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Abstract

The Ugandan government has been conducting tagypaforms to create entrepreneurship conditiongte
growth of small and medium enterprises (SMEs). SNilesy a very important role in the development of
economies. Taxation and tax regimes are used byrgment to provide means for small businesses to
participate in economic growth. Therefore, the papgically analyses the taxation policy on smalisinesses
and entrepreneurial enterprises in Uganda. Thefgpebjectives of this paper are: To examine taatment on
the performance of SMEs in Uganda; To find out thtuence of taxation policy on small business and
entrepreneurial enterprises in Uganda; and To dindif tax payers are aware of all their tax oliigias and
policies. The research is primarily carried outkemmpala district and it covers four markets of Nagta in
central division, Nakawa in Nakawa division, KasitbLubaga division and kalarwe in Kawempe divisiorhe
respondents were small business owners and in tapefaetween 2005 and 2014. A mixed method of both
qualitative and quantitative was employed. 50 ragdpats were considered out of the entire populaticeach
market, and a total of 200 respondents selectethi®paper. Data collected was analyzed using SR8Son

17. The result of the research will benefit smaisibess and entrepreneurial enterprises owners shatgy to
know the defects of taxation and this will helpdbby with the government. The findings will asgisé¢ policy
makers to amend the income tax law so as to mdkently to small businesses.

Keywords: Entrepreneurshipsmall businesses, entrepreneurial enterprisestidaxaax policy, tax relief, tax
system

1. Introduction

Entrepreneurship is the emergence and growth of eeterprises. Many scholars view entrepreneurship a
important to small business enterprises becauseiitical to the well-being of society and devaieent (Kelley,
Bosma & Amoros, 2011; Kongolo, 2010:18; Briggs, 2086; Waweru, 2007:1; Ekpe, 2011:287).

There has been a considerable effort to supportl sraainesses and entrepreneurial enterprises iantey
through training of the small business owners anttepreneurs in entrepreneurship development. It is
entrepreneurs who create enterprises to benefietyoand act as development agents, and as such the
sustainability of small businesses is an imporpaatequisite for the success of Uganda’s econoraju(Bwaet

al. 2010:12; UBOS, 2010).

Governments are required to provide an the enakliiyonment for entrepreneurship development @aletrly

by creating conducive financial and economic pebdjMinniti, 2008:35). In Uganda, a considerablenbar of
the enterprises are operating small businessesveithfew employees (Uganda Development Bank, 2(B)0:
It is argued that for development to take place/egoment needs to adopt policies geared towardsqion of

small businesses and entrepreneurial enterpridesval the country (Ministry of Finance, Planningda
Economic Development (MFPED), 2004:20).

1.1 Problem Statement

Acs & Virgill (2010:53) suggest that there is a dder policy makers to assess whether a countysress and
regulatory environment act as a barrier to entmegudal enterprises. The entrepreneurship centidakerere
university business School (MUBS) identified marmagat skills but more importantly entrepreneurship,
leadership and financial skills as the major caists that hinder business growth in Uganda; lackarket,
poor recordkeeping, lack of professional tax advloweited understanding of the tax laws, limitecdcess of
finance, limited managerial skills (Balunywa et2010:31). Such problems emanate from governmeitig®
like the unfair rates, which are aggressive onnmedaxation of small businesses. This unfair taxakias even
forced some of the entrepreneurs to move out ofofperation.It should be noted that high taxes and poor
taxation policies largely affect small business anttepreneurial enterprises. Therefore taxatianamaindirect
relationship towards small businesses.

1.2 Research Questions
This paper was guided by the following questions:
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. To what extent should the tax treatment of smakitesses seek the improvement of business
environment in Uganda?

. What general tax provisions are important to simadinesses in Uganda?

. What are the implications for the proper tax treaitrof small businesses?

. What is the influence of taxation policy on smalkimess and entrepreneurial enterprises in Uganda?

1.3 Research Objectives
The paper focuses on the following specific objexti

. To examine the impact of tax treatment on the perémce of SMEs in Uganda;

. To find out the influence of taxation policy on dhtausiness and entrepreneurial enterprises in dgan
and

. To find out if tax payers are aware of all thek tdbligations and policies.

