
16.0 BUSINESS PLAN PREPARATION 

 

16.1 INTRODUCTION 

Definition 

A business plan preparation is a management tool that acts as a control device against which 

the management can measure its achievements. It focuses on the nature of the business in a 

logical and organized manner. 

 

The business plan answers questions on whether the business will be able to support it self through she 

sales and earn some profits to give the entrepreneur enough return for re-investing in the business and in 

supporting his or her other financial needs. 

 

 An idea does not become a business opportunity until it looks as if it will meet a set of tests, 

which will give it the potential to be a profitable business, e.g.; 

i. Marketing i.e. can help the products of such an idea be successful in the market place. 

ii. Production i.e. Are the productive factors available, and it produce the required volume 

and quality of the products at a profitable margin. 

iii. Financial i.e. can the financial goals be satisfied like the rate of return on investment 

and target profitability etc. 

iv. Others may be: does it satisfy your personal desires, interests? etc. 

 

16.2 USES OF A BUSINESS PLAN TO DIFFERENT STAKE HOLDERS 

 

A business plan may be useful to entrepreneurs, financiers, employees and the government 

may also be interested as it would like to know the impact of such a business to the country’s 

employment taxation and environmental protection policies. 

 

TO ENTREPRENEURS; 

1. Adequate preparation for business; i.e. a business plan encourages an entrepreneur to 

think through his or her business thoroughly in order to prepare for areas that will have 

been identified as being sensitive or require sensitive attention. 



2. Helps to define specific goals and objectives which serves as a bench mark to measure 

the progress of the business in implementing the plan. 

3. Facilitates monitoring of the business performance based on the     

set goals and objectives as a standing of measurement such that any deviation from the 

plan can be detected and corrected in time. 

4. Focus, i.e. encourages an entrepreneur to be focused by thinking about the business. 

He or she is in now and what business he or she wants to be in future. 

This requires an entrepreneur to be focused and answer questions like: what would you 

want to be in 40 years from now? i.e state the type of business, state your short and 

long term goals etc. 

5.  Time table for implementation i.e. it is action plan and timetable for implementing 

business activities in a logical manner. 

 

TO FINANCIERS:                                                      

- Helps financier’s   e.g. financial institutions e.g. Commercial banks to decide whether 

  to give the  

 business a loan or not. 

- A good business plan will help them to develop assurance that the business has 

capacity to repay  

 the loan, and that the owner has adequate experience and competence to manage the 

business  

 successfully efficiently and effectively. 

 

TO EMPLOYEES; 

- It helps employees to know their expected production targets. 

- It shows them how will be engaged with the business and gives them a sense of job 

security. 

- It is also useful to government in that it is a basis of determining government revenue 

or tax from  

 business profits. 

 



TO THE GOVERNMENT 

• It helps the government to assess the viability of the business to determine specific 

incentives like subsidies, tax exemptions and credit guarantees that the government 

may give to the entrepreneur. 

• It helps the government to plan for the infrastructure and other services use full to the 

business. 

• It helps the government to provide guarantee to the business in case it needs loans from 

international organisations such world bank, IMF etc.  

 

16.3 CONSISTENCY OF A BUSINESS PLAN. 

A business plan is made up of many components which should make up a full business and 

these components should be consistent with each other. I.e;   

a) The proposed business activities should be consistent with its stated objectives and 

goals i.e., they  

 should be seen as leading to the attainment of its objectives and goals. 

b) The marketing plan should be consistent with the production plan i.e. the business 

should have the capacity to produce and meet its marketing programmes. 

c) The business should also have sufficient resources e.g. labour and finance to support 

its production plans and undertake its marketing programmes. 

d) The organization structure being proposed for the business must be capable of 

enabling it to implement its production, marketing and financing plans efficiently and 

effectively. 

6.4 COMPLETENESS OF A BUSINESS PLAN 

In order to have a meaningful and consistent business plan, it must be complete as regards to 

its contents and data contained in the different components. 

The data contained in the different components should be correctly researched and estimated, 

i.e. as regards to posting and summations of various items contained therein. 

 

 

 

 



16.5 ELEMENTS OF A BUSINESS PLAN 

A business plan includes a study and plans on various aspects of a business plan. These 

elements include; 

•          General description of a business: this is where this type of a business needs a market, 

uniqueness of business and SWOT analysis is written. 

• Statement of mission goals and objectives: This is where a purpose of the business, goals/  

 aspirations and specific targets will be written. 

• Marketing plan: this is analyzing of a possible position and opportunities of a business being  

 planned in a present market situation e,g market trends, market size, position of competitors e.t.c 

• Production plan: is an analysis of protected needs of production buying the product e.g business  

 site, location, production layout e.t.c 

• Organizational plan: this is the flame work around that includes people, machines, equipments and  

 other physical parts of a plan are put together to have an operating business 

• Financial plan: this covers the financial requirement of the proposal business e.g projected income 

 , profit total cost of production e.t.c 

• Action plan/ implementation plan/ time table. 

• Executive summary: this gives the over view of the entire business plan, the products or  

 services, market characteristics and founders of the business introduced and the financial  

 structure as well as the goals and objectives of the business. 

 

1 GENERAL DESCRIPTION OF THE BUSINESS 

 This is a summary statement of your business which shows the following; 

• The type of business he or she is planning. 

• Which needs of the market it will seek to fulfil 

• What makes the business different from other business 

• The principle strength and opportunities of the business and threats and weakness 

that will face (SWOT analysis) 

NB. Example of swot analysis may be seen in previous topics. 

In summary, a general description of the business include the following: 

 Name of the business 



 Location of the business 

 Legal form of the business 

 Type of the business 

 Services/ goods to be supplied. 

 Uniqueness of the business from the existing business. 

 SWOT analysis of the business 

• Strength (things with in the business that give advantage over other 

business) 

• Weaknesses (things with in the business that limit its capacity and 

competitiveness) 

• Opportunities (things outside the business that are likely to benefit 

the business) 

• Threats (things outside the business that are likely to negatively 

affect the business) 

 

2 STATEMENT OF MISSION, GOALS AND OBJECTIVES 

A mission statement is a brief statement that indicates the purpose of the business, that 

requires one to answer the following questions; 

• What business are we in or what business do we want to be in? (Core business) e.g. 

Business of  

 providing high quality secure windows and doors. 

• Our primary goal is to provide customers with (show what need you are satisfying and 

how you intend to satisfy it) 

• While ensuring that our employees are...(show the type of work environment you want 

to provide for your employees) 

• Our share holds i.e. show what they or you can expect in terms of returns on 

investments. 

• Our community is (show what you expect your contribution to the external community 

to be) 

 

 



GOALS: 

These are medium and long-term aspirations that an entrepreneur wants the business to 

achieve based on the mission statement or are things that you intend or want to achieve in the 

medium or long term. 

E.g. From the mission statement, “providing high quality furniture to customers, the goal may 

be “to maximize profits in 5-10 years. 

 

OBJECTIVES: 

These are specific targets that you set; which will move you to the direction of achieving your 

goals and ultimately your mission. E.g.  

To increase sales by 20% per annum over a period of 5 years. 

To improve productivity by 30% in one year. 

 

NB Like one mission may have more than goal, also to achieve one goal, you may have more 

than one objective in order to satisfy it.  

 

3 MARKETING PLAN 

This is an analysis of the possible position and opportunities of the business being planned in 

the present market situation. Such information is gathered by an entrepreneur through 

conducting a market survey. The marketing plan covers the following areas: 

i- The on-going trends and opportunities in the markets, which the business will target, i.e. 

market segment, customer needs, buying patterns etc. 

ii- Qualified statements of the market size, growth and expected market share. 

iii- The position of competitors. 

iv- The analysis of the product and its value, to the customers, i.e. what needs are being 

satisfied by the product? 

v- Analysis of the various ways of communicating with and influencing the customers 

through advertising  

 and sales promotion. 

vi- General statements of the current prices of similar products, possible prices that the 

market can afford, etc. 



vii- Expected sales. 

viii- Plan for recruiting sales force so as to achieve the sales targets. 

 

In this plan, you will to explain the followings: 

a) Target market, i.e. here you talk about your customers, where they 

are located, their needs that are satisfied by your products, whether your market will 

grow or decline and whether it is large enough for business’s profitable operations. 

b) Product or service offered, i.e. what your products are, how they are packaged, the 

unique features about your product, etc. 

c) Competition, i.e. your nearest direct and indirect competitor, their strengths and 

weaknesses, etc. 

d) Pricing and sales, i.e. your prices, compare them with your competitors’ in terms of sales 

you are to  

 use, that you expect to sell daily, monthly, etc. 

e) Promotion and advertising, i.e. your objectives in promotion and advertising, the 

promotional tools you are going to use and why? etc 

f) Distribution strategy, i.e. how to distribute, in case of sales representatives, how many 

and how are you going to pay them, etc 

g) Projected marketing expenses, this is very important as it will show the expenses you are 

to incur, e.g. on advertising, sales commission, sign posts, business cards, etc. 

 

4 PRODUCTION PLAN 

This is an analysis of the projected needs for producing or buying the proposed goods or services. 

Under this plan, think about and provide for the following, i.e. if they are relevant to your business. 

i- Business premises and location, i.e. where to locate your business, does it require any land and  

 building (e.g. pottery) , are you going to put up a building or renting, what are the estimated costs 

of each, size of your workshop, and the cost of renting, i.e. if you are to rent, etc. 

ii- Manufacturing processes, i.e. the processes to be followed, whether you considered quality 

control procedures, your expected production per day, weekly, monthly, etc. 

iii- Machinery and equipment needed, i.e. the machines needed, who are the suppliers of these 

machines and the costs, whether you need spare parts, talk of any other machinery or equipment you 

may need, e.g. a generator, etc 



iv- Labour requirements, i.e. what type of workers needed, skilled, semi, or un skilled, their 

payments, and all their allowances if they are there. This can be tabulated as below: 

v- Raw materials needed, where to buy them, and terms of purchasing and quantity needed at a 

particular time, cost of raw materials, Etc. 

vi- Packaging requirements, where to buy the packaging materials (incase they are needed), what 

quantity of materials do you need and their costs. 

vii- Power and utilities i.e. if the business will require electric power, what is the estimated 

consumption per month?  Will it need a generator and if yes- how much is its consumption? Does it 

need water and costs involved?  

viii- Other facilities needed e.g. office equipments cost, furniture and fixtures and costs? (Tabulate if  

 possible) you can also talk about the means of delivering your materials or finished products, if a  

 vehicle is needed what are the costs involved. 

 

5 ORGANISATION / MANAGEMENT / ADMINISTRATION PLAN. 

This is a frame work, around which the people, machines, equipments and other parts of the plan are 

put together to have an operating business. This component includes; 

a. People or supervisors who are to work in your business, their qualifications and tasks, how much  

 you will pay them, if it is to manage it yourself, allocate a salary for your self. 

b. You can talk about administrative expenses which the business will incur during its day today.  

NB   Administrative expenses are different from overhead expenses. (check in the next topics for 

more) 

Under this plan an entrepreneur will need to ask him/her self-questions like: 

a. Who will be managing the business? 

b. what are his/her responsibilites  

c. What are his/her responsibilities? 

d. How much will be paid? 

e. Depending on their qualifications and needs, do you think your business  will afford them? 

 This can be summarised in the table below. 

An organizational plan is as follows; 

 State the size and composition of the board of directors. Identify the proposed number of 

directors and include a short stamen about each members background. 

 The people in the organization. present the key management roles in the business and 

individuals who will fill each position. 

 Describe the exact duties and responsibilities of every manager. 



 Explain how the business will be managed. 

 Which people supervise and manage the business. 

 Tasks and responsibilities of each worker 

 Skills and experience required of each worker 

 Method and amount to be paid to workers 

 Motivation of workers. State the salary that is to be paid to each employees. 

 

AN ORGANISATION STRUCTURE / CHART 

An organization chart is a layout or a representation of the structure with in an enterprise that shows 

 the number of departments or sections and their relationship. It is therefore concerned with:  

arrangement of work, division of activities and allocation of duties; flow of authority and delegation of  

responsibilities. 

 

PURPOSE OF AN ORGANISATION CHART 

- It portrays the type of an organization and defines the spheres of authority for the supervising staff. 

- It shows the various departments, departmental sections and their relationship to one another. 

- It is helpful when explaining to new staff members the type of an organization they are to work in  

 and their part or role in it. 

