fair, equitable and sensitive to the
 
economic unit's ability to meet its demands for taxes.
 

1. Outline of the New Coffee Export System
 

The Government of Uganda has agreed to permit the export of
 
coffee by two other categories of exporters - Cooperative
 
Unions and Private Exporters in addition to CMB. These
 
cooperative unions and private exporters will now have the
 
advantage of selling directly to international markets at
 
the best available price. The primary elements and factors
 
involved in the coffee exporting process under this new
 
scheme are the following:
 

i) Government tax:
 

World Market Price
 
Less: Government fixed price to producer
 

Exporter's Margins
 
Exporter's processing
 
Exporter's transport
 

Government Net Guaranteed
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ii) 	 Exporter Pricing and Net Profit
 

World Market Price
 
Less: Government fixed price to producer
 

Government tax - guarantee-d
 

Exporter's costs
 

Net to Exporter
 

iii) 	Farmer's Price and Net
 

Government Fixed Price
 
Less: Farmers cost
 

Farmer's Net
 

iv) 	 Export Payment: in local currency converted at
 
official rate of exchange.
 

v) 	 Input Purchases: by OGL and import license
 

Close scrutiny of the above export system will reveal that
 
the unions are only gaining very limited additional
 
benefits under the new export scheme. In-as-much as the
 
government will continue to fix prices and make payments in
 
shilling, the explicit and implicit taxes still remain
 
excessive, Thus, the minimal gains to the producers only
 
involve the opportunity to get slightly better world market
 
prices, and to reduce service charges previously charged by
 
CMB.
 

2. 	 Coffee's Profitability and Cost Structure (Rubosta)
 

Examination of coffee's profitability is important for 
several reasons:
 

i) 	 to determine if it is a viable export crop;
 

ii) 	 to evaluate the effects of taxation;
 

iii) 	 to evaluate the appropriateness of taxation;
 

iv) 	 to aid government in formulating policies and programs 
for it;
 

v) 	 to forecast its impact on the economy. 
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Review of a recent USAID cost analysis indicate that
 
Uganda's coffee is clearly competitive on the World
 
Market. (See Appendix 2 and 3) Specifically, the USAID cost
 
study on rubosta coffee set certain criteria. These
 
criteria, if satisfied, indicated that the coffee was
 
competitive. The "what if" type of question was used 
as
 
follows:
 

i) 	 it is competitive if the average variable cost of
 
producing, processing and marketing (internal and
 
external) that commodity is equal to or less than the
 
world price;
 

ii) 	 it is competitive if its competitive coefficient is
 
less or equal to the official exchange rate;
 

iii) 	it is competitive if its index of competitiveness is
 
greater or equal to one.
 

A contrast should be drawn between the USAID study and
 
recent UCA cost studies on coffee. These in-house UCA
 
studies appear to determine if the production cost of
 
coffee is being adequately covered by the price fixing
 
mechanism government is imposing; whereas the USAID study
 
does not appear to try to determine if the local government

policies toward coffee are either good or bad, but rather
 
is Uganda's coffee competitive vis a vis the world market
 
forces. Having determined that it is competitive, then it
 
is left to government to formulate policies for its
 
production and export that will maximize its profitability.
 
Consequently, there does not appear to be any inherent
 
conflict between the results of the two studies.
 

3. 	 Government Policies to Determine Coffee's Growth or Demise
 

The economic implications from these analyses (see
Appendix 2 and 3) are significant when viewed with respect 
to a 	mono - export economy. These are as follows:
 

a) 	 If a commodity is competitive when the world market 
price is at a historical low, it must have tremendous 
profitability at a higher volume with higher prices 
that 	are sure to increase. As such, the government 
would be well advised to provide tax incentives to 
expand the crop system.
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b) 	 At the current reduced level of production, combined
 
with low market prices, the availability of legitimate
 
tax revenues are minimal (past year coffee tax
 
revenues are 13 to 14% only). Under such circumstances
 
the government would not forfeit much revenue if a tax
 
holiday or tax incentive scheme, with certain
 
government pre-conditions, were worked out and
 
installed. This would immediately bring most
 
previously abandoned farms back into production.
 

A primary condition to be set by government could be 
that the farmer must install " x" new acres per 
quarter to qualify for the tax concessions. A 
verification mechanism would be set up by government 
for verification and monitoring. 

c) 	 So far, no other export commodity has been identified
 
for Uganda that could be installed in the short to
 
medium term ( 3 to 5 years) and do as well as coffee.
 
Simply stated, no other crop has the obvious
 
advantages of coffee:
 

i) 	 it is a well known crop to Ugandan farmers;
 

ii) 	 it has been proven to do well in Uganda;
 

iii) 	it's profitability has been proven;
 

iv) 	 the Eastern Europe market segment will increase
 
World demand in 3 to 5 years.
 

The obvious conclusions to be drawn is that the GOU
 
should review its present policies, with respect to
 
coffee. If its view is to ensure the continued
 
viability of coffee, then taxation and pricing
 
policies should be liberalized.
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III. 	CONCLUSIONS
 

A. 	 GENERAL
 

Taxation in all parts of the world, although preceived as
 
being necessary, is never totally understood and welcomed.
 
In the developing world, to an even greater extent exists
 
the notion that taxation is really the problem of "others".
 
The others invariable feel the same way, leaving the taxing

authorities with little choice but to impose or levy taxes
 
on the most convenient and accessible targets.
 

After a limited review of Uganda's system of taxation, this
 
scenario to an appreciable extent appears to be applicable.

In this case, the obvious target was the coffee industry.
 