1.4 Hypothesis

The following hypotheses guided the research obgxt

H1: There is no significant performance of small bess enterprises in Uganda;

H2: There is no significant difference between Tax@tnd the survival of small business enterpriged;
H3: Tax payers are not aware of all their tax obl@a and policies.

1.5 Significance of the Study

e The findings will benefit small business owners emnstudy to know the defects of taxation and help t
lobby with the government to reduce the burderarfan them;

« The findings will assist the Ministry of FinancedaBconomic Development to lobby with government
to amend the income tax law so as to make it fliefad small business enterprises;

« To the tax authority (URA), the research will guitteem in adjusting tax policies so that they suit
requirements of small businesses; and

e The findings will be used by future researchers.

2. Literature Review
The paper looks at the most of the available litg#eamainly focusing on taxation policy and smaisimesses as
the research variables as well as the researdalré@itpies on the literature.

2.1 Tax Policies

The World Bank has influenced many countries iomeing their tax policies (World Bank, 2007). Acdorg to
Ddumba-Ssentamu (2004:412) governments carry outréforms to suit medium to long term economic
objectives for example creating an enabling envirent for businesses to thrive. A good tax policll dépend
on effective tax administration to raise the rewer{tayaga, 2007:63). Moore (2007:7) further ask®eh
questions regarding tax policy: How much money &hgovernment gather as tax? How should the tagdyur
be distributed among actual or potential taxpayets® can the potential adverse economic costsxattian be
contained or minimized?

According to Balunywaet al (2010:7) Taxation policy was enacted by the gowamt to promote small
business enterprises. Despite the fact that thieypalas enacted to promote Small business entegribey
have continued to perform poorly (Kiiza, 2005:6)o$#l of small business enterprises do not survivarfore
than one year (Wannenburg, Drotsky & De Jager. Z@®). Moving the argument along Rooks, Szirmai,
Sserwanga (2009) research argues that many of bhsseesses don't live more than a year. Tax paloyuld
target the creation of conducive environment arsistence in which small businesses can expandahgirities.

Uganda has no clear national tax policy for small anedium enterprises. The country has gone thr@augh
number of policy reforms to support small busineske example harmonisation of tax rates and new ta
incentives. Such tax reforms seek to avoid doualation, tax evasion and strengthen the rightsheftax
payers in tax laws. However, Ddumba-Ssentamu (20®3:argues that tax reform policy in Uganda fosuse
the legal structures that govern the administratibthe tax regime rather than supporting the inapnoent of
small business and entrepreneurial enterpriSberefore, this paper critically analyses the taxapolicy on
small businesses and entrepreneurial enterpriddganda
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2.2 Small Businesses in Uganda

No single definition of small enterprises is appiaie. World Bank (2004) states micro enterprisepleyees

10 or fewer, small enterprises employee 10 to Hjiom 50 to 300 employees. However, for the purpdskis
paper: Small businesses are enterprises that enplty 50 people, with annual turnover of up to shs.
360millions (MFPED, 2011:4).

2.2.1 Characteristics of Small Businesses and Entrepméaleenterprises in Uganda

Small businesses comprise about 1,100,000 entespesnploying approximately 2.5 million people; seetor
contributes about 75% of the country’s GDP. They mredominantly engaged in hospitality and entent&int,
education, wholesale and retail trade, manufagjurfarniture, agriculture, services, and Informatiand
Communication Technology (ICT). More females aregaged in micro enterprises with low levels of
productivity and predominantly informal (MFPED, 204).

2.2.2 Promoting Start-up, Survival and Growth ofaBBusinesses and Entrepreneurial Enterprises
Ministry of Finance, Planning and Economic Develemt(2011:22)suggeststhat for governmento achieve
the above, it should:

. Promote entrepreneurial mindset change for thecroarally active population;

. Conduct awareness campaigns and provide incerftivesnall businesses;

. Foster small business cluster development includiegelopment and operationalisation of industrial
parks;

. Strengthen existing small business associationgpesmote the formation of new ones through training

2.3 The Concept of Taxation

Omagor & Mubiru, 2008:118) defines taxation asgally compulsory transfer of money from the pultiche
government mainly as a source of government revevhile Balunywa et al. (2010) argues that taxai®@
payment which cannot be avoided without attractimmunishment and in return of which no gain/quiokguo is
promised by the government to the tax payer. Thezdwo main tax authorities; the local governnaarnhority
and the central government authority through Ugaeglanue authority (URA).

