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Inside the fig

Battle. Uganda's rice industry
has reqistered an impressive
growth over the last two
decades. But fights between
senior government officials
and a battle for supremacy
between two leading firms
have undermined the gains,

writes Ivan Okuda.

tion of sq -

ins of the sector and senior gov-
ermment officials, pitting importers of
rice and millers on one hand and do-

mestic producers on the other.
President Museveni hosted, for

about two hours, at least 35 members
in the sector and political leaders in a
bid to bring to an end the matter polar-
izing the sector.

In attendance were the President’s
Principal Private Secretary, Ms Molly
Kamukama, commissioner for crop
production at the Ministry of Agricul-
ture, Animal Husbandry and Fisheries
Okasai Opolot, Agriculture minister
Vincent Ssempijia, Planning minister
David Bahati, Investment minister Ev-
elyn Anite, and former envoy to China
and chairman Rice Council of Uganda
Phillip 1dro.

Others are former premier Amama
Mbabazi's daughter Rachel Kiconco
Mbabazi, Kibimba Ltd CEO Venugopal
Pookat and representatives from FOS
Logistics Limited, including the direc-
tor Vasmeen Patel.

Stormy meeting

It is reported that tempers flared
during the meeting as competing 1n-
terests became apparent. Sources
claim the President closed it with no
solution, save seeking more time to get
more information before he could arbi-
trate the dispute.

Each camp retreated and has since
been holding several other meetings,
and lobbying sympathisers in differ-
ent government and private sector
outfits.

At the heart of the conflict, says the
Kibimba Ltd chief, Mr Venugopal, “is
a request by importers of rice to gov-
ernment for yet another concession to
import in the next six months at least
120,000 metric tonnes of rice at a re-
duced duty rate of $150 (Shs540,000)

per metric tonne.”
“We are not opposed toimportation,
we are only opposed to how it is being
done; smuggling of rice, bringing in
white rice and declaring it as brown
rice and the rot in the system. If this
situation continues like this, we shall
1ave no choice but to close our opera-
ions and our workers have got closure
otices,” says Mr Venugopal.

The dispute is a result of a Cabinet
cision to allow an exemption on im-
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port duty for rice to bring to control
food scarcity that had hit the country
in2017.

However, this exemption was re-
stricted to rice.

“Even when Cabinet granted an in-
centive of zero import duty to fix the
food crisis in respect of husked rice as
an emergency measure, the cheapest
rice was retained at Shs3,500 a kilo-
gramme which was still unaffordable
for the Ugandans who were heavily
struck by famine,” argues Keith Muha-
kanizi, the Secretary to the Treasury, in
a July 31, 2017 letter, addressed to the
Finance minister, Mr Matia Kasaija.

Mr Muhakanizi opines further:
“Statistics at URA [Uganda Revenue
Authority] show that rice was being
exported out of the country when we
were importing it at a reduced tax and
at zero tax. This reinforces our argu-
ment that rice is not for the poor and
importing it doesn’t address food
shortage but only profits a few indi-
viduals.”

Whereas 2017 came with fresh ex-
emptions, the fight began in 2014
when Uganda started to register a hike
in imports. New players threw their
hats in the ring to get a pie of the lucra-
tive sector. In came haggling over tax
exemptions and duty waivers granted
to importers, especially in respect of
integrity of the process and who ben-
efited, raking in billions of shillings in
record time.

History

Uganda's rice industry has grown by
leaps and bounds, registering impres-
sive figures in production over the last

Kibimba Rice Scheme in 2016. Fru proTo
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10,000

Amount of land in acres that
Kibimba Rice Scheme sits
occupies.

2,000

Number of Ugandans employed
at the scheme.

49,000

Installed capacity of Kibimba
Rice Scheme in tonnes but it
only does 15,000 tonnes.

two decades.

On January 22, 1982, President Mil-
ton Obote commissioned KibimbaRice
Scheme constructed with the assis-
tance of the government of the People’s
Republic of China, near the town of Bu-
giri, abackwater in eastern Uganda.

Established in 1973 as a government
venture to bolster food production, the
scheme fell into a tailspin and wasted
away, giving way to derelict structures
inthe 1990s bearing the lasting vestiges
of the post-colonial industrial pulse.