Moreover, since it had to export its 
proauct to overseas
 
markets, government had no difficulties in imposing its
 
levies as the product crossed Uganda's borders.
 

Technically, there 
this as long as: 

is not a lot one can find wrong with 

i) the government is 
application of taxes; 

fair and reasonable in its 

ii) 	 the government does not forget about or ignore

applying the tax to other sectors;
 

iii) 	there is a built-in mechanism in the system that
 
restrains the application of taxation when a heavily
 
taxed sector is ailing.
 

Having reviewed Uganda's system of taxation, the writer is
 
inclined to conclude that 
none of tht- above criteria has 
been satisfied. Thus, in such a situation, the overburdened 
taxee is left with no other choice but to make an appeal
for relief and adjustments in the system. 

This 	review is therefore timely and appropriate as a first
 
step, but the limited scope of review can only, for the 
most part, provide confirmation of what was intuitively 
known. However, as a necessary first step, it was incumbent 
upon ("CA to identify and quantify the problems in the tax 
system. 
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At this point, the tax system in Uganda is very similar to
 
the typical developing country's tax system. That is, the
 
following characteristics apply:
 

i) 	 it is basic in application and approach;
 

ii) 	 it is rigid in its structure;
 

iii) 	it does not present or permit any alternatives or"loop
 
holes";
 

iv) 	 it does not have a highly efficiency audit, monitoring
 
and follow-up function (tax administration) in place.
 

Therefore, getting relief within the framework of the
 
system is difficult, if not impossible. There is simply
 
very little margin for adjustments.
 

However, the present time is the most appropriate time to
 
speak up and put forth proposal& on alternative taxing

approaches, tax incentive plans and general revisions in
 
the structure of taxes in Uganda.
 

Such is the case because the government is presently

gearing up to work out or develop a new system of taxation.
 
It should be structured along lines that reflect the new
 
realities, particularly with respect to coffee, in Uganda.
 
UCA is the logical body to be in the forefront of a
 
lobbying effort in order to ensure that the government

speaks appropriately to these new realities concerning
 
coffee.
 

. Coffee's Need for a Dispensation
 

The survival of coffee as a viable industry is being

threatened by World economic forces and government tax
 
policies that have traditionally been harsh; and currently

ar. not being adjusted for the new economic realities.
 
Thus, two issues which are involved here includes survival
 
of coffee as a viable export crop, and secondly involves
 
the government needs to continue sound fiscal management of
 
t~he economy without accumulating large deficits.
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Indeed, it is a very important dichotomy which exists here: 
on one hand, there would be a temporary loss of coffee tax 
revenue under a GOU coffee recovery program; while without 
formal government intervention the revenue from coffee will
 
continue to dwindle until it is permantntly lost.
 
Consequently, it would be a severe mistake to permit coffee
 
production to regress, atrophy or even remain at present
 
level. It clearly should be supported for future growth in
 
world demand.
 

On the other hand, it has been well documented in this
 
report that there is an ample pool of uncollected taxes.
 
The efficient collection of these taxes would appear to
 
adequately cover any government deficit potentially arising

from a tax incentive program for coffee. (see Table 9 for
 
data)
 

U.S. 	Cooperatives as a Taxation Model
 

The US cooperative model has been briefly discussed in a
 
context where attempts were made to draw parallels between
 
the U.S. and Ugandan models. Although the U.S. version of
 
the cooperative has many similarities as well as
 
differences, the 	 taxation the
environment surrounding is 

one primary factor which sets the U.S.A cooperative apart

from what one finds in most of the third World.
 

Consider by comparing the two environments surrounding
 
taxation in Uganda and the U.S.:
 

i) 	 Most individuals in Uganda are exempt from taxation
 
because of the high level of income required to fall
 
into a taxable category. The vast majority of
 
individuals are liable for payment of tax in the US.
 

ii) 	The Ugandan government depends on the export tax
 
revenue and thus the explicit or "up-front tax" in
 
Uganda. There is no export tax levied in the U.S.
 

iii) 	Cooperatives constitute the sector which is the
 
primary foreign exchange earner in Uganda. As such,
 
they are hit with the implicit tax on receipt of
 
payments. In the U.S., cooperatives comprise a very
 
tiny and insignificant part of their economic sector.
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iv) 	 No one in the U.S.A. private business sector expects
 
or receives exclusive special tax privileges, in-as­
much as everyone carries an equal tax burden. In
 
Uganda, the coffee producers have been shouldering the
 
bulk of the tax burden, and now deserve some relief as
 
their industry attempts to recover.
 

These differences were pointed out to emphasize that it is
 
largely futile to attempt to use U.S. cooperatives as a
 
model when looking at taxation. They for the most part are
 
taxed just as every other entity or individual,a s long as
 
they are a for-profit organization. Only non-profit
 
organizations get special tax treatment.
 

Only the distribution of their surplus differs to some
 
extent from most entities, but the application of tax
 
rates, allowances, deductions, special tax credits, etc.
 
essentially follow the principle of payment of fair share.
 

The cooperatives in Uganda have paid more 
than 	their fair
 
share of taxes and must 
look beyond U.S. cooperatives to
 
gain some relief. However, some tax data on U.S.
 
cooperatives can be found in the appendix of this report.
 

Finally, if we were to look at an optimal model of
 
cooperative taxation, it would by necessity be in a
 
developing country with economic conditions paralleling

those in Uganda. It might not even be coffee that is the
 
primary export commodity, but it would have to be a country

which has only 1 or 2 primary export crops. Obviously, the
 
prime criterion of equity in the tax system must be
 
satisfied if it qualifies as a model.
 