- It shows the chain of command and delegation of authority. 

- It portrays the span of control i.e. based on the quality of staff, variety of work and capabilities of 

 the supervisors. 

 

NOTE: 

These charts vary depending on the nature and size of an organization, for instance, a small  organisation  

 like a retail shop may have a small chart as you may find most of the business activities are run by one  

person; one person might execute a number of duties due to the size of the business. 

 

However, the general or a full chart for a large organization would appear as below: 

SHARE HOLDERS 

 

 

BOARD OF DIRECTORS 

(Normally share holders constitute this section) 



 

 

MANAGING DIRECTOR 

(Plans for B.O.D. decisions for implementation) 

 

 

GENERAL MANAGER 

(Controls all the departments in an organisation) 

 

 

 

 

Accounts Dept              Legal dept                       Production dept                          Sales dept             

 

     

     Personnel dept               Purchasing dept                             Marketing dept 

 

 

 

NB: 

In each department (as listed above), there is a departmental manager, an Assistant, skilled workers and un 

skilled workers (casual employees). This means that the chart ends with the lower subordinates. 

You can find the departmental duties from their respective topics as discussed in the entire book 

 

 

6 FINANCIAL PLAN 

This covers the financial requirements of the proposed business. It includes projections of 

income or profit balance sheet and cash flow of the proposed business. This component must 

include answer to questions like; 

a. What is the total cost to set up and operate the proposed business? 

b. How will the proposed business be financed? Or  



c. Which source of funds will be tapped and what will be the associated costs? 

d. What is the break-even sale of the business? 

e. Is the proposed business profitable? 

f. What is the rate of return on investment? 

g. How will the income be used? 

 

 

The financial plan can be tabulated as below; 

 

TOTAL PROJECT COST ESTIMATE FORM 

        ITEM                                                                              

   COST 

 

1) FIXED CAPITAL 

- Acquisition of land 

- Construction of labour 

- Purchase of machinery equipment 

- Total fixed capital 

 

2) START-UP EXPENSES 

- Trading licence 

- Machine installation expenses 

- Human resource recruitment expenses 

3) WORKING CAPITAL REQUISITION 

  -   Raw materials 

  -   Direct labour 

  -   Indirect / overhead 

  -   Administration Expenses 

   -  Marketing expenses 

  -   Etc 

     Total working expenses 



 

4)  FINANCING OF THE BUSINESS 

 

SOURCE OF FINANCE                    AMOUNT             COST IMPLICATIONS 

                                                                                                                     

e.g. fees, interest etc 

Own funds 

From family friend etc 

Grants 

Short term loans 

Trade credit facilities 

Long-term loans etc 

TOTAL 

 

5)  PROFITABILITY OF THE BUSINESS 

 

Details                                      1st period              2nd 

period 

Sales revenue 

1. Other operation al income 

2. Less estimated production expenses 

3. Total income 

4. Gross profit 

5. Administration overheads 

6. Profit before tax 

7. Less tax to be paid 

8. Net profit  

9. % of net profit on sales i.e. net profit ration (net profit/sales * 100) 

10. Break-even point i.e. 

                               = fixed expenses /expected contribution  

NB. Expected contributions = Income from sales – Direct or variable costs 



 

 

Details                                                1st period               2nd period 

Inflows 

Balance brought forward 

(from the previous year period) 

Profit (before tax) 

Other income (if any) 

Own funds 

From family / friends 

Trade credit facilities 

Short term loans 

Long term loans 

Etc 

Total inflow 

Out flow  

Pre-operating expenses 

Fixed capital required 

Credit / loan principle repayment  

Interest 

Tax payment 

Etc  

Total payments 

Balance carried forward (i.e. in flows- Outflows)  

(Refer to financial management Topic) 

 

16.6 STEPS IN PREPARING A BUSINESS PLAN: 

 

The following steps are important when preparing a business plan; 

a- Select a type of business, eg trading manufacturing etc. 

b-  Carry out a market survey. 



c- Collect a relevant data eg concerning the costs of machinery, fixtures etc, environmental 

regulations, raw materials, legal respects of the business, administrative and selling requirements. 

d- Draft a business plan. 

e- Discuss the drafted business plan with acknowledgeable and experienced persons in a similar or 

related  business. 

f- Finalise the business plan. 

g- Prepare an action plan for the implementation of a business plan. 

 

NB The aim of carrying out a market survey is; 

i- To find out whether there are similar businesses in the market, the likely customers, their needs,  

 where and when they need them. 

ii- To find out whether there is any problem with the current products. 

iii- To find areas of expansion of current products to fulfill customer’s demands. 

iv- To identify trends that may affect the sales and profits levels of the business being planned. 

v- To get information that will enable the entrepreneur tom determine the market share of the  

 planned business, advertising and sales promotion strategies to be used. e tc. 

NB The information got from the market survey should involve issues like; 

1 Customers i.e. identify their age, sex, income, occupation, family size, residence, special interests 

  etc. 

2 Customers needs, ie when is the product needed, how often are the products needed, do  

 customers need guarantees, what kind of service they need? which distribution mode is   

 convenient to them? etc. 

3 Competition, ie who are the competitors to their sales volume, market share, their number, their  

 special attributes that attract customers, their advertising methods, strength etc. 

4 The existing trends, ie population shifts, legal and regulatory developments, changes in               

economic situation like the rate of employment, life style changes, change in people’s disposable  

 income etc. 

 

 

 



NB When conducting a market survey, an entrepreneur may get the derived information from any of  

 the following sources; 

- Through telephone survey. 

- Questionnaires 

- Interviewing 

- Observation 

- Visiting shops, factories, markets etc. 

 

These are some of the ways an entrepreneur may use to collect information. These are the  

 cheapest sources and they include; 

  

- Employees, usually employees work directly with the customers and know the needs, complaints,  

 the products they need, that are not currently offered. etc. This helps to know the customers  

 likes and dislikes. 

- Customers, when an entrepreneur talks to customers and know how they feel about the business  

 and products and ask them where improvements can be made. This form of research creates  

 customer confidence in the product. 

- Competitors i.e. looking at the activities, market that have those products that they do not offer,  

 then design package size, quality etc. This gives an entrepreneur a room for improvement so as 

 to provide the desired products that meet the market needs. 

- Business records and files; here an entrepreneur looks at the sales records, receipts, customer  

 complaints, their location and occupation, how and what they buy? Through this an  

 entrepreneur may also check on the effectiveness of his or her advertising method used. 

 

 

 

 

 

 

 

 



16.7 AN ACTION PLAN FOR IMPLEMENTING THE BUSINESS PLAN 

 

 

Once the business plan has been prepared, an entrepreneur needs to think about when he or 

she is going to implement the business activities laid in the plan and draw up a time table or 

any action plan for them. 

The main purpose for the action plan is to guide and help him become and remain focused in 

the implementation of his or her business. The action plan will in particular help him or her; 

a)  Find business barriers or roadblocks in advance so that appropriate steps to remove 

them can be taken. 

b) Locate sources of information and resources needed. 

c) Obtain information on the progress towards enterprises establishment. 

 

FORMAT OF THE ACTION PLAN 

NB: 

 A systematic format has the following main features: 

- Activity 

- Timeframe 

- Person responsible for the activity 

- Expectations of the activity 

- Remarks or comments 

 

NB: check out in paper one book for the format of an action plan. 

 

 

16.8     PRESENTATION OF A BUSINESS PLAN:  

 

An entrepreneur should be well conversant with his business plan. He should critically analyze 

the following factors; 

a) Should know the assumptions underlying the figures given and totals in the plan.  

b) Should be well conversant with his target market.  



c) Should know how much is needed to finance the business, the possible sources, when, 

implication, of such a source and how to repay. 

d) Should know all possible alternatives to adopt in the case any of the planned targets 

fail. 

e) When discussing with his prospective financiers, one should assume that financiers are 

intelligent but not informed about the planned business. 

f) He should straight forward go to the point when presenting it to the financiers i.e. 

should know what is required from them.  

g) Should be able to analyse the possible challenges, abilities, and how to use and merge 

them so as to implement his plans. 

h) He should be confident that he is to set up a business which will be success 

 

SUMMARY OF USES OF A BUSINESS PLAN 

 

· It helps an entrepreneur to market adequate preparation 

- It helps to define specific goals and objectives of a business 

- It facilitates monitoring of business activities i.e making future projections. 

- It helps an entrepreneur to be focused by thinking about his\ her business. 

- It works as timetable for implementing planned business activities. 

- It helps an entrepreneur to easy access financial assistance from banks 

- It helps an entrepreneur to maintain a competitive advantage of the business i.e 

maintaining the market share. 

- It facilitates easy decision making as it clearly states the cash in flows and out flows of 

business 

- It shows how a business is to be funded 

- It helps employees to understand their target and therefore work hard to achieve them. 

- It helps an entrepreneur to be accurately taxed or get tax exemption. 

 

 

                                                                            END OF TOPIC 
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BUSINESS LAWS AND TAXES IN UGANDA 

 

Different business laws have different applications / intent and purposes, they are normally set up to 

regulate the business operations, e.g. protecting consumers, community, environment and the business 

themselves. The most common laws include 

a) Trade licensing Act 1969: As already seen, this requires all businesses to obtain operating 

licenses before commencing operations. 

b) The business name registration Act: This states that every individual having a place of business 

in Uganda and carrying on business under a business name which does not consist the names of 

the owner, shall be registered under this act. 

c) Company law: This is the law that governs the formation, registration, conduct and operations of 

businesses in Uganda. 

d) Public Health law: Under this, the ministry of Health needs to check standards and hygiene in 

bars, restaurants, hotels, etc. it has the powers to close any business which does not comply with 

the set / expected standards. 

e) Food and drug law: The ministry of Health further controls the business to ensure that expired 

drugs and bad foods are not sold to the consumers. 

f) Weights and measures: This is implemented through the National Bureau of standards where the 

government ensures that entrepreneurs use approved weight scales and measurements when 

selling goods to consumers. 

g) Environment law: This is implemented by National environment authority (NEMA) where the 

government ensures that entrepreneurs’ operations do not lead to environmental degradation. It 

ensures that the business uses the National environment in a sustainable manner and that their 

operations do not inconvenience other business or the public. 
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IMPORTANCE OF BUSINESS LAWS TO ENTREPRENEURS AND CONSUMERS. 

a- The environmental law protects the environment from being misused and over exploited, i.e. 

business should operate with in the laid down rules set by the authorities to protect the 

environment. 

b- Consumers are protected from exploitation by business men, i.e. with regard to weights and 

measures’ laws through the use of right weights and measures. 

c- The trade license act is a form of revenue to the government which revenue may be used to 

develop other sectors like infrastructure that may facilitate smooth running of businesses 

d- The environmental law protects the society from harmful effects that would result from the 

operation of some businesses on the environment, like pollution. 

e- The public health law ensures that there is a proper hygiene and sanitation in public places like 

hotels, schools, hospitals etc. 

f- The drugs law ensures that proper medical standards like qualified Doctors, protection from sale 

of expired drugs etc. 

g- The foods law Act protects the customers from consuming expired and contaminated food stuffs, 

eg imported canned food stuffs are highly tested and checked. 

h- The land Act helps people / entrepreneurs in avoiding land conflicts and also facilitates proper 

land transfers. 

i- The company law protects the business names and helps in establishing strong brand image in 

the market which leads to increased profitability. 

j- The employees’ Act protects employees from unfair treatment and dismissal from work (protects 

their rights at work). 
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INTRODUCTION TO GOVERNMENT REVENUE  

Meaning: 

Public revenue is money or income received by a government from a number of sources ranging from 

taxes and non tax sources to enable it undertake government expenditures.  