Yet the story of Kibimba’s demise fit-
ted into the script of the monumental
collapse of these industries in a coun-
try ripped apart by coups, anarchy and

bloodshed.

Kibimba'’s potential was rekindled in
1996 when Tilda Limited, a company
owned by Indians of Ugandan origin,
acquired the property from govern-
ment and revamped it.

Today, it sits on a sprawling 10,000
acres and employs up to 2,000 Ugan-
dans at peak time.

Over the last two decades, the sector
has expanded and now meets 80 per
cent of the country’s food consumption
needs.

Northern Uganda, which bore the
brunt of a two-decade Lord Resistance
Army rebel war, is now host to blos-
soming farms occupying tens of thou-
sands of acres.

Today, according to figures from Rice
Association of Uganda (RAU), 96 per
cent of rice is consumed in the country
and 4 per cent is imported.

RAU now says the country is target-
ing 600,000 metric tones by this year’s
Christmas.

About 450,000 farmers get their live-
lihood from growing the cereal with
50,000 coming from Northern Uganda
mainly Nwoya, Amolatar, Amuru and
120,000 from Butaleja, Tororo and Bu-
giri. The sector’s growth has turned
into anallure, charming more investors
who in an archetypal capitalist setting
are keen to bet for the windfall.

Is there a crisis in the rice sector?
Yes and no; depending on the side of
allegiance in these supremacy fights.
Inabid to insulate domestic farmers
from the vagaries of cut throat com-
petition from business giants in con-
tinents such as Asia where agriculture

i; heavily subsidised, enabling compa-
nies there to harness their maximum
potential, the East African Community
came up with a Common External Tar-
iff (CET) for imports coming from out-
side the community.

Importers of rice from outside EAC
were to pay $345 (about Shsl, 242,000)
per metric tonne of rice.

The policy is in tandem with eco-
nomic interventions employed by
countries such as USA and Japan
which at the height of their journey to
industrialisation heavily subsidised
local industry or even close home, the
Asian Tigers (South Korea, Taiwan,
Singapore, and Hong Kong), yester-
day’s under developed countries which
protected infant industries home from
fpreign competition through protec-
tionism.

That was the spirit of the EAC’s tar-
iff, with Tanzania and Uganda, which
are big on rice production, ultimately
smiling to the bank as local farmers

reaped big.

So restrictive was the import re-
gime that importers were and are not
allowed to bring in white rice (ready to
eat, polished rice) as they can only ship
inbrown (husked rice), processit here
hence creating jobs for Ugandans.

Some domestic farmers allege thai
between 2015 and 2018, importer:
have, in collusion with governmen
officials, circumvented the system
enjoyed fat tax waivers and in the pro
cess, the country has lost billions in ta
foregone.

However, Mr Phillip Idro, the Ric

Council of Uganda chairman, allay

fears of the local farmers and cha
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cLOSUR! NOT“_:!- Kibimba Ltd is said to have benefited fram government subsi
groping as other businesses partake of the same cake, comparing it to a person who t

dies and is only sour
ws away the ladder

afte! ““T"d‘,”? l;‘” areasy pale. The company has already Issued clasure natice to its workers When this
- (a1
sowspaper visited the farm in Bugiri on Thursday, activity was low as managers and workers said the uncertairty

jnthe sector had cascaded down to the site. However, Invest

merit minister Evelyn Anite in a letter seen by this

pewspaper to the company laughed off the move as a bluff choreagraphed to blackmail government

jenges them totighten their seat helts,
gtand up to the challenge of consump-
tion demands, embrace competition
gnd appreciate the dynamics of a free
market economy.

He on the contrary accuses players
ach M”lenmhn of “hiding behind
farmers’

«The task as we know it, from the
meeting with the president, is to in-
crease productionso that in two years'

;me there is N0 more importation of
coinUganda so we have alot of work
1o dobuilding capacity of our farmers,”
hesays-

pomestic farmers such as Dr Agnes
Atim Apea, the director of Hope De-
velopment Initiative Cooperative, who
works with and supports rice farmers
nnorthern Uganda and Mr Venugopal
<ay the importers want to arm twist
the president and government into al-
Jowing them import rice that will wipe
outlocal producers.