IV. 	 FINAL REMARKS
 

The taxation question is very important to the future of
 
the coffee industry. In fact, it is just as important as
 
many 	other aspects currently being reviewed, studied and
 
developed. Such is the case because taxes represent a cost,

and if any cost gets out of control in a commercial
 
operation, the entire entity will eventually suffer.
 

Therefore, if tax relief is not achieved through 
 a
 
combination of tax incentives and a better distribution of 
the tax burden, decline and abandonment can likely occur.
 
People will not continue to work at endeavors where they
 
cannot. see a definite minimal gain.
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APPENDIX 1
 

TA",T2 0?O ,, O-OP7-'TTV7 UNIO.IS' 

Co-operative uniors are made up of groups of small primary societies
 
scattered within the districts throughout the countrj. The Primary
 
Societies are made up of individuals. For tax purposes, unions are
 
treated as - rporations while primary societies are treated as
 
partnershipz. 

Co-operative unions are charg-able to tax in the ordinary way on their
 
total income like any other corporations and the rate of tax is 45%
 
on their total income. By Law, the unions are required to keep 25/) of
 
their surplus profits after taxation under a statutory reserve. Any
 
balance of profits can then be distributed to the primary societies.
 

In Uganda, partnerships are not assessable to tax, but the individuals 
who make up the partnerships are. Therefore any profits distributed by 
unions to priary societies are not taxed on the primary societies. 
This is income of the individuals who form the primary societies. When 
the income is naid to the individuals who form the society, they are 
supposed to pay tax on that income. However, the individuals who form 
up these primary societies are so many that none is liable to pay tax 
because the personal reliefs they are entitled to are much higher than the 
income they earn. 

Unions normally nay bonuses to the primary societies when substantial 
pro'its havr been made. These bonuses are paid out of the accumulated 
rvserves. .-':"rtax purposes, when such bonuses are paid, they are an 
allowable expcnse to the union though paid out of the balance disposable 
account. 

Co-operative unions are entitled to the following allowances:­

i,') 	 Ver and'"e-r on Plant and ,!chincry-at the followin- rates:­

a) lazs one - Heavy self propelling Earth -ovin.i equipment 
37251 of -written down value. 

b) *lass two - Light self propelling earth movi;n: equipment 
255 of written -lown value. 

c) 	 llass three - Other plant 12 ) o: ritten value. 

2) 	 Industrial building allowance at a rate of 4'*' on -.trairht line 
.or 25 ye~rs. 

f) 	 Investment allowance of 20, of coat of constructing industrial 
building plus of Machinery installed in an approved business. 
That is -ranted once at the beginning of production. 

4) 	 7Vrm wor!cs allowance at a rate of 2%', on straight line for 5 years. 

SOURCE: MINISTRY OF FINANCE
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7,500 
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F: TOrAL COST OF PRODUCTION(SHS/HA) 
189,500 

b: 

II: 
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1,500 

126 

1: PRODUCER PRICE ADJUSTED (SHS/,.G) 126 
130 

J: 

I.: 

PRODICER 

PRODUCER 

PRICE 

PRICE 

WITH 

WITH 

VARIABLE 

POSITIVE 

COSTS 

REIUI;:NS TO FAMILY LABOUR 
87 

I3(3 

L: t1ARIETING AND PROCESSING COST 77 43760 23 13071 56.831 

M: TOTAL COST 
256,631 

N: COSi OF PRODUCING, PROCESSING & MARIETING IKG 171 
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TITLE: COST STRUCTURE 	 AND EXPORT COMPETITI4ESS FOR UGANDAN ROBUSTA COFFEE APPENDIX 3 
DURING 1989/90
 

ROBUSTA COFFEE
 
TABLE II: COST STRUCTURE, EXPORT COMPETITIVENESS
 

AND RETURNS TO FARMERS 1989/9o
 

A: 	 GIVEN
 
1.Wor ld Price in Kg(May 1990) 2.01
 
2.Official Exchange Rate Ushs 
 379
 
3.World Price in Ush Per Kg (1*2) 
 761.8 
4.Yield in Kg/HA 
 1500
 
5.Conversion Factor 
 0.54
 
6.Tax Value 0.331 

Ushs Ushs 	 Ushs
 
B:EXPORT VALUE (3*4*5) 617,058 

C:INPUT COST(Per Hectare) 232,831 
1. Imported Inputs 63486
 
a.Cost Of Farm Inputs 48165
 
b.Marketing Costs 13071
 
c.Annuity of Est./Reh. 2250
 
2. Domestic Inputs 
 67595
 
a)Cost of Farm Inputs 36335
 
b.Marketing Costs 
 43760
 
c.Annuity of Est./Reh. 7500
 
3.Factor Renumeration 
 81750
 
a)Family Labour
 
b)Hired Labotr
 

D:DOMESTIC RESOURCE COST(C.2+C.3) 	 169,345
 

E:EXCESS PROFIT(B-C) 
 384,227 

F: 	INTERNATIONAL VALUE ADDED(B-C. 1)
 
1.IN USHS 
 553,572
 
2.IN US$ 1,461 

G:DRC+TAX (=C.2+C.3+A.6*E) 
 296,524
 

H:COMPETITIVE COEFFICIENT
 

1.BEFORE TAX (D/F.2) 	 116 
'2. AFTER TAX (G/F.2) 	 2.0." 

