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EXECUTIVE SUMMARY.
Uganda as a country has made several attempts at decentralisation right from the time of
independence with varying degrees of success. Previous attempts mainly took the form of
decentralisation by deconcentration where lower tiers of government mainly acted as
agents of the central government, implementing its programmes and priorities. However,
the latest attempt at decentralisation conceived by the current government is different both
in focus and depth.
It was conceived in early 1986 with the formation of the Commission of inquiry into the
Local Government system. The committee’s recommendations later adopted in a
government white paper focussed on a devolved system of decentralisation. In this system,
local governments would no longer act as mere agents of the central government but rather
as separate tiers of governments with the power and capacity to plan for their constituents
as well as mobilise and manage the resources required to implement these plans.
Since the time when the foundations of the decentralisation process were laid, a lot of
progress has been made on many fronts. For instance, on the political front, political
councils representing various political and social interests have been elected at all levels of
subnational government through universal adult suffrage. These Councils have executive
power and make all the political decisions within the realm of functions legislated as local
government functions. At the administrative level, subnational governments have the
power to “hire and fire” their employees. Subnational governments are also entitled to
formulate plans and implement these in line with the priorities of their constituents.
On the financial front, a number of revenue sources have been ceded to local governments
as their own sources of revenue and these include among others graduated tax, market
dues, property tax, parking fees, licences, fees and permits. Transfers from the central
government as well as donor contributions supplement these local sources of revenue.
However, there have been consistent reports from the local governments that the revenues
available to them are grossly inadequate and that they (local governments) are barely in a
position to pay salaries of their employees, let alone deliver on their mandated functions. It
has been argued that tasks and responsibilities have been transferred much faster than the
accompanying resources.
In view of the financial limitations of local governments brought about by poor local
revenue collection as well as apparent inadequate central transfers to them, it became
necessary to study the adequacy of revenue all levels of subnational government to
perform their mandated functions. The study is divided into two phases. The first phase
has explored the sufficiency of the revenues at the top echelons of local government i.e
districts, municipals and town councils, whereas the second phase will explore revenue
sharing within local governments themselves. This report describes the key findings of the
first phase.
The Commission is mandated in Article 194 (4) a of the Constitution to advise the
President on all matters concerning the distribution of revenue between the government
and local governments and the allocation to each local government of moneys out of the
consolidated fund. It is on the basis of the premises above that the Commission, with the
help of Danida, embarked on a major study aimed at finding out whether indeed there are
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genuine fiscal deficits at the sub-national government level. If there are, of what
magnitude and how best resources can be shared among the different levels of government
to reduce this deficit.
Objectives of the study
The long-term objective of the Commission is to establish a proper balance between the
subnational government tasks and the related financial needs with the available resources
for these tasks in form of own revenue (taxes, user fees and other revenue) and state
grants.
The Objectives of this study have been to:
1. Establish the total local revenues available to local governments.
2. Analyse and compare with the cost of service provision of decentralised services.
3. Review the extent to which the present system balances or whether there is a financial
gap.
4. Make recommendations to address the fiscal gap
5. Improve the dialogue between central and local governments on the fiscal
requirements needed to fulfil the mandatory tasks.
Methodology
The question of revenue sharing between levels of governments can be addressed by use
of various methods, e.g.:
1. Review of the costs of the services before and after transfer of tasks from central to
local governments (before and after decentralisation).
2. Review of the assignment of tasks (measured as percentages of expenditure and
assignment of revenues at the central and local government levels (overall picture).
3. Zero base budgeting (base-line), i.e. review of the costs of the present local
government tasks if the local government should provide all the mandatory (legally
defined) tasks to a certain (reasonable) minimum service standard level. These costs
should be compared with the potential revenues within the present assignment of
revenue sources.
4. Review of the central government tasks and expenditure and estimates of costs
calculations for the entire public sector and the assignment of central government
revenue sources.
5. Review of public services minimum standards and costing of these services whenever
these standards and costing exercises have been made. This method uses the results
from costing of public services made by line ministries based on certain minimum
national service standards.
A combination of methods 2-5 with main focus on the present costs of the service at the
local level (method No. 3) was chosen.
The findings from this review have been compared with evidence from the costing of
services at the line ministry level (the key line ministries) as well as evidence from cost
estimates of the total public services made by the Ministry of Finance, Planning and
Economic Development (MFPED).
v

Summary of major Findings.
1. There still remains a significant deficit of Shs. 76.73 billion existing at the local
government level (even if local governments collected all their potential revenue) to
the tune of 81 billion. The origins of the deficit are rooted in:
?? the absence of precise costings for the decentralised servic es at the initial stages of
fiscal decentralisation. The amount of unconditional grants to be given to local
governments was further entrenched in the Constitution without ensuring that the
unconditional grant was sufficient for funding the decentralised services.
?? Absence of costed national standards of service delivery for most decentralised
services.
?? A grant system with a big conditional grant element that has encouraged a sectoral
approach to development with some sectors adequately funded while others are
seriously inadequately funded.
?? Over-bloated local government bureaucracies.
?? Unresolved issues surrounding the payment of pension and gratuity for local
government staff (which is an example of an unfunded local government mandate).
2. The local governments can still realise a significant amount of money in potential
revenue by improving the administration of their own revenue sources. This is
especially true for graduated tax and property tax. The main reasons are lack of up-todate tax databases and poor tax administration methods. This would however have no
impact on the deficit that has been identified above since it is the total potential, not
actual revenues that have been used in the calculations.
3. Locally collected revenue is still insignificant compared to centrally collected tax
revenue (presently about 8%).
4. Re-allocation of financial resources within the decentralised services alone cannot
eliminate the deficit at the local government level.
5. Effective cost recovery through the use of user-charges, privatisation and outsourcing
has not been seriously considered.
Summary of major Recommendations.
General.
1. There is need to establish a Budget Negotiation Committee.
2. In view of the low compliance for GT payment and the relatively high payment rates
for Licences and Income Tax, there is need for reform of the Administration and
Collection of Graduated Tax (GT) , along the lines of licences and income tax, in
order to increase compliance, make it progressive and lower costs of collection.
3. Line ministries in consultation with local governments need to urgently develop and
cost national standards of service delivery.
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4. The issue of pensions and gratuity for local governments needs to be urgently
addressed as it remains an unfunded local government mandate.
5. Local governments need to improve on information management especially the
management of their tax databases.
Districts.
1. Districts be allocated a further 76 Billion in unconditional and equalisation grants
as an immediate step to help them meet their pressing recurrent expenditure
needs.
2. The Grant system should be reviewed. Focus should be put on the criteria to be used,
the conditionalities to be attached and the link with local revenue collection effort
should be emphasized. There is need to retire some conditional grants and allow
sectoral re -allocations in the others.
3. There is need to right-size district bureaucracies.
4. Revisit the allocation of local taxes to different local governments. Shared taxes at the
local government level are sour ce of conflict and whereas the sharing of proceeds is
specified, the sharing of the costs of collection is not specified. It is recommended that
some taxes should be left to the districts with 100% retainer and some to the lower
local governments also wit h 100% retainer .
5. Introduction of Property Tax for districts in the peri-urban areas (areas which are urban
in nature but have not yet been designated as urban councils) should explored and
encouraged.
6. In the medium to long-term, districts that have established their capacity to effectively
administer their local taxes should be considered for decentralisation of motor vehicle
licensing. It could be started in a phased manner.
7. Court fines payable by prisoners incarcerated in local government prisons should be
shared equally between the centre and local governments.
Urban Councils (Municipal & Town Councils)
1. A recurrent expenditure deficit of 6.3 billion has been identified for town councils
and should be funded.
2. Reform of the Valuation and Collection of property tax. As a requirement, the
property ratepayers should do the Valuations at the time of submitting building plans
for approval by the respective local governments. Secondly, special attention should be
paid to enforcement of payment.
3. Establishment of an effective borrowing system, appropriate for local governments.
This may require formation of a “Municipal Development Fund” .
The operation of such a Fund would require the introduction of a credit rating system.
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4. Introduction of an effective system of User charges which are determined on the basis
of full cost recovery. The system should cover services such as parking fees in the
parks and on the streets as well as user-charges for services like piped water. This
system would also require the development of an appropriate social safety net regime.
5. Review of Urban Grant system abolishing AREA as indicator or criteria since area is
not an effective indicator of urban expenditure needs
6. In the medium to the long-term, explore the possibility of privatisation of some
services that are of a commercial nature especially using schemes like “BOT” (build,
operate and transfer).
7. Municipal councils should be given the autonomy and access to resources equivalent
to that of the city council.
8. For Town Councils, Education and Health services should revert to the districts in
which they lie and where these cannot be effectively run, these services should be left
to the private sector.
In conclusion, it has often been said that decentralisation leads to increased efficiency as
well as accountability. However, the full benefits are yet to be realised in the Ugandan
system of Decentralisation mainly because of 1) the deficit that exists at the local
government level as identified by this study and 2) the little relationship between local
government expenditures and revenues both in size and appropriateness for funding a
particular service.
Therefore, it is recommended that before decentralising further responsibilities to local
governments, reviews to the pr esent system should be made taking into account the
recommendations made in this report, especially the deficit (of 76.4 billion) that needs to
be financed. The budget negotiation Committee proposed in this study would form a good
forum for negotiating such a review.
Secondly, before new services are decentralised to local governments, precise costings
should be made and appropriate consultations carried out with all stakeholders to achieve
consensus before such decentralisation is effected (Cf. Local Governments Act, 1997
Section 83 (3)). Again, the budget negotiation committee would provide a good forum for
such consultations.
Thirdly, in line with the principles established in this report, the appropriateness of a
particular source of revenue for funding a certain responsibility should be ensured.
Finally, the Development and Costing of National Standards of Service Delivery
should be done with the full involvement of local governments.
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CHAPTER ONE: INTRODUCTION.
1.1:Background.
Uganda as a country has made several attempts at decentralisation right from the time of
independence with varying degrees of success. Previous atte mpts mainly took the form of
decentralisation by deconcentration where lower tiers of government mainly acted as
agents of the central government, implementing its programmes and priorities. However,
the latest attempt at decentralisation conceived by the current government is different both
in focus and depth.
It was conceived in early 1986 with the formation of the Commission of inquiry into the
Local Government system. The committee’s recommendations later adopted in a
government white paper focussed on a devolved system of decentralisation. In this system,
local governments would no longer act as mere agents of the central government but rather
as separate tiers of governments with the power and capacity to plan for their constituents
as well as mobilise and manage the resources required to implement these plans.
Since the time when the foundations of the decentralisation process were laid, a lot of
progress has been made on many fronts. For instance, on the political front, political
councils represent ing various political and social interests have been elected at all levels of
subnational government through universal adult suffrage. These Councils have executive
power and make all the political decisions within the realm of functions legislated as local
government functions. At the administrative level, subnational governments have the
power to “hire and fire” their employees. Subnational governments are also entitled to
formulate plans and implement these in line with the priorities of their constituents.
On the financial front, a number of revenue sources have been ceded to local governments
as their own sources of revenue and these include among others graduated tax, market
dues, property tax, parking fees, licences, fees and permits. Transfers from the central
government as well as donor contributions supplement these local sources of revenue. The
significance of each of these revenue sources differs from one local government to
another. The assignment of both expenditure responsibilities and revenue sources has been
specified in the law (The (1995) Constitution and elaborated on in the Local Government
Act (1997)).
However, there have been consistent reports from the local governments that the revenues
available to them are grossly inadequate and that they (local governments) are barely in a
position to pay salaries of their employees, let alone deliver on their mandated functions. It
has been argued that tasks and responsibilities have been transferred much faster than the
accompanying resources. This is often the case in situations of rapid decentralisation,
which demands from time to time a total review of whether the whole system of
expenditure and revenue assignments is in balance.
Local governments have a comparative advantage for the efficient delivery of services,
given their proximity to service beneficiaries. But this comparative advantage should be
exploited by availing local governments with the requisite resources to actually deliver
these services. However, local governments also have the responsibility of utilising their
potential present revenue sources in an optimal way.
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Therefore, it is the responsibility of the central government to ensure that (with full effort),
local governments can (potentially) mobilise sufficient resources to deliver the
decentralised services. Otherwise decentralisation of services without the requisite
resources will simply be viewed as a tool for central authorities to contain fiscal deficits
(balance the budget) by transferring this deficit to lower levels of government. Sufficiency
of subnational government revenues is dependent on full exploitation of local revenue
sources as well as a fair formula for the sharing of centrally collected revenue with the
local governments that should be transferred to them using a suitable method.
In view of the financial limitations of local governments brought about by poor local
revenue collection as well as apparent inadequate central transfers to them, it became
necessary to study the adequacy of revenue all levels of subnational government to
perform their mandated functions. The study is divided into two phases. The first phase
will explore the sufficiency of the revenues at the top echelons of local government i.e
districts, municipals and town councils, whereas the second phase will explore revenue
sharing within local governments themselves. This report describes the key findings of the
first phase.
The Commission is mandated in Article 194 (4) a of the Constitution to advise the
President on all matters concerning the distribution of revenue between the government
and local governments and the allocation to each local government of moneys out of the
consolidated fund. It is on the basis of the premises above that the Commission, with the
help of Danida, embarked on a major study aimed at finding out whether indeed there are
genuine fiscal deficits at the sub-national government level. If there are, of what
magnitude and how best resources can be shared among the different levels of government
to reduce this defic it.
1.2: Objectives of the study
The long-term objective of the Commission is to establish a proper balance between the
subnational government tasks and the related financial needs with the available resources
for these tasks in form of own revenue (taxes, user fees and other revenue) and state
grants.
The Objectives of this research therefore have been to:
6. Establish the total local revenues available to local governments.
7. Analyse and compare with the cost of service provision of decentralised services.
8. Review the extent to which the present system balances or whether there is a financial
gap.
9. Make recommendations to address the fiscal gap
10. Improve the dialogue between central and local governments on the fiscal
requirements needed to fulfil the mandatory tasks.
This study will also benefit from the findings of the other major study of the Commission,
which aims to enhance local revenue collection.
1.3: Methodology
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The sharing of revenue across levels of governments has been a subject for heated deba te
in Uganda since the start of the decentralisation process. Tasks have gradually been
transferred to various levels of governments without clear and detailed calculation of the
costs of these services at the time of transfer or the future costs of local government
service provision. Secondly, the system is character ised by lack of a common
methodology for cost calculation of mandatory tasks as well as commonly accepted
minimum standards for public service delivery. This has had a great impact on the
methodology chosen for this study, were a modified so-called ”zero-sum base budgeting”
method has been used. The point of departure has been the present legislation on
decentralised services and minimum standards of service delivery (where these existed).
The question of revenue sharing between levels of governments can be addressed by use
of various methods, e.g.:
6. Review of the costs of the services before and after transfer of tasks from central to
local governments (before and after decentralisation). Theoretically, this could be done
by a review of the budget for the legally devolved services before the decentralisation
of the tasks to the local governments took place, and a review of the types of
expenditures, e.g. expenditure on policy forma tion, monitoring and evaluation (tasks
which are kept at the central government level today). This should be supplemented by
a review of the amount transferred in form of grants to support the local government
service delivery, and finally the amount and share, which is centrally budgeted for
decentralised services retained by the line ministries
7. Review of the assignment of tasks (measured as percentages of expenditure and
assignment of revenues at the central and local government levels (overall picture)
8. Zero base budgeting (base-line), i.e. review of the costs of the present local
government tasks if the local government should provide all the mandatory (legally
defined) tasks to a certain (reasonable) minimum service standard level. These costs
should be compare d with the potential revenues within the present assignment of
revenue sources
9. Review of the central government tasks and expenditure and estimates of costs
calculations for the entire public sector and the assignment of central government
revenue sources
10. Review of public services minimum standards and costing of these services
(deskwork) – whenever these standards and costing exercises have been made. This
method uses the results from costing of public services made by line ministries based
on certain minimum national service standards
The main focus was on number 3. The first method posed a number of problems. The
budgeting and accounting figures for central government tasks and tasks transferred to
local governments are limited. Detailed analyses of the costs of the services transferred to
the local governments have never been made, and the budget system does not allow for a
detailed review of this. Often, only certain parts of budget items were transferred at the
time of decentralisation.
Secondly, the services have changed greatly both in terms of quality and scope, i.e. the
devolved services are not the same today as they were at the time these were transferred to
the local governments. The role of the ministries has also changed from service provide rs
to service monitoring and evaluation as well as policymaking and mentoring. Finally, the
incremental budgeting, where the real account (and costs) figures have a weak relationship
LGFC – Revenue Sharing Study Report.
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to the budget estimates of service provided, makes it difficult to evaluate the costs over
time of the services at the central and local government levels.
Therefore, a modified approach has to be applied. A combination of methods 2-5 with
main focus on the present costs of the service at the local level (method No. 3) has been
chosen.
The main focus is a detailed review of the present costs of the mandatory local
government tasks provided at reasonable minimum service standards, combined with an
analysis of the available and potential revenues stipulated in the present legal framework.
Local government base cost and revenue -estimation has been initiated as the basis for the
review.
The findings from this review have been compared with evidence from the costing of
services at the line ministry level (the key line ministries) as well as evidence from cost
estimates of the total public services made by the Ministry of Finance, Planning and
Economic Development (MFPED).
1.3.1: Definition of major terms.
It is crucial for the study to determinate the net effect or burden of the local government
tasks compared to the elements of general revenue sources.
The net expenditure (NE) is defined as the gross expenditures (GE) on the execution of
the task plus transfers (LT) to other local governments for services they deliver, minus the
activity/sector related reve nues (UC) e.g. user charges. [ NE = GE + LT – UC].
The gross expenditure for the provision of the services have been defined as:
GE = TE + NX - VE – BE
TE
=
NX
=
minimum
VE
=
BE
=
level

where:

The present total local government expenditure
Needed extra local government expenditure to provide a reasonable
service level for the mandatory tasks
Expenditure on voluntary tasks
Tasks provided at a level or quality above the mandatory service standard

The analysis controls for situations where the local governments provide services for each
other and where payments are transferred across local governments.
The activity/sector specific revenues are:
?? User fees and charges related to specific service areas
?? Revenues, receipts from other local government, e.g. purchase of services provided by
other local governments
?? Conditional grants
?? Other sector specific revenues
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The general elements of finance are:
??
??
??
??