 

NEED FOR PUBLIC REVENUE: 

a- Provision of security; Revenue is used to protect the national boundaries and to people plus their 

property. This is done by institution of a strong army, police and other security agencies that need 

money and hence a need for revenue. 

b- To ensure a balanced regional growth: Regional imbalances can be controlled by allocating more 

resources to those less developed areas. For instance the government has improved infrastructural 

development in most of the far areas that has stimulated development. 

c- To finance administration costs: There is a need for revenue to cater for payment of costs like 

salaries to public servants, utilities, rent and other administrative costs.  

d- Providing transport and communication network; Such networks include roads maintenance, water 

transport, communication services, etc all these ease the movement of people, goods and raw 

materials in different parts of the country, without revenue such facilities can not be worked on. 

e- A need to provide utilities; these include power, water and others, revenue is used to construct dams 

to avail cheap and accessible electricity for domestic and industrial use, bore halls and valley dams 

have been constructed in order to provide piped water which improves welfare of people. 

f- To provide education; revenue is used to put up and maintain learning institutions as well as 

providing educational materials like stationery.  

g- Provision of health services; revenue is used to put up and maintain health facilities and also provide 

medical equipment, drugs, vaccines in order to improve the social welfare of the people. Today, at 

least every urban council is having an Health Centre IV facility. 

h- Maintaining law and order; if law and order prevails in a country, it attracts both domestic and 

foreign investments that lead to development, revenue is used to set up and maintain courts of law, 

construct and maintain prisons that are used to keep away and rehabilitate law breakers. 
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i- To increase production; Revenue is used to increase production capacity through investing in key 

sectors like agriculture, transport and communication, power, etc. this leads to accelerated economic 

growth in the country. 

j- Servicing debts; revenue is used to repay debts that it receives to finance development of projects. 

Currently statistics show that the debt structure of Uganda is so huge that it can even take more than 

100 years to repay the current debt, however, this can be controlled through collecting taxes from 

Ugandans that can be used to relieve some of these debts. 

k- To finance special projects; these include special group of people like the aged, the youths and 

women, currently the SAGE program is on board where all aged people in Uganda (those above 80 

years) are given UGX 25,000 per month for their welfare. All this is facilitated by revenue collected. 

l- To control the effects of natural calamities; these include floods, drought, epidemics like COVID 19 

that call for government intervention whenever people are faced with such disasters. 

 

SOURCES OF PUBLIC REVENUE: 

i- Taxes  

ii- Fees ie charged by government for provision of certain services like passport and permit fees. 

iii- Fines and penalties that are charged on offenders of state laws as a punishment like traffic 

offences. 

iv- Income from public enterprises, like profits from NWSC 

v- Donations, gifts and grants 

vi- Rates , like property rates charged by local authorities 

vii- Rent , which is paid by a tenant for use of government property 

viii- Loans e.g. borrowings from internally by selling treasury bills and bonds or loans from outside 

countries (like Euro bonds) 
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INTRODUCTION TO TAXATION 

A tax refers to a compulsory and non refundable contribution executed by the government for public 

purposes. Public purposes include protective, administrative, social and developmental functions. 

 

It refers to a compulsory charge levied by the government or any other competent authority on persons, 

(individuals, corporations or other legal entities) or on businesses in order to finance government 

activities.  

 

Taxes are general obligations and are not paid in exchange for a specific benefit. There is no direct 

relationship between the tax paid and the benefits in terms of public services received by persons who 

have paid tax. i.e. it is a non-quid pro-quo compulsory payment. 

 

Taxation is a process through which governments obtain money from eligible persons by application of 

the law. Taxes are usually collected by a government agency for instance in the case of Uganda, this role 

is performed by Uganda Revenue Authority (URA) for the central government revenue and local 

administration for local government taxes. 

 

ROLE OF TAXATION TO THE DEVELOPMENT OF AN ECONOMY 

a- Raising of revenue that is used to provide public goods like security, roads, utilities, etc. 

b- Controlling aggregate demand; in periods of excess demand, increased taxes can be used to reduce 

individuals’ disposable income hence controlling inflation possibilities and the reverse is true during 

periods of demand deficiencies. 

c- Protection of domestic industries against competition from imported goods, the government tends to 

charge high taxes on imported goods hence making their prices high which increases demand for 

locally produced goods. This also contributes to economic development. 

d- Helps in redistribution of incomes; the government levies high taxes to the rich and provides 

services that benefit the poor. Even revenue collected from the rich can be used to finance income 

generating activities to the poor, like the current Youth Livelihood program (YLP) and Operation 

Wealth creation (OWC) programs. This creates fair income distribution among the people. 
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e- It controls monopoly powers by charging both specific and lump sum tax on each unit of a product 

produced. Monopoly reduces the number of economic players hence leading to income inequality 

and consequently increased unemployment rates.  

f- Ensures price stability, like taxes imposed to control inflation. Once direct taxes are imposed on 

incomes, it will lead to less disposable income leading to a reduction in aggregate demand for goods 

hence fall in prices and the reverse is true. 

g- It promotes proper utilization of resources; the revenue collected is used spent on projects like roads, 

power that can stimulate utilization of redundant resources in different parts of the country. 

h- Improves on the social welfare in form of discouraging consumption of harmful products, for 

instance the high taxes imposed on alcoholic products like excise duty, even tax on airtime and 

betting which is intended to reduce on peoples unnecessary expenditures. 

i- Creation of employment opportunities, like the creation of URA as a tax administration body which 

has created a number of employment opportunities both directly and indirectly. 

j- Reduces the debt burden by enabling the country to finance its budget hence reducing the level of 

borrowing. It can also be used to service the existing debt. 

 

TAX BASE: 

This refers to any item or economic activity that is subject to tax. This may include the following: 

i- Income earned from economic activities like trade and manufacturing. 

ii- Income earned from employment 

iii- Property or assets like houses, land and other investments. 

iv- Consumption of goods which are subject to taxation. 

 

TAX RATE: 

This is applied on a tax base to derive a tax liability which is the obligation the tax payer meets. 

The rate is represented as either a percentage or a fixed or a specific value based on units.  

For instance if the income tax payable by companies is 30%, and the export duty for hides and skins is 

0.25 dollars per kilogram. 
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Illustrations: 

a) If A is the tax base and B is the tax rate, then the product of A and B is the tax liability i.e. 

 A x B  =  tax liability. 

b) Assume a company had a taxable income of Ugandan shs 200,000 and the tax rate is 30%, its  

 tax liability will be: 
  200,000 x 30% 

  = 60,000 shs 

c) Assume the company above exports 150kgs of hides and skins to Europe, its tax liability will be 

  = 150 x 0.25 dollars 

  = 37.5 dollars 

 

NB: If the tax base is to be paid in Ugandan currency, the ruling exchange rates will be applied, like if a 

dollar is equivalent to 1960 shs , then the amount payable in Ugandan shillings would be 73,500 shs. 

 

TYPES OF TAXES: 

There are two broad categories of taxes, i.e. direct and indirect taxes. 

a) Direct Taxes: These are taxes levied on the income and property of individuals and business  

 entities, the burden of which is directly borne by the person paying it. Direct taxes include the  

 following: 

i- Income tax: This is the tax levied on profits or income earned by an individual or a business  

 entity. It takes two forms i.e. personal income tax and corporation tax. 

-  Personal income tax is a tax that is levied on the income of an individual and it is normally a  

 progressive tax. 

-  Corporation tax is a tax levied on corporation or company premises and its normally propor 

 tional (flat  tax rate) tax based on the net income of the company. The tax base for income tax  

 include profits from business, rent and royalties (money paid for using one’s patent right or  

 asset like land) from selling assets and incomes from investments like shares, debentures and  

 other securities and income from employment. 

ii) Wealth tax: It is a tax levied on the accumulated wealth and savings of an individual of business  

 entity. It may be levied on shares, land and other investments. 
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iii) Capital gain tax: This is tax on profits received from the sale of capital assets like sale of   

 property,  investment stock, etc. 

iv) Estate duty. This is a duty levied on estates of deceased persons. It is levied before or after the  

 property in the estate is shared out to the different beneficiaries as based on market value of  

 the estate. 

v) Gifts tax: This is the tax on gifts or gratuitously acquired property. 

 

b) Indirect Taxes: These are taxes that are levied on goods and services paid by an individual  

 on business entity and shifted to the final consumer. These taxes are voluntary in that sense you  

 can only pay them if you opt to buy the goods or consumer services which are levied. The  

 common types of indirect tax include: 

i) Customs duty: This is levied on goods that cross national boarder point either as imports into  

 the country or exports leaving the country. The tax on imports is referred to as import duty  

 while tax on exports is referred to as export duty. 

ii) Excise duty: This is a duty levied on selected goods and services which may be locally produced 

or imported with a view to influence/discourage their consumption or supply in their market. The 

technology here is to levy tax on socially undesirable an luxurious goods. 

iii) Sales tax: It is a tax levied as a percentage on goods or services sold. 

iv) Value Added Tax (VAT): This is a tax on consumption of goods and services. It is levied on the  

 value added at every stage in a chain of production or distribution of goods and services 

v) Sumptuary tax: This is imposed as a way of discouraging consumption of particular goods eg 

environmental levy that is levied on second hand imported vehicles. 

 

Non tax sources of Revenue include : 

i- Licenses 

ii- Market dues 

iii- Fines imposed on those who do not obey the laws of the country 

iv- National lottery 

v- Sale of government property 

vi- Profit from government undertakings like mines, national parks, forests, etc 
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ADVANTAGES OF DIRECT TAXES 

1. Direct taxes are more certain as the tax payers are more informed with the amount of tax they are 

going to pay, the time and mode of payment. Even the government is certain of how much revenue it 

is likely to collect. Hence satisfying the principle of certainty 

2. They are equitable i.e. they satisfy the quality of equity as one of the principles of a good tax. This is 

because they are progressive in nature and they increase with increase in ones’ income and do fall 

directly to the persons according to how much income/wealth they have 

3. They are elastic (flexible) since they can be changed depending on the needs of the economy i.e. it 

can be increased or decreased to achieve the desired goals of a country 

4. They satisfy the canon of simplicity i.e. they do not have any complication in their assessment, 

administration and collection as compared to the indirect taxes. Tax collectors and tax payers can 

easily understand the calculations and the mode of payment 

5. They are economical i.e. easy to collect and at relatively low costs like pay as you earn which is 

deducted at the source by the employer 

6. Certain direct taxes are convenient since they can be paid in installments or after income has been 

realized like salary earners pay at the end of the month 

7. They facilitate automatic stabilization of the economy for example direct taxes can be used to 

stabilize price levels and employment in the economy. Hence reducing inflation and economic 

instabilities 

8. They cultivate a sense of civic responsibility among the tax payers. They are concerned about the 

affairs of the state and how their taxes are being used in the collection and this can help to check on 

government expenditure 

9. They reduce income inequality among the people. It tends to redistribute income with in an economy 

since they are progressive in nature 

10. Like any other tax, they contribute to government revenue which is used to provide social services to 

its people like medical facilities, road construction, power supply etc 
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DISADVANTAGES OF DIRECT TAXES 

1. They encourage tax evasion and avoidance since they are a big burden to the tax payer. Tax payers 

may understate their incomes so as to dodge paying the taxes 

2. They discourage production most especially the corporate tax and wealth tax since they act as a 

disincentive to effort and initiative. If such taxes are high, people may prefer to tax their incomes 

inform of leisure which is not taxed 

3. They cause capital flight in the country as foreign capital holders transfer their capital to other less 

taxed countries. Hence lowering government revenue, employment opportunities etc 

4. Some times direct taxes inconvenience the tax payers particularly when they are paid in lump sum 

and in advance. There fore since they are very difficult to pay and the formalities associated with 

them further inconvenience the tax payer 

5. Direct taxes are discriminative in nature especially income tax which may not be paid by low income 

earners hence leading to loss of revenue to the government. This also discourages saving by the rich 

people 

6. At times, direct taxes are un economical since the cost of collection especially in the developing 

countries and particularly in the rural areas is very high  

7. Direct taxes create resentment since the burden of the tax is heavily held by the tax payer 

8. Direct taxes reduce the level of investments and savings in the country since individuals and 

business firms are left with small amount of money for re-investment 

9. Direct taxes are generally un popular among the population especially in developing countries with 

high rates of poverty 

 

INDIRECT TAXES 

These are taxes levied on goods and services. They are also known as outlays/expenditure 

taxes/consumption taxes or hidden taxes. It can be either specific or advalorem tax 

A specific tax is a tax imposed on each unit of out put provided while advalorem tax is the tax 

calculated according to the value of the commodity. For example if the value of a good is 3000/=, 

and the Advalorem tax is 20% of the value, then the tax is 20/100 x 3000 = 600/= 
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Examples of indirect taxes include: 

i. Excise duty 

ii. Customs duty 

iii. Sumptuary tax 

iv. Octroi tax  

v. Sales tax/  

vi. Turn over tax etc  

vii. Value Added Tax (VAT) 

 

EXCISE TAX/DUTY. This is a tax imposed on home made goods and services like tax on sugar 

beer etc 

Objectives of levying excise duty in Uganda 

i. To raise revenue for the government 

ii. To discourage the consumption of certain goods like cigarettes 

Effects of excise duties 

i. Increased costs of production that result in inflation due to high prices 

ii. Producer’s and consumer’s choices are distorted resulting in inflation due to high prices 

iii. It is regressive and hence result in widened income inequality since it affects the poor more 

iv. If properly levied can provide fairly high revenue with minimal public protest 

 

CUSTOMS DUTY/TAX. This is a tax imposed on goods either entering or leaving the country i.e. 

a tax either on imports or exports.  