I: 	 INDEX OF COMPETITIVENESS (EXCHANGE RATE/G)
 
1.BEFORE TAX(EX. RATE/H. 1) 3.27
 
2..AFTER TAX(EX.RATE/H.2) 	 1.87
 

SOURCE: US AID
 



-rlIAL AND PARALLEL MARKET EXCHANGE RATES 
ISHILLINGS PER US DOLLARt PERIOD AVERAGE--; 

1913 1984 1985 19e6 3e7192 191" 
official parallel official parallel official parallel official 0arallel o'41cia! 0"valiel official parallel *official parallel Eli: 

"jary 3.00 4.22 5.20 9.70 14.5i !.l!' m.i. 2EA.00 " 150.00 396.00 
7bruary 3.02 4.16 5.50 10.56 14.70 72-1 .! . f.r0 27.00 165.00 40.0 "" 
" cb 
"'-il 

3.19 
..23 

4.42 
4.68 

5.80 
5.90 

12.25 
14.16 

14.'; 
14.7P 

71.71w 
!S. ? 

14.5 
l1M 

1,2 
. p.r" 1?.19.00

370.00 
200.00 
200.00 

460.0
52.00 

' 

3.20 4.66 6.00 14.31 14.71 !!.S .... f.l 4:;.0 200.00 56.00 
.*ne 3.24 4.80 6.00 14.97 lI.91a 54.3 .... 60.90 451.00 200.00 612.00 

50.00b 
3,L 5.00 6.00 16.89 14.00a 76.86 60.00 lt.0e 150.00 480.00. .200.00 1.00 

50.01b 400.O" SIP 
3.65 5.97 6.00 16.21 1W00 7A.96 60.90 A.00 150.00 A. C0 ! 200.00 572.05 

51.0c 40.52 SIP 
:ettenber 4.00 6.45 6.00 17.95 14.00 7?.76 60.Oc l:.?n I 15 45.00 200.00 610.i0 
"to~er 2.90 4.25 4.38 7.26 6.O0 19.28. 14.0? 2.!5 65.0" 72 .0 0.0i 447.01t 340.00 633.0 
*:vember 3.23 1.!3 5.32 8.98 10.07 26.49 14.00 25.75 60J1. 234. !50.00 156.00 "40.00 714.00 
.ecember 1.01 4.13 5.42 9.49 12.75 31.15 l4.0q 10.43 6^.0 25E.00 165.00 447.00. 370.00 751.00 

"nual Average I.60.c 4.17c 3.75 5.93 6.86 16.99 23.2? 61.05 I1.ws. !TL.52z ln".29 414.00 230.42 572.75 
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APPENDIX 5
 

Table 13: Domestic Sales Tax Base, Revenue and Rate by Cowmodity
 
Categories (millions of U.Sh., 1988/1989)
 

Commodity 	 Tax Tax E.T.R Commodity Tax Tax E.T.R
 
Base Yield 
 Base Yield
 

Beer 
Cigarettes 
Soft Drink 

4098.0 
5332.6 
3819.1 

-------
3907.9 
3539.9 
2027.2 

-------
95 
66 
53 

---------------Water Tanks 
Pencils 
Barbed Wire 

-------10.11 
4.69 
6.06 

---------1.72 
1.61 
1.55 

------­17 
34 
26 

Wheat Flour 
Textiles 
Mactresses 
Timber 
-Soap 

1831.5 
1802.9. 
453.4 
353.3 

5395.7 

1199.4 
502.4 
132.9 
132.6 
111.8 

65 
28 
29 
38 
2 

Coffee 
En-Ware 
Biscuits 
Boxes & Bags 
Brushes 

6.86 
7.61 
3.53 

10.31 
3.80 

1.22 
1.18 
1.02 
0.97 
0.52 

18 
15 
29 
9 
14 

Iron Sheets 
Uganda Waragi 
Plastics 
Cement 
Paper 
Paints 

513.7 
265.2 
223.2 
223.8 
156.0 
135.5 

102.7 
98.2 
73.1 
69.0 
62.2 
49.7 

20 
37 
33 
31 
40 
37 

Polythene 
Chalk 
Welding Rod 
Cables 
Steel Wire 
M.S. Plates 

3.86 
1.43 
2.96 
2.45 
2.40 
2.40 

0.39 
0.34 
0.30 
0.24 
0.24 
0.23 

10 
24 
10 
10 
10 
10 

Batteries 
Hessian Bags 
Jaggery 
Tea 
Nails 
Chain Links 

159.0 
136.9 
95.9 

216.5 
85.1 
58.0 

39.9 
35.2 
30.9 
28.1 
25.5 
17.4 

25 
26 
32 
13 
30 
30 

Feeds 
Maize Mill 
Ugma (Hardware) 
Wiring Rod 
Rice 
Matches 

1.96 
1.88 
1.69 
0.87 
0.40 
0.50 

0.20 
0.19 
0.17 
0.16 
0.16 
0.12 

10 
10 
10 
19 
40 
25 

Molasses 
Tubes & Tires 
Toothpaste 
Detergents 

75.1 
36.3 
74.4 
17.9 

15.0 
13.1 
7.4 
6.2 

20 
36 
10 
35 

Manhole Covers 
Fencing Posts 
Curry Powder 
Steel Bars 

0.94 
2.18 
0.62 
0.56 

0.09 
0.09 
0.06 
0.06 

10 
4 
10 
10 

Sufurias 13.9 5.2 37 Horch Covers 0.48 0.05 10 
Karais 12.4 4.9 40 Bronze Bars 0.36 0.04 10 
rWeided Mesh 
Leather 
Edible Oil 

22.0 
24.6 
7.0 

3.3 
3.2 
2.7 

15 
13 
38 

Wine 
Pulleys 
Pangas 

0.04 
0.19 
0.07 

0.03 
0.02 
0.02 

80 
10 
30 

Shoes 
Sweets 

8.7 
6.0 

2.6 
2.1 

30 
35 

Maize Huller 
Weights 

0.08 
0.04 

0.01 
0.004 

9 
9 

* "0.0" means that the number is small. 
Source: Inland Department, Ministry of Finance.
 