Fight between importers, local farmers
A perusal of the documents and
ds of correspondences indicates
the fight between importers and local
farmers has been a long winding cat
and mouse games, each appealing to
reason and conscience of decision mak-
in the sector to no avail.
onJune 6, 2016 the minister of State
for Planning Mr Bahati, wrote to the
Director Technical Services and Devel-
opment, FOL Logistics (U) Ltd, a com-
yx.hatﬁnds itself in a tug of war
with Kibimba, who had raised issues
on taxation in respect of their invest-
ment inrice.

He had requested that URA rules
on whether paddy rice and husked
(brown) Tice is an unprocessed agri-
cultural product whose value addition
does not exceed the 5 per cent soas to
be entitled to exemption from VAT.

The Value Added Tax Act Cap 349
does not exempt rice but rather zero
rates the locally grown and milled rice
in Uganda to encourage growing and
milling in Uganda.

He also reported threats from other
companies to government, to which
Bahati replied: “We arealso aware that
you raised an issue of threats by other
companies, I trust government insti-
tutions not to be swayed by actions of
Jobbyists as the institutions’ actions
areguided by law.”

As procedure requires, the proposal
to reduce import duty on paddy rice
and brown rice from US$ 345 per met-
ric tonne to $250 was presented to the
EAC secretariat for consideration.

The EAC Sectoral Council on Trade,
Finance and Investments granted
Ugandaan import duty rate of $250 for
one year effective July 1, 2016.

Itis then that local producers of rice
stirred ripples of unrest.

A week later, Mr Bahati's boss, the
Finance, Planning and Economic De-
velopment minister, Mr Matia Ka-
saija, wrote to Tilda (U) Ltd Director
(Venugopal), saying; “The Council also
ordered for a comprehensive study to

be undertaken by the EAC secretariat
to determine the appropriate tariff for
rice considering that partner states had
raised concern on what they perceived
to be very high taxation on rice. Kenya
and Rwanda import rice at 35 per cent
or $200 and 45 per cent or $345 per
metric tonne respectively, which rates

Entitlement. “I don’t want to be involved in industry cat fights because competitors

are fighting for margins and making lots of claims. Don't involve URA in cat fights (f one
Importer captured the market at the expense of others, we are 3 free market economy and
itis about competition. No further comment,” we mexsons KaTESHUMEWA URA CUSTOMS 0SS

Shaky. As the rope pulling
persists, the heart of the country’s
rice sector remains shaky. When
all is said and done, Uganda's rice
farmers have to up their game
Kibimba's installed capacity

is 40,000 tonnes but it only
does 15,000 tonnes, some say

a little competition will tickle
these entities out of slumber as
competitors evict them from the
comfort zone

Ambitious dreams. Actors such
as Mr Phillip Idro, the Rice Council
of Uganda chairman, say they

are now turning their efforts to

are below what Uganda was charging
hence creating room for smuggling rice
into the Ugandamarket.”

On August 22, 2016, Kibimba Ltd
CEO Venugopal wrote to Mr Kasaija,
arguing that import of paddy would be
adirect disincentive to domestic paddy
producers.

“It is with this pragmatism that we
raise our concerns on whether conces-
sional tariffs to intermediate products
(brown rice) and raw paddy would
benefit Uganda. Instead it appears
that this policy is more likely to benefit
one single company and the countries
from which the brown rice is imported,
thereby weakening the EAC policy and
the benefits that it ensures,” he said.

The fight between Kibimba (for-
merly Tilda) and FOL Logistics has
since shifted inside the marbled hall-

ways.
At the time of writing this story,
there was a push by millers and im-
porters for 120,000 metric tonnes at
arate of $150, a development that has
sucked in government officials.

Ministers fight

Ministers are also pulling rugs under
one another’s feet over the issue.

For instance, on October 30, 2017
minister Kasaija wrote to President
Museveni inresponse toadirective fol-
lowing a meeting with FOL Logistics
representatives where the president
had asked finance officials to craft a
memorandum of understanding with
the company guaranteeing thatimport
duty of husked rice would be less than
$200 per metric tonne for the next
three years.

Mr Kasaijatold the president he was
not clothed with power to ink this deal
as such mandate was resident in the
EAC Council of Ministers.

