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I.O INTRODUCTION

The Chorter for Fiscol Responsibility for FY2021122 - 2025126 presents o unique
opportunity to reform Ugondo's public finonciol monqgement, put meosures
in ploce to moke the notionol budget more credible ond ensure fiscol
sustoinobility.

Reolistic ond qchievoble fiscol (revenue ond expenditure) rules will contribute
to instilling confidence in the economy ond set the scene for occeleroted
economic recovery os the country recovers from the effects of Covid-.l9.

ln o bid of octuolizing the role of keeping government in check, studying
government policies ond odvoncing olternotives, the Opposition in
Porlioment onolysed the Chorter for Fiscol Responsibility thot wos loid in
Porlioment on 9th September 2021. This wos done in line with Section 6E of the
Administrotion of Porlioment Amendment Act, 2006.

The Opposition in Porlioment hereby present o response to the proposed
Chorter for Fiscol Responsibility for FY2021122 - 2025126 os well os olternotive
fiscol objective rules.

2.0 TIMETINESS OI THE CHARTER

Section 5(1) of the Public Finonce Monogement Act demonds thot the
Minister responsible for Finonce submits to Porlioment o Chorter of Fiscol
Responsibility not loter thon three months ofter the first sitting of Porlioment
ofter o generol election.

Given thot the first sitting of the I I t Porlioment wos held on held on 24ih Moy
2021, the Chorter should hove been submitted on 24th August 2021. To the
controry the Chorter wos submitted on 9th September 2021. This is o violotion
of the Public Finonce Monogement Act.

On this bosis Section 78 of the Public Finonce Monogement Act should be
evoked to compel the Minister responsible for Finonce to moke o report to
Porlioment detoiling the reosons responsible for the deloy in loying the
Chorter.

3.0 PRINCIPTES OF FISCAT OBJECTIVES

Section 412) of the Public Finonce Monogement Act sets the principles of
fiscol objectives contoined in the Chorter of Fiscol Responsibility.

Section 4(3) specificolly demonds thot the Chorter of Fiscol Responsibility
should consist of meosuroble fiscol objectives. The Section sets 5 principles
onto which fiscol objectives would be set. The five Principles include:
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o) Sufficiency in revenue mobilisotion to finonce Government
progrommes;

b) Mointenonce of prudent ond sustoinoble levels of public debt;
c) Ensuring thot the fiscol bolonce, when colculoted without petroleum

revenues, is mointoined of o sustoinoble level over the medium term;
d) Monogement of revenues from petroleum resources ond other finite

noturol resources for the benefit of current ond future generotions; ond
e) Monogement of fiscol risks in o prudent monner.

The principles set in Section 4 (2) form the foundotion of the Opposition in
Porlioment's response to the Chorter of Fiscol Responsibility for FY2021122 -
2025126. Eoch in turn will be deliberoted upon ond olternotive fiscol objective
rules odvonced.

3.1 SUFFICIENCY IN REVENUE MOBITISATION TO FINANCE GOVERNMENT
PROGRAMMES

Both the expired ond proposed Chorter ore silent on this principle. No single
meosuroble fiscol objective rule hos been set for this principle. Hence o
violotion of Section 4(3) of the Public Finonce Monogement Act.

Setting o fiscol rule for this principle is so criticol for it is the bosis of ochieving
the proposed fiscol objectives on public debt, fiscol bolonce ond petroleum
fund tronsfers. lt would olso contribute to the improvement in tox policy
odministrotion.

Tox Register

The obsence of the Rule will limit the potentiol of enhoncing revenue
collection porticulorly from the informol sector. A greoter portion of revenue is

collected from toxes porticulorly roised from tox poyers in the formol sector
through Poy os You Eorn (PAYE) ond Volue Added Tox (VAT). The tox register
consists of only 1,783,493 tox poyers os of FY2020121. This hos grown from
902,339 tox poyers in FY20l 51161. This tronslotes to onnuol overoge growth of
176,231. The growth is moinly comprised of individuols other thon componies.

Unfortunotely, the informol sector which employs mojority of the populotion
ond generotes opproximotely 51% of Gross Domestic Product (GDP)
morginolly contributes to tox revenue2. The foilure to ottrocting them into the
tox sphere is moinly ottributed to corruption, poor business incubotion,
bureoucrotic tendencies of tox collectors ond prohibitive toxes.

t Ugondo Revenue Authority,2O2O. Annuol Revenue Performonce Report FY2019/20
z Minislry of Finonce, Plonning ond Economic Development, 2019. Domestic Revenue
Mobilizotion Strotegy
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Figure l: Groph showing growlh of tox register in lhe FY20l 5116 - 2020/21
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Tox Initiqlives

Government expenditures for exceed its revenue. The overoll fiscol deficit hos
increosed from UGX 3.733 trillion in FY20'l 61173 Io UGX 13.412 trillion4 in
FY2020121. This tronslotes to on increment of 72%.Ihis hqs not been helped by
the investment in ineffective tox initiotives. For instonce, os one of the meons
of oddressing the revenue gop, Porlioment opproved UGX 

.l06 
billion for

Digitol Stomps in FY2019120 (UGX 45.67 billion) ond FY202O|21(UGX 60.85
billion). This investment wos to yield o totol revenue contribution of UGX 47.74
billion over 5 yeorss. Unfortunotely, due to ineffective tqx initiotives, the tox to
GDP rotio hos not improved yet. For the lost 10 yeors between 2009 ond 2019,
it hos overoged ol 12% ogoinst estimoted potentiol ronging between 20 -
26% of revenue to GDPo. ln the lost l0 yeors, the overoge growth of tox to
GDP hos overoged of obout 0.3%.