Import duty: This is a tax imposed on goods entering a country 

Objectives of levying import duties in Uganda 

i. To raise government revenue 

ii. To protect domestic and infant industries against completion and dumping 

iii. To improve the country’s BOP position through reducing imports 

iv. To retaliate against import duties imposed by other countries on Uganda’s exports 

v. To discourage imports especially luxuries and socially un desirable goods for example taxes 

on second hands vehicles 
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Export duties. These are taxes imposed on goods leaving a country i.e. taxes on exports 

Objectives of export duties 

i. To raise government revenue 

ii. To control the volume of exports so as to avoid shortages at home 

Effects 

i. Increased government revenue 

ii. Reduced demand pull inflation due to availability of goods in the domestic market 

 

SUMPTUARY TAX. This is a tax imposed on commodities considered harmful to the health to 

discourage their consumption and production for example a tax on alcohol drinks. It is also known as 

prohibitive tax 

Effects of sumptuary tax 

i. They help to generate relatively high government revenue with minimal public protest since 

they are levied on commodities with inelastic demand 

ii. Improved standard of living of the people 

iii. Increased problems of income inequality since they are regressive 

 

OCTROI TAX. This is a tax imposed by a country on goods passing through its territory in transit 

to another country for example Kenya imposes octroi tax on imported goods passing through its 

territory to Uganda 

 

TURN OVER TAX. This is a tax imposed on the total sales of a business regardless of the stage of 

production and distribution. In Uganda this tax has been replaced by Value Added Tax (VAT) 

 

VALUE ADDED TAX. This is a tax imposed on the value of a commodity at each stage of 

production. In Uganda VAT is charged at 18% of the increase in the value of a commodity 
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ADVANTAGES OF LEVYING INDIRECT TAXES 

1. They are used by the government in its economic policies like protection of home industries 

against dumping and improving on terms of trade 

2. Indirect taxes are more comprehensive and there fore they are reliable sources of government 

since they cover many goods and services 

3. Indirect taxes are difficult to avoid and evade since they are part of the price of the 

commodity bought and consumed 

4. Indirect taxes are more convenient to the tax payers because they are paid when the 

consumers spend on goods and services 

5. They are a source of revenue to the government hence enabling it to finance its expenditures 

6. They help to check on consumption of harmful goods like cigarettes which result in 

improved health of the people 

7. Indirect taxes are more economical in collection since they are collected by the sellers and 

producers and passed into the government thus reducing government expenditure on man 

power 

8. Generally Indirect taxes are less felt i.e. the burden of is less felt and resented since they are 

part of the prices of the commodities bought 

9. Indirect taxes help to correct the BOP position through increasing import duties resulting in 

reduced volume of imports 

10. Indirect taxes are flexible (elastic) since their rates can easily be adjusted upwards or down 

words to meet the economy’s requirements 

11. When indirect taxes are selectively imposed they can help in income re-distribution by 

levying increasing taxes on commodities consumed by rich people and using revenue to 

subsidize for the poor 

12. They are impartial (neutral) or do not discriminate consumers. They are paid by all groups of 

consumers and this helps to increase tax revenue 

13. They guide in resource allocation i.e. priority areas are less taxed and non priority areas are 

heavily taxed. Savings and investment activities in priority areas are guided by indirect taxe 
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Revision questions: 

Present the advantages of indirect taxes over direct taxes in an economy or your country 

What are advantages of direct taxes over indirect taxes in an economy? 

 

DISADVANTAGES OF INDIRECT TAXES 

1. They are regressive in nature (the rate of a tax increases with a decrease in the tax base0. 

This is mainly with low income earners and they are very much affected plus the poor. Most 

especially if they are imposed on essential consumer goods like fuel, soap, salt sugar etc the 

rich will not feel the effect of indirect taxes and there fore create income inequality 

2. They are inflationary in nature i.e. they rise price of commodities, costs of production, wages 

etc because of tax shifting 

3. Unlike direct taxes, these do not cultivate a sense of civic responsibility and consciousness to 

the tax payer. This is because the tax payer that does not know that he is paying a tax because 

it is contained in the prices of goods he buys 

4. It involves the government in inspecting and checking the records, the stock of the producer, 

wholesalers and retailers to ascertain whether they are paying taxes 

5. Revenue collected in the financial year can not be predicted with certainty. This is due to the 

difficulty of estimating the effects of indirect taxes and the demand for products 

6. They are sometimes difficult to understand for example VAT and this violate the principle of 

simplicity 

7. They have adverse effects on production and employment in a country. Their imposition 

raises the prices of commodities and if these have elastic demand, then the quantity 

demanded decreases as well as production and employment 

8. Their effects on resource maybe negative for resources will move away from taxed to non 

taxed areas or low taxed areas 

9. The more people consume, the more indirect taxes they pay 
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REASONS / PURPOSE / IMPORTANCE OF TAXATION 

i- Taxes are imposed on imports so a to protect domestic / infant industries from competition by  

 cheap and dumped products from outside countries. 

ii- It is a source of government revenue used to finance public activities like roads hospitals,  

 schools, etc 

iii- Taxes are used to reduce income inequalities, i.e. the rich are taxed highly while the poor are  

 subsidized instead. 

iv- To recover the community wealth which individuals have obtained not as a result of their effort  

 but as s result of efforts of other persons or the community. Death duty is charged for this  

 purpose. 

v- Taxes are imposed to check on the inflation rate by reducing the purchasing power of the  

 people. 

vi- To restrict the consumption of certain products to a substantial amount like taxes on alcoholic  

 drinks, cigarettes, etc 

vii- To ensure higher employment levels, taxes are used by government to create domestic indus 

 tries hence creating employment opportunities for the citizens. 

viii- To control monopoly powers like lumpsum and specific taxes that are imposed on monopoly  

 firms so as to reduce on their abnormal profits hence controlling their monopoly powers. 

ix- To service public debts, like those loans from developed countries that are used to for   

 infrastructural development. 

x- To protect scarce resources. 

xi- For equitable redistribution of wealth. 

xii- To reduce on dependence on foreign countries whose grants are always having un desirable  

 strings attached. 

xiii- To encourage/instill responsibility of citizens over public utilities. 

xiv- To correct the balance of payment problems i.e. by over taxing imports.\ 

xv- To encourage forced savings, like NSSF which is taxed on all individuals for their future   

 survival. 
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REASONS FOR THE LOW TAX REVENUE IN UGANDA 

a. High levels of tax avoidance; most tax payers tend to exploit all the available loopholes in the tax 

administration / system and laws to avoid paying high taxes. For instance a company may declare 

dividends as shares since they are not taxed. 

b. Increased incentives and exemptions given to tax payers also lead to tax revenue loss. Today most 

Indian firms are being given tax holidays and other incentives like free land. 

c. Un favourable political situation coming from local demonstrations, regional instabilities, strikes 

which affect the business community and hence affecting the tax revenue. 

d. Limited skills in tax administration; the tax administrators have less skills in collection leading 

leakages results from failure to handle complex transactions of local firms and the multinational 

enterprises. 

e. Low levels of infrastructure  that would be supportive for instance ICT is still low and hence 

affecting compliance processes like filing and payment of taxes. 

f. The narrow tax base; the country has few entities on which taxes are imposed hence causing a 

narrow tax base. This is attributed to poverty, high un employment rate, etc. 

g. The poor tax paying culture; the culture of paying taxes is not yet well grounded hence reducing 

compliance in paying taxes. This is attributed to negative attitude towards tax payment. 

h. Dominancy of the large subsistence sector which makes it hard to raise enough taxable income since 

most activities are not commercial based. 

i. Existence of large informal sector; Most of the businesses are not licensed, not registered, do not 

have permanent place of operation which makes it difficult to collect taxes from such businesses. 

j. High levels of tax evasion; most tax payers deliberately refuse to pay taxes. This is attributed to the 

poor attitude towards paying taxes, high tax rates hence burdening them, high cost of doing business 

which reduces their profit margins, etc. 

k. High corruption rate among the tax payers and tax administrators which affect the amount of 

revenue being collected. 

l. Limited information about the tax payers transactions limits the amount of taxes to be collected , like 

those transactions conducted on e-commerce, landlords, etc 
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STRATEGIES TO INCREASE TAX REVENUE IN UGANDA; 

i- Reducing on the rate at which tax payers are given tax exemptions and holidays, more over those 

foreigners who have money but again let out of the tax base due to those incentives. 

ii- Improving on the level of tax compliance by establishing compliance enhancement schemes, like 

currently they use Tax payer registration expansion program (TREP), the newly Electronic Fiscal 

Receipting and Invoicing solution (EFRIS), etc , all these will help to widen the tax base thus 

increasing revenue. 

iii- Through widening the tax base, like introduction of new tax policies like the new social media 

tax (OTT), mobile money, bank transactions, etc, this will enable the government to increase tax 

revenue. 

iv- Carrying out massive tax education in order to sensitise the masses about the different types of 

taxes, importance of paying tax, non tax compliance levels, etc. this can be through the various 

media, seminars and even teaching it at all levels of education including primary level. 

v- Maintaining and construction of economic infrastructure; the poor transport network increases 

the costs of collecting taxes which reduces tax revenue.  

vi- Through fighting smuggling by putting in place Anti smuggling unit, this controls smuggling of 

goods in and outside the country which will increase the tax revenue from imports and exports.  

vii- Through diversification of taxes; a variety of taxes should be imposed on different economic 

activities as a way of increasing government tax revenue. 

viii- Reviewing the existing tax laws; most of the existing laws are obsolete with many loopholes 

which lead to tax avoidance. Reviewing them shall reduce such hence increasing tax revenue. 

ix- Continuous training of tax officials to equip them with the necessary skills needed to improve on 

efficiency and tax administration, this will also increase tax revenue 

x- By fighting corruption in tax assessment and administration; those caught in the act should be 

prosecuted  in courts of law to help reduce on the loss of government revenue. 

 

CHARACTERISTICS OF A GOOD TAX SYSTEM: 

a) It should be comprehensive i.e. taxes should be levied on as many tax bases as possible and  

 should  be of many types, by this a lot of revenue would be collected. 
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b) It should pose a minimum burden on the tax payers other wise tax payers will evade or resist  

 it. 

c) It should be optimal i.e. maximum balance should be maintained between tax revenue, service  

 rendered through public expenditure and the work effort forth coming from tax payers in  

 order to increase output. 

d) It should be efficient i.e. not involved in high administrative costs in terms of efforts, time and  

 financial resources. 

e) It should be flexible / revenue from taxes should change directly with changes in national   

income. 

f) It should consider the principle of double taxation i.e. a tax payer should never be taxed more  

 than once on a tax base. 

g) It should be neutral i.e. the tax system should have minimum distortion eg on consumption,  

 relative prices, production and investment. 

h- It should be politically acceptable to tax payers so as to avoid conflicts between the govern 

 ment and the tax authorities or the tax payers 

 

CLASSIFICATION OF TAXES : 

There are 3 main classes of taxes based on the relationship between charges in the rate of tax and 

income and how taxes affect the tax payer. These are: 

a) Proportionate tax : This is a tax where the tax rate is constant regardless of the different levels  

 of income, for instance corporation tax which is currently 30% as illustrated below. 
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From the illustration above, at a rate of 30%, if the income is one million shs, the tax payable is 300,000 

shs (i.e. 30% x 1,000,000 shs).When the income increases to 4 million shs, tax payable is 1,200,000 shs 
(i.e. 30% x 4,000,000 shs).This gives rise to the table below showing proportionate tax payable as income 

changes. 