SOURCE: UNDP - WORLD BANK TRADE EXPANSION PROGRAM - COUNTRY REPORT (1990).
 



APPENDIX 6
 

Table : Sales Tax Rates on the Local Products 
(1988/89)
 

SaLes 
 Sales
 
Descriptions Tax Rates Oescriptions Tax Rates 

Soap 10% Edible Of * 201
 
Harch Covers 10% Jaggery 201
 
Coffee 101 Molasses 201
 
Tee 10% Iran Sheets 20% 
Fencing Posts 10% Batteries 201 
Curry Powder 10% matches - 25% 
Fes 10% Camnt 25% 
Toothpaste 10% Biscuits 302
 
Polythene 10% Shoes 30%
 
Tubes & TiresO 10% Pangs 301 
Leather 101 Sweets 30% 
Textiles* 10% Uganda Wragi 30%
 
Hessian Bags 10% Paints 
 30%
 
Welding Rod 10 Detergents 30%
 
Bronze Bars 10% Plastics 301
 
Steel Bars 
 102 Timber 301
 
Welded Mesh 101 Boxes & lags 301
 
Wiring Rod 
 10% Karais 30%
 
Water Tanks 10% En-Ware 301
 
aroed Wire 101 
 Nails 30%
 
Steel Wire 
 10% mattresses 30%
 
Chain Links 10% Pencils 
 30%
 
M.S. Ptes 
 102 Chalk 
 30%
 
Marmote Covers 10% Rice
, 
 -.4.0%
 
Maize Mill 10% 'Pacer 

. 

40% 
maize HulLer 10 Soft'irink 50% 
Weignts 10% Sufurias -.50k
 
PultLeys 
 101 Wheat Flour* 60%
 
Cables 
 101 Wine 80% 
Brusnes 102 Cigarettes 35%-90% 

Beer 90%
 

*Import sales tax rate on these protzcts were higher in 198a/89. 
Sources Intand Oepartnamt, Ministry of Finance. 

SOURCE: UNDP - WORLD BANK TRADE EXPANSION PROGRAM - COURTRY REPORT (1990) 



APPENDIX 7
 

TabLe : Sales Tax Races on Major laporced Goods 
1968/89)
 

Sales 
 Sales
 
Oescriptions Tax Races Descriptions Tax Rates
 

Citrus fruits,.... 'Free -- gutter 
 30
 
Medicaments,.. Free 
 VaniLla 
 30
 
Fertilizers,... Free Vegetable oils,... 30
 
Electric rails locas Free other sugars ..... 30
 
Live horses, asses, 10 
 cocoa paste .-. 30
 
Meet and edible affe 10 Lubricating preparat 30
 
Fish 10 plywoc,.... 30
 
Guts, bladders and s 10 egglcemraced cork 30
 
Other live plants 10 excise books,... 30
 
Manioc, arrowroot,.. 10 articles of plasteri 
 30
 
Flours or meats of o 10 
 balts and nuts.... 30
 
Vegetable sapsm.... 10 Locks... 30
 
Vegetable prodlucts 10 raditelegraphc.... 30
 
bet-p JLp ..... 10 mattress suports... 30
 

30
manufactured tobacco 10 equipment for parlou 

clays... s... 30
10 pencil
slag, dross,.... 10 Buckwheat, millet, s 
 40
 
chemical products 10 Nest extracts and me 40
 
organic ...... 10 prepared foods 40
 

.0
 
Composite solvents.. 10 sauces..... 40
 
artificial resins, . 10 perfumery, cosmetics 


prepared glues 10 fruit... 


40
 
raw hides, skins,... 10 silk 
 40
 
basketwork .... 
 10 woven fabrics of met 40
 
waste paer.... 10 
 woven fabrics or fta 40
 
picture books,.... 10 hemp... 
 40
 
woven fabrics of cot 10 woven pit fabrics.. 40
 
coin 
 10 rubberised textiles. 40
 
tuoes and pipes.... 10 gloves ..... 
 40
 
nick*( .... 10 rags,.. 40
 
magnes ius 10 footwear 40
 
Lead 10 head bends.... 40
 

10 parts, fittings, tri 40
zinc 


10 sinks .... 40
tin 


10 safety glass.... 40
tugsten 


50
swag... 10 travel goods 

flying chines.. 10 articles of furskin 
 50
 
ships ..... 
 10 woven fabrics of man 50
 
side-arm.. 
 10 woven fabr'cs of she 50
 
worked anistis... 10 
 woven fabrics of man 50
 
hand sieves.... 10 garments 50
 
paintings ...... 10 bmd-tnen,.. 50
 
petrole m oils ...... 20 
 Wigs, false bards,. 50
 
glaziers' putty 20 pearls, stones,... 50
 
other combustible... 20 motor vehicles... so
 
chamincal products 20 other clocks.... 50
 
rubber tyres,.. 20 grmophones... 50
 
tubes and pipes of a 20 Cereal ftours:Whest 80
 

so
centriguries 20 wine 

lenses.... 20
 
smauumuamummmumamuuumuumumuuuuumumumummmmuuuuumummauum 

*The highest within the category.
 
Source: Cuatom and Excise Oeertment, Ministry of Finance. 

-WORLDOLJRCE: UNDP BANK TRADE EXPANSION PROGRAM. - COUNTRY REPORT (1990) 
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ROBUSTA COFFEE PRICE STRUCTURE 

Estab. 
Price 

Ex. Nate 
340 

Estab. 
Percent 

World Mkt. 
Price 

Govt.rate 
395 

World Mkt. 
Price 

Mkt. kat. 
630 

or, 

P1. 