2.3.1 Definition of a Tax

According to Mulooki & Mugisha (2012:4) a tax is mwvoluntary payment by a person referred to asxagtyer
therefore taxes are distinguished by their compulsature and by lack of relationships betweenahmunt
paid and the values of the basic services recdiydtie tax payers. Taxes are essential (World B2Dk4:66).

2.3.2Principles of Taxation

Ddumba-Ssentamu (2004:396) identifies four priresplof taxation: convenience, certainty, economy and
equality or equity. According to Omagor & Mubiru0@8: 119) principles of taxation are rules and latipns
which should be observed in tax assessment calteand administration, the principles of good tgstam
include:

Fairness: It should be fair to the tax payer. The tax paysuld pay according to the ability and the taxdieuar
should be matched with the benefits that tax paygrsive;

Convenient: The time and manner of paying taxes should be coemeto the tax payers. This means that every
tax ought to be levied at a time or in the mannewtiich it is most likely to be convenient;

Economic growth: A good tax system should serve as an instrumentahrds economic growth with the
capacity of increasing savings and investmentsderoto create economic development;

Economical: It should be economical so that the work of coitatis done as cheaply as possible. It should not
hamper the development of trade and industry;

Certainty: The tax which the tax payer is meant to pay shbelaertain and clear where the time of payment
and the amount to be paid ought to be clear and/knand

Equity: The tax liability should match with the tax paygrsome and expenditure levels.

2.3.3Purpose of Taxation

According to Doing Business Report, Uganda stannd38aout of 189 economies on the ease of payingstax
globally (World Bank, 2014: 67). According to Omag& Mubiru (2008: 119) suggests that governments
impose taxes for reasons as explained below
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Collecting Revenue: It is a source of government income for financindlr activities;

Promote domestic industries. Taxes can be used to protect domestic industrgga frompetition of dumped
cheap commodities from other countries;

Correcting Externalities. Taxes are levied to address negative externalities;

Controlling monopoly power: Government can impose taxes of either lump sum ¢ypspecific type to reduce
on the profit levels of a monopolist;

Checking income inflation: This is done by imposing high taxation on peopiesome so as to reduce
disposable income and reduce on the aggregate deman

Checking income inequality: this means the transfer of wealthy from the rizlthie poor. It is widely accepted
in the most economies, although the extent to wtiihshould happen is always controversial;

Balance of payment position: This is through imposing high taxes on imports sdcacontrol the importation
of commaodities and reduce foreign exchange outfkowe

Savings: It also encourages the public to develop the ssvaulture although it remains a challenge.

2.3.4Classification of Taxes

Taxes can be classified according to the adminiggrarrangements for its collection, the tax baseehaviour

of the tax rates. Thus they can be classified ascdior indirect, progressive, regressive and prigaal
(Omagor & Mubiru, 2008:20). Direct taxes are thdbat affect the individual or firm directly through
deduction from earnings (Omagor & Mubiru, 2008:20)d according to Ddumba-Ssentamu, (2004:401) drect
taxes are normally paid with variations in the fmyer’s status while Indirect taxes are those tbva the
activities of an individual, they include exporttids, exercise taxes, and import duties (Omagor &bivi,
2008:20). A proportional tax is one with a const@ntliability as income increase, progressiveisagne whose

tax liability increases as income increases whitegressive tax is one whose tax rate falls withinarease in
incomes (Omagor & Mubiru, 2008:20; Ddumba-Ssentazf04:402).