Income (Ug shs) Tax charged ( 30% x Income)     Portion of tax payable (y/x) 

 1,000,000   300,000    30% 

 2,000,000   600,000    30% 

 3,000,000   900,000    30% 

 4,000,000   1,200,000   30% 

 

b) Progressive tax : With this type, the tax rate increases as the income increases. The burden of  

 tax is heavier on higher income earners. The progressive taxes reduce the incidence for people  

 with lower incomes as they inappropriately shift the burden to those with higher incomes. 
 

 

 

 

 

 

 

 

 

Effects of a progressive tax.  
- It increases government revenue  
- It leads to equitable distribution of income and wealth  
- It tends to discourage some sectors  
- Savings are discouraged since it leaves people with less income  
- It is a disincentive to work since it increases with increase in income levels  
  
c) Regressive tax: This is the tax where the rate of tax decreases as the person’s income in  

 creases. The burden is proportionately greater on lower income earners. Many indirect taxes  

 are regressive in nature. 
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Effects of a regressive tax.  
i. Low tax revenue is realized due to tax avoidance 

ii. It encourages tax evasion in that people with low income may deliberately dodge taxes assessed on 
them 

iii. It may result into social unrests  i.e. people can resort to strikes, riots etc 
iv. Income gap is widened between the low-income earners and high-income group 
v. It reduces the consumption of goods 

vi. It widens the income gap between poor and the rich 
 

 

 

 

 

 

 

 

CANONS / PRINCIPLES OF TAXATION 

Taxation is aimed at ensuring that every tax payer contributes the fair share to a cost of government 

activities. Over the years, various principles have been developed as guidelines in tax administration. 

These are: 

a- Simplicity: The type of tax and the method of assessment as well as collection must be simple  

 enough to be understood by both the tax payers and the tax collectors, complicated taxes  

 lead to disputes, delays, avoidance and high costs of collection in terms of time and resources.  

b- Equity or fairness: This means that tax should be levied fairly so that the distribution of tax  

 burden is equitable. This can be applied in two different ways: 

i-  Horizontal equity: This is where persons who earn equal income or have the same wealth  

 should pay the same tax. 
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ii-  Vertical equity: i.e. where persons who are in different positions in terms of wealth or income 

levels should be treated differently i.e. persons who are better off than others bear 

proportionately heavier burden; the higher the salary earned, the higher the tax rate and tax 

 paid. For instance if we had employee A and B: 

     

            Employee A  Employee B 

  Salary         1,000,000 shs  5,000,000 shs 

  Tax rate                 10%         15% 

  Tax payable    100,000 shs      750,000 shs 

 

c- Convenience: This means that the place, period and season in which tax dues are collected  

 should be convenient to the tax payers. For instance tax to be deducted from an employee’s  

 employment income should be charged at the point of paying the salary (like at the end of the  

 month).  

d- Certainty: A good tax system is one that ensures that all parties involved are clear of their  

 rights and obligations. Tax should be certain in terms of time, place, manner of payment and  

 the amount to be paid. Un clear tax systems discourage investments as they are perceived to  

 be unfair, which reduce work effort and encourage corruption. 

e- Economical /cheapness: This principle aims at ensuring that the administration costs of clearing 

taxes is kept as low as possible. Adam Smith suggested that costs involved in collecting taxes 

should not exceed 5% of the tax revenue. Like wise the cost of compliance to the tax payer 

should be as low as possible. 

f- Ability to pay: The tax payers should be able to pay the tax  assessed on them without much  

 difficulty, i.e. the payment of tax should not hinder the operation of business entities or affect  

 the standard of living of the individuals. 

g- Elasticity / Buoyancy: The tax should change directly with the change in the tax base. If the tax 

base increases, the tax yield should also increase. This helps the government to raise more 

revenue where necessary. 

h- Flexibility: A good tax system should be able to accommodate changes in the social, economic  

 environmental needs or the country needs. URA has always changed its tax system where a  
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 need is felt and the government had introduced some new taxes or allowances like initial   

 allowances on plant and machinery, also the rates of taxes have been reduced whenever a  

 need arose, like elimination of excise duty on raw materials and scrapping off graduated tax. 

i- Productivity: The tax should raise enough revenue to sustain its expenditure. The revenue  

 collected should be adequate to sustain the government. A tax which brings large revenue is  

 better than a number of taxes which bring small revenue. The tax authorities should be able to  

 predict and forecast accurately the revenue a particular tax would generate and at what rate it  

 would flow in. An inelastic tax is usually unproductive. 

 

TAX EVASION, TAX COMPLIANCE  AND TAX AVOIDANCE 

 

Tax evasion: 

This is the deliberate refusal of a tax payer to clear the tax obligations as set by the tax regulatory 

authorities. 

It involves tax payers’ deliberate misrepresentation or concealment of the true state of their affairs to the 

tax authority in order to reduce their tax liability. 

It is the defrauding of revenue through illegal acts by the tax payer, it entitles deliberate exception and 

under declaration of one’s income and other fraudulent actions rendering a tax to non payment or under 

payment of tax. 

 

EXAMPLES OF TAX EVASION INCLUDE: 

a- Smuggling, i.e. failure to declare entry or exit of goods. 

b- Giving lower value of goods or services imported or exported by the business. 

c- Under declaration of income eg personal or business income. 

d- Over stating expenses in order to reduce profits realised. 

e- Refusal of the business to register for VAT. 

f- Capitalisation of tax so as to pay less on profit. 

 

CONSEQUENCES OF TAX EVASION TO THE BUSINESS: 

i- Giving punishments for non payment or remittance of tax. 
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ii- Forceful payment of arrears from entrepreneur’s personal resources or profits. 

iii- Denial of public tenders as the business may be blacklisted by tax authorities. 

iv- Temporary or permanent closure of the business hence loss of business income 

v- Denial of government support where tax compliance is considered a pre-requisite. 

vi- Exhibition of bad public image. Poor image to the public as business is blacklisted. 

 

TAX AVOIDANCE: 

This is where a tax payer escapes paying tax or pay less by taking advantage of the loopholes in the tax 

laws. It refers to the deliberate and legal exploitation of the loopholes/weaknesses in the tax laws in 

order to defy /reduce one’s tax liability.  

 

It involves taking advantage of the loopholes in the law to reduce one’s tax liability. Though tax 

avoidance is legal, it is an undesirable act that usually leads to non compliance. Tax avoidance and tax 

evasion actions result into losses of tax revenue and thus undesirable to the tax authorities. 

 

 

TAX COMPLIANCE: 

This is the degree to which the tax paying community meets the tax obligations as set up in appropriate 

legal and regulatory provisions. Compliant tax payers among others make timely, proper and accurate 

date declarations to the tax authority and voluntarily settle all the due tax liability. 

 

ELEMENTS OF TAX COMPLIANCE 

The tax payer is said to be tax compliant when the following have been fulfilled: 

i. Registration : A tax payer should do registration in time and provide accurate information to the 

tax authority which issues a tax payer a Tax payer Identification Number (TIN) which is a key 

identifier of the tax payer. 

ii. Record keeping: A tax payer is required by law to keep proper records (all records relating to 

income and expenditure  of the business) about his business transactions for tax purposes.  
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iii. Filing tax returns: A tax payer should file accurate and correct information about business on a 

prescribed form for a particular period and submit it to URA in order to determine the taxes 

due/payable. 

iv. Declaration: A tax payer should provide accurate and correct information on transaction (import 

of goods and or services) on a prescribed form (customs entry) and submit to URA for further 

processing. 

v. Payment: A tax payer should pay correct amount of tax due and be paid on time. 

 

FORMS OF NON TAX COMPLIANCE  

a. Smuggling: This involves importation or exportation of goods secretly contrary to the law 

without paying the dues imposed. 

b. Under declaration: This is the deliberate misstatement of transactions for purposes of 

underpaying tax. It may involve understatement of income and over statement of expenses which 

directly affects tax payable. 

c. Under valuation: This includes self assignment of lower values by the importer on import 

transactions aimed at defrauding government revenue. 

d. Falsification of documents: This is the deliberate alteration of information on prescribed 

documents for purposes of avoiding taxes, eg changing information on an invoice or 

consignment note. 

e. Non – filing of returns: This is a deliberate failure by registered tax payer to file returns as 

required by law. 

f. Failure to register for taxation: This involves failure by the eligible tax payer to register for tax. 

g.  Misclassification of goods. This is an act of wrongly assigning a product to a class for purposes 

of attracting lower tax rates. 

h. Dumping as used in taxation: This is an act of diverting transit and export goods to the home 

market for purposes of non paying of taxes. 

 

LEVELS OF TAX COMPLIANCE 

The level of tax compliance depends on the tax payers’ attitude and knowledge, there are four levels  

i- Tax payers who are fully compliant and willing to fulfill their obligations voluntarily. 
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ii- Tax payers who reluctantly feel obliged to be compliant i.e. those are the ones who know that  

 non compliance would be expensive and accordingly compliant. 

iii- Tax payers who show slight resistance to compliance and this more often arises from lack of  

 knowledge. Where such tax payers are advised and some pressure is exerted on them, they  

 simply comply. 

iv- Tax payers who are non-compliant and exhibit outright resistance to meeting their obligations.  

 This category includes tax payers who take pride in failing to pay their tax. 

 

FACTORS INFLUENCING TAX COMPLIANCE 

i. Level of income: The higher the level of actual income, the higher the level of tax compliance as 

tax payers can even afford to pay tax consultants when a need arises, and the reverse is true. 

b- The extent to which tax laws and regulatory frame work is simple and easy to understand. 

c- Whether the rules and laws are applied consistently and fairly.  

d- The extent to which the tax burden is spread to all potential tax payers. 

e- The tax rates - higher tax rates make taxation costly  and hence reduce compliance, as this could 

be seen as unfair treatment of the tax payers. And the reverse is true. 

f- The quality of tax administration. 

g- The popularity of government and quality governance. 

h- The quality of business management by tax payers through good record keeping. 

i- Nature of employment: Self employed people have higher chances of avoiding taxes than the 

paid employed people, this is because in most cases for paid employed people, taxes are 

deducted at source, like PAYE by their employers. 

j- Legal implications of non tax compliance like fines, if such are available and high, tax payers 

could comply for fear of the consequences of the fines and vice verse. 

k- Level of tax education: Higher level of tax education increases awareness and fosters tax 

compliance and vice versa. 

 

BENEFITS OF TAX COMPLIANCE 

a. It increases government revenue that is used to finance the recurrent and development expenditures 
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b. It reduces the costs involved in tax administration since tax collection is made easy and less costly as 

people pay taxes willingly. So no need to incur additional costs of hiring debt collectors, court filing 

costs, storage costs for confiscated items, etc. 

c. It promotes continuity in business as there is no interference from tax authorities and no associated 

costs with non tax compliance like time wasting, high collection costs, etc. 

d. It eases facilitation of business. Like ease of participating in bidding for contracts from government 

ministries, agencies and institutions. Since such contracts requires one to produce a Tax Clearance 

Certificate (TCC) for a given tax period. 

 

DEMERITS OF NON TAX COMPLIANCE  

a- Loss of lucrative deals / projects from reputable organizations as well as failure to participate in 

bidding for contracts from government ministries, agencies and institutions. Since such contracts 

requires one to produce a Tax Clearance Certificate (TCC) for a given tax period. 

b- Leads to fines and penalties that sanctioned to the tax payer for non compliance hence affecting the 

business operations. 

c- It leads to failure by the government to provide social services to the citizens like infrastructural 

development and health care services as the will have shortage of revenue to extend such services. 

d- It leads to loss of reputation of the firm like reduction in clientele since loyal customers always wish 

to deal with tax compliant business, hence affecting the business. 

e- It leads to imprisonment of the business owner due to tax defaulting hence affecting him/her and the 

business. 

f- It leads to closure of the business. The tax authority by law has the mandate to close particular 

businesses that are over defaulting. This affects the operations of the business in the end. 

