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. The ICT sector supports all three platforms 2
heeded for the digital economy
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ICT taxes weaken all three platforms and disadvantage the poor



.. International studies measuring the impact of a 10% .
increase in mobile broadband penetration on GDP
growth

Czernich et al. 2009 OECD, 1996-2007 0.9-1.5%
Koutroumpis 2018 OECD, 2002-2016 0.82-1.40%
OECD 20171 EU countries, 1980-2009 1.1%
Qiang et al. 2009 Low income countries 1980-2006 1.4%
Scott 2012 Low income countries 1980-20T1 1.35%
Endquist et al. 2018 Global 2000-2015 0.6-2.8 %

World 1.5%
'Y 2020 Africa 2.46%

B Higher broadband penetration spurs economic growth and job creation.

B There is a well established link between broadband penetration and GDP growth. The ITU (2013 & 2020)
lists a range of studies that measure the macroeconomic effects of mobile broadband penetration.

B The effects vary for sets of countries and time periods and range from 0.8% to 2.46% of additional GDP
growth for an increase of 10% in mobile broadband penetration.

B The additional GDP growth of a 10% higher broadband penetration is not a once-off benefit but
continues to benefit a country going forward.



Effect of 10% higher mobile broadband penetration on selected
African countries based on the ITU (2020) data for Africa

ANngola 94,635 2,328 9.2% 215 946
Botswana 18,341 45] 19.5% 88 183
Burkina Faso 15,746 387 15.2% 59 157
Cameroon 38,760 954 12.2% 117 388
Cote d'lvoire 58,792 1,446 12.0% 173 588
Ethiopia 96,108 2,564 /7.6% 180 9061
Malawi /7,667 189 17.3% 33 /7
Kenya 95,503 2,349 15.6% 367 955
Rwanda 10,122 249 13.5% 33 101
South Africa 351,432 8,645 27.0% 2,330 3,514
Tanzania 03,177 1,554 11.8% 184 632
Uganda 34,587 846 11.6% 98 344
Zambia 23,065 567/ 15.2% 86 23]
Sub-Saharan Africa 1,755,011 43173 18.9% 8,176 17,550

B The potential economic cost of ICT Sector taxation must be taken into account.

B | ower prices lead to higher broadband penetration and thus to increased economic growth and, as a result, also
increased tax revenues for the state.

Across Sub-Saharan Africa a 10% higher broadband penetration would yield USD 43 billion in additional GDP growth
and USD 8 billion in additional tax revenue for states, based on the latest ITU data (2020) for Africa.

Increasing tax compliance and tax to GDP ratio by 1% leads to even higher tax revenues



.« The affordability gap is neither good for our .
societies nor MNOs

Internet users in Africa

Potential 76%

Current 25%

2G

Population
coverage

33% 69% 76% 100%

Source: ITU data for 2019



s Q1 2021 1GB per month as % of GNI per capita per month ¢
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The main objective of taxation is to generate income for state
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B Tax avoidance by multinationals
through transfer pricing

B OECD initiative: minimum CIT of 15%
(30 countries joined already)

® Domestic service providers have
disadvantage if streaming services do
not pay VAT as well. Hence withholding
taxes.

B The OECD recommends that VAT is
charged on non-resident companies,
but that the existing processes for
collecting VAT are simplified.

in Africa often used to generate income
for state

Spectrum fees, in particular once off fees
are often used to generate income for
state

USF fees are often collected by revenue
authority and not disbursed leading to
additional indirect taxation



After introducing new taxes, ICT revenues
are likely to continue to grow, but from a
lower base. Example Guinea:

RIS

® Total voice traffic (millions of minutes) ® SMS traffic (millions of SMSs)
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- Best-practice principles for taxation .

mBroad-based: A broad base of taxation means that a lower tax rate is
required to raise the same revenue, while sector specific taxes distort
incentives and require higher levels of taxation to get the same revenue.

m Take into account externalities: Sector specific taxes should be imposed on
activities with negative externalities where the objective is to lower
consumption, such as alcohol or tobacco, and should not be imposed on
sectors with positive externalities, such as telecoms.

mSimple and enforceable: Taxes should be clear, easy to understand, and
oredictable, thereby reducing investor uncertainty and ensuring better
compliance.

m[ncentives for competition and investment should be unaffected: Higher
taxes for one sector in comparison to the rest of the economy could reduce
iInvestment in that sector.

mProgressive not regressive: The tax rate should increase as the taxable
amount increases. Specific value taxes on small amounts should be avoided
because they make the poor pay more.

Source: GSMA 2016



Example Malawi:

88% broadband population coverage, extensive

RIS
national backbone infrastructure but low broadband adoption.
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2l Example Sudan: A 10% higher Broadband Penetration could
add USD 465 million in GDP growth and USD 37 million in taxes

Sudan Sources

GDP 2019 USD million 18,902 | WDI 2020
Additional GDP USD million 465 | calculation based on ITU 2020 effect size for Africa of 2.46%
Tax to GDP Ratio 7.96% | WDI 2020, Sudan 2016
Additional Tax USD million 37| Calculation
USD
million
Sudatel 293.9
m /AT of ICT revenues was 30% now 40%, may
be the highest in the world MTN 200.8
. . . 2020 Revenue
m Corporate income tax is not being charged 7ZAIN 417.0
on profit but on revenues 10% (because new
entrants that make a loss initially but that Revenue Total oM./

should not be reason any longer) 7% but will be 10% not implemented by now

m | ocalities charge for sites (negotiate) tax on revenues + 40% VAT RS
1 (o)
" Equipment VAT 17% Profit estimate based on 30% profit margin 273.5
B Administrative charge on cross border .
connectivity (drop points) and landing Corporate Income tax based on rate of 35% O5.7
stations, VSAT teleports. (TPRA) VAT of 17% 155.0
New direct tax 250.7