Average export price SUS,'KX. 1.14 100% 0.80 0.0 

Average export price Shs, Kg. 

Taxes 

Coffee Marketing oanrd 

Processors. Unio, & Private 

Primary Societies 

Farmer 

387.6 

132 

78 

52 

15 

111 

100% 

34% 

20% 

13% 

4% 

29% 

316 

108 

64 

42 

12 

90 

50.1 

172 

101 

68 

20 

144 

Kiboko at a v1. of ,0.54 60 15.54 

::..... == .. 
.) J-

= = = = = = = 
= 49 

= 7 

PRICE PRODUCTION FORCAST FOR 10 YEARS 

Year 12 
--------------------------------------------------------M I N I M U N P R I C E SH S 

eoa eat price plus an 
crease of 2% share each yr. " rce t total price to farmer: 15.0% 

MXMMPRICE SHS-----­
sod o official exchangete at 22/3/90 5%/yr. 144 

1.05 

65-

2*2%.017.0 

151 

3 

2*2%219.0% 

159 

4 

21.0% 

167 

2 

5678 

80 

.2*2%23.0% 

175 

---
97 

2:,..""2%
25.0% 

184 

----
-4-81-8-1 0 5 
105 

2%
27.0% 

193 

---
-91 1 2 
112 

2% 
29.0% 

203 

--­
1 2 0 -.­
120 

2% 
31.0* 

213 

3 

PRODUCTION IN 000 TONS 

B&vd on absumptions below 
160 160 178 196 214 214 214 

225 236 

SOURCE: THE SECOND AGRICULTURAL REHABILITATION PROJECT 

il 

L) 



APPENDIX 

Department of the Treasury 

,89 Internal Revenue Service 

Instructions for Form 990-C
 
Farmers' Cooperative Association Income Tax Return 
(Section references are to the InternalRevenue Code unless otherwise noted.) 
Paperwork Reduction Act Notlce.-We a tenant farmer who agrees to pay a rentalask for this Information to carry out theInternal Revenue laws of the United States. 	

fee based on apercentage of the farmcrops produced, both the landowner andWe need Itto ensure that taxpayers are
complying with these laws and to allow us 	

the tenant farmer qualify as producers.
When To Fle.-File your return by theto figure and collect the right amount of 15th day of the 9th month after the end oftax. You are required to give us this your tax year.Information. Extenslon.-File Form 7004, ApplicationThe time needed to complete and file thir for Automatic Extension of Time To Fileform will vary depending on Individual 	 Corporation Income Tax Return, to requestcircumstances. The estimated average timeIs: 	 an automatic 6-month extension of time tofile Form 990.C. 

Recordkeeplng . ... 75 hrs., 34 mln.Learning about the 	 Period Covered.- File the 1989 return forthe calendar year 1989 and fiscal yearslaw or the form . . . . 23 hrs., 4 min. beginning in 1989. If the return isfor aPreparing the form . . . 40 hrs., 13 mi. fiscal year, fil: Inthe tax year space IntheCopying, assembling, andInomtofoTaPrcioesordal.Copyrn, atsem, and . h.form heading.sending the form to IRS . 4 hrs., 17 min. 	 Where To Fle.-

Iftheprincipal
lice U.sehefollowingIf you have comments concerning the of ihe organization Is Internal Revenueaccuracy of these time estimates orsuggestions for making this form more 

located In Service Center addressvsimple, we would be happy to hear from you. 	 V
Alabama, Arkansas, Fiorida,You can write to the Internal Revenue Georgia, Louisiana,Service, Washington, DC 20224, Attention: Missssppi, North Carolina.IRS Reports Clearance Officer, T:FP: or the 	 Atlanta, GA 39901
South Carolina. TennesseeOffice of Management and Budget, Arizona. Colorado, Kansa.Paperwork Reduction Project (1545-0051), 	 New Meuico. Oklahoma.Washington, DC 20503. 	 Austin, TX73301Texas. Utah. Wyoming
eoIndianaKentucy, Michigan, Ctheir

GenealIn.West ViiniGeneraP strutio ns fAlaska.aleonia. Hawaii.Idaho. tresno. CA 93888A.Porm of.CFrm Cooperativen.Wahinto
Association Income Tax Return, Is used to 
Form 990CC, Farmers' Cooperative 	 Connecticut. Oelaware. Maine,

Massachusetts, New Hampshire,report Income, gains, losses, and deductions 	 New Jersey, New York,of farmers' cooperative associations. 	 Pennsylvania (ZIP codes Holtsville, NYQOOl
be1 with 169-171 andjnniSve only), Rhode stand,
Who Must Fe.Every farmers'


Fi e - r m r 	 onWo Ms v fa 'Illinois,cooperative association must file Form 
Iowa. Minneso a. 