The unconditional grants
Equalisation grants
The loc al government assigned taxes (especially graduated tax and property tax)
Other local government revenue sources, which are not related to specific tasks, e.g.
certain fees
?? and charges
?? Loans
?? Other revenue sources, e.g. donor funding
The main principles of the analysis is shown in the illustration below:

BALANCE BETWEEN GENERAL FINANCE AND NET EXPENDITURES
General finance

Net expenditures

Gross expenditures
-User fees
-Earmarked grants

Unconditional grant
+ local government taxes

-Special budget funds
+Other local govt. incomes
-Payments from others
+Loans
= Net expenditures
= General finance

Expenditures and revenues in the sector areas
To make a qualified estimate of the ordinary net expenditures of service provision it is
necessary to distinguish between:
Current operating expenditures and Capital investment expenditures (investment in capital
goods like buildings, infrastructures)
The net expenditure need concerning current expenditure is a key component in the
investigation to evaluate the present need for local government finance. The investment
costs and the needs for in vestments are not of a recurrent nature. Hence, it is important to
isolate these from current operating expenditures. The study has made an attempt at a
separate evaluation of the most urgent investment needs (within 2 years) and the long-term
investment needs.
LGFC – Revenue Sharing Study Report.
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1.3.2: Estimation of Cost of Service Delivery.
The estimation of the present local government service expenditure is constrained by the
fact that there are few sectors with clearly defined national standards on service provision
in Uganda. Therefore, the analysis is based on a qualified judgement from the local
government officials of the minimum requirement needed to fulfil the present local
government mandatory tasks as defined in the Local Government Act and other minimum
service standards. The respondents have also been asked to evaluate the clearness of the
present legislative framework in the various sector areas. The cost estimates are based on
valuation by the heads of departments in the sample local authorities followed up by
written justification and discussions with the consultants from the Local Government
Finance Commission.
Certain control measures have been applied on the local government estimates, among
them discus sions with the heads of departments on the valuations, comparison with similar
estimates done at the central government level, review of the related explanatory remarks
in the questionnaires (justification) and review of the results by other sta keholders. But
again, it is based on based “best estimates” from the local government level, where the
previous budgets and accounts often have been used as the basic point of departure.
The review of the costs is done sector-wise and the gross as well as net costs of the
services are measured.
1.3.3: Estimation of present revenues and potential additional revenues
An analysis of the revenue sharing and of the needed additional revenue sources has to
involve the present revenues as well as potential future revenues. It was assumed that
tax/revenue legislation would be unchanged. But to evaluate the extra potential it was
assumed that: 1) the present tax rates are marginally increased and 2) tax administration is
strengthened. The focus has been on realistic short-term (1-2 years) improvements with a
realistic additional effort in terms of tax administration. The analysis is based on estimates
made by the CFOs and other officials in the 16 sample local governments. An example is
introduction of property tax in the town councils by application of a realistic rate (low rate
in the first phases).
1.3.4: Key Steps followed
The Study has passed the following key milestones:
1. Consultation with the key stakeholders on the objectives and design of the project
A working group consisting of representatives from the key line ministries, Ministry of
Finance, Planning and Economic Development (MFPED), the Decentralisation Secretariat,
the Associations of local Authorities, representatives from local governments and the
Local Government Finance Commission (LGFC) was established from the beginning of
the project. At a first seminar in October l999, the objectives and the methodology of the
Study were discussed with the working group and useful input for the further work was
received by the Study Team.
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2. International experiences
International experiences from various revenue sharing systems of local government
finance have been reviewed in order to drawn lessons for the study. Members of the team
have been on study visits to South Africa, Swaziland and Estonia. Experiences from
similar researches in Latvia and Estonia have provided valuable inputs to the present
Study.
3. Overview of the present expenses and revenues at the aggregate level.
An overview of all the mandatory local government tasks has been done, including
requirements stipulated in the local government act. The review has also addressed the
following questions:
?? Are there any available national minimum service standards?
?? Can international standards be applied?
?? What are the mandatory requirements in the laws/regulations and other binding
agreements, e.g. labour market agreements, which have to be complied to, and are they
sufficiently detailed?
?? Is it possible to agree in the discussions between central and local government on the
required level of services?
?? To what extent has the analysis to rely on consultations with the local governments on
the most urgent needs?
The problem in Uganda, as in many other countries, has been that the national minimum
service standards for local government tasks are not fully developed. However, an effort to
develop these standards has been initiated.
Therefore, the analysis has focused first and foremost on the local government experts’
evaluation of the present costs of providing services to the reasonable minimum level of
service (conservative estimates have been used) considering the general requirement in the
law and the population’s expectation and minimum needs.
These estimates have been compared with other analyses made at the central government
level, both by line ministries and by MFPED and subsequently discussed in meetings
between the central and local governments.
4. Selection of sample local authorities.
In order to collect data at the local level on costs and revenue, a sample of local authorities
was selected for detailed analysis. Since the first phase (the present analysis) covers the
revenue sharing between the central government and the districts/urban authorities, only
districts, municipalities and tow n councils are involved in the analysis. The lower levels of
governments will be subjects for a subsequent analysis.
A sample of eight districts and eight urban councils was chosen for inclusion in the study.
These were:
?? Kamuli district and town council
?? Lira district and municipality
LGFC – Revenue Sharing Study Report.
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??
??
??
??
??
??

Katakwi district and municipality
Adjumani district and municipality
Masaka district and municipality
Rakai district and Lyantonde town council
Ntungamo district and town council
Kabarole district and Fortportal municipality

These sample local authorities represent various categories in terms of revenue capacity,
expenditure needs, size, geographical regions, new and old, types of services and administrative capacity. Extrapolation of the results from these samples was within each
group of local governments.
For districts, the sample covered 19.2% of the population and 15.5% of the total area. For
municipalities, the sample covered 24.4% of the municipal population and 4.3% of the
population resident in towns.
Most of the districts responded quite well save for Adjumani district where the
information was very difficult to get. In a score of other local governments, the quality of
the filled questionnaires was not very good and as such necessitated numerous trips for
them to yield meaningful results. Some of these were Masaka and Ntungamo.
The response from municipal and town councils was however good and quick. Most of the
urban councils were very helpful, cooperative and fast in filling in the questionnaire. The
team wishes to commend them for their efforts.
5. Development of a questionnaire
A detailed questionnaire was developed to aid data collection at the local level. The
questionnaire then tested in a few pilot districts to ensure that it was a suitable data
collection instrument.
6. Definition of the present mandatory tasks and the demands (minimum
requirements) and interviews at the central and local government levels
Data has been obtained from three levels. Firstly, a review of the line ministries’ estimated
costs of delivering decentralised services was pursued. These costs were available in only
a few sector areas, but have been used as background control material. Secondly, an
analysis made by MFPED on the present total (and sector -wise) public expenditure needs,
if the PEAP was to be fully implemented, has been used and compared with the local
estimates. Finally, the study also analysed the present local government expenditure in the
various sector areas and the estimated expenditure needs of providing the services to a
reasonable minimum service level. Since the national service standards are not fully
developed, a certain value judgement (by the local governments) of cost estimates has
been an underlying assumption.
The local governments were asked to make conservative estimates, i.e. the analysis
focused on the minimum costs of provision of the services to a reasonable standard level.
This is sometimes called zero sum budgeting procedure. This is a very demanding task and
a “best estimate" has been the guiding principle.
LGFC – Revenue Sharing Study Report.
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As mentioned above, it is very important to discuss these mandatory tasks and the
minimum requirements in a close dialogue between central and local governments, if clear
minimum standards are not available.
The analysis focused on the net expenditure. The study also revealed that there is a lack of
clear and common regulations and practises for user payments for local government
services. This could be probably the cause for the very small percentage of total locally
collected revenue obtained from user-charges.
The analysis also analysed both recurrent and capital costs, with the key focus on the
recurrent costs. The analysis used the most recent actual figures for l997/98 and l998/99
(as budgeted figures often differ significantly from the actual costs). The average figures
were adjusted at a 5% inflation rate to reflect the financial year 1999/2000.
Detailed questionnaires were administered in each of the sample local governments followed-up by interviews with the sample local authorities (head of the different
departments) and discussions with experts at the central government level. A comparison
of the costs per unit of the various services across the sample local authorities has also
been made, taking the variation in size, structure, service level, budget assumptions etc.
and other characteristics into consideration (benchmarking).
7. Estimation of Local Government Revenues
The point of departure has been the present local government revenue. Three focus areas
were covered: 1) Tax revenues, 2) non-tax revenues (e.g. charges and fees) and 3) central
grants and specific grants 4) Donor funds. The analysis investigated: A) the present
revenues, B) the potential revenues (with improved administration, improved utilisation of
the user charges and with changes of the tax rates within the ceilings of present
legislation). The sample local governments have been asked to make the most realistic
estimates for the revenue potential in the short term (within 1-2 years).
8. Estimation of the net-expenses (financial needs).
The net-costs in the sample local authorities have been calculated as costs of the service
provision minus revenues.
9. Extrapolation to the total financial needs.
Extrapolation of the financial needs within the sample loca l authorities to the total number
of local governments in each category of local governments i.e. districts, municipalities
and town councils - is made. The extrapolation has used the following extrapolation
factors:
Sector area
Administratio n
Education
Health Care
Roads
Water
Agriculture

Rural
Population and Area
Number of school pupils
Population and Area
Km of Roads and Area
Population and Area
Number of farming households
LGFC – Revenue Sharing Study Report.

Urban
Population
Number of school pupils
Population
Km of roads
Population
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The extrapolation is made within each group of local governments (districts,
municipalities and town councils) separately, and the results are added afterwards.
10. Calculation of the fiscal gap
The fiscal gap (total costs – total revenues) for all local authorities is calculated.
11. Possible ways to address the fiscal gap/surplus
The following main possibilities exist to address the gap:
?? Rationalise the expenditures by pursuing a more efficient services provision
?? Strengthen the priorities among the sector areas
?? Reduce the minimum service standards (the quantity or the quality) and expectations
for the service provision
?? Focus on strengthening of the local government own revenue sources (especially tax
and revenue sources)
?? Change the revenue sharing arra ngements, e.g. by assignment of new taxes to the local
authorities or introduction of tax sharing arrangements
?? Change the assignment of expenditures between the levels of government
?? Increase the external finance, e.g. in form of an increase of the state transfers to local
governments (conditional or unconditional).
These possibilities will be dealt with in details in the last chapter.
12. Follow-up
It is hoped that the findings of this report will be valuable for the coming budget dialogue
between central and local government.
1.4: Assumptions used in the Study
The analysis is based on a number of assumptions 1of which the key assumptions are:
?? The sample local governments are representative for all districts, municipalities and
town councils (the sample cover approx. 20% of the population and 15% of the area).
It was assumed that the sample constitutes a reasonable share of the total population,
expenditure and revenues to be applied as an appropriate sample for all districts,
municipalities and town councils.
?? The estimates from the local governments on costs of minimum service provision are
the best pos sible judgement of the real costs (this has been the impression from the
dialogue with the key experts at the local level). These estimates have been checked
against results obtained from the line ministries and MFPED on the cost of the
services. Where the figures seemed unreasonable, there was dia logue between the
Team and the local governments. In this dialogue, the sample local governments were
1

The analysis is based on what can be called ”best estimates”, estimates which can be improved through an
ongoing dialogue between all involved stakeholders.
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asked to justify the high expenditure needs. The figures were also compared and crosschecked with the present budget and account figures in the sample local governments,
before data entry.
?? The capital development needs are reliable. Generally, these estimates should be
treated with due caution. Only the most urgent investment needs are included in the
final calculations. Estimates might be difficult for the local governments to develop as
they have only rather limited capital investments presently.
Potential revenues are estimated in an objective and realistic way. The estimates are
probably conservative, but it is the impression, that the staff within the sample local
governments provided their most realistic estimates. The results of the Revenue
Enhance ment Study, launched by LGFC will, when these results are available, provide this
analysis with useful input and strengthen the estimation of the revenue side.
To address the above-mentioned assumptions, there was a strong dialogue between the
centre and local governments on the preliminary results of this Study.

LGFC – Revenue Sharing Study Report.

11

CHAPTER TWO: Theory and International Experiences.
2.1: Introduction
It is generally believed that fiscal decentralisation results in a number of welfare gains.
Local needs and preferences for public services are met in the best way by local, rather
than national governments. Letting local needs for services be tested by the willingness to
mobilise local revenue is assumed to be the most efficient way of allocating public
finance. The full effect of this requires a number of prerequisites. A proper balance
between responsibility, competence and finance is a funda mental condition for an efficient
system of decentralisation. The overall purpose of any system of local government
financing is to give the local governments the wherewithal to accomplish all the tasks
incumbent on them.
The question of which tiers of government control which resources is one of the most
important issues of decentralisation. The proponents of revenue sharing often refer to a
fiscal mismatch between the central and local governments in their ability to generate
revenue (particularly in terms of assignment of elastic tax bases). They argue that this is
disproportionately under the control of the central government, while expenditure needs
have become increasingly urgent at the local level. 2
Reviews of systems of local government finance3 have shown that there is no single best
model of fiscal decentralisation and that the various countries have selected different
models of financial set-up - each with its advantages and disadvantages. Despite these
differences however, it is generally agreed, that a certain balance between the assignment
of tasks and the financing of these tasks is needed in order fully to exploit the benefits
from the decentralisation, avoid deficits and ensure accountability of the resources. It is
also agreed that significant unfunded local government mandates restrain service provision
and reduces the credibility of the local governments in their relationship with their
citizens. In practise, the fast pace decentralisation in many countries recently, often
without knowledge of the costs of the decentralised services, has resulted in significant
increase of local government functions without a parallel allocation of adequate additional
financing.
The assignment, composition and discretion of local government revenues are equally
important. The optimal assignment (and composition) of revenues depends on the types of
local government functions. But it is generally believed that local governments should
have certain autonomy to adjust the rates charged to the needed local service level in order
to fully exploit the benefits from decentralisation. On the other hand, the national
governments must keep measures of fiscal discipline and keep a relevant mix of revenue
sources reserved for the central level in order to adjust the overall economic activity and
ensure macro economic objectives.
Below, is a brief overview of some relevant components of the theory of local government
revenue assignment and revenue sharing. Secondly, you will find some practical
experiences from other countries, analysed as part of this Study on the assignment of
2

Wallace E. Otas: ”Studies in Fiscal Federalism”, Economist of the twentieth Century, p. 133, l991.
E.g. The Fiscal Decentralisation and Sub-National Government Finance in Relation to Infrastructure and
Service Provision in Uganda, March 2000 - EPRC - NALAD
3
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revenue and expenditure to local governments. Finally, some concluding remarks are
presented on the implications for the system of local government finance in Uganda.
2.2: Principles for the optimal assignment of revenue sources4
2.2.1: Principles
It is generally accepted that5:
1. Local government financial resources shall be commensurate with their responsibilities
provided for by the constitution and any other relevant laws, i.e. adequacy of resources
to cover the minimum mandatory tasks. When competencies are transferred to local
governments, there should be a cor responding fiscal transfer of revenues
2. Local governments should be entitled, within the national economic policy, to
adequate financial resources of their own. The local governments should be able to
dispose of these resources freely within the framework of their powers.
3. At least a share of the financial resources of local governments shall derive from local
taxes and charges of which, within the limits of the law, they have the power to
determine the rate and/or the tax base.
4. The financial systems on whic h resources available to local government are based
shall be of a sufficiently diversified and buoyant nature to enable them keep pace as far
as practically pos sible with the real changes of the costs of carrying out their tasks.
5. The protection of financially weaker local authorities call for the institution of
financial equalisation procedures or equivalent measures which are designed to correct
the effects of the unequal distribution of potential sources of finance and of the
financial burden they must support. Such procedures or measures shall not diminish
the discretion local governments may exercise within their own sphere of
responsibility.
6. Local authorities shall be consulted, in an appropriate manner, on the way in which
redistributed resources are to be allocated to them.
7. As far as possible, central government grants to local governments shall not be
earmarked for the financing of specific projects. The provision of grants shall not
remove the basic freedom of local governments to exercise policy discretion within
their own jurisdiction.
8. Expenditure needs increase more rapidly than tax revenue at the local level for many
taxes.
Therefore, it is important to identify local taxes, which can keep pace with the
development in the economic bases, and expenditure needs.
These principles are supported by most international experts on local government finance 6
and should also be the guiding principles whenever new local government reforms and
revenue sharing formulae are designed and implemented. Real decentralisation of
4

Challenges of revenue sharing is to mach growth in expenditure needs with automatic growth in revenuesrevenue sharing is often understood as substitution of centrally raised taxes for local revenue. The central
government simply raises the taxes, collect them and remit them /distribute to the local government level.
This is only one of many solutions to the problem, cf. below.
5
Cf. e.g. the Victoria Fall Declaration, September l999, Zimbabwe and the European Charter of Local Self
Government, Art 9, October 15, l985.
6
See e.g. in ”Public Finance: Theory and Practice in Central European Transition, edited by Juray Nemec
and Glen Wright, l997.