s Ministry of Finonce, Plonning ond Economic Development, 2017. Annuol Budget
Performonce Report FY201 6 / 1 7
4 Ministry of Finonce, Plonning ond Economic Development, 2021. Economic ond Fiscol
Updole - August 2021
s Porlioment of Ugondo, 2019. Report of the Budget Committee on the Annuol Budget
Estimotes f or FY 2019 /20
6 Ministry of Finonce, Plonning ond Economic Development,20l9. Domestic Revenue
Mobilisotion Strotegy 201 9 / 20 - 2023 / 24
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Figure 2: Groph showing net lox collections ogoinst GDP for lhe period
tY1?92/93 - 2O2O/21

Net URA collections Vs GDP Growth rotes
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Tox lo GDP Rotio

-GDP 
ot Morket Price growth rote

Ugondo ronks the lowest tqx to GDP omongst peers in the Eost Africon
Community (EAC) ond Common Morket for Eostern ond Southern Africo
(COMESA). For instonce, Ugondo's tox to GDP rotio is 12.5% os compored to
16.9% of COMESAz. This moinly ottributed to unstoble tox regime, reoctionory
tox meosures, discretionol tox incentives, tox deepening, negotive public
perception ond inodequote tox reseorch omong others.

Figure 3: Ugondo's Tqx to GDP in comporisons lo peers for period 2008 - 2018
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Discretionol Tqx Incenlives

Ugondo's tox copocity is threotened by discretionol tox incentives inform of
tox holidoys ond expenditures. ln the 'l0t Porlioment, concerns were roised
regording tox expenditures to BIDCO, AYA investments, Steel ond Tubes
lndustries, Quolity Chemicols ond Southern Ronge Nyonzo textiles omong
others. The exemptions hove led to foregone revenue of UGX 21.5 trillion in

only 5 yeors from FY2O16|17 2020/21. The tox orreors of FY2020121
omounting to UGX 7.7 lrillion ore higher thon funds opproprioted for domestic
refinoncing omounting to UGX 7.4 trillion. Unfortunotely, most of the
beneficiory componies exist the economy when the tox exemptions holt.

Toble l: Revenue foregone in FY20l 6l'17 - 2O2O/21

Source: URA

Slock of Tox Arreqrs

The stock of ossessed tox orreors is groduolly rising with minimol recovery. lt
hos grown from UGX 2..l trillion in FY20l 6117 lo UGX 4.1 trillion in FY202012,l. The
lorgest contributors to tox orreors ore non-government institutions which ore
engoged in monufocturing, wholesole ond construction sub-sectors.
Worryingly these sub sectors olso occount for UGX 3.7 trillion {.20.4%) which is

the lorgest shore of outstonding privote sector credit omounting to UGX 18.1

trillion of the end of FY2020121s. No wonder infrostructurol developments such
os foctories hove foiled to spur growth ond poy workers low woges thot
rqnge in between UGX 3,000 - 5,000 per doy.

Tqble 2: Stotus of Tox Arreqrs in FY20l 7- I

Source: URA

8 Ministry of Finonce, Plonning ond Economic Developmeni, 2021. Economic ond Fiscol
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Exemptions Cotegory tY 2016/17
(UGX Bn)

tY 2017/18
(UGX Bn)

FY 2018/r9
(UGX Bn)

tY 2O19l2O
(UGX Bn)

tY2020l2t
(UGX Bn)

Totol income tox Loss 39r.85 453.79 r,009.84 85r.2r 2,358.67
VAT Exemplions 8r5.r5 r,323.55 1,434.34 1,855.49 2,195.34

Customs Tox
Exemptions

960.02 912.46 1 ,716.37 2,065.15 3,1 68.5t

Tolol Exemptions 2,167.02 2,689.80 4,r 60.55 4,771.85 7,722.s2

Tox Arreors (UGX, Bn) tY2O16/17 FY2017 118 FY2018/l 9 tY 2019/20 FY 2020/21

Non-Government Arreors 1,828.86 2,478.44 2,776.15 2,864.70 3,715.59

Government Arreors r32.r5 77.57 7 49.25 r9.58 396.r8

Customs Tox orreors 169.67 1 r5.05 99.41 10s.24 78.32

TololAreors 2,130.68 2,671.06 3,624.81 2,989.52 4,190.10

Updote



Proposed Fiscol Rule

CHARIER F'SCAL RULE PROPOSED AI.IERNAI'VE RULE

None I Moinloining growth of Tox lo
GDP rqlio obove 16%

Given fhe enumeroted issues regording revenue mobi/isotion, it is essenfio/
thot the Chorter sets o fisco/ rule to sofisfy Secfion 4 (2) of the Public Finonce
Monogement Act i.e. sufficiency in revenue mobi/isofion to finonce
G ov ernm e nf pro grom m es.

The following fisco/rule shou/d be odopfed.

a Mointoining growth of Tax to GDP rolio obove l6%

Ihis fisco/ rule rs consisfenf with the core objective of fhe Domesfic Revenue
Mobi/isofion Strotegy for FY20l9l20 - 2023124. Seffing ond odhering to fhis rule
would ensure thot oufhorities responsib/e for bofh fox policy ond
odministrotion oim of deploying o higher-level proficiency in tox torgeting
ond collection efforfs. As o/reody demonstroted, the number of fox poyers is
growing much foster rote thon tox co//ecfions reflecfing o gap in policy ond
odministrotion of our tox sysfem.

3.2 MAINTENANCE OF PRUDENT AND SUSTAINABIE LEVEIS OF PUBTIC DEBT

The expired Chorter hod set out to mointoin public debt in net present volue
terms below 50% of GDP. Of which net present volue of externol debt is

mointoined below 30% of GDP ond net present volue of domestic debt is

mointoined below 20% of GDP.

ln the course of fhe Chorter, public debt wos reported using o mixture of
meosures i.e. present volue ond nominol volues. lt should be noted thot when
present volue is used, the debt volue wos within torget. However, public debt
when meosured in nominol terms, it exceeds 50% of GDP.