 

WAYS OF FOSTERING / ENHANCING THE LEVELS OF TAX COMPLIANCE 

a- By maintaining proper business records in order to improve on the quality of business 

management. 

b- By carrying out regular audits to help tax payers to keep proper records as they would expect to 

be audited from time to time. 
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c- By obtaining tax education through attending workshops and seminars on taxes. The authority 

can also carry out sensitization  of the public about the importance of paying taxes and where the 

tax being collected is allocated. 

d- By resisting corrupt tax officers like those who request for bribes from entrepreneurs. 

e- Through filing monthly tax returns to the relevant tax authorities. 

f- Through advocating for fair tax rates through forming business associations. 

g- Simplifying the tax laws to enable tax payers understand them hence complying 

h- popularizing government and improving the quality of governance. 

i- Ensuring consistency in the way tax laws are implemented, eg fair treatment of tax defaulters. 

j- Using of advanced technology like use of scanners, surveillance cameras, electronic cargo 

tracking systems and online reporting of non-compliance on URA web portal. 

k- Automation of tax collection and assessment processes like introduction of E-tax, use of mobile 

money applications in order to simplify the collection process. 

l- Strengthening of tax administrators through capacity building, like zero toleeance to corruption 

on the side of tax collection, on job training, which increase tax compliance. 

m- Use of self tax assessment regimes which enable tax payers to voluntarily comply as opposed to 

estimated assessment by the taxing authority. 

n- Rewarding and recognition of the best tax payers on tax payer appreciation days to motivate 

others to comply. 

o- Promoting whistle blower’s policy; the public is encouraged to provide information to URA 

regarding non tax compliance. Such people are rewarded and protected for availing information 

on non-tax compliance. This in the end helps to track non-compliant tax payers. 

 

TAXABLE CAPACITY 

Taxable capacity refers to the ability of an individual to pay the tax that is imposed on his/her and 

remain with enough money to enjoy the standard of living he/she is accustomed to. 

 

FACTORS INFLUENCING THE TAXABLE CAPACITY OF A COUNTRY 

a- Types of taxes levied; people are more willing to pay taxes imposed on goods from which  

 they acquire direct benefits, the fairer tha taxes the higher  the taxable capacity. 
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b- Size of the taxable income; this greatly determines the taxable capacity, the higher the taxable  

 income, the higher the taxable capacity and vice versa. 

c- Income distribution in the country; taxable capacity is high where there is income inequality as  

 the rich tax payers are heavily taxed while the poor has little income to be taxed. 

d- The level of voluntary compliance to tax laws; taxable capacity becomes high where there is a  

 high level of voluntary compliance and tax evasions and avoidance would be controlled. 

e- Efficiency of tax administrators; taxable capacity is high where the concerrned authorities are  

 efficient in their duties e.g in educating tax payers, collection, etc. 

f- The level of employment in a country; a person will only be in position to pay taxes when he is  

earning, taxable capacity will be high where people have enough employment opportunities  

 where they can acquire income. 

g- The level of a tax base in the country; the higher the tax base the higher the taxable capacity  

 and vice versa. 

 

 

 

 

TAX ADMINISTRATION IN UGANDA 

Tax administration is a mechanism of assessment, collection, enforcement and accounting for the tax 

levied. 

The principle players in the Ugandan tax administration system include; The ministry of Finance 

Planning and economic development, The Parliament, Uganda Revenue Authority, Tax Appeal Tribunal 

and others as explained below 

a) Ministry of Finance Planning and Economic Development; This represents the executive arm  

 of the government on the tax administration function, it is currently headed by Hon. Kiwanuka  

 The different roles of the Ministry of Finance in tax administration include: 

i- Interpreting government tax policies and translating them into appropriate tax proposals for  

 parliament’s consideration. 

ii- Overseeing the operations of Uganda Revenue Authority. 

iii- Funding the operations of Uganda Revenue Authority. 
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iv- Linking U.R.A., government departments and other  stake holders. 

v- Ensuring proper national budgeting utilisation and accountability of revenue. 

b) Parliament; This is constitutionary responsible for monitoring the performance of all government 

ministries and departments in disregard, URA is accountable to parliament for its performance 

and submits annual reports to parliament to indicate its revenue performance and management. 

The parliament is responsible for setting up laws that guide URA in its operations. 

c) Uganda Revenue Authority; There are two major tax authorities in Uganda i.e. URA which is 

responsible for the central government revenue and the local government administration (District 

council, Town council, local council) which is responsible for collection of local government 

revenue including: 

 - Property tax and ground rates in urban centres. 

- Fees and duties like licenses, approval of plan tax, market dues, park fees, street parking 

fees, etc. 

 - Graduated personal tax (which was suspended by the government) to encourage   

  development of personal income. 

 

 

d) The Ministry of local government is responsible for determining the rate of tax for the different  

sources of local government revenue. They also manage the registration process for tax purposes 

like TREP which is a joint operation between Local councils and URA to widen the tax base 

e) Courts of law like Tax appeal tribunal (TAT) which settles disputes between tax payers and 

URA. 

f) Tax agents like customs clearing agents that facilitate trade in clearing, forwarding and making 

customs declarations on behalf of tax payers. They also help tax payers in compiling, filing 

returns, tax accounting and auditing, etc. 

g) Financial institutions like banks that play a fundamental role in receiving, collecting and 

accounting for taxes from tax payers. 

h) Central government that consolidates tax revenue collected by all other banks into the 

consolidated fund 
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i) Other government agencies like NIRA and URSB that manage the registration process for tax 

purposes. 

 

FACTORS HINDERING  TAX ADMINISTRATION IN UGANDA. 

a- Slow decision making resulting from the bureaucratic traditional tendency in the tax collection  

 departments. 

b- Low morale partly due to low remuneration and declining professionalism and corruption  

 among tax collectors. 

c- Inadequate support to the tax administrators regarding infrastructure, logistics and other re 

 sources. 

d- Poor standards of business management and record keeping among the business community. 

e- High degree of tax evasion through smuggling, forgeries, under declaration and other forms of  

 indiscipline. 

f- Low level of professionalism and acceptance of corruption as a normal way of conducting  

 public affairs. 

 

 

 

FORMATION OF UGANDA REVENUE AUTHORITY 

Before the formation of URA, taxation in Uganda was administered by four distinct departments in the 

ministry of finance. These were: 

i- Customs and excise department: This department was responsible for assessment and collection 

of customs duties principally import duty and excise duty. 

ii- Income tax department: This department was responsible for assessment and collection of  

 personal income tax, pay as you earn (PAYE), corporation tax and withholding tax. 

iii- Inland Revenue department: This was responsible for the assessment and collection of sales  

 tax,  commercial transaction levy (CTL), stamp duty and motor vehicle licensing. 

iv- Tax policy department: This was the department responsible for the development of taxation  

 policies. 
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ROLE OF UGANDA REVENUE AUTHORITY IN TAX ADMINISTRATION 

URA has the primary responsibility of providing the cornerstone for development in Uganda and its 

roles include the following: 

a) To assess and determining the correct taxes to be paid by tax payers. 

 i- Identifying and registering the tax payers. 

 ii- Providing the tax payers with information necessary for them to know their rights and  

  obligations 

 iii- Assess the tax payers fairly. 

b) To collect taxes and ensuring that the assessed taxes are paid by the tax payer by the due date. 

c) To account for all revenue collected to the ministry responsible for finance, i.e. all revenue 

collected is deposited into the consolidated fund account of the Bank of Uganda. 

d) To facilitate trade and investment through: 

 i- liaising with other government bodies like the ministry of trade and Uganda Investment  

  Authority to ensure that a good investment climate exists in Uganda. 

 ii- providing quality services through fast track clearance of goods; prompt provision of  

  tax clearance certificates and motor vehicle licensing. 

e) To advise government on matters of policy related to tax and revenue administration, such  

 advise is normally contained in the policy changed proposals made during annual budget   

 process forwarded to the ministry of finance. 

f) To register tax payers and issuing the TIN to those that are eligible for them. 

g) To provide relevant and accurate data to other government agencies like Uganda Bureau of 

Statistics UBOS, Bank of Uganda, Uganda Investment Authority, etc for policy planning 

purposes. 

h) To provide relevant information and guidance to the public on tax matters to promote tax payer 

compliance through stakeholder engagements, the media, tax clinics, workshops, school 

interactions and education, etc. 

 

TAXES COLLECTED BY U.R.A 

 

These can be broadly divided into two categories i.e. international trade taxes and domestic taxes 
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The International trade taxes are collected on goods entering the country (import duty) and on goods 

leaving the country (export duty). Such taxes in Uganda are collected by the customs and excise 

department. In addition to export and import duties, the department collects the following taxes: 

- Value added tax : i.e. tax levied on consumption of goods and services and imposed on value  

 added at every stage in the chain of production and distribution of goods and services. 

- With holding tax : these taxes are a form of income tax deducted at source by one entity upon  

 making a payment to another entity. 

- Excise duty: this is imposed on the importation of specific goods with a view of influencing  

 their supply or consumption in the local market, it is normally charged on socially undesirable  

 and luxurious goods. 

Under domestic taxes URA collects the following categories: 

a) Income tax : This includes the following categories: 

i- Corporation tax: This is charged on company net profits, this tax is collected through direct  

 payment or withholding it at source 

ii- Individual income tax : This is charged on the income of individuals and is collected in the  

 following ways: 

 - Individuals who are employed pay this tax as they earn (PAYE) 

 - Low income earners in business, this tax is collected through presumption tax system. 

 - Individuals  not covered by the above, this tax is collected through direct payment or  

  with holding at source. 

iii- Rental tax : this is charged on the income earned by an individual from the letting out of 

property. 

Other taxes include: 

iv- Wealth / property tax : this is levied on property or past accumulated savings or capital. where as 

this tax can be a good method of distributing wealth, it may discourage savings, investment and 

accumulation of wealth. 

v- Capital gain tax : This is levied on gains made by the seller of a certain capital asset whose  

 value has appreciated considerably at the time of sale. Such gains are regarded as unearned  

 income. 
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vi- Death(estate)duty : this is levied on the property of the deceased, it is urged that a person  

 cannot command property rights beyond the term of his/her life which nature allows him/her  

 and therefore society should take part of that property(in form of taxes)when the owner dies. 

vii- Gift tax : this is a tax imposed on gifts among the living, it is a means of stopping sick people  

 from avoiding death duty by passing the property on to the heirs in form of gifts, and it may also  

 act as a means of taxing  unearned income. 

viii- Agriculture revenue tax : this is imposed on the value of produce realised by the farmer as  

 income after deducting all expenses and costs of production. 

ix- Stamp duty : this is an indirect tax levied on the commercial  transactions like debenture,   

 transfer of immovable property, company incorporation or increase of share capital, transfer  

 of stock or marketable securities. 

x- Local hotel tax this is an indirect tax which is levied on hotel rooms and is paid by the room  

 occupants when settling their bills. This is also collected by local governments. 

xi Local service tax, this is also a newly enacted tax (2008) collected by the local government, it  

 is paid by people in gainful employment, practicing professionals, commercial farmers, etc. 

Other taxes and fees collected by local governments include: 

xi- Registration fees 

xii- Permit fees 

xiii- Property tax 

xiv- Plan fees 

xv- License fees 

xvi- etc 

The domestic taxes department is also responsible for collection of motor vehicle registration fees, 

driving permit fees, stamp duties, etc. 

 

TAX APPEAL TRIBUNAL  (TAT) 

If a tax payer is dissatisfied with the decision of URA Commissioner General, he/she has a right to 

appeal to the T.A.T. for a review and resolution of the matter (within 45 days) and where the 

Commissioner is not satisfied with the decision of the TAT  (Objection decision) he has the right to 

appeal to the High Court. The TAT has two broad roles: 
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i- To ensure a fair and consistent application of the taxing laws. 

ii- To give interpretation on matters of the tax law which may seem to be unclear. 

 

OBLIGATIONS OF A TAX PAYER 

A tax payer is a core stakeholder in the tax administration and has the following inter related roles or 

obligations which are defined in the URA tax payer’s charter. 

i- Registering with URA as a tax payer to obtain a TIN which is free to every applicant. 

ii- Filling complete and accurate tax returns and other notices as required by the tax laws. 

iii- Every tax payer has an obligation to pay all the due tax as properly assessed and determined  

 by URA. 

iv- Co-operation with the authority when handling tax matters. The tax payer should only deal with 

authorized staff of the authority. 

v- Disclosure / declaration; a tax payer should be honest with URA, treat URA staff fairly and with 

courtesy, etc and make full disclosure of information and correct declaration of all transactions at 

all times. 

 

OBLIGATION OF THE TAX AUTHORITY: 

a- handling all tax payer’s affairs with impartiality 

b- presuming the tax payers and their agents, honesty until proven otherwise. 

c- collecting only fair and correct taxes 

d- To ensure secrecy of every tax payer’s affairs and use tax information in URA’s possession in  

 accordance to the law. 

e- Providing tax payers and their authorised agents with clear, precise and timely information. 

f- Ensuring that courtesy and considerate treatment  is extended unconditionally to all tax payers. 

g- Responding to every tax payer’s enquiry, complaint or request . 

h- Providing proper technical advise to the tax payers. 

i- Assisting new tax payers to register. 

j- Educating the tax payers and community about their tax obligations and rights. 
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RIGHTS OF THE TAX PAYER. 