LGFC – Revenue Sharing Study Report.

13

functions assumes decentralisa tion of the revenues as well. Therefore, an appropriate link
between the structure, the responsibility for the functions and their finance should be the
guiding principle (standing on one leg is hard in the long term).
No universal model is applicable for all countries around the World and the best model
depends, among other factors, on the:
1.
2.
3.
4.
5.

type of local government
size of local government
type of functions they are going to perform
cultural context of the country, historical experiences etc.
administrative capacity at the local level etc.

Especially the type of functions assigned to the local government level is important.
Generally, the type of local government functions can be divided into:
1. Agency functions, where the local authorities perform tasks and services without own
influence (or little influence) on the level and quality of the services – they carry out
the functions on behalf of the central government as agents (e.g. some types of
pensions).
2. Partly agency functions and functions partly influenced by the local governments (e.g.
the schools in Uganda today, where the local governments carry out the tasks but with
a number of norms and standards and where the teachers salaries are financed by
central government)
3. Functions where the local governments have a strong control over the services and the
level and quality of these services themselves (e.g. administration, certain health care
functions and local roads)
The table below illustrates the principle:
Table 2.1: Relationship between the type of function and their finance:
Financed by local government
Financed by central government
e.g. through grants
Agency functions (purely)
- (limited own financing)
+
Partly Agency functions
+/- (Partly by own revenue +/- (Partly by grants)
sources)
“Own decentralised services” + (taxes / user charges)
The local governments have full
discretion on the level and
quality of the services
If the local governments should finance the mandatory agency functions themselves, the
central government tends to have incentives to issue very high and unrealistic demands for
the services. The local authorities will bear the burden for decisions they have no
possibilities to influence. On the contrary, if the local governments have full autonomy to
decide the service level, and if this service level is financed by the central government
grants (e.g. by reimbursements), the local governments tends to have no incentives to
deliver the services in the most efficient way, adjusted to the local needs and the citizen’s
wishes to pay for the services. In other words, there should be a close rela tionship between
the financial responsibilities and the responsibilities for the tasks.
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This rule is only a general guideline and the exact choice of financial framework should
also con sider the other issues mentioned above. Each service has to undergo a close
evaluation in the light of the following considerations:
?? Service areas, which benefit the general population and where the beneficiaries are
difficult to identify and measure, should generally be financed by local taxes, e.g.
general administration, law and order
?? Services, which are easy to measure in terms of benefit and where the restriction of use
is possible, e.g. water and electricity should generally be financed by user charges –
(with social safety nets where needed)
?? Services, which benefit not only a particular area but also the neighbourhood (spill
over), should generally be financed partly by transfers, e.g. hospitals
?? Infrastructure, whose benefits are spread over many years, should generally be
financed - at least partly - by loans with repayment time adjusted to suit the expected
time span of the infrastructure e.g. roads 7
2.3: Types of Revenues in relation to Types of Local Government Functions
The composition of revenue is also important for the functioning of the system of local
government finance. The following main types of local government revenues exists in
most countries:
??
??
??
??
??

Taxes
Fees and charges
Different types of grants
Loans
Other revenues, e.g. donor contributions and sale of assets

The exact composition of these types of revenues will depend on the above mentioned
factors, but a balanced system of finance, based on a variety of revenue sources, which
ensures predictability, stable revenue sources, high yield, equitable sources across the
local authorities, few negative side-effects, should be pursued.
2.3.1: Own local taxes and shared taxes
Taxes can be assigned to local governments as “own taxes” where the local authorities
have full or certain influence on the amount of revenues raised (through setting the tax
base, tax rate or tax administration) or as “shared taxes” where the local authorities receive
a certain share of the tax decided by the central government and where the possibility for
an influence on the level is very restricted, e.g. as to some extent the case for graduated tax
in Uganda today. It is very important that the local governments in the future system have
certain possibilities to influence the tax level and to adjust the revenue side to the needed
finance of the local government services, e.g. by a ceiling within which the local
governments can vary the tax rate.

7

Cf. David Greytack: Local Government Expenditure and Revenue Assignments”, in International
City/County Managem ent Association, Municipal Finance and Budgeting Conference, Washington D.C,
l994, for a closer analysis
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The advantages of “own source revenue” are that they:
?? Ensure a strong relationship between tax and services
?? Create stronger incentives to offer efficient services
?? Support local democracy
The main argument is that in a situation where an authority has to raise the funding itself,
its appetite for spending gets smaller and will be based on a much stronger priority. In
addition, the close relationship between tax and service levels ensures accountability to the
citizens and ensures more efficient resource allocation and adjustment to local preferences.
Own taxes should therefore be an important pillar in the future financial system.
2.3.2: Type of taxes
Countries around the World have used the following main local government taxes:
??
??
??
??
??
??

Income tax
Property tax and land tax
Corporate income tax /Company tax
VAT and various forms of sales taxes
Natural resource taxes
Other smaller taxes

In the decision about the composition of these revenues the following considerations have
(at least) to be included:
?? The tax should deliver a high yield to the local governments
?? The tax should be fairly distributed across the local governments or supported by
strong equalisation schemes
?? The tax should provide a predictable amount of revenue to finance the supply of public
goods and services
?? The tax administration should be related to low administrative costs and compliance
costs
?? The tax should have low distortions, e.g. not create a non-balanced development of the
country
?? The tax should ensure a close relationship between the costs of the service provision
and the finance thereof and promote efficient and sufficient spending levels.
?? The tax should avoid tax competition across the units and spill over effects
?? The tax should have small revenue fluctuations during business cycles and follow pace
with the development of the economy and the expenditure needs
?? The tax should have a low mobility across areas
?? The tax should be visible to the citizens
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Table 2.2: The various types of taxes have the following advantages and
disadvantages
Type of local Advantages
taxes
Income tax
?? High tax yield
?? Promote efficient spending as
the tax is very visible and well
known
?? Based on a large number of
people, i.e. good coverage
?? Visible and comprehensible
?? Easy to transfer from other
levels, e.g. by setting a
surcharge to the existing tax
?? Follows the business cycles to
a great extent
Property tax ?? Is difficult to avoid as the base
and land tax
is immovable
?? The rate can be varied without
serious risk of migration
?? Promote efficient spending as
the tax is very visible and well
known
?? It is relatively stable and
predictable
?? Might lead to more efficient
utilisation of the land
Excise tax
?? High yield

Tax on trade ?? High yield
/VAT

Disadvantages
?? Can lead to mobility between local authorities if the tax rates
differ
?? May be difficult to administer (need support from CG) and
relative high administrative costs (although not compared to
the yield)

?? Need good and regular tax base assessment / valuation – might
be very costly
?? In general the own local government revenue sources are lower
in countries which rely much on property tax, i.e. lower tax
yield than income tax
?? The tax may not raise as much as the need for services, i.e.
does not follow the business cycles
?? The tax is often disliked as there is not a direct link to the
earning
?? The tax is relatively blind in that it gives little consideration to
the social situation of the tax-payers
?? Consumer might cross the border
?? Only revenues in few territories – i.e. inequalities
?? May lead to counterproductive tax competition – distortion
?? Costly to set up and not easy to administer
?? Generally not perceived as a good local tax due to various
reasons, cf. below.
?? Difficult to administer
?? Tax base migration can be strong (this may be eased if the
level and administration of these taxes are performed in a
uniform way).
?? The tax is not very visible and hard for people to control in
relation to the service level
?? Uneven consumer spending across the territories
?? The relation between the proceeds and the expenditure is weak

Company tax ?? Ensure local incentives to ?? Very unequally distributed across local authorities, the
/Profit tax
promote business
businesses are only located in few places. This may be eased
by a strong system of inter -municipal equalisation of the
?? Significant yield
revenue base, but this might be politically unpopular
?? Cover some of the costs of
having
these
enterprises ?? Very hard to administer for local authorities and might be
located in a local area
difficult to develop
?? The tax is very fluctuating
?? If the tax can be decided by local authorities, it may distort the
price mechanism
?? If the competition between local authorities is allowed, the
total yield might decrease
?? Tax competition, high uniformity necessary
Business tax ?? Significant yield
as
licence,
permissions

?? Can be hidden in the prices and not visible for the citizens
?? Unequally distributed across local authorities
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Natural
resource tax

?? Easy to administer
?? Very unequally distributed across local authorities
?? Can’t be avoided by the tax ?? Low yield and only yield for few units
payer – low level of defaulters ?? Demands very strong systems of equalis ation
?? Often not stable over time

A careful review of whether a reassignment of taxes to the local governments in Uganda
has to take place in order to address the financial gap identified in this Study should be
initiated. Ideally, the local governments should be assigned local taxes, which are stable
and where the burden of these is not exported to other regions. These taxes should be
visible and there should be correlation between economic growth and the yield of local
taxes. Finally, there should be certain equivalence between the consumption of local
services by individuals and business on the one hand and the distribution of the tax burden
on the other hand. Finally, the tax yield should be – as far as possible – equally scattered
across the local gove rnments and the administration and compliance costs should be limited. While there is no perfect local tax, there is a fair consensus on the fact that income
taxes (variants of this) and property taxes are the two best local government taxes.
Several models for assignment of taxes may be used, e.g.:
1. Tax sharing, with fixed percentages set by central government. The local governments
share the tax base with the central government, but this level is set by the central
government (one rating authority).
2. Tax sharing, eventually supplemented by a system where the local governments may
add a surcharge to the central government rate within a ceiling.
3. A system where the local governments set a tax rate freely without a limit.
The second solution seems to be the most the optimal in short and medium term. The
question of collection and administration should also be included in the considerations on
the optimal choice of local taxes.
2.3.3: User charges and fees
The advantages of the user fees/charges are (among others) that they make the user more
aware of the costs, limit the use of scarce resources, generate income, ensure an evaluation
between the level/quality of the service and the finance of the services and finally makes it
more attractive for private investors to be involved in service provision at the
local/regional level. At the moment the user charges and fees play a very limited role in
the finance of the local government tasks in Uganda. This role should be enhanced as
much as possible, by strengthe ning the link between the user of services and the payment
for these services, combined with supporting schemes for the poorest people.
The user charges are generally most appropriate where:
?? Additional services have additional costs
?? Where it is possible to measure the use of the services
?? Where it is important to reduce the use, e.g. due to limited resources such as water,
heating sources etc.
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2.3.4: Grants
The present local governments in Uganda are nearly financed 70-80% by grants (the
largest share is conditional “earmarked” grants). This causes serious problems for the local
governments in terms of adjusting the revenue level to the service needs and limits the
local democracy. Grants also tend to:
?? Make it hard for the local governments to alter and adjust the spending levels to the
needed service level
?? Result in central government control
?? Make local politicians and bureaucrats less responsive to local spending priorities and
thus reduce the efficiency in priority setting
?? Make it harder for citizens to understand the costs of the services and thus reduce
accountability of local politicians to local people.
On the other hand, grants have a number of appropriate functions, among them:
?? Contribute to the finance of the tasks and might be used to compensate newly
transferred tasks (adjustment mechanism).
?? May be used to equalise between the rich and the poorer local authorities.
?? May be used by the central government to ensure certain minimum standards and to
influence the priorities at the local level.
?? In cases where local appropriate taxes are hard to identify: The establishment of a
more efficient and equitable tax system for the public sector as a whole through some
degree of revenue sharing might be a feasible solution. This system to some extent
relies on centrally collected tax revenue sources instead of more distorting and
regressive local taxes, difficult to administer at the local level.
The grants can be designed in various ways, but the main distinction is between general/unconditional grants and conditional/specific grants. Generally, the conditional grants
should be limited as these decrease the local autonomy and local priority setting.
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Table 2.3: The main advantages and disadvantages of these main types of grants
General/
Unconditional
grants

Conditional/S
pecific grants

Advantages
?? Support strong local autonomy
?? The resources are spent according to local
wishes/needs
?? Are easy to administer and low transaction
costs
?? Might be used to finance new tasks in a
compensation scheme and thereby secure
the total fiscal balance between the
government levels
?? Used as a tool for the CG to secure
minimum standards of services and influence the local priority setting
?? Appropriate where the local authorities act
as agents for the central govern ment, e.g.
when strong uniformity and control of the
minimum service level is wished
?? Can stimulate the provision of services that
benefit non-residents
?? Ensure that new sources are not used solely
for
administrative/political
purposes,
especially when the citizen control of the
local authorities is weak

Disadvantages
?? A large share of general grants might lead to
inefficient spending at the local level as the
relationship between financing of the costs and
the decisions on the service levels is distorted –
may be loo ked at as “ a gift from heaven”
?? The distribution of these grants should be
developed in a proper way

?? It might be difficult to measure the activities and
control the use
?? Might distort the local government spending
pattern
?? Distorts the relationship between competence of
finance and tasks
?? Makes it difficult to measure the total level of
equalisation
?? May lead to manipulation of budget figures
?? There are not the same needs for activi ties/service level in all local authorities
?? May lead to high administrative/compliance costs
and transaction costs
?? Might exchange the accountability to the citizens
with accountability to the central government

A certain share of grants to fulfil the above mentioned purposes is appropriate, especially
as the revenue from the appropriate locally designed taxes probably will be insufficient to
cover the financial needs of the new functions. The balance between conditional and
unconditional grants should be readjusted in favour of the latter. In medium and long term,
the unconditional grants should be the main pillar in the grant scheme, but some areas
might still be financed by specific grants, e.g. transfers to citizens and certain agency
functions, i.e. areas where the same standard should be ensured in the whole country, cf.
above. Grants may also be necessary to address the fact that there are few available
additional taxes (cf. the problems above), which can be decentralised to the local
government level.
2.3.5: Loans
The present system of local government borrowing is highly regulated, related to
numerous problems and lacks development of a private lending market. Loans finance a
very limited part of the present local government expenditure. In principle, borrowing
should only be used for capital investments. The regulations on borrowing should consider
on one hand the need for a control of the total public spending and compliance with the
loan conditions and other the other hand the local government needs for future larger
investments. An extended possibility to take loans should be considered. Current spending
benefits today’s citizens and it is today’s citizens who should pay by taxes and charges for
these costs. If financed by loans, the today’s citizens would transfer a burden to the
coming citizens. Large investments, which benefit inhabitants in the future, should at least
be partly financed by borrowing.
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2.4: Concluding comments on the theory
Based on these principles, the following general points can be highlighted on the future
system of local government finance in Uganda:
1. Local autonomy and a high share of own revenue sources. Own revenue sources
should make the local governments able to express its own local needs and
preferences. This is the best guarantee for efficiency, accountability and economy.
Empirical studies 8 show that the efficiency gain of decentralisation is only made if the
decentralisation of the functions and the finance is done at the same time.
Decentralisation of finance also promotes accountability, ensure effectiveness and
efficiency. Taxation should be decentralised at the same time as decentralising
spending.
2. The system of finance should provide adequate, fair and equitable local government
revenue sources
3. New local government tax base revenues should be evaluated against the abovementioned principles and only introduced after careful analysis
4. If grants remain the major sort of revenue for the local government it will restrict the
real possibilities for decentralisation. Therefore a system based on a combination of
own revenue sources (largest share) and grants should be the basic pillar of the new
system. Considerable amounts of grants will still be necessary, as the number of
appropriate local government taxes are limited in terms of sufficient yield.
5. The composition of conditional grants should gradually be changed into unconditional
grants
6. The possibilities for borrowing to finance capital costs/investments should be
enhanced.
2.5: Experiences from various countries
The experiences below are basically gathered during the study visits to South Africa,
Swaziland, Estonia and Denmark and involvement in the Study on Fiscal Decentralisation
and Sub-National Government Finance. 9
2.5.1: Expenditure assignments
No two countries have exactly the same division of tasks across levels of governments.
Local governments in Uganda when compared to other local governments in Africa have
been assigned significantly more functions, both in terms of basic infrastructural
development (water, roads etc.) and social service provision (education, health care etc.) 10.
This is also reflected in the local government share of the total public expenditure, where
Uganda is among the top ranking countries in Africa, cf. the table below. The local
governments constitute more than 20% of the total public expenditures. But compared to
countries, where the local governments have been assigned similar responsibilities for
infrastructure and service provision, e.g. the Northern European countries, especially the
Nordic countries, the local government share in Uganda is much lower, approx. 30-40 %
of the share of the local governments in these countries. Assuming that the distribution of
8