Tqble 3: Slqlus of Public Debt in FY20l8/18 - 2020/21

TY 2018/19 201?t20 2020t21 202"1122 (Projection)

Nominoldebt to GDP 35.3 41 49.9 52.4

PV of Debt to GDP 26.7 3r.8 39.3 41.7

6
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Public Debt Torgeling

The proposed objective I fiscol rule regording "fofol public debf in nominol
ferms is reduced to be/ow 50% of GDP by finonciol yeor 2025/26" is totolly
defective. Commitment connot be mode to o trend insteod of on obsolute
torget upon which government would be held occountoble. Rother it roises
o risk thot public debt will rise further ond Porlioment would be side stepped
without necessitoting opprovol for deviotion. This points to the intention of
government in os for mointoining stotus quo of operotions.

Escololing Public Debt

lrrespective of the meosurement terms ond proposed torgets, it is not the
Chorter thot reduces public debt but the undertokings of government. To the
controry, with the proposed fiscol rule the irresponsible government
expenditures will continue to influence the rising of public debt ot
ostronomicol rotes. The totol public debt hos risen from USD 2.9 billion in
2006/07 to USD 17.96 billion (UGX 65.57 trillion) in December 2020p. This

tronslotes to on increment of 84%. The drop in debt stock between FY2O05/06
ond FY2006107 is ottributed to debt relief initiotive towords the Heovily
lndebted Poor Countries (HIPC) not improved finonciol discipline.

Bosed on the trend of public debt for the lost l5 yeors, it is unconceivoble
thot during the Chorter period the levels will be brought down. Rother public
debt will continue to rise if o stringent fiscol rule on public debt is not set to
guide government operotions.

Figure 4: Groph showing Public Debt Slock Trend from FY2OO4/OS lo
December 2O2O
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Composition of Public Debt

A huge portion of the public debt stock is externolly finonced. lt omounts to
USD I 1.7 billion {UGX 42.61trillion) tronsloting Io 65% of public debt stock while
domestic debt omounts to USD 6.3 billion (UGX 22.96 trillion) tronsloting to
3s%.

Disturbingly, undisbursed externol debt omounts to USD 4.55 billion which
tronslotes Io 38% of externol debt.

The undisbursed loons qttroct huge commitment fees thot would hove been
used to deliver services to the citizens. For instonce, in FY20l9l20 the Auditor
Generol noted UGX 9.241 billion wos spent os commitment fees for
undisbursed funds of only 3 loonst0. This overoges to UGX 3 billion.

There ore obout 93 ongoing loon finonced projectsrr. Assuming commitment
fees ore to be poid for undisbursed funds for eoch of them, they would
omount to UGX 279 billion This is equivolent to budgets of obout 9 locol
governments. This eloborotes the extent of wostoges of the country's
committed debt.

Debt Monogement Costs

Relotedly the costs of debt monogement ore eroding o huge chunk of funds
from service delivery. These toke first coll on the budget. Over the yeors debt
monogement costs hove risen from UGX 8.58 trillion in FY20l7l18 to UGX l5.l I

trillion. This is on increment of 43%. The costs ore moinly driven by domestic
debt porticulorly debt refinqncing olso known os debt roll over. Simply put,
this is debt deferment.

Debt rollover is o huge couse of concern os noted by the Auditor Generol for
no redemption of domestic debtwos mqde of oll in the period FY20l7l18-
FY2019120. Hence 75% of the domestic borrowing or debt wos rolled over or
recycledrz. This mokes it horder for the future generotion to determine their
spending priorities for they ore olreody tied up to huge debt servicing costs.

to Office of the Auditor Generol, 2021. Report of the Auditor Generol lo Porlioment for the
Finonciol Yeor ended 30t June 2020
r1 Minislry of Finonce, Plonning ond Economic Development,2021. Report on Public Debl,
Guorontees, other Finonciol Liobililies ond Gronts for Finonciol Yeor 2020/21
tz Office of the Auditor Generol, 2021. Report of the Auditor Generol lo
Finonciol Yeor ended 30tn June 2020, P9.24

8
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Tqble 4: Cosls of Debt Monogement in FY20l7l18 -2021122

Source: MoFPED ond OLOP

Rec urrenl Expendilures

Unfortunotely, o huge portion of the mobilized ond committed debt is spent
on recurrent expenditures rother thon development which spurs growth. The
items thot ore prioritized for spending thot ore responsible for the escoloting
public debt ore lorgely consumptive in noture. They include interest
poyments, woges, workshops, trovel inlond ond obrood omong others.

Worryingly, the country's tox revenues ore insufficient to fund country's
recurrent expenditures. For instonce, the projected revenue outturn for
FY2020/21 omounting to UGX 19.43 trillion is for short of recurrent expenditures
of thot finqnciol yeqr omounting to UGX 27.41 trillion.
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Figure 5: Groph showing Recunent ond Development Expenditures in
FY20r 6117 -2020/21

Approved Recurrent ond Development Expenditures
for FY20l 6l17 - FY2O2Ol2l

30.000.00

25.000.00

20.000.00

r5.000.00

10,000.00

s.000.00

0.00

r Recurrent Expenditures (UGX
Billion)

r Development Expenditures
(UGX Billion)

hhIh
c
€
cO

x
o
f lr

2016/17

14.844.58

10,843.90

2017 I t8

r 6,90r .09

I 1.349.93

2018fi9

\8,640.29

r 3.005.04

2019/20

23,124.91

17,362.?9

2020/21

27.416.81

18,076.92

lRecurrent Expenditures (UGX Billion) rDevelopment Expenditures (UGX Billion)

Source: MoFPED ond OLOP

Clossified Expenditures

Of greot concern too is the foct thot debt hos been committed towords
clossified expenditures whose budget ollocotions toke o huge shore of
notionol budget with limited scrutiny. They ore o regulor torget of
supplementory budgets in every finonciol yeor.