2.3.5Taxation of Small Businesses and Entrepreakhriterprises
A small business tax payer is defined as a persws&gross turnover for a year of income is lean thganda
shillings 50 million (Omagor & Mubiru, 2008: 127Fhe small business tax rates are summarized ie thlals
follows;

Table 1: Computation of tax for a small business

Gross Turnover Tax

shs 5m — 20m Tax shs 100,000
shs 20m — 30m Shs 250,000.
Shs 30m — 40m Shs 350,000
shs 40m — 50m Shs 450,000
Source: URA (2014)

Taxation as an expense and when hiked reducesgdfitapility of small businesses (Mulooki & Mugish2012).
Balunywaet al. 010:45) argues that profitability is a function af the expenses made during a particular
accounting year period among which taxation is usiele while Turyahebwat al (2013:21) states that
profitability is crucial indicator for determininthe financial position of the enterprise. Througkation, the
government takes away financial capital from peopleich they would otherwise use for business esjmm
They further asserted that, one of the most fregagguments against high income tax is that itrdgstthe
incentive to business people and employees to Wwarkler and more efficiently. It also revealed thatall
business owners were inclined to run their busegsaformally in fear of being caught thus makirx t
implementation difficult (Najeeb, 2010:1).

2.3.6Tax Payer’'s Knowledge

According to the World Bank (2014:72) many tradeave expressed ignorance about taxes imposed on the
businesses; this is highly attributed to the poorkabeing done by the tax authorities leaving tradgnorant
about issues like the way taxes are assessed &adtades of paying taxes. The following types atsawere
identified: trading license, value added tax, staluty and property tax. Therefore there is a neeskhsitize the
public especially business owners. The sensitimagbould be done on different taxes that impacttten
business owners and the rationale that underlhegriposition of taxes (World Bank Survey, 2012).

2.3.7Contribution of Taxation to the Economy

Taxation is a major tool in regulating the econolnyythe government; hence the government achieves ma
objectives through taxation which include provisihgovernment revenues, wealth and income digidhu
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acceleration of economic growth and savings. Tloeeeftaxation if well administered leads to the djoo
performance of the economy (Mulooki & Mugisha, 2a13.

3. Research M ethodology

Methodology is the theory on the research undentakel various steps taken to ensure dependalifilityeadata
(Cooper & Schindler, 2011:568; Creswell, 2009:1&ui®lerset d. 2007:5). The methodology involved the
research design, study population, sample sizes datrces, data collection methods, data processiog
analysis criteria. The detailed methodology is dbsd as follows:

3.1 Research Design

In attempting to answer the research question xadaninethod of both qualitative and quantitative wssd for
data collection and testing the hypotheses. The aisboth methods ensured that the data is effdgtive
interpreted using SPSS. Statistical measures vpgiéed to categorize qualitative information.

3.2 Research Population

The population for this paper comprised of smailibess owners from Nakasero, Nakawa, Kasubi andrial
markets. The list of small businesses and the &yens in each selected markets were provided byptarcity
council authority (KCCA) for the period of 2005-201This guided to identify the small businesses plagy the
required tax by URA. The sampling frames were cdapand established with assistance from the offfcie
Market community based social workers/lURA tax assessand collectors in the area. After the listgewe
compiled, respondents were identified using theusion criteria and purposive/judgement samplinghoe
discussed below;

3.3 Sample Size

It is from the large group of people who constitutbe study population, a sample of 200 was saleeted of
which 50 respondents were selected from each market particular sample size was selected bedauszuld
be easier to manage and it is enough to genenmadindis as well as to generalize the findings toiggédr
population

3.3.1 Purposive Sampling

A purposive sampling was used. This is a delibgraten-random method of sampling, which aims to glena
group of people or settings, with a particular elegristic, usually in qualitative research desidrss is also
sometimes called judgement sampling where respéscime selected because they have knowledge that is
valuable to the research process (Bowling, 2002:188

3.4 Source of Data

The data was collected from both primary and seapndources. Primary data was obtained from small
business owners by the use of questionnaires dadview guide. Secondary data was obtained by g
market records/documents, reports brochures arat ettisting documents relevant to the topic ofstugly.

3.4.1 Data Collection Instruments

Quialitative Tools of Data Collection

Unstructured Interviews: Unstructured interviewsravased for the data collection. This guided trecu$sion
with the respondents who were key informers and theeded to elaborate on several issues. Eaclviaver
lasted for 50 minutes

Quantitative Tools of Data Collection

Questionnaires: The questionnaires were used &irotite quantitative information because it is #pefor the
respondents to explain the exact situation witlgiwing room for unnecessary and irrelevant infoiiorafor the
study topic. The selected markets and number pbregents are illustrated in table 2 below;

Table 2: Selected market for each division in Kalalistrict that were considered

Selected M arkets Number of Respondents
1. Nakasero market in central division 50

2. Nakawa market in Nakawa division 50

3. Kasubi market in Lubaga Division 50

4. kalarwe market in Kawempe division 50

Total number of respondents 200
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3.4.2 Data Processing and Analysis

According to Cooper & Schindler (2011:90) data gsial involves reducing collected data in a manalgesihe.
After collecting data from the field, it was editexicheck for accuracy and consistency to the stigjgctive to
ease analysis. The data put in tables for easypimtiation with aid of specialised computer packligewn as
SPSS Version 17.