This is e.g. proved by Jaber Ehdaie, Fiscal Decentralisation and Size of Government, Policy Research
Paper, 1387, Public Economics Division, World Bank, December l994.
9
The study covered six countries: Uganda, Swaziland, Zimbabwe, Senegal, Zambia and Ghana (coordinated by NALAD).
10
For a detailed comparison, cf. previous footnote.
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tasks is fairly similar across these countries, local governments in Uganda face severe
fiscal constraints due to fiscal imbalances in the overall revenue sharing 11.
In Southern European countries, local governments are assigned much fewer
responsibilities, mostly to do with roads, water, sewage, etc, and therefore also less
revenue sources.
The local governments in most European countries lie in a bracket from 10-30% of the
total public expenditure, with the most decentralised countries up to approx. 40%.
Table 2.4: Assignment of local government expenditure and revenue
Country

Local Government assignment Local govern of major tasks
ment expen diture as share
of total public
expenditure
(%)
Uganda
Majority of the tasks related to
21
service provision and ISP (1)
(education,
health,
roads,
water, sewerage, agriculture
extension, sanitation, solid
waste management)
Ghana
Few tasks of which the major
4
are soli d waste management,
sewerage and roads
Swaziland Few tasks of which the major
1
tasks are sanitation, roads and
solid waste management
Zimbabwe Most of the tasks related to
8
ISP, although not secondary
schools. Many tasks are
provided by private sector e.g.
local transport and significant
part of the health care
Denmark
Most services related to the
31
(4)
citizens (social and health care,
most tasks within education,
health care and roads. Most
utility tasks etc.)
Estonia (5) Most of the tasks within the
11
areas of education, social and
health care, roads and key
utilities
Latvia
Most of the tasks within
26
education,
roads,
social
welfare, utilities (some tasks
within health care, but not the
key hospitals
OECD unweighted
average

Local
government
revenue as
% of GDP
4

Local
revenue
share
total
revenue
(%)
8

tax
as
of
tax

Own
local
revenue as a %
of total local
government
revenue (3)

Grants
as
share of total
local government
revenues (%)

23

77

3

N/A

36

64

1

N/A

83

18

3

N/A

67

33

16

31*

84

25

5

8

61 (*)

24

11

N/A

31

63 (l998)

13

38 (l996)

11

This is of course dependent on a number of conditions, e.g. that the tasks can be compared, that the central
governments have more or less the same supervisory roles and functions, etc. etc.
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Notes:
1. ISP = Infrastructure and service provision. Many tasks are shared, but the tasks are
mentioned in the column, if the local governments provide the bulk of the services.
Some of these are shared with central government
2. Figures from the African countries are from the Study on Fiscal Decentralisation and
Sub-National Finance in Relation to Infrastructure and Service Provision (Uganda
l997/98, Ghana: l996, Zimbabwe: l997, Denmark: OECD, 1999. Latvia : The OECD
1999 survey on fiscal design across levels of Government – Country Report Latvia,
Final and Summary Report OECD, Paris and Estonia: Figures from Ministry of
Finance, Account Figures for 1999.
3. Latvia: World Bank Report, April 2000: Figures from l999. Tax figures are from
OECD Revenue Statistics l965/98, OECD l999.
4. Own revenues: Local governments have certain influence on either the tax base, rate
and/or administration, i.e. the level of revenues. The discretionary power varies from
country to country and across types of taxes.
5. In Denmark, out of the 25 % grants, 11.6 % is considered as “own revenue source”,
cf. OECD Survey, l999 on Fiscal Design Across levels of Governments – Summary
Note, l999, Paris. Figures are from 1996. The share of grants has decreased since
that time.
6. Estonia: Including shared revenues proceeding from income tax. From real own taxes
the figure is 21 %. All figures from Estonia are from l999, Ministry of Finance.
The mandatory tasks and the legal framework for revenue assignment in Uganda is rather
similar to the most decentralised countries in Europe, but the size of the local government
sector both in terms of share of total public expenditure and size of GDP accounts for
about half of the respective shares in these European countries.
2.5.2: Revenue assignment
The table also shows that the bulk of local government revenues in Uganda derive from
grants from central government and that the own source revenue contributes less than 30%
of the local government revenues (i.e. there exists a large vertical imbalance in the fiscal
system). Compared to other countries, the share of own revenue sources is low in Uganda.
Uganda's composition of revenues is rather similar to the less decentralised countries in
the Southern part of Europe (Spain, Greece and Italy) where most of the revenues derive
from grants from central government. Some grants are always needed because many taxes
are not suitable at the local level (due to economy of scale and various distortions), but a
high level of ver tical imbalance can lead to reduced accountability, reduce the relationship
between spending and finance and may lead to inefficient spending.
There are many reasons for the low share of own source revenues in Uganda some of
which are:
1. local governments are assigned low yielding revenue sources such as graduated tax
and property tax, whereas the high yielding sources are kept at the central level
2. local taxes are difficult to administer
3. taxes are not fully e xploited at the local level
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4. tax administration is not efficient etc.

12

The assignment of tax revenues varies greatly from country to country. In the OECD
countries, the local governments in the English speaking countries have relied greatly on
property taxes whereas most of the European countries have the income tax as a key local
government tax, often supplemented by other taxes such as property tax, share of the
business taxes, share of the corporate income taxes etc. Generally, the countries, which
have assigned the income tax to the local government level (or as share thereof), have the
largest local government revenue shares of total public revenues. Concerning the unitary
countries in OECD, the tax revenues of the local governments (unweigthed ave rage)
derives from the following sources:
1.
2.
3.
4.
5.
6.

Income and profit tax revenue: 42%
Property tax: 33%
General taxes: 7%
Taxes on specific goods and services: 4%
Tax on use: 7%
Other taxes: 8% 13.

A great variety of local taxes are seen in these countries, but it is generally believed that
income taxes and property taxes are the most appropriate local government taxes.
Denmark and UK reflect the various ”clean” models. 93% of the tax revenues in Denmark
derives from income tax revenue, whereas 99% of the local government tax revenues in
UK derives from property taxes. In Uganda, the present composition of tax revenues
greatly depends on the location of the local government, i.e. urban or rural areas, but
overall the graduated tax contributes approx. 80% of the tax revenues.
A comparison of the experiences gained in the four countries visited during the Study and
Uganda revealed the following highlights:

12

This area will be reviewed in details by another Study on Local Revenue Enhancement commissioned by
the Local Government Finance Commission.
13
OECD, Revenue Statistics, l995/98, OECD l999.
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Table 2.5: Comparison of various countries
Characteristi
cs
of
the
studied
countries
Decentralised
system
of
expenditure
as signment

Decentralised system of Medium
revenue assignment

Centralised system of revenue
assignment

Denmark:
Decentralised
both
expenditure
and
revenues: Most services
decentralised together with
commensurate
revenue
sources, a clear system of
compensation when tasks
are trans ferred exists – well
developed
system
of
clearance of interest and
dialogue on the size of the
central
government
transfers, although tough
discussions every year.

Uganda:
Decentralised
expenditure
and
centralised
revenue: Decentralisation of most
service
provision
and
infrastructure tasks to the local
governments, revenue assignment
only partly decentralised and
most revenues derives from
central government transfers – no
system of compensation when
tasks are transferred – system of
clearance of interest in bud geting
and revenue sharing initiated but
not fully developed

Medium

South Africa: Decentralised both
expenditures and revenues for a
limited range of functions. The
costings for the devolved services
were however not done and
therefore the current revenue
sharing arrangements are not in
balance.

Estonia: In a process of
decentralising expenditure and
revenues: Major ISP tasks transferred to the local level although
not at the same scale as the Nordic
countries. The local government
has little discretion to increase the
revenues, but has share in
important
national
taxes
(especially income tax)

Centralised
Some of the Latin American
system
of Countries (not included in
expenditure
the
review)
have
assignment
decentralised
revenues
before expenditure assignments. This has caused a lot
of problems, especially in
terms of over spending and
indebtness.

Swaziland: Centralised model:
Few tasks are transferred to the
local govern ments. High degree
of own financing through
property
taxes
but
highly
regulated by central government.
The discussions on revenue
sharing is on top of the agenda as
local govern ments feel that they
are under funded – lack system of
clearance of interest in budgeting

2.5.3: Unfunded mandates
The ongoing discussion in Uganda on the extent to which the present revenue sources
measure up to the expenditure assignments is well known and relevant in many other
countries. Unfunded mandates, i.e. transfer of functions from central t o local governments
without commensurate additional funding is one of the biggest local government finance
problems and is increasingly being recognised at both central and local government levels
as an urgent problem to address. The severe consequences of unfunded mandates are wellknown, among them lack of service provision at local level, contradiction between laws
and practise, unclear divisions of responsibilities, lack of local government credibility to
their citizens and severe trust (might cause problems for example tax collection), etc.
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Therefore, many countries have initiated legislative and regulatory measures to ensure that
calcula tions are made on the costs of services and compensation accompanied whenever
new functions are transferred across levels of governments. In practise however, there is
still a long way to go in order to comform to these principles in most countries, including
development of procedures for cost calculations, methods for dialogue between levels of
governments, arrangement for compensation schemes and distribution of compensation
etc. Few international analyses have been made of the total system of expenditure and
revenue assignments in order to evaluate whether the system is in balance. In Latvia and
Estonia, Eastern Europe; larger analyses are ongoing. The tentative results have shown
that the local governments have a fiscal deficit of 10-30% if they are to deliver the most
urgent mandatory tasks. The major reason for this deficit has been the fast pace of
decentralisation of tasks without accompanying fiscal resources – often without
quantification of the impact of these new tasks on the local economy and transfer of deficit
to local governments in situations of economic crises.
2.6: Concluding remarks
The comparison of the situation in Uganda with other countries revealed that the local
governments constitute a larger share of the total public expenditure than in most other
African countries, but a considerably lower share than the countries in Europe with a
similar strong decentralisation experience.
The problem of unfunded mandates is one of the most general and urgent problems to
address and analysis of these problems has been initiated in a number of countries in order
to quantify the size of the problem and to design a system to deal with these, e.g.
procedures and organisation measures for compensation schemes as unfunded mandates
have caused service problems for service provision at the local level. Local Governments
need resources commensurate with their responsibilities – finance should follow the task
and the composition should depend on the specific functions the local governments are
assumed to perform. The best results internationally have been seen in situations where the
transfer of tasks and finance is done in parallel.
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CHAPTER 3: Historical Development of Tasks and Finance
3.1: Overview of Local Government tasks.
The tasks of local governments are specified in schedule II of the Local Government Act
of 1997. Part I details the functions for which the central government is responsible. These
majorly include control of Arms and Ammunition; defence, security, law and order;
Banking, taxation; Immigration & citizenship; foreign relations & external trade; Judiciary
as well enactment of policy, setting national standards, monitoring and evaluation.
Local government services are dealt with in Part II for district councils and Part III for
urban councils. The major functions of district councils cover mostly the national Priority
Programme Areas (PPAs) and include:
?? Education services in Nursery, Primary, Secondary, Trade, Special Education and
Technical Education.
?? Medical and Health Services including district Hospitals, health centres and clinics,
maternity and child welfare services, control of communicable diseases, primary
health care, ambulance services etc
?? Water services
?? Road services including construction, rehabilitation and maintenance of feeder roads.
?? Production and agricultural extension services.
?? Regulation and Licensing
The services to be provided by urban councils are more municipal in nature and include:
??
??
??
??
??
??
??
??
??
??
??
??
??

Street lighting and fire brigade services
Ambulance services
Clinics and dispensaries
Motor vehicle parks
Public halls and libraries
Slaughter houses
Markets and landing sites
Botanical and Zoological gardens as well as public parks and recreation grounds
Public lavatories and Urinals
Public monuments
Sanitary services
Water supply outside the jurisdiction of National Water & Sewerage Corporation
Education services in Primary, Secondary, Trade, Special Education and Technical
Education.
?? Maintenance of roads
?? Regulation and Licensing
The law also allows district and urban councils to devolve some of these functions to
lower level local governments such as Divisions and Sub-counties.
In practice however, save for secondary and technical education as well as district and
rural hospitals, which have yet to be decentralised fully, all the services mentioned above
have been fully functionally, decentralised. As a consequence, districts and urban councils
LGFC – Revenue Sharing Study Report.

27

have with both conditional grants and their limited resources tried to provide most of these
services.
In the case of districts, due to the small amounts of money mobilised from local sources,
locally collected revenues have been used to fund mostly administrative functions within
these services. Operational and Capital costs for the provision of these services is financed
mainly by central government transfers.
Financing of municipal services has been mainly through urban local revenue. This has
been so because until financial year (FY) 1999/2000, urban councils were receiving only
unconditional grants which are not very significant in amount. For instance in 1998/99, all
63 urban councils received only 3.96 billion as compared to about 19 billion collected by
them as local revenue. In FY 1999/2000, conditional grants to urban councils were
introduced for water services and conditional grants for urban roads are presently under
consideration.
To ensure that the provision of decentralised services does not deteriorate and are provided
up to a comparable minimum level across the country, government considered the three
different ways in which a government can seek to guarantee provision of decentralised
services to a satisfactory basic minimum namely:
1. The central government could legislate on minimum service standards for the main
local government services, allocate sufficient locally raised revenue for the delivery of
these services and rely on the effectiveness of democratic (outcome oriented)
processes to guarantee the minimum spending required.
2. The central government could rely on Conditional grants or matching grants to induce
and guarantee expenditures at the minimum levels required to achieve the minimum
standards (this is often referred to as the output -oriented approach)
3. The third way to guarantee minimum levels of service provision is by use of direct reimbursement for services provided by local governments.
The ultimate desired choice suitable for the Ugandan system of decentralisation is option
one. However, for the moment, Uganda’s choice seems to be option two. As a result
therefore, some form of standards of service delivery have been developed for the main
areas that have been considered by this study (mainly the five PPAs). But some of these
are either not comprehensive enough or the costs associated with them are simply too
high.
Health: Standards have been developed for health service delivery in form of a minimum
health care package. These standards focus on both health infrastructure and health
service. In terms of infrastructure, the standards require existence of district hospitals, subdistrict (county) hospitals, LCIII and LCII clinics. It is planned that physicians based in
these hospitals and clinics will at the same time provide curative and preventive health
services. Each of these infrastructure together with the required medical instruments and
medical staff have been costed. Details of these costs are shown in the appendix. However,
because the need for these health facilities is not based on population densities but rather
on administrative units, the per capita unit costs for health service provision which can
thus be calculated is an average. Therefore the figure so calculated is not truly reflective of
the exact expenditure required per capita in each local government.

LGFC – Revenue Sharing Study Report.