Mojor beneficiories of clossified expenditures include the Votes of Office of
the President, Stote House, Ministry of Defence, Ministry of lnternol Affoirs,
lnspectorote of Government, Ethics ond lntegrity, Finonciol lntelligence
Authority, Ugondo Police Force, Externol Security Orgonisotion ond
Directorote of Government Anolyticol Loborotory.

During budget ollocotions, clossified expenditures ore more prioritized thot
budgets of Locol Governments where most of public services ore delivered.
For instonce, in FY2020121 the opproved budget of UGX 3.21 trillion for
clossified items is equivolent to 79% of the opproved totol budget of Locol
Governments qmounting to UGX 4.02 trillion. I

10



FY Clqssified Expendilure
(ucx'0000)

Clossilied Assets
(uGx'0000)

TotolClossified llems
(ucx'0000)

201s/16 733,30r,552 733,30r,552

2016/17 441,057,307 441,057,307

2017 118 450,513,835 95,083.769 545,5?7,604

2018/19 779,357,228 154,986,219 934,343,447

2019/20 367,132,253 2,228,340,580 2,59s,472,833

2020/21 393,714,725 2,822,536,712 3,216,251,437

Toble 5: Budget Trends of Clossified Expenditures ond Assels in FY2015116 -
2O2Ol21

Source: MoFPED ond OLOP Computotion

Proposed Fiscol Rules

CHARIER F/SCAL RULE PROPOSED AI.IERNAI'VE RULE

Totol Public Debf in Nomino/ ferms is

reduced to below 50% of GDP by
FinonciolYeor 2025/26

o) LiquidityTorgeting

a Rofio of Public Debt
Monogement Costs to Totol
Revenues is less or equol to
the ratio of Totol Revenue fo
Morket Price GDP.

a Growth rote in Recunenf
spending not exceeding the
percentoge of Revenue
(excluding Oil revenue) to
GDP.

b) Governmenf Finoncing

t Ensure f unding of not /ess fhon
70% of development
requiremenfs of locol
governmenfs over o S-yeor
period would be fitting.

c) Supple me ntory Expendifures

a Moinfoining supp/eme ntory
budgefs within 5% of
opproved budqefs.

o) Fiscol rule lorgeting Liquidity

The proposed Chorter of Fisco/ Responsibi/ify does not commit to ony
quontitotive benchmork on debt susfoinobilify, beyond which it would be
judged fo hove missed the torget. The /osi Chorter hod o cleor benchmork of

l1



mointaining public debt in net presenf volue lerms below 50% of GDP. Of
which the nef present volue of exfernol debt wos fo be mointoined be/ow
30% of GDP ond fhe nef presenf volue of domesfic debt mointoined below
20% of GDP.

The proposed Chorter refers to o desired trend of Public Debt in Nominol
Ierms reducing below 50% of GDP over fime. /f does nof set on obso/ute mork
beyond which the forgef would hove been missed.

It would be prudent thot the Chorter commifs to on obso/ute torget, fhe bosis
of which ossessmenf of performonce con be mode. lf for ony circumstonces,
the torgef moy be missed, fhe Minisfer con come bock to Porlioment for
opprovol of deviotion from the Chorter.

Fisco/ rules ought to be introduced fhof ossess debf sustoinobility bosed on
obility fo roise sufl'icienf liquidity to repoy debt. The currenf meosure of debf
stock to GDP rotio meosures only the so/vency of the country i.e. obility to
poy in the long run. So/vency does not give o cleor indicqtion of fhe country's
obility to meet its immediote debf repoyment ob/igofions.

ln order to hove o clearer sfond of the country's obility fo meef ifs debf
obligotions whi/e of fhe sorne fime roising enough finoncing for Notiono/
Development Plon lll core prolecfs, the following fisco/ rules should be
incorporoted into the Chorter:

o Rotio of Public Debt Monogemenf Cosfs to Tofol Revenues is /ess or
equo/ to the rofio of TotolRevenue to Morket Price GDP.

i Growth rote in Recunenf spending nof exceeding the percenfoge of
Revenue (excluding Oilrevenue) to GDP.

b) Fiscol rule for locol Governmenl Finoncing

The proposed fisco/ objectives on/y cover centrol government neg/ecting the
locol governments. Awore thot 85% of public services ore delivered through
locol governments, if would be prudent thot o l'isco/ rule is sef fo guorontee
fheir finoncing. This would be in line with fhe decenfrolizofion policy stpu/ofed
in Article 176 of fhe Constitufion of the Repub/ic of Ugondo. Absence of o
fisco/ rule is lorgely responsible for the deploroble funding ond quolity of
service delivery in locol governmenfs.

There is need fo ensure susfoinoble funding of locol governments. Ihis would
require every locol government to hove o S-yeor development plon fhof is

oligned to the Nofiono/Deve/opmenf Plon
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A l'isco/ objective shou/d be sef thot torgets to:

o Ensure funding of not /ess fhon 70% of development requiremenfs of
locol governmenfs over o S-year period would be fitting.

c) Fiscql rvle for Suppleme ntory Expendifures

Supplementory budgets hove over the yeors become o finoncio/nuisonce in
Ugondo. Mojority of the requesfs hove been found nof to hove been
odequotely scrutinized. Consequently, the Consfitution provision of occessing
3% of onnvolbudgef os supp/emenfory expendifure without prior opprovol of
Porliomenl hos gross/y been obused over the yeors. fhose fhot require prior
opprovol hove o/so been found to be wonting for they rarely sotisfy fhe
supp/ementory criterio of being unovoidoble or unforeseeob/e. Ihis hos been
highlighted on severo/ occosions in reports of Porlioment ond Auditor
Genero/.