4. Findings

Respondents were asked about their gender, ageatamulevels and the form the business. Theirarses
were summarized below:

It was evident that the female respondents wereertfan the male respondents; of the 200 respondeete
were 132 females (66%) and 68 males (34%). Thisamaimdicator that majority of small business ovenarre
female thus supporting MFPED (2011) findings. Fertbupport is from Orobia (2013) who establisheddge
differences among small business owners. 10% wetteei age bracket of 20-30, 20% were between 3jled6s,
38% were in the bracket of 41-50 and 32% were alb@vgears. The findings revealed 44% of the respotyd
were secondary and primary holders, 30% were mat# and diploma holders, 24% were degree holdhiie

2% were master holders. This implied that respotsdbad capacity to interpret the questionnairegmgiand
able to give relevant answers. The study findingsaed that 52% of businesses operated are soleigiaghip,
34% are corporations and 14% are partnerships. Whais a clear indication that most enterprises veele
proprietorship as argued by Uganda Development B20k0:15).

Tax TreatmentThe first objective of the paper was to examinettaatment on the performance of SMEs in
Uganda. In order to generate findings, respondemt® asked about the tax system, business resadasce,
payment, tax policies, tax design and tax relidfe Tespondents were asked to the statements usimgly
agree, agree, natural, disagree and strong disafineefindings indicates that 94% of the resporsisiriongly
agree that tax system is fair to all traders artth @gual treatment of businesses at the same aenktype, 3%
agree, 1% neutral, 1% disagree and 1% stronglydisa Therefore, the tax system is fair to all $inasiness
owners. For instance, Minniti (2008:782)'s reseashbw that favourable tax system encourage morpl@do
start businesses. Further, the findings revealadat% of the respondents strongly agree thatimxatduces
small business resources, 6% agree, 1% neutral,dB¥gree and 1% strongly disagree while 46% of
respondents strongly agreed that tax payments sitayped reasonable number of traders in the mafiets
operating, 4% agreed, 2% neutral, 28% disagree®@¥astrongly disagreed hence high tax rates eageuax
evasion and discourage business owners from gaetiterprising firms (Minniti, 2008:782). The majgrof

the respondent 96% strongly agreed that there amieus tax policies in place, 1% agreed, 1% Neut8b
disagreed and 1% strongly disagreed. The findilgsvsthat 86% of the respondents strongly agreettéxa
design focus on capacity building, 10% agreed, #uimal, 2% disagreed and 1% strongly disagreedoriig

to the findings, 78% of the respondents stronghged that tax reforms and performance are cloggted, 14%
agreed, 2% neutral, 45 disagreed and 2% strongbgdeed. Business owners are faced with varioussfaf
taxes; 50% said they pay corporation tax, 36% pngsive tax and 14% paid property tax. 112 (56%) of
respondents said that income tax is a tax reliefsuee available to small businesses and 44% spithkgains
tax. Accordingly the null hypothesis H1 is rejected

The Influence of Taxation Polic¥he second objective was to assess the influentaxafion policy on small
business and entrepreneurial enterprises in Ugaadaummarized below. 120 (60%) of the respondesis h
been in operation of small business for a period-&f years, 30% gave 6-10 years and 10% have been i
operation for above 10 years. This implies thatamj of the enterprises do not survive for morarttive year
after commencement which supports MFPED (2011)arebethat most of the small businesses in Uganglanar
age between 1-5 years. The findings revealed 11B&t(54%) of small businesses employed less thaeoBle