28

Education: Primary Education has been made universal and free of (private) tuition. All
school going age children are entitled to free primary education except for the private
provision of uniforms, exercise books and meals. The central government has taken up the
responsibility of providing funding for teachers’ salaries, building costs, provision of
textbooks and any other incidental expenses necessary for the provision of primary
education at the specified minimum level. The minimum standards of primary education
service provision are built around the teacher: children ratios of 1:55 for upper primary
and 1:80 for lower primary (primary one and two).
Roads: Local government roads are classified as district, urban and community roads.
Save for some urban roads which are bitumenised, all local government roads are usually
murram roads. For each of these categories of roads, standards are specified in terms of
width and accessibility throughout the year. To achieve and maintain the required
standards for each category of roads, three types of road maintenance are carried out
namely:
Routine maintenance which involves light physical works on the roads like slashing and
clearing of drainage channels. This type of work is carried out continuously throughout the
year and is mainly labour intensive. Thus routine maintenance expenditure is mainly of a
recurrent nature.
Periodic maintenance which involves resurfacing of the roads and refilling the potholes.
This is supposed to be done atleast once every five years. Periodic maintenance is mostly
capital intensive but labour based methods can also be used to some extent.
Rehabilitation. This type of road works is carried out on roads which are out of use.
Dur ing the period of political instability, many roads were rendered unusable or even
disappeared altogether due to lack of maintenance. Rehabilitation was carried out on these
roads to bring them to their original form. Rehabilitation is therefore not a regular form of
road maintenance but is rather carried out occasionally on those roads, which are rendered
unusable due to irregular maintenance.
Costings have been made for the carrying out of these three types of road maintenance in
order to achieve and maintain the local government road network at the specified
minimum standards. The details are shown in the annex.
Water. Access to clean and safe water for all by the year 2015 is the main goal of the
directorate of water development. Safe water sources include piped (tap) water, protected
springs, gravity flow schemes and boreholes. Access to safe water is defined in terms of
either number of users per particular source or by distance to the water source. Minimum
standards of water service delivery are spec ified in terms of access to clean and safe water.
Agricultural extension. The agricultural sector is a major contributor to the GDP of this
country. It has as such been referred to by some as the backbone of the economy. But upto
now, farming practices are still largely traditional and even in some cases outright
primitive. Concerted efforts are now underway to modernise agriculture. These efforts will
be concentrated in three areas namely provision of credit, provision of technical advise
(extension) and intensification of agricultural research. Of these three areas, only
agricultural extension falls in the realm of local government services. Much as this service
is very important to the majority of the rural citizenry, progress has been slow. Up until
now , no service standards exist. It is therefore not clear what dimensions the minimum
standards of service delivery in this sector will take.
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General Administration. Minimum standards in the area of general administration/coordination can only take the form of staff strcutures adapted from standardised
organograms for local governments. Local governments have for long expressed
disatisfaction with the current sizes and quality of staff working at their levels. To
compound their situation, the financial implications for ‘firing’ such staff (as required by
the Local Government Act, 1997) are simply unaffordable by most if not all local
governments. Besides, local governments can only (legally) spend 15% of their locally
collected revenue on personal emoluments/wages.
The existing staff structures are simply not suitable for the needs of local governments. In
response, the Ministries of Local Government and Public Service & Cabinet Affairs
launched an initiative about a year ago to review the current local government
organograms and come up with a standard organogram for local governments which can
then be adapted to suit the different needs of the various local governments. Again
progress has been slow in this area and the study is yet to take off. Once the local councils
approve adapted standardised organograms, justifiable costings can then be done and
appropriate funding mechanisms devised.
As has been noted earlier, Uganda has (for the moment) chosen to guarantee the provision
of the minimum standard of service delivery via the transfer of conditional grants to local
governments. Unconditional grants are also given but are mainly used for the payment of
salaries of traditional local government staff like administrators and support staff.
Technical staff in the five PPAs are paid mainly through conditional grants. Equalisation
grants have also been given to a few deserving local governments which have higher that
average expenditure needs and below average revenue base.
The mode of financing of specific loca l government services is not clear. The law does not
specify which of the services are to be financed by user charges, which are to be financed
by local government taxes and those that are to be financed by central grants. The law
however attempts to specify the use to which different central grants should be put for
instance:
Clause 1 of Article 193 of the Constitution of the Republic of Uganda, 1995 states that for
any given year, local governments are to receive three grants namely Unconditional,
Conditional and Equalization grants. Clauses 2-4 of article 193 define what is meant by
each of these.
Conditional grants consist of monies paid to local governments to finance programs
agreed upon between the central government and the local governments and expended for
the purposes for which they are made and in accordance with the conditions agreed upon.
Clause 4 of Article 193 of the 1995 defines the Equalization Grant as "..money to be paid
to local governments for giving subsidies or making special provisions for the least
developed districts; and shall be based on the degree to which a local government is
lagging behind the national average standard for a particular service”.
The Unconditional grant is defined as the minimum grant that shall be paid to local
governments to run decentralized services and is calculated based on the costs of running
those services. The Seventh Schedule of the Ugandan Constitution, 1995 states that “for a
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given fiscal year, this amount is equal to the amount paid to local governments in the
preceding fiscal year for the same items adjusted for general price changes plus or minus
the budgeted cost of running added or subtracted services; calculated in accordance with
the formula:
Y 1 = Y0 + bY 0 + X1
Where Y 1 is the minimum unconditional grant for the current fiscal year.
Y 0 is the minimum unconditional grant in the preceding fiscal year
b is the percentage change if any, in the general price levels in the preceding fiscal
year, and
X1 is the net change in the budgeted cost of running added and subtracted services in the
current year.
The unconditional grant, according to the Constitution, is the sum total of the wage and
non-wage components. Therefore, the wage components should be adjusted for the wage
increase if any, while the non-wage component is adjusted for changes in the general price
levels.
When the Constitution was promulgated in October 1995, the current financial year was
taken to commence with fiscal year 1995/96 implying that the unconditional grant for the
fiscal year 1994/95 was supposed to have been determined basing on the cost of the
decentralised services. This meant that when the constitution was promulgated, the only
adjustments required were for added or subtracted services and inflation. The cost of
delivering previously decentralised services were assumed to have already been taken care
of. All these assumptions were false.
First, the costings for the decentralised services were never done. Secondly the
adjustments that were supposed to be made for the services that were further decentralised
in the constitution were never made. Thus, whereas more services have incrementally been
handed over to local governments, no substancial adjustments have been made on the
uncondtional grant nullifying the very definition of the grant as contained in the
constitution. The centre has attempted to redress the imbalance by increasingly funding
decentralised services through conditional grants.
In summary, whereas there are no clear demarcations on the use of local revenue and
grants, the laws regarding the use of the different types of grants have not been respected.
Secondly, there is lack of a compensation scheme for additionally decentralised functions.
3.2: Overview of the historical development in Tasks and Finance.
Decentralisation in Uganda began in earnest (in the late ‘80 s) with the decentralisation of
expenditure responsibilities to local governments. A limited number of responsibilities,
which were regarded to be of a communal nature, were handed over to Resistance
Councils (then). The range of responsibilities (then) was limited and included tasks such
as resolution of civil disputes, maintenance of law and order and community mobilisation.
The Resistance Councils performed these functions using adhoc funding mostly from
mobilisation funds channelled to them from the National resistance council secretariat.
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The range of functions was significantly expanded when the Resistance Council Statute
(1993) was issued. Because the range of functions were significantly expanded and
enshrined in this new legal instrument, performance of these functions was no longer
voluntary. As a result, the legal instrument also (for the first time) specified sources of
revenue to which local governments could lay claim legally.
These sources of revenue were mostly those that were being collected by local
administrations on behalf of the central government (before decentralisation). These
included graduated tax, market fees, licence fees and permits. As expected, these were not
significant or even sufficient to cover the costs of performance of the functions, which had
been devolved to the resistance councils. Secondly, there were variations in revenues per
capita collected in different local governments with significantly more collected in the
urban councils than in the rural councils.
Note should be taken of the fact that no consideration of the costings of the services
devolved to local councils were done before deciding on the revenues to be ‘ceded’ to
local governments neither was there any clarification on what the ‘ceded’ revenue could
be used (or not be used) for. The standards of service delivery mentioned above are only
recent innovations. This was done for basically two reasons namely to:
?? minimise resistance from central authorities that stood to lose most if local
governments were given comprehensive responsibilities and sources of revenue right
from the very start.
?? leave the process open ended and allow the policy makers learn from practise before
entrenching in the law concrete figures and sources and also allow capacity building
in the local governments.
As a result, there was no firm ground to claim that local governments had (or did not have)
sufficient funds to carry out their mandate. But from the local revenue collections by the
local governments, it was clear that they could not deliver services using their own
resources alone.
To supplement local revenue sources, the government introduced the transfer of delegated
funds to local governments in the fiscal year 1993/94. The introduction of delegated fund
transfers began with only districts. The districts were categorised into three groups of 13,
14 and 12 each respectively (more districts were established later). The first phase
(1993/94) covered the first 14 districts with the next 13 benefitting in the following year
and the last 12 beneftting in 1995/96. Each phase began with a transfer of delegated funds
which were turned into unconditional grants the following year. For instance, the first 14
districts got delegated funds to the tune of Shs. 31.7 billion in 1993/94. These delegated
funds were turned into unconditional grants in 1994/95 for the performance of the same
functions. The funds were mostly used for local administration, maintenance of law and
orde r and payment of salaries of local government staff.
The status of local governments was further elevated in 1995 with the promulgation of a
new Constitution. The system of decentralised governance was entrenched in the
Constitution and the range of decentralised services expanded a little bit more. In order to
put more funds at the disposal of local governments the Constitution also introduced two
new grants; the Conditional and Equalisation grants. These three types of grants would not
only be used to support recurrent expenditure in the local governments as had been the
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case before but would also be used to support development expenditure when the
development budget was decentralised.
The Constitution attempted to streamline the system of local governance by outlining the
functions of local governments as well as the sources of finance for funding these services.
In the constitution, local governments would get unconditional, conditional and
equalisation grants to supplement locally collected revenues. While unconditional grants
would be used to fund decentralised services, conditional grants would be used to fund
national priority programmes agreed upon between the centre and local governments.
Equalisation grants would be given to (potentially) poor local governments with high
expenditure needs and low revenue bases.
So, while unconditional grants would be used by local governments to fund their
mandates, conditional grants would be used in an ‘agency’ capacity. That is, to execute
programmes which are of national priority but which may not necessarily raise sufficient
interest at the local level. By implication therefore, national priority programme areas
would not necessarily be local government services. But rather, local governments would
be in the best position to implement such programmes. Consequently, there would be need
for the centre and local governments to agree on terms for the implementation of such
programmes.
In the FY (1995/96), Government (through the Ministry of Finance) drew up a poverty
eradication action plan (PEAP) in which national priorities that were crucial for the
eradication of poverty were determined. The national priorities so determined were almost
identical with the core functions that had been decentralised namely pr imary education,
primary health care, water & sanitation, rural & urban roads and agricultural extension.
The implications for local governments were significant. By declaring local government
functions national priorities, determining the mode of implementation including funding in
these sectors was no longer a preserve of local governments alone. The centre became a
significant player in determining the priorities, method of implementation and sources of
funding.
Efforts to find additional sources of funding for local governments were replaced with the
introduction of conditional grants in 1995 to fund local government services turned
national priorities. The first sectors to benefit from conditional grants were medical
services and secondary schools. The list expanded the following year with the introduction
of conditional grants in roads and primary education. At present, there are 23 different
conditional grants covering the five national priority areas above. As the list of conditional
grants expanded, so did the amount of funds channelled through the conditional grant
system with the attendant proliferation of conditionalities. These conditionalities place
extra burdens on local government administrative capacity.
On the contrary however, the amount of funds transferred as unconditional grants has
remained almost static overtime. For instance, unconditional grants increased from
48.7billion in 1996/97 to 69.2 billion in 1999/2000 while conditional grants increased in
the same period from 127.8 billion to 260.5 billion. The details are shown in the table
below:
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Table 3.1: Central Transfers to Local Governments (1997/98 – 2000/01)
Budget Item

Amount (billions)
1997/98
1998/99
Total Recurrent Government 729.1
863.8
Expenditure
Total transfers to local 204.417
291.495
governments
Unconditional grant
51.783
64.837
Conditional grant (wage)
101.484
143.646
Conditional grant (non-wage) 51.15
83.461
Equalisation grant
Development grants
-

1999/2000
993.1

2000/2001
1144.8

331.622

501

66.619
165.495
99.507
2.0

79.138
199.101
114.156
4.0
109.6

Therefore, as is evident from the table above, the discretionary expenditure component of
the central transfers has remained static over the period 1997/98 to 2000/2001 even as the
total central transfers to local governments has almost doubled. Most of the increases have
been accounted for by increases in conditional grant funding as remarked above. It is
perhaps important to note that conditional wage transfers to local governments account for
about half of all central government transfers.
Much as conditional grants used to fund some decentralised services have increased
substantially over the years, unconditional grants have not increased similarly and local
revenue generation has only posted dismal performance. The result has been an increasing
dependence of local governments on central transfers. This has invariably led to the loss of
the advantages of decentralised governance of which the most important ones are:
?? The ability to tap into new revenue sources that cannot be effectively tapped by central
authorities.
?? The use of more innovative approaches in the provision of services which can lead to
lower costs of service provision and improve the link between the service level and the
finance thereof.
As conditional grants continue to undermine local governments as effective levels of
service provision so has the ineffectiveness of local governments been to the overall
efficiency of public service provision. In addition, conditional grants have led to the
neglect of other local government services, which are not among the national priority
programme areas. As a consequence, local governments are seeking for an opportunity to
turn over all their responsibilities to the central government for conditional grant funding.
There is a separate study being conducted by the Commission aimed at enhancing local
revenue. But without prejudicing the results of this important study, improvements in local
tax revenue collection alone cannot eliminate the fiscal gap.
3.3: Cost Calculations of Mandatory Local Government tasks.
There are three ways of measuring vertical fiscal imbalances.
The first is by looking at the budgeted surplus or deficit of each consolidated level of
government before borrowing but after all revenue sharing and transfers to subnational
governments have been implemented. This method is however thought to be unfair to
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local governments because they operate more conservatively than the national government
and are in most cases required by law to run balanced budgets with controlled borrowing.
Thus, in reality, local governments run considerable deficits financed by arrears in many
forms including employee salaries and suppliers of goods and services. When these arrears
are taken into account, there is a significant degree of vertical fiscal imbalance against
subnational governments.
The second way to measure fiscal imbalance is to examine what share of sub-national
government expenditures is financed with sources of revenues under the control of
subnational governments. A coefficient of vertical imbalance can then be calculated as
one minus the share of subnational government expenditures that are financed from
sources of revenue not controlled by the subnational government. But this is viewed more
as a measure of financial autonomy than of vertical balance.
The third involves calculating the cost of delivering a package of services that has been
designated as the responsibility of local governments at a standard level. This approach
needs a specif ication of the minimum service standards which then enables the calculation
of minimum levels of resources in per capita terms to fund the services specified in the
local government service delivery package. The use of per Capita funding norms should
then be based on a sensible recognition of available funding sources rather than unrealistic
definition of what “ought to be spent”. This study opted for the third method.
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CHAPTER 4: STUDY FINDINGS.
4.1: Summary of the Main Issues arising from the Pilot Phase.
Before embarking on the major study, a pilot survey was conducted in four districts to
determine the main problems faced by local governments in the area of finance so as to
improve the effectiveness of the questionnaire in targeting the right problems. The districts
involved in the pilot sample were Apac, Tororo, Mukono and Bugiri.
Discussions were held with some key people in these local governments in order to collect
some qualitative data useful for the study. From the pilot phase, the main areas which
remain seriously unfunded are: wages & salaries, logistical support to staff (fuel,
allowances etc.), street lighting, statistical services, forestry, local prisons and public
libraries. The details are shown in the annex.
4.2: Cost calculations by the Ministry of Finance.
Calculations have been done for the cost of the basic minimum standards for the five PPAs
areas specified in the PEAP by the Ministry of Finance following concerns by the local
governments about the insufficiency of funds for these services. The costing has been
done on the basis of the service standards discussed briefly above and supplemented by
technical discussions with technocrats of the respective line ministries. However, these
costings are not categorised into recurrent and development and they were developed
without consultation with local governments themselves. Extracts of the results are shown
in the table below, detailed results are shown in the annex:
Table 4.1: Cost Calculations by Ministry of Finance.
Sector
Minimum
Current
Spending Gap
annual spending budgeted (bill.) (billions)15
required (bill.) (2000/2001)

%age
(of
2000/2001)
increase required

14

Rural Roads
Agric. Advisory
service
Primary
Education
Sec. Education.
Health Care
Water
&
Sanitation

85
65

48
8

37
57

77%
712%

527

241

287

119%

87
415
212

39
219
89

48
196
123

123%
89%
138%

Assumptions:
Rural Roads: 100% rehabilitation and maintenance of rural road network.
Agricultural advisory service: To reach 80% of all households in 5-10 years
Primary Education: Each primary class to have a classroom within 5years.
Health: Targeted per capita spending of $ 11 against a WHO target of $12.
14
15

These are total costs (both capital and recurrent)
additional required annually for 5-10years
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Water & Sanitation: 100% rural/urban safe water coverage within 10years.
From the table above, it is evident that the total annual gap in the five sectors specified
above is Shs. 748 billion compared to the current (FY 2000/2001) allocation of Shs. 644
billion. This means that according to the ministry’s calculations, the annual funding needs
to be more than doubled if services are to be delivered according to the minimum
standards specified by the respective line ministries.
4.3: Major Findings.
4.3.1: Expenditure.
Capital Expenditure Deficits.
Initially, the team expected to cover both recurrent and capital expendit ures. However, it
was found out that including assessment of capital expenditure deficits would complicate
the study. This was mainly because there was uneven coverage of social and economic
infrastructure for instance hospitals, schools, water points and even roads. While the
minimum standards specify that each district should have a district hospital, a certain
number of classrooms and even number of water points per unit population or
geographical area, there is still a long way to go to achieve these standards.
To arrive at the capital costs needed for the attainment of these standards needs first of all
detailed architectural designs which should then be costed and then multiplied by the
number of districts where these are missing. As it can be seen, these processes are very
comprehensive and clearly outside the scope of this study. If any attempts were made to
attach figures to the capital costs, the figures would have been at best fictious. However,
though not comprehensive, some attempts were made at estimating the capital costs and
the results are shown in annex. The impression from these results show that capital
investments need to be more than trebled in order to fulfill the minimum standards.
Recurrent expenditure Deficits.
For recurrent expe nditure, two forms of costing were attempted. In both cases focus was
put on only the most immediate needs to fulfill the basic minimum services:
1. Costing done for decentralized services at the central government level following some
form of standards of service provision. Visits were made to the five line ministries
responsible for the (Priority Programme Areas) PPAs of government namely Health,
Education, Works & Housing, Water & Sanitation and Agricultural Extension. These
attempts were only successful in the Ministry of Health and that of works, Housing
and Urban Development. Ministry of Agriculture informed the researchers that
standards of service delivery for agricultural extension were only in the process of
being prepared and were not yet formally available. There were no responses from the
Ministry of Education. According to the Directorate of Water Development, recurrent
costs for the operation and maintenance of water facilities are meant to be footed by
the districts themselves and/or the communities benefiting from the water points.
From the two ministries, the researchers were able to arrive at the following estimates:
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Table 4.2: Costings by Line Ministries
Ministry of
Personnel National
Health
Costs per Equivalent
district
(Ug. Shs
(U.S $)
Bil.)
District Hospitals 193,083
15.6
(U.S $)
DHMT (U.S $)
62,426
5.04
Roads (billions)

Other
Per
district
U.S $
249,560

National
Equivalent
(Ug. Shs
Bil.)
20.21

National
Total
U.S $

Equivalent
(Ug. Shs
Bil.)