To help tome prevoiling supplementory budgef indiscp/ine ond subsequenf/y
trigger l'iscol conso/idotion, o fisco/ rule shou/d be considered thot torgets to:

a Maintoining supp/emenfory budgefs within 5% of opproved budgets.

3.3 ENSURING THAT THE FISCAT BAIANCE, WHEN CATCUTATED WITHOUT

PETROTEUM REVENUES, IS 
'IAAINTAINED 

AT A SUSTAINABTE IEVEI OVER
THE MEDIUM TERM

Both the expired ond proposed Chorter point to continuotion of the some
finonciol indiscipline poth. Hence the proposed fiscol rule of overoll fiscol
bolonce including gronts groduolly odjusting to o deficit not exceeding 3% of
non-oil GDP by FY2025126 is untenoble.

As eorlier mentioned, the proposed commitment connot be mode to o trend
insteod of on qbsolute torget upon which government would be held
occountoble. lf opproved, Porlioment would be side stepped wiihout
necessitoting opprovol for deviotion. This too points to the intention of
government in os for mointoining stotus quo of operotions.

It is olso imperotive to note thot while government sought to mointoin fiscol
deficit of not greoter thon 3% of GDP by FY2020121, never wos the torget
ochieved in the life spon of the Chorter. To the controry, the fiscol deficit wqs
rising groduolly from 3.30%in FY2016117 Io 9.0%in FY2020121. The fisc ldeficit
hqs deterioroted of on overoge of 1.43%.

13



Toble 6: Fiscol Deficit outlurn ond Projections in Chorlers of Fiscol
Responsibility ond Nolionol Development Plon lll

Source: PBO

Bosed on post performonce porticulorly low domestic revenue mobilizotion
ond elevoted public spending, the fiscol deficit without undertoking efforts
for fiscol consolidotion is bound to worsen to debt relief levels.

Besides the fiscol deficit pothwoy projected in the proposed Chorter is

rugged ond illogicol. lts projections in FY2O21l22 shovld hove storted of fiscol
deficit of 9% not 5.40%. This is o drop of 2.6%. This is untenoble given thot eoch
finonciol yeor the fiscol deficit depreciotes by on overoge of 'l .43%.

The proposed Chorter projections olso violote Section 5(l)(o)(i) of the Public
Finonce Monogement Act. The fiscol objective on fiscol bolonce ond its
projections ore not consistent with the pro.iections set in the Notionol
Development Plon lll.

Proposed Fiscol Rule

CHARIER F/SCAL RULE PROPOSED AI.IERNAI'YE RUI,E

The overol/ fiscol bo/once including
gronfs shou/d grodvolly odiust lo o
deficit nof exceeding 3.0% of non-oil
GDP by finonciolyeor 2025126

O Growth rote in Recunent
spending nof exceeding the
percenfoge of Revenue
(excluding Oil revenue) to
GDP

Governmenf of Ugondo hos significontly missed the target set on the budgef
deficit or fisco/ bo/once set out in fhe /ost Chorter of Fisco/ Responsibility for
FY20t6/17 - 2020/21.

It would be prudent for Porlioment fo sef fisco/ rule thot on/y gives room for
fisco/ outhorities fo meef set deficif torgefs by copping ollowoble expenditure
growth limifs. To ochieve fhe desr'red fisco/ bolonce in line wifh Secfion 4
(2)(c) of the Public Finonce Monogement Act, expendifure growth should be
in line with GDP growth.Ihis implies fhot rise in spending is I'inonced by growth
in fox revenue.

By defoult, expenditure increoses ore supposed fo be in line with growth in
revenue collections. Ihe intent is to prevoil over the runowoy fiscol deficit to
the initial ceiling torget of 3% of GDP. To prevoilover recenf occe/erofion in
spending, o simp/e nominol torget on spending musf be introduced.

OUTIURN PROJECIIONS

FY 2016117 2017 /18 20!8119 201? 120 2020/21 2021122 2022123 ,,fr',. t24 2024125

CFR -3.30% -4.10% -4.90% -7.10% -9.00% -6.40% -5.20?, -4.60% -4.20% -3.O0%

NDP III -5.35 -6.18 -6.55 -5.95 -5.29 -4.07 -2.97
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The rule would cop the growth rote of recurrent spending. Ihis wou/d ensure
thot the government uses revenue windfol/s for invesfment rother thon
increosing consumption ond woges. lf would o/so reign in on growth of
wosfe f u/ expendif ures.

Tonzonio uses o similor recurrent expenditure cop.r3 Ihe oppropriote
expendifure onchor is onnuol growth rofe in recurrent spending not
exceeding the projected Domestic Revenue excluding OilRevenue.

The following fisco/ rule shou/d reploce thof the one thot hos been proposed
in fhe Chorter:

o Growth rote in Recunenf spending not exceeding the percentoge of
Revenue (exclvding ail revenue) to GDP.

3.4 MANAGEMENT OF REVENUES FROM PETROTEUM RESOURCES AND OTHER

FINITE NAIURAT RESOURCES FOR IHE BENEFII OF CURRENI AND FUIURE

GENERATIONS

The Chorter introduces o new rule on petroleum fund tronsfers thot wos not in
the expired Chorter. lt seeks to set oside o moximum of oil revenue worth
0.8% of the preceding yeor's estimoted non-oil GDP outturn to be tronsferred
to the Consolidoted Fund for budget operotions. The bolonce sholl be
tronsferred to the Petroleum Revenue lnvestment Reserve.

Slolus of Pelroleum Fund

For the period between FY20l4l,l5 ond 2019120, the Petroleum Fund hos
been credited with o totol of UGX 669.69 billion. Of this, UGX 580.30 billion wos
withdrown from the Fund os budget support to finonce the budget between
FY2017118 - FY20l9l2O. Hence the Fund wos neorly depleted for the funds to
be withdrown were determined of the discretion of the Ministry of Finonce,
Plonning ond Economic Development.