990.C whether or not the association has 	 Missour. Montana, NebtaskaRstaxable Income (Regulations section 	
North Dakota, South Dakota, Kansas City. MO 64999wisconsin1.601] 2-2(f)). District of Columbia, Maryland, 

Generally, a farmers' cooperative Is a Pennsylvania (ZIP codesfarmers', frutt rowers', or like association beqinning with 150-168 and Philadelphia. PA 19255famr' rutgoes'rlk ascainorganized and operated on acooperative 	 17 2 only). Virginia. any U S. possession,or countrybasis t;-: 	 oreignpossmo/r~nCulyUnless
(1) Market the products of members or Signature.-The return must be signedother producers and turn back to them and dated by the president, vice president,the proceeds of sales, minus the treasurer, assistant treasurer, chiefnecessary marketing expenses, on the accounting officer, or any other officerbasis of either the Quantity or the value (such as tax officer) authorized to sign. Aof their products; OR receiver, trustee, or assignee must sign and(2) Purchase supplies and equipment for date any retur -1.;;ed to be filed onthe use of members or other persons behalf of acuaperative,and turn over the supplies and If acooperplive officer filled in Formequipment to them at actual cost, plus 990.C, the raid Preparer's space undernecessary expenses. 'Signature of officer" should remain blank,Aproducer is a person who, as owner or Ifsomeone prepares Form 990.C and doestenant, bears the risk of production andtenancbeiv risedofam 	 not charge the cooperative, that persons me productionreceives Income based on farm production 	 should not sign the return. Certain otherswho prepare Form 990-C should not sign. 

example, Ifa corporation leases its land to For example, a regular fu!'.time employee of 

SOURCE: DEPT. OF TREASURY INTERNAL REVENUE SERVICE 

the cooperative such as a clerk, secretary,
etc., does not have to sign.

Generally, anyone who ispaid to prepareForm 990.C must sign the return and fill inthe other blanks inthe Paid Preparer's Use
Only area of the return. 

The preparer required to sign the returnMUST complete the required preparer
Information and:
* Sign it, by hand, inthe space provided forthe preparer's signaturr (Signature stamps 

* Give a copy of Form 990.C to the taxpayerInaddition to the copy filed with IRS. 

Tax return preparers should be familiar
with their responsibilities. See Pub. 1045,
Information for Tax Practitioners, for details.
C. Figuring and Paying the Tax 
1. Accounting
Accounting Methods.-Taxable incomemust be figured using the method of
accounting regularly used inkeeping thecooperative's books and records. Inall cases the method used must clearly reflect
taxable income. See section 446.Cooperatives are generally required touse the accrual method of accounting if 

averalie annual gross receipts are 
more than 5,000,000. Cooperativeschanging to the accrual method because ofthis provision must complete Form 3115,
Application for Change inAccountingMethod. and attach it to Form 990.C. The 
cooperative must also show on astatement 
accompanying Form 3115 the period over
which the section 481(a) adjustment will betaken into account arid the basis for the
 
conclusion. See section 448 and
Regulations sections 1.4 4 8 . 1T(g) and 

1.448.1T(h) for more informatton. Includethe amount reportable as income in 1989 
under section 4 81 (a)on line 10. page 1. 

See Section 460; Notice 8761, 1987.2 
C.B 370; and Notice 88-66, 1988.1 C.B. 
552.Uetl the law specifically permits 
otherwise, the cooperative may change themethod of accounting used to report taxable

income in earlier years (for income as a
whole or for any material item) only by first

getting consent on Form 3115 
Also seePub. 538, Accounting Periods and Methods. 
Completed crop pool method of
accounting. -Cooperatives may use the
completed crop pool method of accounting
for crop pools open before March 1, 1978.This provision islimited to cooperatives
which have been using this method ofaccounting for at least 10 tax years endingwith the first tax year beginning afterDecember 31, 1976, arid who enter into an 
agreement with the U S. Government for aloan using the pool as collateral and make 



price support advances to eligible producers 
inamounts equal to the proceeds of theloan. See section 1382(g). 

Change In Accounting Period.-6Generally, before changing an accounting
period, the Commissioner's approval mustbe obtained (Regulations section 1.442•1)
by filing Form 1128, Application for ChangeInAccounting Period. Also see Pub. 538. 
2. Rounding Off to Whole-Dollar
Amounts 
Money items may be shown on the return
and accompanying schedules as whole-dollar amounts. To do so, drop any amount
less than 50 cents and Increase any amountfrom 50 cents through 99 cents to the nexthigher dollar, 

M tho ent3. epoitay ofTaxPay3. Depositary Method of Tax Payment 
Deposit cooperative Income tax payments(and estimated tax payments) with a
Federal Tax Deposit Coupon (Form 8109)Make these tax deposits with either afinancial institution qualified as a depositaryfinaialtestaitun quiie 	 extension of time to file Isgranted. Interesta s failure to file, negligence, fraud, grosscoity Isalso chargad on penalties imposed forfor Federal taxes or the Federal Reservebank or branch servicing the geographicarea where the cooperative islocated. Donot submit deposits directly to an IRS office;otherwise, the cooperative may be subject

to a failure to deposit penalty. Records ofdeposits will be sent to the IRS for creditingto the cooperative's account. See theInstructions contained Inthe coupon bookfor more Information. To get more depositforms, use the reorder form (Form 8109A)provided inthe coupon book. 
To help ensure proper crediting to your

account, write your employer Identificationnumber, "Form 990-C," and the tax periodto which the deposit applies on your check or money order. 
For more information concerningdeposits, see Pub. 583, Taxpayers Starting 

a Business. 

4. Estimated TaxGenerally, a cooperative must make 

payments if itcan expect itsestimatedestimated taxtax (income tax minus credits) tobe $500 or more. Use Form I 120•W,
Corporation Estimated Tax, as a worksheetto compute estimated tax. Use the Paymentcoupons (Forms 8109) Inmaking depositsof estimated tax. 

Ifthe cooperative overpaid estimated tax,itmay be able to get a "quick refund* byfiling Form 4466, Corporation Applicationfor Quick Refund of Overpayment of
Estimated Tax. The overpayment must beboth: (1)at least 10% of expected incometax liability, and (2) at least $500. To apply,
file Form 4466 after the end of the tax year,but before the 16th day of the third month 
thereafter, and before the cooperative filesits tax retun. 