442,643

35.81

21,306

17.24

84,568

22.28
24

Note: DHMT – District Health Management Team .
2. The second attempt to cost the services was made at the local government level. Using
the questionnaires that were administered, districts were asked to estimate the funding
gaps existing in the five PPA departments plus that of general administration. The
estimations were to be based on minimum standards of service provision available in a
particular sector. The researchers however soon discovered that most of the heads of
departments either were not aware of the existence of minimum standards of service
provision or even when they claimed that these existed, they were unable to make
estimates based on them. In fact, in a number of instances, heads of departments were
even unaware of how much was spent by their respective local governments in their
departments. In such cases, the researchers had to go back to the Directorates of
Finance where these figures could be obtained.
In making the estimates for the fiscal gaps where use of minimum standards was not
possible, the very first set of budget estimates was made use of. At the very first attempt,
heads of departments often tend to be as comprehensive as possible when drawing up
sector budget estimates for a particular year including all types of services that are
supposed to carried out by that particular sector. This set of estimates is however revised
downwards a number of times to fit within the level of resources available for the sector
for that particular year. So, it was important to only consider those estimates made at the
first attempt since the final budget estimates tend to be more reflective of the resources
available than of the real needs of the sector.
A summary of the results obtained using a combination of these methods is shown below.
The detailed results are attached in the annex. In calculating expenditure needs, net
expenditure has been used. This means that these figures are of course much smaller than
the usual gross expenditure, but give a much clearer picture of the real expenditure needs.

LGFC – Revenue Sharing Study Report.

38

Table 4.3: Calculation of Expenditure Needs based on Local Governments
Sample Net Recurrent % of Total National Net recurrent % of total
Expenditure Need
expenditure Need
Education
Districts
4,627,876,444 12.23
17,589,504,329 8.95
Municipality
170,696,392 8.43
648,778,109 8.11
Towns
555,193,465 34.94
2,110,163,911 9.10
Health
Districts
Municipality
Towns

9,931,247,352
308,039,071
189,540,393

26.25
15.21
11.93

54,089,859,953 27.53
1,258,448,679 15.72
4,435,490,715 19.14

General Administration
Districts
16,479,923,849
Municipality
1,296,087,832
Towns
476,603,335

43.55
63.98
30.00

89,756,778,921 45.68
5,294,977,732 66.15
11,153,135,392 48.12

Roads
Districts
Municipality
Towns

1,235,929,064
250,930,336
269,792,987

3.27
12.39
16.98

4,739,234,996 2.41
802,265,315 10.02
3,194,648,357 13.78

Water
Districts
Municipality
Towns

636,057,132
97,669,233

1.68
0.00
6.15

3,464,241,700 1.76
0.00
2,285,586,572 9.86

Agric. Ext
Districts
Municipality
Towns

4,929,281,097
-

13.03
0.00
0.00

26,846,992,605 13.66
0.00
0.00

Totals

41,454,867,983

227,670,107,285

Sub Totals
District
Municipals
Town councils

37,840,314,938
2,025,753,630
1,588,799,414

196,486,612,504
8,004,469,835
23,179,024,946

NB: The formula used for projecting the sample results to the national level was as follows;
These results show that the greatest deficits lie in the area of general administration
seconded by health and then followed by roads. The smallest deficits in recurrent
expenditure lie in the water sector and primary education.
These results really go to confirm the expected trends. Most local governments are having
a hard time paying all their salaries on time. Thus, most of the poor to moderate districts
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have thus accumulated salary arrears, some to the tune of over 500 million. While for
some local governments, their inability to pay salaries is due to overbloated staff
structures, for others, the problem has to do purely with a narrow revenue base. Of those
with a narrow revenue base, there are some who have had their revenue bases narrowed by
disasters like drought, insecurity, flooding etc (e.g Rukungiri & Kamuli districts). Others
have a militarised taxpayer population thus difficult to collect money from and rendering
the revenue base small. The overbloated staff structures are sometimes justified by the
many conditional grants with their elaborate administrative procedures even though the
consequent administrative costs are not catered for in the grants themselves.
Health recurrent expenditure deficits really reflect the still big task of ensuring that there
are enough drugs in the hospitals and clinics. Though a lot of central grant money has been
allocated to the health sector, the need has increased as more health sub-districts come on
board. There is also need for more money in form of allowances for the medical staff
whose work is mostly field based.
The fact that recurrent expenditure deficits in the education sector is lower that of the first
two should not be surprising. Of all the transfers that go to local governments, over 50%
go to primary education alone in wages and other operational expenses. For instance, in
FY 1999/2000, budgeted figures indicate that 152 billion was allocated to primary
education in wages and other primary operational expenses out of a total of 331 billion
transferred to all local governments. Therefore, primary education transfers constituted
46% of the total transfers to local governments.
In summary, the analysis shows that the total expenditure need of the sample local
governments to be met from their own resources and conditional grants is Shs. 41 billion.
When this is projected to national expenditure need, local governments require a total of
Shs. 227.67 billion. Thus, local governments have an extra expenditure need of Shs 76.73
billion as compared to the current local government expenditure from local revenue plus
unconditional grants of Shs 150.4 billion. This shows that extra need is about 51% of
current expenditure.
4.3.2: Revenue.
The revenue analysis focussed on three areas namely actual revenue collections for the
different revenue categories, revenue shortfalls experienced (difference between budgeted
and actual realised) and finally the extra potential revenue that could be realised from
increasing the rates charged while at the same time taking care of the ability of the
taxpayers to pay. The summary of the results analysis is as shown below:
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Table 4.4: Local Revenue Perfomance by Source for Sample LGs
Districts
Municipals
Town Councils
Grad. Tax
Actuals
6,316,739,491
376,660,798
106,026,510
Ineff. Loss
2,314,379,348
263,000,000
19,875,795
Extra Potential
915,120,830
220,000,000
22,069,622
Sub-Total
9,546,239,669
859,660,798
147,971,927
Property Tax
Actuals
70,000
230,479,010
8,321,288
Ineff. Loss
10,781,500
442,988,037
46,188,000
Extra Potential
71,602,131
9,595,226
Sub-Total
10,851,500
745,069,178
64,104,514
Mkt. Dues
Actuals
443,123,858
232,224,324
52,709,950
Ineff. Loss
110,554,575
84,000,000
780,000
Extra Potential
27,818,770
5,000,000
1,440,000
Sub-Total
581,497,203
321,224,324
54,929,950
Park Fees
Actuals
406,204,649
53,851,700
Ineff. Loss
213,000,000
2,040,000
Extra Potential
36,000,000
9,759,100
Sub-Total
655,204,649
65,650,800
Licences & Permits
Actuals
324,423,551
147,210,559
31,301,120
Ineff. Loss
170,883,425
87,738,509
Extra Potential
39,634,850
2,000,000
5,610,364
Sub-Total
534,941,826
149,210,559
124,649,993
Total Actuals
Extra Potential
% of Actual

7,084,356,899
3,589,173,298
(51%)

1,392,779,338
1,337,590,168
(96%)

252,210,567
205,096,616
(81%)

Expressing these figures in terms of percentages reveals the following picture.
Table 4.5: Composition of Local Revenues (%)
Type of Source
Districts
Municipals Towns
89.16
27.04
42.04
Graduated Tax
0.00
16.55
3.30
Property Tax
6.25
16.67
20.90
Market Dues
29.17
21.35
Park Fees
4.58
10.57
12.41
Licences &
Permits
Total
100.00
100.00
100.00
66.4
51.0
55.2
Actuals
33.6
49.0
44.8
Extra Potential
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Table 4.6: Local Revenue Performance by Source (%ages)
Source
Grad. Tax
Actuals
Shortfall
Extra Potential
Property Tax
Actuals
Shortfall
Extra Potential
Mkt. Dues
Actuals
Shortfall
Extra Potential
Park Fees
Actuals
Shortfall
Extra Potential
Licences &
Permits
Actuals
Shortfall
Extra Potential
Total

Districts

Municipals Town Councils

66.2
24.2
9.6
100.0

43.8
30.6
25.6
100.0

71.7
13.4
14.9
100.0

0.6
99.4
0.0
100.0

30.9
59.5
9.6
100.0

13.0
72.1
15.0
100.0

76.2
19.0
4.8
100.0

72.3
26.1
1.6
100.0

96.0
1.4
2.6
100.0

_
_
_
_

62.0
32.5
5.5
100.0

82.0
3.1
14.9
100.0

60.6
31.9
7.4
100.0

98.7
0.0
1.3
100.0

25.1
70.4
4.5
100.0

For districts, the greatest contributor to local revenue is graduated tax contributing about
89% to the total but which also happens to have a very big shortfall of an average of 24.2
%. In other words, districts collect only about 75% of their graduated tax estimates. The
cause of these shortfalls is well known and documented. They include the fact that the tax
is unpopular due to its colonial leanings, taxpayers ability to pay is sometimes affected by
poverty, drought and natural disasters and also due to the regressivity of the tax which
causes resentment among the low income earners, the major targets of the tax.
The next biggest contributors to local taxes are market dues and licenses & permits
contributing 6.25% and 4.5% respectively. Market dues post relatively small shortfalls
(19.0%) in terms of no-payment mainly due privatization of the management of markets.
The shortfalls are mostly due failure of the private market dues collectors to honor their
contractual obligations. This is sometimes a result of local political meddling into the
award and management of contracts. Licenses and permits post relatively large shortfalls
with an average of 31.9%. Whereas this source should not be used for income generation
purposed but rather for regulation, on the contrary, districts use this as a major source of
revenue. Payers therefore avoid payment not because their activities are illegal but rather
because they perceive it as another form of taxation. Secondly, the existence of a large
informal sector in the local economies makes collection of revenue from this source
particularly troublesome.
LGFC – Revenue Sharing Study Report.

42

Urban authorities (municipalities and towns) are less dependent on only one source of
revenue. For municipalities, the results show that graduated tax and park fees almost tie
contributing 27% and 29% respectively. Property tax and market dues come next each
contributing 16% to total local revenue. Property tax however remains a big potential
source of revenue with a shortfall of 60% for municipalities and 72% for town councils.
Park fees in municipalities posted a big shortfall (32.5%) mainly because of wrangles in
the management of parks in Masaka municipality (included in the sample) between the
two rival trade union organisations UNATTO and UTODA. Otherwise, collection of park
fees has been privatised in almost all urban councils. This fact is proved by the very low
shortfall of only 3.1% in park fees (second largest contributor to town council revenue) in
town councils.
While graduated tax continues to contribute greatly to local revenue, it does not play a
dominating role in urban councils contributing less than 50% of the total as compared to
almost 90% in the rural districts. However, even as the need to diversify local revenue
collection increases due to problems encountered in graduated tax assessment and
collection (exemplified by the big shortfalls), local governments’ greatest hopes still lie in
graduated tax. For instance, all the sample local governments indicate that graduated tax
can yield more money from imposing higher rates than any other tax. The sample local
governments expect to yield Shs. 900 million more by raising rates than the Shs. 27
million extra that can be raised from market dues. Reason given is that market dues are
based on level of output and is seasonal in nature. Municipal councils expect to raise Shs.
220 million extra in form of raised graduated tax rates as opposed to Shs. 71 million that
can be raised from imposing higher rates on property tax. The same is true for town
councils.
In summary, the total revenue potentials projected to the national level is given in the table
below:
Table 4.7: Projected National Revenue Potential (‘000).
Graduated Property
Market
Park Fees
Tax
Tax
dues
49,604,027
56,386 3,021,567
0
District
3,512,018
3,043,871
1,312,315
2,676,742
Municipal
4,762,408 2,063,174 1,767,895 2,112,940
Towns
Total
57,878,454 5,163,431 6,101,777 4,789,683

Licences &
Permits
2,779,656
609,577
4,011,802
7,401,037

Total
55,461,637
11,154,526
14,718,220
81,334,384

From this summary, without any major reforms in the local tax systems, local
governments can collect a total of Shs. 81.334 billion by ensuring 100% collection of
present rates and minimal increases in the rates of others. This study has shown that there
is considerable revenue potential which can still be exploited. For instance, tables 4.4 and
4.5 show that districts, municipals and town councils can collect 51%, 96% and 81%
(respectively) of their total actuals being collected currently in extra potential revenue with
full effort. However, there are various reasons why this potential is not utilised, some of
these include:
?? Lack of incentives (especially political incentive) to collect taxes. This problem is often
connected to the problem of lack of awareness of the benefits of a good tax system by the local
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politicians, nature of the design of the grant system and lack of awareness of the taxpayers on
the connection between services and taxes.
?? Lack of administrative capacity at the local level.
?? Lack of central g overnment support for local tax administration.
?? Poor information management especially databases on the taxpayers and other reasons.
4.3.3: Comparison of Expenditure Needs and Revenue Potentials.
From the results obtained from this study the following summary results on both recurrent
expenditure need and local revenue potential can be derived:
4.4: Summary Results.
Total Local Revenue Potential
Unconditional Grant (Provisional Out-turn: 1999/2000)
Equalization Grants (Provisional Out-turn: 1999/2000)
Total Local Government Recurrent Expenditure Need
(for the short term 1– 2years)
Local Government Recurrent Expenditure Deficit
(short -term 1-2 years)

81.33 billion
67.61 billion
2.0 billion
227.67 billion
76.73

billion

This analysis re veals that in the short run (within 1-2 years) and with the current stock of
infrastructure, a recurrent expenditure deficit of Shs. 76.73 billion remains and needs to be
funded.
This Total Expenditure Recurrent Need can be broken down by type of local government
and by sector as follows:
Table 4.8: Sectoral Recurrent Expenditure Needs (in billions)
Local
Government
District
Municipals
Towns

Education
17.589
0.648
2.110

Health
54.089
1.258
4.435

Admin.
89.756
5.294
11.153

Roads

Water Agric.
Total
Ext.
4.739 3.464
26.846
196.486
0.802
0
0
8.004
3.194 2.285
0
23.179

This can then be compared to the revenue sources shown below:
Table 4.9: Breakdown of Local Revenue Potential by Source.
Local
Government
Districts
Municipals
Towns

Local
Revenue Unconditional
Total
+ Recurr.
Potential (Bil. Shs). Grant (1999/2000) Equalisation Exp.16
Av. 97/98–98/99
Bil. Shs.
grant
Deficit
55.461
62.836
120.297
76.189
11.154
1.820
12.974
(4.970)
14.718
2.139
16.857
6.322