“The rate of $345 per metric tonne
on imports of husked rice is meant to
protect the local farmers who currently
produce about 237000 metric tonnes
ofrice per annum. There are initiatives
inUganda and Tanzaniatoincreaserice
production so that the EAC is self suffi-
cient in both consumption and export.
Any change inthe tax treatment would
undermine the objectives of the policy
and affect many small holder farmers
inUganda,” he wrote, adding:

“If EAC partner states allowed
Uganda to impose a lower duty rate on
imports, “for this one company (FOL
Logistics), it would have serious im-
plications on Uganda’s grown rice in

fulfilling Mr Museveni’s ambitious
dream of a self sustaining rice

r capable of reaping from
rative exports while feeding
Ugandan mouths

Moderation. Byt if the country

is to protect local infant sector,

as was the winds of industrial
growth swept across Japan, USA
and the Asian Tigers, transparency
and equity must quide the
moderation of the tax regime; so
far, the president remains the final
arbiter as his coterie of officials
are sharply polarised in these
supremacy fights.

the region; above all, government will
fqrcgo revenue estimated at Shs30.259
billion if import duty is fied at $200
per metric ton assuming that the im-
ports of the company remain at the av-
erage of 56,400 metric tons annually.”
“Your Excellency, we wish to point
out thatasa policy it is unfair andineq-
uxtqble to grant one company a prefer-
ential rateinanagreement at the exclu-

ol >

tion and wiping out local players in the
sector,” Mr Kasaija concluded.

Healsoargued that the earlierincen-
tives had no real benefit to Ugandaand
out competed local rice farmers.

In March 2017, owing to food inse-
curity in the country, government
approved import duty tax waiver for
unprocessed rice to bring down food
prices. As such, according to the fi-
nance minister, 63, 297 metric tonnes
of rice were imported under the waiver
between April 1 and September 10,
2017 and the revenue already foregone
by government was Shs78.866 billion.
Of this, FOL Logistics imported 38,208
metric tonnes (60 per cent) and rev-
enue foregone was Shs476 billion.

In October 2015, he told the Presi-
dent, government granted FOL Lo-
gistics Uganda Limited a duty waiver
from $345 to $250 per metric tonnes
onimports of husked rice. )

FOL Logisticsimported 59,318 metrc
tons of rice valued at Shs50.482 billion
and the estimated revenue foregone
arising from this policy measure was
Shs20.286 billion.

If the partner states rejected the re-
quest by FOL Logistics for a reduced
rate, and Uganda decided to proceed
with the same, Kasaija cautioned the
president: “We would be in breach of
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237,000

Metric tonnes. Amount of rice
praduced by local farmers per annum.

on behalf of the company.”

On July 31, 2017, finance Permanent
secretary and secretary to the Trea-
sury Mr Keith Muhakanizi had written
abrief to Kasaija, advising: “It is unfair
and inequitable to grant one company
a preferential tax rate at the c‘(slnsxon
ofall others in similar business.

|mposter responds

l‘\’/[s Elizabeth Rum:n!yika Kasenene,
who spoke for FOL Logistics, sm¢ “We
have never received preferential tax
treatment from government. We have
fully participated in gove_mmem tax
measures targeted at the rice industry ~™
in totality.”

FOL ltggistis also revealed that the
accusations of smuggling are flawed.

“Ip's not surprising that the allega-
tions come from a competitor that
has never imported and is not aware
of the measures put in place by URA
We are among the top 25 taxpayersin
Uganda,” Ms Kasenene says.

But Dr Apea asks: “Under yv‘hat
circumstances are those tax waivers
given? How does a company w_ake- up
one day and say because tr_xere is fqm-
inegive meaduty freesol import rice
Why didn’t our government co_nsull
Kibimba which has been here with s
forall these famines? Or evenwe farm

sion of all other companies in similar ingi
P b e . rt
business. It contravenes the principle  EAC rules. Alternatively my ministry ersinthe nor.th?_Somethmg15‘?e )
i ; sl d Tinvite you to probe who
Qf equity and faimess. At the same  would have to pay the same amountin  wrong an invite you i how the
time, it may lead to serious distortions  taxesforegoneon accountof the reduc- behind these _compames“t I
in the market such as unfair competi- ~ tion estimated at Shs30 billion to URA  get preferential treatment.
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