5 CagI•d
Accrued Expenses5. Tim ing Change InDeductin g

A c r sed Ep e s5. 
Generally, an accrual basis taxpayer candeduct accrued expenses in the tax yearthat all events have occurred that
determine the liability, and the amount ofthe liability can be figured with reasonable 
accuracy. However, generally all the eventsthat establish liability for the amount are 
treated as occurring only when economic
performance takes place. There are 

Page 2 
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exceptions for recurring items. See section E. Other Forms, Returns,
461(h).6. Rule of 78's Not an Acceptable Schedules, and Statements

That May Be RequiredMethod of Figuring Interest Ta ma 
Taxpayers are reminded that, generally, theRule of 78's Isnot an acceptable method The cooperative may have to file any of thefor computing interest Income and expense, following:Anyone using the Rule of 78's should see Forms W.2 and W.3. Wage and TaxRevenue Procedures 84.27, 84.28, 84-29,and 84.30, (which are inCumulative Statement; and Transmittal of Income andBulletin 1984-1) to change their method. 

D. Interest and PenaltiesAvoid interest and penalties by correctly
filing and paying the tax when due. Thecooperative may have to pay the following
penalties unless it can show that failure tofile rto pay was due to reasonable causeot w u t 
and not willful neglect.1. Interest.-lnterest ischarged on taxes 
not paid by the due date, even ifan 

valuato overseence, and ss 
understatements of tax from the due date 
payment. The interest charge is figured at arate determined under section 6621.2. Late Filing of Return.-A cooperativethat fails to file its tax return when due(including extensions of time for filing) maybe subject to apenalty of 5%a month orfraction of amonth, up to a maximum of25%, for each n.onth the return isnot filed. 

The penalty isimposed on the net amount 
due. The minimum penalty for failure to fileatax return within 60 days of the due datefor filing (including extensions) isthe lesserof the underpayment or $100. 
3. Late Payment of Tax.-Generally, the
penalty for not paying tax when due Is of1%of the unpaid amount, up to a maximumof 25%, for each month or fraction of a 
month the tax remains unpaid. The penaltyIsimposed on the net amount due. 
4. Underpayment of Estimated Tax-Acooperative that fails to make estimated taxpayments when due may be subject to anunderpayment penalty for the period ofunderpayment. Ingeneral, to avoid theestimated tax penalty, the cooperative murtmake estimated tax payments of at least
90% of the tax shown on the return or
100% of its prior year's tax. See section
6655 for details and exceptions. Form
2220, Underpayment of Estimated Tax by

Corporations, isused to see if the
cooperative owes apenalty and to figure theamount of the penalty. You may be required

to complete and attach Form 2220 Ifno
penalty isdue. See Form 2220 for details, 

Also be sure to check the box on line 33,
page 1,Form 990-C.nIfthe coomrativen	owes a penalty, enter the amount of thepenalty on this line. eols-fteForm5.Oesae a 

Overstated Tax Deposits. -Iflthe
cooperative overstated its deposits, it maybe subject to a 25% penalty of theoverstated amount. See section 6656(b).
6. Other Penaltles-There are alsopenalties that can be imposed for
negligence, substantial understatement Of 
tax, and fraud, See sections 6653 and666 . 

Tax Statements. 
Form W.2P. Statement for Recipients of 
Annuities, Pensions, Retired Pay, or IRA
Payments.
Form 966. Corporate Dissolution or
Liquidation.

Forms 1042 and 1042S. Annual
 
Withholding Tax Return for U.S. Source
Income of Foreign Persons; and Foreign 
Person's U.S. Source Income Subject toWithholding Use these forms to report and 
transmit withheld tax on payments ordistributions made to nonresident alienp rt ns oth ex nt u h pa tsindividuals, foreign partnerships, or foreignm r 
corporations to the extent such payments ordistributions constitute gross Income fromsources within the U.S. (see sections 861
through 865). For more information, see
sections 1441 and 1442, and Pub. 515,
Withholding of Tax on Nonresident Aliens
and Foreign Corporations.

Form 1096. Annual Summary and
Transmittal of U.S. Information Returns.
Form 1098. Mortgage Interest Statement.Form isuorepotterect frm 
any individual of $600 or more of mortgage
Interest inthe course of the cooperative's 

trade or business for any calendar year.Forms 1099-A, B, DlV, INT, MISC, OlD,PATR, R,and S. Information returns for roug for e ts,cedsitons 
hrough foreclosure, proceeds from brokerd nd s and tr ns c,I er t adividends and dstributions, Interest 

payments, payments for certain fishing boat 
crew members, medical and dental healthcare payments, direct sales of consumer
goods for resale, miscellaneous incomepayments, nonemployee compensation,
original issue discount, patronage

dividends, total distributions from profit­sharing plans, retirement plans, individual

retirement arrangements, insurance
 
contracts, etc,, and proceeds from real
 
estate transactions. Also use these returns
to report amounts that were received as a
nominee on behalf of another person. Formore information see Pub. 937, Business

Reporting.

Note: Every cooperative must file

information returns if, in the course of its 
trade or business, itmakes payments of 
determinable income (see section 6041)tta $ b orore to any one personduring the calendar year.orm5h C a e epr5452. Corporate Report of 
Nondividend Distributions. 
Nondividendiibutin 
Form 5498. Individual Retirement
Arrangement Information. Use this form toreport contributions (including rollover
contributions) to an individual retirement
arrangement (IRA) and the value of an IRA 

SOURCE: DEPT. OF TREASURY INTERNAL REVENUE SERVICE 