16

This deficit has been calculated on the assumption that local governments use all their revenues to meet
pressing recurrent expenditure needs
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From the table above, it is clear that even fi local governments used all their locally
available revenues to meet all their immediate recurrent expenditure needs, it is only
municipals councils which have a capacity to have a surplus which can then be used for
development expenditure. Districts and town councils would still remain with a deficit.
Indeed, experience has shown that it is only some municipal councils which are
undertaking some limited development expenditure from their own local revenue sources.
Districts and town councils are barely even in a position to pay all their recurrent
expenditures. Districts have indeed welcomed the introduction of the “monitoring and
evaluation” component of the “PAF Conditional Grants” which are used to supplement
some of their recurrent expenditures. However, since urban councils were not receiving
conditional grants until FY 1999/2000 when an urban water conditional grant (the only
conditional grant available to them) was introduced. Thus, the little resources available to
them are stretched to cover some rehabilitation (of a capital nature) and occasionally some
new construction takes place.
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CHAPTER 5: RECOMMENDATIONS AND CONCLUSION.
5.1: Summary of major Findings.
1. There still remains a significant deficit existing at the local government level (even if
local governments collected all their potential revenue) to the tune of 81 billion. The
origins of the deficit are rooted in:
?? the absence of precise costings for the decentralised services at the initial stages of
fiscal decentralisation. The amount of unconditional grants to be given to local
governments was further entrenched in the Constitution without ensuring that the
unconditional grant was sufficient for funding the decentralised services.
?? Absence of costed national standards of service delivery for most decentralised
services.
?? A grant system with a big conditional grant element that has encouraged a sectoral
approach to development with some sectors adequately funded while others are
seriously inadequately funded.
?? Over-bloated local government bure aucracies.
?? Unresolved issues surrounding the payment of pension and gratuity for local
government staff (which remains an unfunded local government mandate).
2. The local governments can still realise a significant amount of money in potential
revenue by improving the administration of their own revenue sources. This is
especially true for graduated tax and property tax. The main reasons are lack of up-todate tax databases and poor tax administration methods. This would however have no
impact on the deficit identified above since it is the total potential revenue that has
been used in the calculations.
3. Locally collected revenue is still insignificant compared to centrally collected tax
revenue (presently about 8%).
4. Re-allocation of financial resources wit hin the decentralised services alone cannot
eliminate the deficit at the local government level.
5. Effective cost recovery through the use of user-charges, privatisation and outsourcing
has not been seriously considered.
5.2: Summary of main Principles of a decentralised Fiscal System.
One of the important conditions for succesful fiscal decentralization is to ensure that at all
levels of government there are sufficient financial resources to match the responsibilities
assigned to each level of government. Allocating local sources of revenue to local
governments that can yield sufficient revenue to meet their expenditure needs would be
the ideal solution.
In reality however, this is not feasible firstly because the revenue/tax bases are not uniform
countrywide. Charging local governments with the task of locally mobilizing all the
revenues they need would result into significant differences in revenues per capita
mobilized and thus, in the ability of the various local governments to finance service
provision in their jurisdictions.
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Secondly, for reasons of maintaining macroeconomic stability, it is essential for the centre
to retain a significant level of influence on the amount of public revenue raised. This can
only be done by maintaining central mobilization of revenue from some of the taxes.
Thirdly, given the nature of their bases, some taxes can only be collected efficiently and
cost-effectively by the centre for example import duty.
In essence therefore, the administration of a tax and its collection should only be
decentralized if the nature of its base is such that:?? Local governments are in a better position (to ensure compliance) to collect revenue
from this source as compared to the central government e.g. market dues.
?? It promotes horizontal fiscal balance. That is, it does not, significantly, introduce
inequities in the level of local revenues mobilized by the local governments.
?? It promotes vertical fiscal balance by strengthening local fiscal autonomy. This means
that yields from that tax is relatively high while the cost of its administration and
collection remains relatively low.
For the reasons mentioned above, it is not possible to decentralize completely, revenue
mobilization. A significant amount of public revenue will continue to be mobilized
centrally. Hence, a System of Intergovernmental Fiscal Relations has to be put in place
to ensure that some of the centrally mobilized revenues are passed onto the sub-national
governments for subsequent allocation and management. These transfers are in form of
central grants. Central grants can be used effectively to offset differentials in taxbases
thereby promoting vertical and horizontal equity.
For such a system of fiscal decentralization to be successful, it must conform to the
principles that:?? The fiscal autonomy of Local Governments is strengthened without ceding central
ability to ensure macroeconomic stability.
?? Horizontal equity is established without killing off local initiative in revenue
generation.
?? Vertical equity is established without impairing the ability of Central ministries to do
policy formulation, monitoring and evaluation as well as quality assurance.
Can these Deficits therefore be eliminated?
It is difficult to say whether there are enough financial resources to completely eliminate
these deficits. However, the share of local government taxes in total local government
revenue is generally very low in Uganda as compared to other countries (Cf. Chapter 2).
Secondly, there are no built-in incentives in the grant system to enhance local revenue
collection as for instance in Ghana and India. Thirdly, a look at some facts and a few
innovations can give insight into the possibility of alleviating the current plight of local
governments.
1. There is little relationship between local governments total revenue and central
government tax revenue. In other words, the central government does not share any of
its taxes with the local governments using any formula. The central government is only
required to adjust its grant transfers to local governments by the inflation factor. Thus,
regardless of improvements in the central government revenue collection performance,
local governments cannot expect any special increments in their grant transfers as a
result of increases in central government revenue. Currently, local government tax
collections are about 8% of central government tax revenue (table 2.4) which is still
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very low compared to the decentralised tasks. How then can local governments have
any interest in the performance of their local economies if there are no direct benefits
to be realized by them from economic expansion?
2. The comparison that has been used in central-local government sharing of resources
has been that between the decentralized services. The current revenue sharing
arrangement is specified in the table below:
Table 4.10: Current Revenue Sharing of Central Resources allocated for
Decentralised Services
1998/99
1999/2000
Districts Centre Total Districts Centre Total
Roads (Amount bil. Shs.)
12
3
15
12
5
17
%age
80.0
70.6
Education (Amount bil. Shs.)
168
16
184
197
22
219
%age
91.3
89.95
Health (Amount bil. Shs.)
31
10
41
32
11
43
%age
75.6
74.42
Agriculture (Amount bil. Shs.)
4
6
10
6
7
13
%age
40.0
46.15
Source: Ministry of Finance
Notes: By Centre is meant line ministries in the respective sectors.
Todate, no consideration has been made of the sharing between decentralised and nondecentralised services and secondly between total central government expenditure and
total local government expenditure. Much as the analysis shown in the table above is
important, analyses of resource sharing between the centre and local governments in
totality as well as between decentralised and non-decentralised services are equally
important. These important subjects should a subject of discussion between representatives
of the central and local governments. Such discussions would ensure that total public
spending (central or local government), is efficient and optimal. For instance, the projected
expenditure out-turn for 1999/2000 for the central government including grant transfers is
1,777 billion. Of this amount, grant transfers totalled up to only 331 billion. The central
government officially recorded a deficit of Shs. 155 billion which is 1.8% of total
expenditure. Calculations by this study indicate a recurrent expenditure deficit at the local
government level of about 76.4 billion, which is between 15-20% of total local
government expenditure. This shows that local governments are in a much more
precarious financial situation that the centre. Local government deficits are mainly
financed through salary and emoluments arrears and private sector debt.
Table 4.10 above shows that not much can be realised by re-allocating between the centre
and local governments within the decentralised services alone and therefore cannot solve
the deficit problem. Therefore, on the basis of the principles summarised above, the
recommendations suggested here follow three lines of action namely improved local
revenue collection and financial management, intersectoral re-allocation between the
centre and local governments as well as tapping new revenue sources.
With the gradual introduction of budget support to the Government of Uganda by the
donors, the government will have greater control on the sectoral and territorial allocation
of resources thereby increasing its ability in implementing these recommendations. It is of
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course inconceivable that these recommendations will eliminate the whole deficit
occurring at each level of government immediately. It is a fact of life that resources are
scarce and no single level of government can have sufficient resources to do everything
they are mandated to do.
Therefore, these recommendations have been made with the aim of increasing the latitude
within which local governments can operate. For all levels of government, there is need to
hold dialogue with all stakeholders (local and centre) on which services are to be financed
by what resources: Local taxes, user charges or grants on the basis of the principles
outlined in the theoretical chapter in this report. After agreement, the revenues from each
source should be reviewed to match the expenditure needs for those services.
The study covered in its questionnaire an overview of both the recurrent and the capital
investments, although the main focus was on the recurrent costs. The sample local
authorities were asked to estimate the capital expenditure needs, an exercise which was
very difficult and demanding as many of the districts, municipalities and towns were
involved in these investments only to a very limited extent. The data collected was not
sufficiently comprehensive to give a full picture of the investment needs, but can give
some indication of the sector areas in most need of urgent investments (Cf. The attached
annexes). In the evaluation of the recurrent expenditure needs, the huge demand for
investment and the related costs of maintaining these investments should also be
considered.
5.3: Recommendations
5.3.1: General Reco mmendations
The current revenue sharing arrangements need review. As such,
1. There is need to establish a Budget Negotiation Committee . The tasks to be carried
out by the Committee should be to determine:
?? Annual budget allocations between the decentralised and non-decentralised
services.
?? The split of financial resources between (within decentralised services) between
central line ministries and local governments.
?? Inter-sectoral allocations to ensure balanced funding and development across all
sectors as w ell as reap the benefits of inter-sectoral linkages.
?? Financial compensation to local governments for any services that are to be
decentralised
?? Any other issues that pertain to the intergovernmental fiscal transfer mechanism.
The Budget Negotiation Committee (meeting annually) should comprise of representatives
of central government, local government and the civil society with the Local Government
Finance Commission acting as the Secretariat for such a body.
2. In view of the low compliance for GT payment and the relatively high payment rates
for Licences and Income Tax, there is need for reform of the Administration and
Collection of Graduated Tax (GT) in order to increase compliance, make it progressive
and lower costs of collection as follows:
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?? For formal sector GT payers (i.e. salaried and other income tax payers), GT should
be levied as an additional 3% on top of the Income Tax payable. The URA would
collect the GT together with income tax. Local Governments would only maintain
databases of their taxpayers in order to verify the amount owed to them by the
URA. In this case, there would be no need for printing GT tickets. In the FY
1999/2000, URA collected 83.5 billion in PAYE (Pay As You Earn). If local
governments levy 3% on top of what the URA charges, they would realise 12.525
billion from this section of taxpayers alone.
?? For Informal sector workers, payment of GT tax should be made together with
acquisition of any form of licence. That is, before a licence is issued, the licencee
should also pay or show evidence of payment for all other taxes including.
?? Require evidence of GT payment before a client benefits from any services e.g
Health Services.
3. Line Ministries, in consultation with local governments, need to urgently develop and
popularise appropriate and affordable National Standards of Service Delivery.
4. The issue of pensions and gratuity for local governments needs to be urgently
addressed. Most local governments have accumulated huge arrears for pensionable
staff on their payrolls and this service was decentralised without the accompanying
resources.
5. Local governments need to improve information management especially their revenue
databases. Significant potential revenue can still be realised if the local governments
maintained reliable databases on their potential taxpayers
5.3.2: Districts.
Local revenues in the rural districts are unlikely to increase tremendously in the near
future and most of the services that are provided by the rural districts cannot be effectively
run along commercial lines. Therefore, whereas private contributions towards the erection
and running of service facilities should be encouraged, districts will need an effective
system of grant transfers, which should channel even more resources to them. To alleviate
the current e xpenditure deficit, it is recommended that:
1. Districts be allocated a further 76 Billion in unconditional and equalisation grants
as an immediate step to help them meet their pressing recurrent expenditure
needs.
2. The Grant system should be reviewed. Focus should be put on the criteria to be used,
the conditionalities to be attached and the link with local revenue collection effort
should be emphasized. There is need to retire some conditional grants (for example
wage based conditional grants) and allow sectoral re-allocations in the others. It may
even be necessary to merge them and come up with one conditional grant per sector.
As it is now, total population takes an unusually large weight in the determination
of the grant amounts. This of course presupposes that expenditure needs are
basically the same on per capita basis across the districts. The resultant effect has
been that there is limited redistribution occurring. There is also need to reduce the
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fixed lump-sum of shs.153 million in the unconditional grant since this favours the
relatively small districts.
Secondly, conditionalities attached to some grants has encouraged a sectoral
approach to development while ignoring the benefits that could be derived from
intersectoral relationship. At present, education conditional grants account for on
average over 50% of all the transfers to local governments. While this has
generally pushed up the enrolment rates, absenteeism and drop-out rates are still
high in the poorer districts because of problems in other sectors. This is a classic
case of the importance of intersectoral relationships.
3. There is need to right-size district bureaucracies.
The wage component in district expenditures is very high and there are enormous
salary arrears to be cleared by the districts. This is especially important since
districts in Uganda vary greatly in terms of geographical size, terrain and
population density. It may be necessary to even give indicative figures of salary
levels to be paid for the different categories of local government Employees.
4. Revisit the allocation of local taxes to different local governments. Shared taxes at the
local government level are source of conflict and whereas the sharing of proceeds is
specified, the sharing of the costs of collection is not specified. It is recommended that
some taxes should be left to the districts with 100% retainer and some to the lower
local governments also with 100% retainer .
The requirement that divisions/sub -counties collect the local revenue and remit
35% to the district/municipalities and city council fragments the little resources
that are collected. In fact, in most local governments, this provision has not been
enforced or is a source of conflict. In others, the collection of local revenue has
been tendered and it is the districts/municipalities that are managing the tenders.
In some of those cases, the full share of the lower local governments is not
transferred.
5. Introduction of Property Tax for districts in the peri-urban areas (areas which are urban
in nature but have not yet been designated as urban councils) should explored and
encouraged.
6. In the medium to long-term, districts that have established their capacity to effectively
administer their local taxes should be considered for decentralisation of motor vehicle
licensing. It could be started in a phased manner.
7. Court fines payable by prisoners incarcerated in local government prisons should be
shared equally between the centre and local governments.
5.3.3: Urban Councils (Municipal & Town Councils)
For Urban Councils, the following recommendations are suggested:
1. A recurrent expenditure deficit of 6.3 billion has been identified at the town
council level. Avenues should therefore be sought to bridge this gap using intrasectoral and inter- sectoral allocations between the various levels of government
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2. Reform of the Valuation and Collection of property tax. As a requirement, the
property ratepayers should do the Valuations at the time of submitting building plans
for approval by the respective local governments. There is thus need to change the
rating systems from the Annual Rental Value to the Capital Value system. Secondly,
special attention should be paid to enforcement of payment.
3. Establishment of an effective borrowing system, appropriate for local governments.
This may require formation of a “Municipal Development Fund” . The Municipal
development fund could be funded from three sources namely donor funds, local
government contributions and central government allocations. This “mix” of funds
could then be used to extend long term concessionary loans to urban councils. This is
a sustainable way of use of scarce resources.
The operation of such a Fund would require the introduction of a credit rating system.
Credit ratings are necessary for local government borrowing as a local government
with good credit ratings increases its attractiveness as a well managed institution and
with the potential to pay back any borrowed funds.
4. Introduction of an effective system of User charges which are determined on the basis
of full cost recovery. The system should cover services such as parking fees in the
parks and on the streets as well as user-charges for services like piped water. This
could be combined with an appropriate social safety net regime to cushion the poor
against the effects of full cost recovery. One such method would entail the use of
different charges for the different types of consumers e.g. based on volume of
consumption or purpose (domestic as opposed to industrial consumption).
5. Review of Urban Grant system abolishing AREA as indicator or criteria since area is
not an effective indicator of urban expenditure needs
6. In the medium to the long-term, explore the possibility of privatisation of some
services that are of a commercial nature especially using schemes like “BOT” (build,
operate and transfer).
7. Municipal councils should be given the autonomy and access to resources equivalent
to that of the city council.
In other words, instead of grouping the city council and districts together, a new group
of local governments consisting of city and municipal council should be introduced
with the same status and access to resources as well as range of services. This would
consolidate their financial position and make them attractive to financiers.
8. For town councils, Education and Health services should revert to the districts in
which they lie and where these cannot be effectively run, these services should be left
to the private sector.
Health and Education services as specified in the law currently are too complex for
town councils to run and involve substantial spill-overs. It is recommended here that
town councils should be encouraged to deliver services like road maintenance and
lighting, garbage disposal, water & sanitation etc which can be run along commercial
lines. Town councils by nature and size cannot effectively deliver services like
education and health mainly because they are small in geographical and population
size and the two services involve substantial spill-overs.
LGFC – Revenue Sharing Study Report.

52

5.4: Summary of major Recommendations.
5.4.1: General.
1. There is need to establish a Budget Negotiation Committee.
2. In view of the low compliance for GT payment and the relatively high payment rates
for Licences and Income Tax, there is need for reform of the Administration and
Collection of Graduated Tax (GT) in order to increase compliance, make it
progressive and lower costs of collection.
3. Line ministries in consultation with local governments need to urgently develop and
cost national standards of service delivery.
4. The issue of pensions and gratuity for local governments needs to be urgently
addressed as it remains an unfunded local government mandate.
5. Local governments need to improve on information management especially the
management of their tax databases.
5.4.2: Districts.
1. Districts be allocated a further 76 Billion in unconditional and equalisation grants
as an immediate step to help them meet their pressing recurrent expenditure
needs.
2. The Grant system should be reviewed. Focus should be put on the criteria to be used,
the conditionalities to be attached and the link with local revenue collection effort
should be emphasized. There is need to retire some conditional grants and allow
sectoral re -allocations in the others.
3. There is need to right-size district bureaucracies.
4. Revisit the allocation of local taxes to different local governments. Shared taxes at the
local government level are source of conflict and whereas the sharing of proceeds is
specified, the sharing of the costs of collec tion is not specified. It is recommended that
some taxes should be left to the districts with 100% retainer and some to the lower
local governments also with 100% retainer .
5. Introduction of Property Tax for districts in the peri-urban areas (areas which are urban
in nature but have not yet been designated as urban councils) should explored and
encouraged.
6. In the medium to long-term, districts that have established their capacity to effectively
administer their local taxes should be considered for decentralisation of motor vehicle
licensing. It could be started in a phased manner.
7. Court fines payable by prisoners incarcerated in local government prisons should be
shared equally between the centre and local governments.
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5.4.3: Urban Councils (Municipal & Town Councils)
1. A recurrent expenditure deficit of 6.3 billion has been identified for town councils
and should be funded
2. Reform of the Valuation and Collection of property tax. As a requirement, the
property ratepayers should do the Valuations at the time of submitting building plans
for approval by the respective local governments. Secondly, special attention should be
paid to enforcement of payment.
3. Establishment of an effective borrowing system, appropriate for local governments.
This may require formation of a “Municipal Development Fund” .
The operation of such a Fund would require the introduction of a credit rating system.
4. Introduction of an effective system of User charges which are determined on the basis
of full cost recovery. The system should cover services such as parking fees in the
parks and on the streets as well as user-charges for services like piped water. This
system would also require the development of an appropriate social safety net regime.
5. Review of Urban Grant system abolishing AREA as indicator or criteria since area is
not an effective indicator of urban expenditure needs.
6. In the medium to the long-term, explore the possibility of privatisation of some
services that are of a commercial nature especially using schemes like “BOT” (build,
operate and transfer).
7. Municipal councils should be given the autonomy and access to resources equivalent
to that of the city council.
8. For town councils, Education and Health services should revert to the districts in
which they lie and where these cannot be effectively run, these services should be left
to the private sector.
5.5: Conclusion.
It may not be possible to wipe out these deficits completely. However, it is true that if
these recommendations are implemented, they will be able to significantly reduce the
fiscal deficits occurring at the local government levels. These deficits were in the first
place brought about by the separation of the decentralisation processes for revenues and
expenditure responsibilities. While the expenditure responsibilities and revenue sources to
fund these expenditures are mentioned in the law, there was no deliberate effort to relate
the costs of the services to be provided by the local governments to the revenues available
to them. As a result, there is a serious mismatch between expenditures and revenue at the
local government level.
It has often been said that decentralisation leads to increased efficiency as well as
accountability. However, the full benefits are yet to be realised in the Ugandan system of
Decentralisation mainly because of 1) the deficit that exists at the local government level
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as identified by this study and 2) the little relationship between local government
expenditures and revenues both in size and appropriateness for funding a particular service
(Cf. Section 2.4: concluding remarks on theory).
In conclusion therefore, it is recommended that before decentralising further
responsibilities to local governments, reviews to the present system should be made taking
into account the recommendations made in this report, especially the deficit (of 76.4
billion) that needs to be financed. The budget negotiation Committee proposed in this
study would form a good forum for negotiating such a review.
Secondly, before new services are decentralised to local governments, precise costings
should be made and appropriate consultations carried out with all stakeholders to achieve
consensus before such decentralisation is effected (Cf. Local Governments Act, 1997
Section 83 (3)). Again, the budget negotiation committee would provide a good forum for
such consultations.
Thirdly, in line with the principles established in this report, the appropriateness of a
particular source of revenue for funding a certain responsibility should be ensured.
Finally, the Development and Costing of National Standards of Service Delivery
should be done with the full involvement of local governments.
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Appendix 1: Issues Raised by the Pilot Sample Local Governments.
Expenditure
(1)

ISSUES/SECTORS

PROBLEMS/CONSTRAINTS

EFFECTS

REMARKS

Wage Bill (General)
For staff in LG Service

?? Unconditional grant insufficient to pay
for LG employees
?? Annual increases in the grant does not
take care of promotions, annual
increments or new recruitments.