Tqble 7: Petroleum Fund Deposits qnd Withdrowqls in FY20l 4/15 - 201912O

Financial Withdrawats Pu of withdrawal

20t4lrs
20rs/16

2016117

2011 lr9 Bud SU rt

20r9lt9 Budget support

2019120

Source: OAG

ts Aisho Adom ond Dovid Miholyi, 2017, Optimizing Ghono's Fiscol Rule

119,323,709,754 0

133,099,656,037 0

238,433,505,737 0

62,988,471,916 125,300,000,000

56,739,539,082 200,000,000,000

59,105,854,932 255,000,000,000

669,690,737,458 580,300,000,000

l5
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It is olso criticol to note thot bosed on Production Shoring Agreements with oil
componies, government committed to reimburse oll recoveroble costs when
production commences. So for, the Auditor Generol hos verified costs for the
period 2001 - 20,l I omounting to USD 935.69 million (equivolent to obout UGX
3.47 trillion)'a. Ihe omount forthe period 2012to dote is yet to be verified by
the Auditor Generol. These ore recorded os contingent liobilities. This

controdicts Section 74(11 of the Public Finonce Monogement Act which
stotes thot the finonciol ossets of the Petroleum Fund including present or
future finonciol ossets should not be eormorked, pledged, committed,
looned out, or otherwise encumbered by ony person or entity. The fund
connot be used to provide credit to government, or ony other person or
entity; oct os colloterol for debts, guorontees, commitments or other liobilities
of ony person or entity; or borrowing.

During the FY2020121, UGX 
.l34.9 

billion wos poid into the Fund os copitol
goins tox ond stomp duty from the sole of Tullow Ugondo Limited shores to
Totol EP Ugondo. As of December 2020, the fund hod o bolonce of UGX
221.4 billionls. ln the opproved budget of FY202112022, UGX 200 billion hos
been opproprioted ond will be withdrown from the Fund leoving o bolonce
of just UGX 2l billion.

Lock of Investmenl Profile

It should be noted thot Ugondo locks qn investment profile to guide ond
profile infrostructurol ond developmentol projects eligible for finoncing by
petroleum revenue. Hence criterio of whot constitutes o suitoble
infrostructurol ond developmentol project is not defined. The investment
profile will be essentiol in informing the Petroleum Revenue lnvestment Policy
issued by the Minister of Finonce under Section 63(1) of the Public Finonce
Monogement Act.

Selective Extroctive Revenue Torgeling

The proposed fiscol rule is commendoble for it sotisfies the recommendotion
of the Auditor Generol to set fiscol rule for petroleum revenuer6. lt olso portly
sotisfies o principle in Section a(\ of the Public Finonce Monogement Act.
The principle relotes to monogement of revenues from petroleum resources
ond other finite noturol resources for the benefit of curreni ond future
generotions. However, the proposed fiscol objective rule only oddresses
monogement of petroleum revenue neglecting other finite noturol resources
porticulorly minerols.

t+ Ministry of Finonce, Plonning ond Economic Development, 2020. Petroleum Fund Annuol
Audited Finonciol Stotements for the yeor ended 30 June 2020.
rs Ministry of Finonce, Plonning ond Economic Development, 2021. Holf Yeor
Mocroeconomic & Fiscol Performonce Report Finonciol Year 2O2O/21 \
te Office of the Auditor Generol, 2021. Report of the Auditor Generol to Porlioment for
Finonciol Yeor ended 30tn June 2020

t6
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This underploys the contribution of mining sector to the economy. lt hos been
reported thot in FY2020121, minerol products were the moin export item
eorning Ugondo USD 3,681.12 million out of totol export eornings of USD

5,259.12 million.

Criticql to note is the foct thot most of the minerol eornings ore ottributed to
gold exports. ln FY202O121, Ugondo eorned USD 2,249.73 million which
tronslqtes lo 61% of the minerol exports.

The spike in gold exports is ottributed to the development of refining focilities
which moinly receive import inputs from Tonzonio, Zimbobwe, Zombio ond
South Sudonlz. The refineries include Africon Gold Refinery, Simbo Gold
Refinery, Bullion Gold Refinery, Metol Testing ond Smelting Compony Limited,
ond Aurnish Gold Refineryta. They operote under free zone ond monufocture
under Bondre.

Figure 5: Groph showing volue of Gold Exports in FY20l 6117 - 2020/21

Volue of Gold Exports (USD Million)
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Source: BoU ond OLOP

It is olso importont to note thot while the volues of gold exports were rising,
they ore neorly whipped out by gold imports. Hence there is need to improve
the gold trode bolonce.

rz Ministry of Finonce, Plonning ond Economic Developmenl, 2021. Bockground to the
Budget for FY2O2I /22
r8 Ministry of Energy ond Minerol Developmenl,2020. Seclor Performonce Reporl
re Minislry of Energy ond Minerol Develo
Mines Performonce Report tor FY2019/20

pment, 2020. Dtrectorote of Geologicol Surveys ond
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Yeor lmoorls (UGX) Exporls (UGX) Re-exoorls (UGX)

20r 0 1,223,125 204,963,696 62,351,966,273
2011 745,379,518 r5.75r, r85.208
2012 497,216,000 22,187,885,306
20r 3 2,044,973,209 6,238,703,028
2014 463,659,818
20r 5 420,493 125,425,873,900
201 6 304,097 845,089,240,008
2017 294,77 6 1 ,397 ,305,21lI ,7 60 5s3,038,200
20r B 1 ,262,772,739,579 1 ,728,609,719,808
2019 3,7 45,902,404,317 4,657 ,889,67 4,568
2020 725,531,713,981 690,91r ,238,303
TOTAT s,734,209,100,368 9.449.r 87.r 50.588 107,182,778,015

Toble 8: Gold Deposits qnd Withdrowqls in FY20l 4/15 - 2019/20

Source: MEMD

Proposed Fiscol Rule

While there's o dedicoted Fund for Petroleum Revenues, it shou/d be nofed
fhot Revenues from other minero/s is not disiinctively collected ond monoged
for the benefif of todoy ond fufure generofions.