This is a list of protections available to all tax payers when dealing with taxation issues. These include: 

a. Equity: Tax payers have a right to equity in terms of application of tax laws and procedures, shall 

be handled with impartiality and presumed honest until proven otherwise. 

b. Confidentiality: Tax payer affairs shall be kept secret and tax information in URA’s possession 

shall be used in accordance with the law. 

c. Facilitation of tax compliance: Tax payers and their authorized agents shall be provided with 

clear, precise and timely information to their enquiries, complaints or requests. 

d. Objections and appeals: Tax payer tax objections shall be attended in accordance with the 

relevant laws and procedures. 

e. Prior Notices: Tax payer shall be given prior notice whenever their premises are to be subjected 

to routine inspection or audit. 

f. Accountability: Taxpayer tax account shall be promptly updated for the tax paid. URA shall 

maintain an updated database of tax payer’s tax records. 

g. Tax refunds: Where a tax refund is due the tax payer, URA shall process it within a prescribed 

time limits under the laws subject to budget refund limits. 

h. Processing returns, customs entries and other documents; URA shall process tax returns , entries 

and any other documents relating to taxpayer tax affairs as stipulated under the relevant laws. 

i. Customer care: URA shall ensure excellent customer care by being courteous, receiving 

constructive criticisms and advice from taxpayer at all times and acting promptly on all 

complaints made against URA officers in accordance with the URA code of conduct. 

 

VALUE ADDED TAX 

Value Added Tax was introduced in Uganda on 1st July 1996 and its administered by VAT Act 

chapter349. VAT is a tax on consumption of goods or services and is charged on value added at each 

stage in the chain of distribution and production. Its ultimately borne by the final consumer and is 

charged at a rate of 18 %. 

VAT is  broad – based indirect tax on consumption, charged on value added to “taxable” goods and 

services, at different stages in the chain of distribution. It is charged on both local products and imports 
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MAIN FEATURES OF VAT 

- VAT is a comprehensive tax which is charged and collected at all stages in the chain of distribution. 

This means that it is a multi-stage tax. 

- VAT is an indirect form of tax. it is paid by the person who buys a good or service. 

- VAT is payable on expenditure (consumption) and not on income. 

- VAT is payable on value added in the production process. 

 

KEY TERMS USED IN VAT 

Taxable person: A person who is registered or is required to be registered to pay VAT. In other words, 

at the moment, once a person’s turnover exceeds shs 150,000,000 (VAT registration thereshold), that 

person becomes a taxable person regardless of whether or not the person actually makes an application 

to register. 

Persons: refer to individual, partnership, company, trust, government and any public or local authority. 

It is any business entity that buys or sells goods or services and is required to be registered for VAT. 

Goods: include all kinds of movable and immovable property, but does not include money. 

Movable property: includes stock in trade and the capital goods of a business. 

Immovable property: includes land with developments on it and any real right to such property. 

Services: anything that is not a good or money. It includes intellectual  and industrial property rights ege 

copyrights, trade marks, etc. 

Taxable supply: is supply of goods or services that is not an exempt supply made by a taxable person in 

Uganda for consideration as part of his/her business activities. 

 

CATEGORIES OF TAXABLE SUPPLIES; 

Standard Rated Supplies: Vat is charged at 18%. 

Zero Rated Supplies: VAT is charged at 0%. For example, exports are zero rated. 

Exempt Supply: This is not charged to tax even if made by a taxable person. Exempt supplies are 

business supplies other than taxable supplies on which VAT is not charged, eg supply of education 

services, financial services. 

Input VAT: is VAT paid or payable in respect of a taxable supply or an import / purchase of goods or 

services by a taxable person. Or VAT paid by a registered person on purchases from another registered 
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person as well as VAT paid on other business expenses such as administrative expenses eg rent, 

electricity, water, etc. 

Output VAT: is VAT on sales. That is tax charged by a taxable person when selling to customers. 

Tax period: is the period of time covered by  VAT return, currently monthly or a calendar month. 

 

CALCULATING VAT PAYABLE AT SINGLE STAGE: 

VAT fraction =  R/ (R + 100) , where R is the rate of tax 

Given VAT standard rate of  18%, then VAT fraction  = 18 / (18 + 100) 

Value added tax is computed by getting the difference between outputs and inputs. 

 

COMPUTATION OF VAT AT DIFFERENT STAGES OF DISTRIBUTION / VAT TRAIL 
 
The table below tries to show the chain of distribution a commodity goes through from the importer 
until it reaches the final consumer and VAT payable at each stage. 
 
Chain of Distribution: 
 Stage Activity   Purchase Selling  Value           VAT at 18 % 
      price(shs) price(shs) added(shs)    (shs) 
 
    1 Importer at customs  10,000      -  10,000  1,800 
    II Importer 
  (local contribution)  10,000  12,000  2,000  360 
    III Wholesaler   12,000  15,000  3,000  540 
    IV Retailer    15,000  20,000  5,000  900 
     V Consumer   20,000                   -                      -                     3,600 
 
From the above illustration, it is indicated that the final consumer pays VAT of 3,600 shs which is equal 
to(18 % x 20,000).The total price paid would be 23,600 shs. However, this VAT would have been 
collected and paid in parts by the different persons in the chain of distribution as follows: 
 

Stage I  Importer at customs pays    shs 1800 
 Stage II Importer local distribution pays   shs 360 
 Stage III Wholesaler pays     shs 540 
 Stage IV Retailer pays      shs 900 
                    =  shs 3,600 
VAT computation : 
VAT = Taxable value x VAT rate 
Where Taxable value is the price of a taxable good, which is also referred to as the tax base. The current 
rate of VAT is 18 %. 
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VAT Mechanism : 
This involves three items i.e. 
i- VAT on purchases and expenses which is called Input tax 
ii- VAT on sales which is called Output tax 
iii- VAT liability which is = Output tax - Input tax 
NB: Where Output tax exceeds Input tax the tax payer pays the difference as VAT to URA, but where 
the Input tax exceeds the output tax, the tax payer claims the difference as VAT Refund from URA. 
 
 
Question : 
Ms Nabuuma Phiona is a re-known retailer in Kikuubo, she mainly deals in trading Sugar from Kakira 
Sugar Uganda ltd. In the month of December 2008, she bought 100 bags at 5,000,000 shs and resold all 
of them at 7,500,000 shs. Calculate her Input tax, Output tax and VAT liability. 
 
 
 
Solution : 
i- Input tax  =  18 % x 5,000,000 
  = 900,000 shillings 
 
ii- Output tax  = 18 % x 7,500,000 
  = 1,350,000 shillings 
 
iii- Tax liability  = Output tax - Input tax  
  = 1,350,000 - 900,000 
  = 450,000 shillings 
 
Question : 
In January Mzeei Ssenkubuge Emmirious bought the same quantity of sugar, at the same price,but due 
to credit crunch, she only sold 50 bags at a total of 3,750,000 shs. Calculate his estimated VAT refund 
payable as at January 2008. 
 
Solution : 
Input tax  = 18 % x 5,000,000 
  = 900,000 shillings 
 
Output tax  = 18 % x 3,750,000 
  = 675,000 shillings 
VAT refund  = Input tax - Output tax  
  = 900,000 - 675,000 
  = 225,000 shillings 
 

Local Excise Duty :  
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This is a tax on consumption of specified goods and services. It is imposed on selected goods and 

services like beer, soft drinks like sodas, wines, alcoholic spirits, cigarettes, fuel, mobile money, etc. 

 

Taxable value for excise duty: 

In respect of manufactured goods, excise duty is payable on Ex-Factory price. This includes; raw 

materials, manufacturing costs, bank charges, profits, expenses incidental to the factory including the 

distribution costs. 

In respect of imported goods, it is charged on Cost, Insurance and Freight (CIF) plus import duty. 

In respect of service, it is imposed either as a fixed fee or as a percentage of the charges imposed by the 

service provider. 

 

An example of excise duty computations: 

Product Ex – Factory Price Excise rate (%) Excise Tax 

Beer Shs 2,000 per 500 ml 60 1,200 

Spirits Shs 5,000 per litre 60 3,000 

Soft drinks (Sodas) Shs 1,000 per 300 ml 12 120 

 

Withholding Tax 

This is a form of income tax that is deducted at source by one person effecting payment. 

The person making payment is obliged to withhold tax and is referred to as a withholding agent and the 

person receiving payments from which tax is required to be withheld is the Payee. Withholding applies 

to the following types of payments; 

Tax Base  Rate 

Employment income (PAYE) The rates are covered under PAYE 

Goods and services 6% 

Imports 6% 

Professional fees (resident) 6% 

Dividends 15% 

Rent (resident) 6% 

Rent (non resident) 15% 
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Natural resources payments 15% 

Royalty (Non resident) 15% 

Winnings (sports or pool betting) 15% 

Management charge (non resident) 15% 

 

BASIC TAX COMPUTATIONS  
a) Individual Income Tax: This tax is imposed on the chargeable income of an individual. Charge 
 able income is derived from gross income 
 Gross income: There are three sources of income under the income tax Act. i.e. 
 i- Business income 
 ii- Employment income 
 iii- Property income 
The sum of the income from all the three sources above is referred to as gross income. This excludes 
income that is exempt from tax. 
 
Question one: 
Ms Kirabo Susan a resident of Lungala earned income from different sources in the year 2008 as 
indicated below: Business income shs 1,000,000, employment income shs 2,400,000,property income 
shs 500,000. In addition, he incurred expenses totaling to 1,200,000 shs to earn the income shs 150,000 
is exempted from tax. Determine Ms Kirabo’s gross income and her chargeable income. 
 
Solution: 
i) Gross income = Total income - Tax exempted income 
   But Total income = Business income + employment income + property income 
       =  1,000,000 + 2,400,000 + 500,000 
       =  3,900,000 shillings 
   So gross income  =  3,900,000 - 150,000 
       =  3,750,000 shillings 
ii) Chargeable income = Gross income - expenses 
           = 3,750,000 - 1,200,000 
           = 2,550,000 shillings 
 
Employment income includes among others the following: 
i- Wages and salaries, leave pay, gratuity and bonus 
ii- Allowances such as traveling, entertainment, housing and medical allowances. 
iii- Value of any benefit like facility granted by an employee (benefits in kind) 
iv- Benefits from items like cars, houses, etc 
v- Compensation for termination of a contract or employment. 
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TAX RATES 
Income is charged tax in relation to a defined year of income tax rate of an individual is based on a year, 
however, in the case of P.A.Y.E., the rate administratively reduced to monthly rates. 
 
Pay As You Earn (PAYE) monthly tax rates ... Basing on the financial year 2012-13 
     (FOR RESIDENTS) 
 

Chargeable monthly income 
( in shs) 

Tax rate (monthly) 
( in shs) 

0 - 235,000     NIL  
235,001  - 335,000 10 % of the amount in excess of chargeable income of 235,000 shillings 

 
335,001  - 410,000 

shs 10,000 plus 20 % of the amount in excess of chargeable of 335,000 
shillings. 

 
410,001 and over 

A: shs 25,000 plus 30 % of the amount in excess of chargeable income of 
shs.410,000 
 
B: Where the chargeable income of an individual  exceeds shs. 10,000,000  an 
additional 10% is charged on the amount by which chargeable  
 income exceeds shs. 10,000,000. 

  
 
    (FOR NON-RESIDENTS) 
Chargeable monthly income (shs)       Tax rate (monthly in shs) 
0 - 335,000 10% 
335,001 - 410,000 33,500 plus 20% of the amount in excess of chargeable income of 

335,000 shillings. 
410,001 and above A: shs 48,500 plus 30% of the amount in excess of chargeable income of 

shs 410,000 
 
B: Where the chargeable income of an individual exceeds shs 10,000,000 
an additional 10% is charged on the amount by which chargeable income 
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exceeds shs. 10,000,000 
 
Corporation Income Tax Rate Structure 
 30 % Resident companies 

30 % Non- Resident Companies 
25 % - 45 % for Mining Companies 

  
 
Question Two: 
Suppose Ms Nakanwagi Jolly’s monthly income is shs 350,000, how much does she pay as PAYE? 
Solution: 
= 10,000 + 20% of excess of 335,000 (because she is in the 3rd bracket) 
= 10,000 + 20% (350,000 - 335,000) 
Tax payable = shs 13,000. 
 