?? Salary arrears
?? Need to retrench excess staff but
who pays retirement benefits.

?? Wage Bill as percentage of
unconditional grant varies among
local governments.
?? Differences emerge from the way
the formula for distribution of the
grant was designed.
Tororo
Unconditional grant = 131 Mil.
Wage Bill
= 538 Mil.

Lira+ Bugiri
Salary arrears for Local Administration
Police since 1994-1997.

(2)

Education
?? (Nursery, Primary, Secondary,
Technical, Special)

?? Primary Education is almost wholly
funded by donors and the centre.
?? Secondary Education not yet
decentralised.
?? Primary Education is purely a private
service.
?? Technical and Special education is
mostly donor funded.
?? School libraries not catered for.

Breakdown
of
inspection
and
deterioration of quality education in
countryside.

Lira Municipality
Unconditional grant = 8 Mil.
Wage Bill
= 17Mill.
?? LGs cater for costs of Inspection
(although allocations not sufficient),
Sports, music, scouting.

?? Lack of staff houses
?? Lack of furniture in schools
?? Central procurement of equipment
leads to delays and sometimes
delivery of irrelevant equipment.
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(3)

Health
?? Preventive
?? Curative
?? Referral

(4)

Water and Sanitation
?? Boreholes
?? Protected Springs

(5)

?? Curative
recurrent:
Central
government funded.
?? Curative - capital: Donor funded
?? Preventive - funded by both Centre +
Donors.
?? LGs
make
token
contribution
especially towards fuel for M&E
?? Referral services (where existing):
donor funded.

?? Strong vertical relationship of
health technocrats with line
ministry.
?? Little interest and involvement of
local councillors in programmes in
the sector.

?? Mainly donor-funded
?? Local Revenue is used for M&E
although it is inadequate.

?? Concern of recurrent implications
of the capital investments.

?? Funded by centre (salaries, transport,
operational expenses).
?? Unavailability of the necessary
qualified staff in some districts.
?? Lack of Infrastructure in most S/Cs to
house graduates.
?? No Vehicles for M & E

?? Effectiveness reduced.
?? Vacancies still existing.
?? Commuting and waste of manhours.

?? Funds for disease control still
centralised yet it is a decentralised
responsibility.

Agriculture Extension
?? Staff
?? Logistics
?? Offices
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?? Operational
expenses
inadequate though.

are

In Tororo
?? 70,000/=
for
motor-cycle
maintenance per person.
?? Centre dictated disciplines of staff
to recruit.
?? Need to subsidise cost of
Agriculture Inputs.
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(6)

Roads
?? Feeder/district Roads
[Periodic and Routine Maintenance]

Tororo/Bugiri
?? Wholly funded by Central government.
?? Culverts and big bridges on feeder
roads not catered for in the conditional
grants
?? Opening up new roads not catered
for?
?? Upgrading roads from one class to
another not catered for.

(7)

Training of LG Staff

?? Mostly undertaken by Ministry of Local
government and funded by donors.
?? LGs do not have funds for training.

(8)

Street lighting and fountain

(9)

Statistical Services

?? No money to pay U.E.B. yet U.E.B.
does not pay property tax . Same with
NWSC.
?? No facilitation (transport, Software).
?? No technical support (Link with
UBOS).

?? Some big old bridges on some
feeder roads are in a dilapidated
state due to lack of financing.
?? [Setting up of road units in each
district].

?? Training is suppply driven and not
demand-driven.
?? As a result, the training is
Irrelevant to some LG cadres.
?? U.E.B. & NWSC enjoy services
provided by LGs but they do not
make any contribution.
?? Poor quality and unacceptability of
data done by districts.
?? Poor Planning or the lack of it.
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?? Some big old bridges on some
feeder roads are in a dilapidated
state due to lack of financing.
?? Need for Central Intervention
In Bugiri,
?? Linking Islands to main land needs
opening of new roads.
?? Because of Tsetseflies, whole
villages were abandoned for
sometime leading to disappearance
of whole roads. Central support
needed to open these roads
In Bugiri:
A problem for audit staff . The training
organised at UMI was not relevant to the
challenges of value for money audit.

Not yet seriously considered.
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(10)

Emoluments & Allowances for District
Councils, Boards and Commissions
(DC, DSC, LGPAC, DTB & DLB)

(11)

Youth and Women Councils

(12)

Security

?? Urban councils do not contribute to
LGPAC and DLB whereas they are
beneficiaries of their services.
?? 15% limit, chargeable from districts'
own revenue.
?? What about the M & E(Money and
transport) costs of the DC of Central
government funded programmes
[Local Govt. Act 31(6)].
?? Lack of awareness among Councillors
on relevant laws and functions.
?? Supposed to be funded by Centre but
Funds failed to come.
Funding
responsibility consequently reverted to
DCs

?? Petty
squabbles
councillors.
?? Inefficiency.

among

?? Law unclear on cost of burden

?? Law unclear on cost of burden

?? Financial implications of security
meetings on district budgets [meetings
extra burden on district revenues
Local Govt. Act 1997: 31(7)].
(13)

Creation of New Districts

?? Quarrels between old and new
districts

?? Sharing of Assets and liabilities
?? Money given
starting off.

to

districts

?? Issue currently under review.
?? You need a % as an upper limit
and a fixed amount as a floor.

?? Law unclear on sharing
revenues and liabilities.

for
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of

REVENUE
REVENUE SOURCE
Forestry:
40% to Local Governments

PROBLEMS/CONSTRAINTS
?? 40% is not sufficient for operational
expenses of LGs on the sector which
is wholly decentralised (Salaries,
logistics, transport etc)

Markets

?? V.A.T. charged on LG user charges

GT

??
??
??
??
??

No database on taxpayers
Resistance to pay
Widespread of taxpayers
Seasonality of incomes
Bad Condition of roads

EFFECTS
?? Forestry department almost not
operational in most districts.

REMARKS

1)

?? Need to do sensitization
?? Provide transport, computers and
software.

2)

Use of violence necessary to increase
collection rates.
Arresting and imprisoning is more
costly to LGs.

Parks

?? V.A.T. charged on LG user charges

Property Tax
Land Tax

?? No money for valuation of properties.
?? Lack of staff to enforce physical
planning in local governments.

?? Use of old valuation rolls
?? Districts cannot even its survey their
land

?? Need to amend rating decree (1979)
which requires valuation to be done
Chief Govt.Valuer or his/her
representative.
?? Need to strengthen district land offices

Court Fees and Fines

?? Taken by Centre 100% while the local
administration police and inmates are
maintained by the districts

?? A delay in handling of cases by
Judiciary leads to plummeting of
expenses by districts.
?? Temptation by Local governments not
to enforce law and order since it is a
costly exercise.

?? No money to hire staff for land office.
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Appendix 2: Statements made during the pilot phase that require attention.
1. How can we (or anyone else) calculate unit costs for the delivery of services if there are no
minimum standards of service delivery?
2. Under the block grant system (FY 1993/94), our district delivered better services than at
present.
3. Instead of encouraging good local practices by some local governments, central bureaucrats
lump all districts together as incompetent. Is it not a desire of these bureaucrats to maintain their
hold on local governments?
4. Instead of helping local governments build capacity as intended under the decentralisation
policy, line ministries have reacted to local government ineffectiveness in service delivery by
conditionalising grants. When will local governments ever learn by doing?
5. Conditionalising grants is the method used by central bureaucrats to show local government
inability to prioritize and utilize funds effectively.
6. The aim of keeping the processes of decentralising tasks and finances separate was to transfer
deficits to local governments (decentralising excuses).
7. Unconditional grant is basically a wage grant while the conditional grant is basically for
operations (capital and recurrent). The fact that locally collected revenues make up only a minor
fraction of total local revenues (around 20%), this scenario amounts to a case of local
governments implementing central projects and priorities. The centre pays local government
employees and provides operational funds, the local governments provide fuel and other minor
logistics.
8. There is little co-ordination between donor funding, central funding and local funding. This has
resulted into non implementation of district plans as each party is busy implementing its own
programmes.
9. With its meagre resources, how does a district handle the impact of disasters like flooding, cattle
rustling and insurgency with their effects on local revenue without central support?
10. Sustainability, continuity and recurrent cost implications are rarely taken into account when
injecting huge amounts of money in local governments without their meaningful involvement.
11. Variations in central transfers to local g overnments make planning difficult.
12. The work of local boards and commissions were greatly under-estimated and therefore requiring
these bodies to work part-time was not realistic.
13. There is lack of transparency in central government financial dealings. Formulae for distribution
of grants are not clear.

14. Sharing of revenues between the centre and local governments should be at source.
15. Districts inherited a large number of mostly inefficient staff from district staff of line ministries.
However, the centre is abrogating from its responsibility to pay retrenchment benefits where
these are no longer needed by the districts. Posting someone to a district used to be a
punishment for stubborn and inefficient staff.
16. Conditional grant funding has encouraged a sectoral approach to development at the districts
while ignoring the implications of intersectoral relationships.
?? A dose of dog vaccination costs 1,000/=. A similar one for humans costs 40,000/=. In a
district like Apac where rabbies is common, putting a lot of emphasis on human health
while ignoring animal health illustrates a classic example of failure to take advantage of
intersectoral relationships.
17. Government needs to put in place a set of criteria to be fulfilled before an entity can qualify to
become a loc al government. Such criteria should take into consideration factors like population
size, financial base, and human resource.
Central budgetary allocations need to be negotiated.
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Appendix 3: Comments By Stakeholders At The Workshop.
COMMENTS BY THE STAKEHOLDERS ON REVENUE SHARING STUDY AT THE WORKSHOP
HELD AT HOTEL AFRICANA ON 2ND NOVEMBER 2000.
The participants commended LGFC for the efforts being put in to address critical issues in
the intergovernmental fiscal relationship in the country. The report highlights aspects of
weaknesses in Local Governments in budgeting, revenue mobilisation and the need to
improve capacities especially in tax administration.
It was noted that there is mistrust between the centre and local governments. The mistrust
has led to the proliferation of conditional grants. In addition conditional grants carry
conditions which may not be appropriate for unique problems in particular Local
Governments.
While the current fiscal Decentralisation has improved the level of service delivery in the
country, there are still gaps to address. Some of those mentioned include:
?? Mismatch between decentralised tasks and finances (which this study is trying to
address).
?? Over conditionalising of grants/transfers hampering financial management in terms of
personnel and time requirements.
?? Lack of technical expertise of management of decentralised issues in planning and
procurement in local governments.
?? Lack of pension schemes in local governments.
?? Inadequate monitoring of government expenditure in local governments.
?? Inadequate confidence in local governments to negotiate for appropriate conditions on
transfers.
Participants also noted the study points out that:
?? There is a limit to which local governments can be created.
?? That the sector -wide approach may not be good for district-wide development.
?? Municipal Development Fund being recommended need to be extended to rural Local
Governments.
Areas of Concern in the Report
?? That the figures given by the line ministries need to be discussed with Local
Governments.
?? In the areas of under performance of local revenues, the study missed out the political
element.
?? The critical elements of revenue sharing need to be emphasized (however, none was
mentioned by the participants).
?? In the case of Budget Negotiating Committee, some participants equate it to the
current sectoral working group on Local Governments, while others believe its
establishment will conflict with the mandate of the Commission. The report needs to
clarify on this aspect.
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?? That the recommendation of immediately adding shs. 76 billion on unconditional grant
is untenable in the short run. There is need for more clarification on how the
recommendation can be implemented.
?? The proposal on improvement of property tax is counter to what Ministry of Local
Government is recommending. There is need to reconcile the two.
?? PAF and PEAP have taken away the role of local governments.
?? The issue of accountability needs to be taken care of in the study to give a firm basis
for any advocacy of transferring more resources to local governments.
?? The report need also to appreciate the institution of Bulungi Bwansi in service
delivery.
In conclusion, the effort was appreciated and awaiting the incorporation of workshop
comments and production of the final report.
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Appendix 4: List of Workshop Participants
No.
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.

Name
Kamugisha Ephraim
H. Masembe-Kajubi
Patrick Ogwal Okumish
Philip Mitchell
Mbahamiza Edgar
Alia Seraphine
Ben P. Otim
Kyaterekera Stephen
Jesper Steffensen

Designation
Sec. Finance LC V
Senior Statistician
Planner

Organization
Rakai District Council
MAAIF
Lira District Council
PriceWaterHouseCopper
Principal Adm. Officer
UBOS
Deputy CAO
Adjuman District Council
Ag. CAO
Lira District Council
AS/F & A
MOWHC
External
Consultant/ NALAD
Revenue Sharing Study
Luwangwa Francis
Team
Leader/Revenue LGFC
Sharing Study.
Babale Adam
Economist/Planner
LGFC
Banyoya Lawrence
Commission Secretary
LGFC
B. B. Kabumba
Deputy CAO
Kamuli District Council
Chuka Muzaham
Sec. Finance LC V
Kamuli District Council
Oneka Jackson
Town Clerk
Adjuman Town Council
Z. A. Ndifuna
Vice Chairperson
LGFC
G. Grace Ogwang
Sec. Fin. & Adm.
Lira District Council
Richard Adoko
Ag. CFO
Lira District Council
James Nsaba
Finance Officer
Rakai District Council
Denis Mugarra
Town Clerk
Fortportal Municipality
Okolimong Benedictus
Sen. Finance Officer
Kamuli District Council
Kibondwe G. W.
CFO
Masaka District Council
Omara Abong
Deputy Secretary
LGFC
Peter Egobu Ebalu
Trainee Economist
LGFC
W. K. Onencan
PO/TO
LGFC
Ogwal Olule Paul
Town Clerk
Lira Municipal Council
Muwanga Peter
Mayor
Kamuli Town Council
Richard Magola
Town clerk
Kamuli Town Council
Nagadya Erioth
Economist
LGFC
Ssalongo
William Sec. For Finance
Masaka District Council
Kalumba
Esther Alele
P/Secretary
LGFC
Ogwang M. H. O
Asst. Commissioner/BPD
MoFPED
Latim Lawrence
Economist
LGFC
Frank Ryan
P.S. Advisor
Irish Embassy
S. Ohieng
Administrative Secretary
UAAU
J. Omodo Anyuru
Mayor
Lira Municipal Council
D. Kigenyi Naluwairo
Hon. Secretary
UAAU
Tom Matte
DLGAI
MoLG
Daniel S. Iga
Program Officer/DANIDA Royal Danish Embassy
H. N. Nayer
Fiscal Federalism Advisor
MoFPED
Kaganda Bob.
Mayor
Fortportal Municipal Council
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42.
43.
44.
45.
46.
47.
48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.

Nsamba-Gayiiya
S. Wenkere Kisembo
Babihuga Winnie
Assimwe
Balamu
Mwijukye
Salim Bachou
Richard Cong
Bagerize L.
Haji Ali Matovu
Musa Basajabalaba
Tumwesigye Anthony
Christopher Ebau
Muzira K.
Kabuye Stephen
Stephen L. Kavuma
Sauda Nalumu
Makamba L.M.
Ndoleriire William
Kisembe Grace
Wagira Moses
Koire Edinani
Kushemereirwe Kate
Lumu Stephen
Dick Wanasolo
Stephen Galuwango

Ag. Chief Gov’t Valuer
COD/FM
MP
For CAO

MoWLE
Dec. Secretariat
Parliament
Kabarole District Council

Commissioner
PWO/DWD
Town Clerk
Councilor
Statistician
Economist
CFT/PMU

LGFC
MoWLE
Masaka Municipal Council
Masaka Municipal Council
LGFC
LGFC
MoLG
MoLG
Entebbe Municipal Council
Mukono Town Council
Mukono Town Council
MoFPED
MoFPED
Buwenge Town Council
LGFC
Tororo Municipal Council
LGFC
Top Radio
THE PEOPLE
Bukedde

Mayor
CFO
R/C
Senior Economist
Senior Economist
Town Clerk
Commissioner
Senior Auditor
P/Steno
Reporter
Journalist
Journalist
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