Considering the obove, o Fund for
Mineral Weolth of Ugondo should
os lhe oppropriofe l'isco/ rule for
finoncing fhe Budget:

invesfment ond monogement of Non-Ofl'
be esfob/ished. The following is proposed
the use of such funds for p

CHARIER F/SCAL RULE PROPOSED AI.IERNAIIVE RULE

A moximum of oil revenue worth
0.8% of fhe preceding yeor's
estfmofed non-oil GDP outturn sholl
be fronsfened to fhe Consolidoted
Fund for budget operofions. The
bo/once sho// be tronsferred to the
Petroleum Revenue /nvesfmenf
Reserve |PR/R/ for investmenf in
occordonce with the Public Finonce
Monogement Acf (2015) os
omended

lntervenlion

Deve/op o comprehensive
investment profile

None for minerol revenue a Withdrowols from the Minero/s
Fund for purposes of finoncing
fhe budgef ore copped ot
0.8% of the previous yeor's
non-extroctive resources to
GDP. The bo/once sho// be
tronsferred to fhe Non- Oil
(Minerols) Fund
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o Withdrowols from the Minero/s Fund for purposes of finoncing fhe
budget ore copped of 0.8% of the previous yeor's non-extroctive
resources to GDP. The bolonce sholl be fronsferred to the Non- Oi/
(Minerols) Fund.

Recommendotion on projecfs thol ore lo be finonced by Exlroclive
Resources Revenue - Petroleum ond other Mrnerols

We recommend thof Government through ihis Chorter, commiis to
undertoke o sfvdy to produce on invesfmenf profile for guiding infrostrucfurol
ond developmento/ pro.lects eligible for finoncing by petroleum fund ond
minero/s fund.

3.5 MANAGEMENI OF FISCAT RISKS IN A PRUDENT MANNER

Section 4(3) of the Public Finonce Monogement Act demonds thot the
Chorter sets meosuroble indicotors for the monogement of fiscol risks.

Unfortunotely, no fiscol rule wos set to guide the monogement of fiscol risks.

The Public Finonce Monogement Act provides o criterion thot quolifies o risk

thot moy leod to deviotion from the objectives of the Chorter. Section 7(l ) of
the Act onticipoted risks orising from o noturol disoster (not mon mode),
unonticipoted severe economic shock or unforeseen event thot connot be
funded from the Contingency Fund, other funding mechonisms odmissible
under the Act or fiscql policy odjustments. Therefore, before qny deviotion it
must be oscertoined whether these response mechonisms hove been
exhousted.

Conlingencies Fund

Regording the Contingencies Fund, it should be noted thot it hos never been
fully funded os required under Section 2 of the Public Finonce Monogement
(Amendment) Act. The provision commonds thot the Contingency Fund is

replenished by 0.5% of the opproprioted onnuol budget of the previous
finonciol yeor. For instonce, in this FY2021122, only UGX 62.070 billion wos
opproprioted insteod of UGX 227.47 billion. Hence o shortfoll of UGX 165.4
billion.

No wonder, government hos olwoys foced chollenges in mobilizing funds to
respond to emergencies such os COVID-I9, floods ond mudslides omong
others ocross the country. This wos o couse of concern os highlighted by the
Auditor Generol for the inodequote funding led to the roising of
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supplementory budgets which distort the implementotion of opproved
budgetszo.

Foreign Relolions

Besides the fiscol risks orticuloted in the Act, there ore other emerging risks

orising from diplomotic ond security tensions porticulorly with Rwondo, South
Sudon, Burundi ond Democrotic Republic of Congo. For instonce, due to o
diplomotic row with Rwondo, totol formol ond informol exports dropped
significontly from USD 26.l.63 million in 20,l8 to USD 6.77 millionin 202021.

Figure 6: Groph showing volue of Ugondo's formql ond informol exports to
Eosl Africon Community in the period 2016 - 2020

Ugondo's Formol ond lnformolAnnuol Exports to EAC (USD Millions
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loss Mqking Public Corporolions

Also of concern is the foct thot severol public corporotions operote of losses
despite incurring huge debt through on lending from government. Hence,
they ore unoble to service their debt compromising the country's fiscol
sustoinobility. The public corporotions ore indebted to o tune of over UGX 6
trillionzz. For instonce, the Auditor Generol noted thot lnsuronce Troining
college, UEGCL, UEDCL, Bonk of Ugondo, Post Bonk Ugondo, UETCL, Ugondo

zo Office of the Auditor Generol. Report of the Auditor Generol to Porlioment for the Finonciol
Yeor ended 30tn June 2020
ztBonk of Ugondo, 2021. Stotistics.
hilps://www.bou.or.uq/bou/bouwebsiie/Stotistics/Stotistics.html Lost occessed 19 Seplember
2021
22 Ministry of Finonce, Plonning ond Economic Development,20lB. FiscolRisks Stotement

IIryII

Burundi
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Notionol Oil Compony, NWSC, Pride Micro Finonce ond Ugondo Civil Aviotion
Authority locked sufficient ossets to cover their debtzs.