in their business, 34% employed 3-10 employeess8ib 10-50 employees and 4% employed 50 people and
above. In addition, 98%of the respondents accefhigdstock levels have an effect on the level offitability
and 2% disagreed with that fact. 102 (51%) of teepondents revealed that the average daily sald#senf
business is less than 29,000 shillings, 40% betvae000-49,000, 6% between 50,000-69,000, 2% betwee
70,000-89,000 and only 1% above 100,000. Smallnessies are characterized by low capital investna&sg

of the respondents had invested less than 10ningsill 18% invested 11-20m, 12% invested 21-30m, 8%
invested 31-40m, 4% invested 41-50m and 3% invesib@de 50m.This implied that majority of small mess
comprised of limited capital. Furthermore, 144 (j2%6small business owners revealed that taxepackon an
annual basis, 26% said monthly and 2% said qugribesis. 196 (98%) of the respondents indicatetttieatax
system used is progressive in nature forexampldititeer the size and return, the higher the tax\ace versa.
1% said proportionate and 1% said regressive systeised. Moreover, 128 (64%) of the responderts@ted

to have complaints as far as taxation of smallr®ess enterprise is concerned and 36% said that #rerno
complaints. 108 (54%) complained that there is haghrates, 26% complained of forceful tax collectand
20% did not give any complaint. The findings shov@&86 agreed that there is a relationship betweeatitan
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and the survival of business, 2% said there is elationship between taxation and survival of erisep
Accordingly the null hypothesis H2 is rejected.

Tax Obligations The third objective was to find out if tax payerg aware of all their tax obligations and
policies, the results are presented below. Theirfggl revealed that, 194 (97%) of small business esg/n
accepted that they fulfill their tax obligationsdad® said they do not fulfill their tax obligatioris addition, the
findings indicated 88% of the respondents strorgjsee that government promotes a culture of taxptiance,
9% agreed, 1% neutral, 1% disagreed and 1% stratiggygreed. Therefore the government of Uganda qiesn
tax compliance. 70% of the respondents stronglggitiese that there is lack of information on howegister the
business, 10% disagreed, 1% neutral, 3% agreedsti@gly agreed. This implied that government pdedi
information on how to register the business. Thelifigs showed that 55% of the respondents stroagjlged
that URA expand its mandate to include educationsimall business owners and outreach tax payers on
accounting skills, 10% agreed, 1% neutral, 22%gtesed and 12% strongly disagreed. This shows theaie m
improvement is required. The findings revealed #88 (99%) of the respondents do not keep tax dsgcd%s
did have the tax records for their business. lrarédo the tax authority giving assistance on taaraness; 198
(98%) of the respondents accepted that the taxodtythprovides awareness, 2% disagreed while 80%hef
respondents said that the tax authority (URA) wsiagimanuals to spread tax awareness, 20% saidt thas
done through workshops. Accordingly the null hymsiks H3 is rejected.

Implication of Findings. Taxation reduces the capital base of small busiressrprises. In addition, taxes
hinder the performance of small and entrepreneemidrprises in Uganda thus more tax relief measare
imperative. The tax policies and reforms that agplto small businesses need better implementatmm f
government. URA should give more assistance t@#aers in regard to tax awareness

5. Conclusion and Recommendation

According to views of different writers on tax, &on and business performance, it should be nibtatdhigh
taxes and poor taxation policies largely affect Istmasiness performance (Bruce & Mohsin, 2006). THRA
system should ensure periodic reviews and revisistrengthen measures to ensure proper keeping and
maintenance of records and books of accounts, y@xpaeducation to focus on small businesses, regula
investigative audits be carried out to ensure timat-compliant taxpayers are penalized and finedraitg to

the tax laws, rules and regulations. It is necgsstinot imperative that government promotes tarpliance

that contribute positively and encourage productimeong small businesses and entrepreneurial eis&esgpn
Uganda.

5.1Recommendations

From the findings the following recommendations evarade: The URA should educate the business cortynuni
about different tax rates, mode of payment becaosee tax payers do not know those rates and the mobd
assessment; URA should improve on the methods ldcting taxes by designing and updating simplified
system, simplicity of the system; the governmerdusth hormonise the tax base by defining sanctians f
taxpayers non-compliance

Areasfor Further Research

The study was not exhaustive owing to constraintserms of scope, time and finance. Further reberc
therefore needed in areas such as: Factors letaliag evasion among small businesses; Tax congdigolicy
and profitability of small businesses in Uganda.
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