Tax shortfall 205.1




CASE STUDY
UGANDA
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Uganda’s excise duties on the ICT Sector and
and OTT tax violate best practice principles
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OTT tax 200UGX per day

or 6000 UGX per month removed

Social media tax of UGX 6,000 per month
as % average individual income

UGX 6,000 per month expressed as share
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Table 1.1.1: Revenue Collections (UGX, Bn) by Tax Head

Tax Heads | FY2016/17 | FY2017/18
Net URA Collections 12,719.63 14,4561 1661765 1675164
Gross Revenues 12,894.95 14,659.76 1695810 1712641
Domestic Taxes 7.480.40 8,448.92 1007412 1067981
Taxes on International Trade 5,414.56 6,210.84 6,883.98 _
CDirect Domestic Taxes | 418005 | 467068 | 55Me8 | 57565
PAYE 2114.99 2,396 28130 303983
Corporate Tax 764.27 884.8 116775 130230
Other Income Tax 46.31 5516 59.3 _
Rental Tax 7174 8875 1523 10369
Withholding Tax 67793 754.29 84666 87299
Tax on Bank Interest 47376 45703 47635 48439
Presumptive Tax 4.46 5.32 721 _
Casino and Lottery Tax 2659 2922 279 1904
Indirect Domestic Taxes 2,842.23 3,188.73 3,871.48 3,874.67
Cigarettes 12.07 15:59 14.91 _
Beer 216.72 263.07 26928 26789
Spirits/Waragi 98.89 15751 15565 10455
Soft Drinks 9001 18.87 12599 12053
Phone Talk Time 194.3 17897 2nss 23126
Sugar 3797 3028 3553 401
Bottled Water 1617 16.43 1903 1915
Cement 2372 2674 3209 3451
Cosmetics 2l =1y 12.47 _
Mobile money transfers 45.81 5718 74.03 _
International Calls 33.97 33.34 34.94 _
Bank charges 405 43.69 84.65 _
Cooking oil - B 3984 4892
Sweets and Chocolates 252 _
Furniture 015 _
Levy on Mobile Money - B 157.23 —
Over The Top - E 4952 5972
Value AddedTax | 202245 | 223482 | 255445 | 260858
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Of gross tax revenues

m OTT tax: 0.003487%

® Mobile Money transfer: 0.004613%
® Mobile Money Ley: 0.00587%

m |nternational Calls: 0.001579%

m Airtime: 0.0135%



< Removing excise duty on airtime (from 2002) is tax .,
neutral (USD 2 million), while benefiting the poor

[
~ uexbilion  Withexciseduty Without excise duty
Excise Duties (URA 2016/17) 194.3 O
Implied industry airtime revenues 1,619 1,969
Direct MNO Profits from airtime (35%) 567 689
VAT 291 354
Corporate Tax 170 207
Net direct tax impact 656 561
Indirect from Additional GDP 608
increase in mobile .
e Additional tax revenues 86
Overall Impact tax impact for 1st year UGX billion 656 647
Overall Impact tax impact for 1st year USD million 177 175

m Not broad-based: single out ICT sector

B Penalise positive externalities

B New taxes are not simple and enforceable
B New taxes significantly affect competition

B Regressive not progressive tax
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s Adopt a long term vision focusing on economic growth =
and job creation: Unleash, not squeeze, the ICT sector

mOTT taxes do not tax
Google; FacebOOk; leTOk B < @ researchictsolutions.com N h +

etC bUt CltlzenS! a nd poor Kenya 569,140 52,573,973 92.37 145.83 WDI 2020 (2019 data)
Cltlzens dlsprOpOrthnally' Nominal Monthly GNI per capita
. Affordability usbD Africa Rank % Africa Rank Source
m|CT sector taxes in general o = N -

orevent the poor from

Africa Rank Source
t P t - " t ) Adoption SIM per 100 inhabitants 103.8 17 N BEB )
p a rti C | p a | n g | n O m O r rOW S Mobile broadband SIM 41.1 21 ITU Dec 2020

iInformation society

Africa Rank Source
Infrastructure National Backhaul km per 10,000 inhabitants 2.65 13 NSRC 2020
Fibre km per 1,000 sgkm 24.51 9 NSRC 2020
B [he more people that have 4 o o
b d b d t h 3G Coverage 93.3% 16 ITU Dec 2020
rO a a n a C C e S S ) e 4G Coverage 57% 20 ITU Dec 2020
e a S I e r | t W | | | b e t O S e rv e Average Mobile download speed (Mbps) 8.2 3 Cable.co.uk Oct 2020
them with e-gov, e-health, I uvo et Bue ol  ESTOAMMgl  Seordghl  shasof g
. . . data-centric business Safaricom 2020 2016 134% 51.3% 57.5% 44.8%
e-education and financial model
| Source
S e r v l C e S : Impact of 10% higher GDP USD million 95,503 WDI 2020 (2019 data)
_ _ _ broadband penetration Tax to GDP Ratio 15.09% WDI 2020 (2018 data)
. D ro p p | n g | C T eXC | S e d U t I e S Productivity Gain for additional 10% Broadband penetration 2.46% ITU 2020
Additional GDP USD million 2,349.4
Additional Tax USD million 354.4

will serve Africans better

and grow tax revenues
faster, creating a win-win https://researchictsolutions.com/ict-evidence-portal-africa/
situation. ict_evidence_portal_africa.php
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