Escoloting stock of Domestic Arreors

Lostly, Ugondo's fiscol sustoinobility is olso odversely offected by ever-
increosing domestic orreors. The totol stock hos risen from UGX 5.l7 billion in
FY20l 6117 Io UGX 4. I trillion in FY20l 9 12024. This tronslotes to o growth of 87%. ll
hos been noted thot these orreors moy be used to circumvent fiscol torgets
by distorting fiscol deficit, occumulote liobilities of government, undermine
budget credibility, increqse cost of supplying government by pricing in cost
of deloyed poyments, diminish working copitol of suppliers, deloy tqx
poyments, compromise welfore of pensioners ond erode investor confidence
due to inobility of government in meeting its obligotions2s.

Figure 7: Groph showing volue of Domeslic Arreqrs in FY2006/07 -2019120

Domestic Arreors for FY2O06/07 - 2019120 IUGX Billions)
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Out of the stock of domestic orreors omounting to UGX 4..l trillion, only orreors
of UGX 

,l.6 
trillion hos been volidoted os qt 30th June 202026. This tronslotes to

zs Office of lhe Auditor Generol. Report of the Audilor Generol io Porliomenl for lhe Finonciol
Yeor ended 30m June 2020
zr Ministry of Finonce, Plonning ond Economic Development,202l. Strotegy to Cleor ond
Prevent Domeslic Arreors
zs lnternotionol Monetory Fund, 2021. Request for o Three Yeor Arrongement under lhe
Extended Credit Focility - Press Releose; Stoff Report; ond Stotement by the Executive
Director for Ugondo, IMF Country Report No. 2lll4l
26 Ministry of Finonce, Plonning ond Economic Developmenl, 202'1. Slrotegy to Cleor ond
Prevent Domestic Arreors
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39%. Hence most of the orreors ore not volidoted. They ore questionoble ond
couse of concern on how they could hqve been generoted. Only volidoted
orreors ore eligible for poyment over o period.

Toble 9: Vqlidoted Domeslic Arreors os of 30th June 2020

Source: MoFPED

Proposed Fiscol rule

Given the currenf sfock of verified debt of UGX 1.6 trillion, mojority of which
hove been outstonding for so mony yeors, the proposed I'isco/rule is thot;

O Ihe sfock of verified oreors os ol 30th June 2020 shou/d be cleored by
June 30th June 2023.

Awore thof more oneors may accumulote in the set period up fo June 2023,
oppropriote peno/ties to occounting officers who commit GovernmenK
withouf evidence of ovoilobility of funds shou/d be insfifufed. Ihis requires "commitment by fhe Mfnisfer to prevoil over the unfortunote proctice of
Ac co u nting Officers creofing q uesfiono ble one ors.

s/i CATEGORIES MINISTRIES AGENCIES HOSPITATS

MtssroNs
ABROAD TOTAT

I Couri Awords 408,934,787,449 30.296.523.708 439,231,311,157 26.4%

2

Other
Recurrent Costs 235,805,874,605 71,516,286,155 977 ,278,7 65 r63.9r6 308,299,603,441 18.5%

3 Compensotions 87 ,859 ,209,378 214.311 .t2t .582 302,r 70,330,960 18.2%

4 Development 83,s80,630,054 124,677 ,466,614 1,558,722,996 209.816.81 9.664 12.6%

5

Pension ond
Grotutiy 89,377 ,123,999 33.890,590,559 58947 1220 123,857,18s,778

6

Contributions to
lnternoiionol
Orgonisotions

105,47 6,167 ,814 497,855,436 105,974,O23,250 6.4%

7

Goods ond
services 71.852,725.715 677,209,360 72,529,935.O75 4.4%

8

Toxes ond other
deductions 4 r ,325.080,828 4,060,640,563 97,495,834 435,764,018 45,918,981,243 2.8%

9 Rent 7 ,649,272,423 I 1.t21.109.073 18.770.381.496
r0 Electricity 1,534,233,524 13,853,273,197 7 48,398,155 16,135,904,876 1.0%

Woier 57,240,957 13.926,716,227 435.312,63r 14.419.269.815 0.91

12 Solory Arreors 1,457,072,609 4,657,492,078 23,699,267 6.138.263.954 o.4%
Telephone 583,845.08 r 37 ,07 6,620 620,921,701 0.0%
TOTAI. 1,063,640,538,72r 4,430,378,868 1,113,137 294 1.663.882.932.410

CHARIER F/SCAL RULE PROPOSED AI,TERNAI'VE RULE

None Domeslic Arrears

a lhe sfock of verified oneors os
at 30th June 2020 should be
c/eored by June 30th June
2023.
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3.6 Olher Crilicol Principles

While Section a(3) of the Public Finonce Monogement Act excludes Principles
regording consistency of the Medium-Term Expenditure Fromework to the
Notionol Development Plon os well os efficiency, effectiveness ond volue for
money in expenditure, it would be prudent thot meosures ore set for them.

Emphosis should be ploced on setting performonce torgets for volue for
money oudits. These ploce emphosis of efficiency ond effectiveness of spent
public funds more thon occountobility on ospect thot is prioritized by
finonciol ond forensic oudits.

It hos been noted with concern thot Volue for Money oudits ore the leost
undertqken by the Auditor Generol. For the lost l0 yeors, the Auditor Generol
hqs undertoken only 91 (0.5%) Volue for Money oudit compored to ,l7,420

(97.4%) Finonciol oudits ond 370 (2.1%) Forensic lnvestigotion ond lT oudits.

Figure 8: Groph showing number of Audits underloken in the period 2011 -
2020

Audits undertaken during the period 2AL1- 2020
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Recomme ndotion

ln o bid of enhoncing quolity in service delivery, if is ideol thot in each yeor
Volue for Money Audits ore not /ess fhon 5% of the totol number of oudifs
undertoken by fhe Audifor Genero/.

4.0 coNctustoN

Porlioment is implored to consider ond opprove the proposed fiscol rules
mode in this Response for improved finonciol discipline in Ugondo.

I Beg to Move.
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