 
Question Three: 
Mr. Wangi Martin is earning shs 2,000,000, how much does he pay as PAYE? 
Solution: 
= 25,000 + 30% of excess of 410,000 (because he lies in the 4th bracket) 
= 25,000 + 30% (2,000,000 - 410,000) 
Tax payable = shs 502,000 
 
Question Four: 
Ms Muhigo Patience works with Mega Standard Supermarket as an An Accountant and earns a monthly 
salary of shs 16,000,000, how much does she pay as PAYE? 
Solution: 
25,000 + 30% of 410,000 plus 10% of the excess of 10,000,000. 
i- 25,000 + 30% (16,000,000 - 410,000) 
= shs 4,702,000 
ii- 10% (16,000,000 - 10,000,000) 
= shs 600,000 
Therefore tax payable is 4,702,000 + 600,000 
   = 5,302,000 shillings. 
 
Question Five: 
Mr. Bint Razak, an Indian working with Shambombo Publishers Ltd earns shs 610,000 per month, 
calculate his PAYE. 
Solution: 
= 25,000 + 30% (610,000 - 410,000) 
Tax payable = shs 85,000. 
 
Question Six: 
Mr, Ramzee Noah  a Nigerian Engineer also works with the same industry and earns shs 2,000,000 
determine his PAYE. 
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Solution: 
= 25,000 + 30% of (2,000,000 - 410,000) 
Tax payable = shs 502,000. 
 
 
Question Seven 
Ffenekansi Banton, works with Metropolitan University Business School in Uganda as a Security guard 
and earns shs 230,000 per month Calculate his PAYE. 
Solution: 
Ffenekansi is not charged PAYE since his monthly income is tax exempt, that is, its below the taxable or 
chargeable income (below shs 235,000) 
 

RENTAL INCOME TAX 

This is charged on every individual who earns rental income and this tax is only applicable to rental 

income derived from immovable property like land and buildings for the case of Uganda. 

The income tax Act provides that 20 % of rental income to be deducted as representing expenditure or 

loss incurred to earn the rental income. The Tax rate for rental Tax is 20 % of the chargeable rental 

income in excess of the threshold which is 2,820,000 shs. (Basing on the revised income tax act 2012) 

For income tax purposes, It does not matter whether the building is let out as a residence or for 

commercial use.  

 

NB:  The rental income of a non resident individual for the year of income is charged to tax at a rate of 

15% on gross earnings from Uganda. 

Question Eight 
Ms Nyaketcho Martha and Ms Logose Derilah own a building in Busega that belonged to their late 
brother Muganga Anthony, they earn 4,500,000 shs p.a. as rental income from this building. Calculate 
their rental tax payable. 
Solution: 
Rental Income      =   shs 4,500,000 
Less provision for losses = 20 % x 4,500,000 
    = 900,000 shs  
Chargeable Income   = 4,500,000 - 900,000  
    = 3,600,000 shs 
Less thresh hold   = 2,820,000 
Net chargeable rental income = 780,000 shs 
So rental tax payable   = 20 % x 780,000 
    = 156,000 shillings 
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NB: The annual threshold was revised from shs 1,560,000 to shs 2,820,000 (wef 1st July 2012) 
 
 
NON TAX REVENUE: 
Non tax revenue in Uganda collected by URA includes stamp duty and other government non-tax 
revenue. 
Stamp duty: This is a duty payable on all the instruments of the schedule of stamps executed or signed in 
Uganda.Such instruments include transfer of land, mortgages and agreements. Stamp duty is chargeable 
on transfer of land at a rate of 1% of the value of land. The value of land is determined by the chief 
government valuer in the ministry of lands. Stamp duty on mortgages is 0.5% of the value while stamp 
duty on agreement is at a fixed rate of shs 5000, i.e. it doesn’t vary with the amount in the agreements. 
 
 
Question Nine : 
Ms Ajore Evelyn purchased land at plot 25 Masaka Road for 5,000,000 shs. The land has been valued 
by the chief government valuer at 7,500,000 shs. You are required to compute the stamp duty payable. 
Solution: 
 1 % x 7,500,000 
       = 75,000 shillings    
 
Question Ten : 
Ms Nabunya Elsie Joan and Ms Nakiwala Aisha have signed a mortgage with Stanbic Bank Ltd for 
10,000,000 shs they borrowed, calculate their stamp duty payable 
 
Solution: 
   0.5 % x 10,000,000 
            = 50,000 shillings 
 
NB: 
Assessment of license fees and stamp duty is done by URA while assessment for other government non-
tax revenue by the originating  government ministry, department or agency. 
 
Import Duty: 
On entering Uganda, goods are declared on the entry which is issued by URA on a prescribed format. 
The  assessment process would involve the following: 
a) Determination of the customs value. This is based on cost of insurance and freight value. (C.I.F.).  
b) Determination of tax payable using the tax rates as designed in the customs tariffs contained in the  
    customs External Tariffs (CEF). 
c) Examination of the goods and if satisfied with the valuer and documentation, the goods are  
    released. 
 
Imported goods normally pay the following duties. 
i) Import duty 
ii) Excise duty 
iii) Value Added Tax 
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iv) With holding Tax. 
 
 
COMPUTATION OF CUSTOMS DUTIES AND TAXES: 
In January 2005 Uganda became a member of EAC., a regional economic body referred to as the customs Union 
comprising of Uganda, Kenya, Tanzania and today Rwanda. The EAC agreed to establish a common external 
tarrif (C.E.T.) for all goods or services outside the region and this has three tax bonds i.e. 25%, 10% and 0%. 
 
 
 
 
 
Question Eleven : 
Mr. Lwanga Hamza and Ms Anayo Salume import goods from Dubai at a C.I.F. value of 100 US dollars 
attracting an import duty of, 10% in order to derive the customs duty, its necessary to convert US dollars into 
Ugandan shillings by applying the current exchange rate. Assuming the current exchange rate is : 
 $1 = 2250 , 
 
i- Customs value Uganda shillings = $ 100 x 2250 
      = Ug shs 225,000 
  Import duty = 10 % of customs value 
         =  10% x 225,000 
         = 22,500  shillings 
 
Question Twelve : 
Assuming the two traders had to pay VAT of 18% and an excise duty of 60% and with holding tax of 6%, 
calculate the total amount of tax payable. 
 
Solution : 
Excise duty = customs value + import duty x rate of excise duty 
       = 225,000 + 22,500 x 60% 
       = 148,500 shillings 
 
VAT = import duty + excise duty + customs value x rate of VAT 
        = shs 22,500 + 148,500 + 225,000 x 18 % 
        = shs 396,000 x 18 % 
        = 71,280 shillings 
 
With holding Tax = customs value x tax rate 
                         = shs 225,000 x 6 % 
    = shs 13,500 
 
Therefore the total amount of tax payable is: 

shs 148,500 + 71,280 + 13,500 
 = shs 233,280. 
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NB:  

There is a another tax entitled Environmental levy that is charged of all second hand vehicles that are 

imported. This is based on the fact that being old model vehicles, there are toxic fumes they emit to the 

environment and hence affect it. So this is levied to discourage importation of such vehicles. The 

percentage charged depends on the model of the vehicle, i.e. a 1996 model vehicle pays a higher levy  

than the 2000 model vehicle. 

 

Infrastructural Levy 

This is a levy imposed by the East African Community Member states to finance and maintain 

infrastructural development. It is charged at a rate of 1.5% of the CIF value. 

 

 

Environmental Levy: 

This is a levy imposed to limit the importation of used cars as a way of protecting the environment. The 

rate varies depending on the years of manufacture. Passenger vehicles that are above 9 years since 

manufacture pay a levy of 50% while goods vehicles above 9 years  since manufacture pay a levy of 

20%. All vehicles pay a levy except specialized vehicles such as road drilling and fire fighting vehicles. 

 

Domestic VAT: 

This is VAT for non VAT registered taxpayers that came into effect  in Uganda on March 1, 2001. it is 

charged on standard rated imports other than personal effects or motor vehicles whose value is shs 4 

million and above, imported by non VAT registered importers. 

Domestic VAT = (CIF + ID + ED) x 18% 

 
 
TAX AMMENDMENT BILLS, 2021 

There are a number of proposed tax amendment bills that were tabled before parliament by the Minister 

of Finance Planning and Economic Development for debate. Once they are discussed since they are 

subject to any changes and passed into law by the parliament and assented to by the President of 

Uganda, they will take effect from 1st July 2021. 

The proposed amendment bills include the following: 
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a. The Income Tax (Amendment)t Bill, 2021 

b. The Value Added Tax (Amendment) Bill, 2021 

c. The Excise Duty (Amendment) Bill,2021 

d. The Stamp Duty (Amendment) Bill, 2021 

e. The Traffic and Road Safety Act  (Amendment) Bill, 2021 

f. The External Trade (Amendment) Bill, 2021 

g. Mining Fish, Tobacco (Amendment) Bill, 2021 

 

Rental Income tax : This is among the income tax sources that are subject for amendment, key issues 

under review are as below: 

a- Rental income from separate building to be accounted for based on each individual building 

other than grossing up the total income realized from the different buildings of an individual to 

determine taxable rental income. 

b- Deductible expenses and losses allowed to an individual earning rental income to be increased 

from 20% to 60% 

c- Rate of rental tax applicable to an individual earning rental income to be increased from 20% to 

either 25% or 30%. 

d- The threshold to be to scrapped off when determining rental chargeable income. 

e-  

 

NB: Details of Tax Amendment Bills, 2021 shall be published in the next edition after being 

assented to by Parliament: 

 

Revision Questions: 

2. Jonah imported a car from Japan that had been manufactured 11 years back, the cost of the car 

was worth 2,000 dollars, paid 200 dollars for insurance and 300 dollars as freight charges up to 

Mombasa port. Given that the exchange rate is UGX/USD 3,700, import duty is 25%, VAT is 

18%, withholding tax is 6%, compute the relevant customs taxes. 
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3. Martha & Co. Ltd’s gross income for the year ending December 2019 was UGX 145,000,000 

and allowable expenses amounted to UGX 80,000,000. calculate the business chargeable income 

and determine the amount of tax payable. 

4. Ssegirinya Mohammed is a taxable person, made taxable sales of shs 600,000,000 and taxable 

purchases of shs 350,000,000 (VAT inclusive). Determine his VAT payable to URA. 

5. If you imported a car worth 5,000 dollars, paid 250 dollars for insurance and 450 dollars as 

freight charges up to Mombasa and the exchange rate is 1 dollar = 4,000 shillings; given the tax 

rates as; import duty  = 25%, VAT = 18%, WHT = 6%, determine the relevant customs taxes. 

6. John Paul is an employee of Semuto peoples SACCO. He earns the following monthly incomes; 

a salary of shs 180,000 and medical allowance of shs 600,000. Compute his monthly PAYE tax 

liability. 

7. Kamuntu is an employee of HMK-Yokuku LTD in Buwazzi village, he earns the following 

monthly income; a salary of shs 17,000,000, traveling allowances of shs 2,400,000 and medical 

allowance of shs 6,000,000, security shs 1,500,000. Compute his monthly PAYE tax liability. 
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TOPIC  
BUSINESS ETHICS 
In topic, we clearly saw that for a business to be successful, there must be effective communication with 
its customers, employees, bankers, government and the entire society. 
 
For an entrepreneur to properly communicate with these parties, he/she should know and respect their 
interests and handles them in a manner that respects the business ethics. 
 
An Ethic refers to a moral principle that controls a person’s behavior. 
 
Therefore, Business Ethics are moral behaviours that a business is expected to exhibit or show towards 
various parties and individuals it deals with. They are acceptable principles of right or wrong governing 
the conduct of the business people. 
 
Business ethics refer to those acceptable behaviours shown by or ways by which businesses should 
conduct themselves towards their customers, employees, government, society and fellow businesses. 
  
Or it may refer to behaviours that a business adheres to in its daily dealing with the world or one to one 
dealing with a single customer. 
 
For instance, for a case of professional business like those set up by Doctors (clinics), lawyers (law 
firms), Teachers (schools), etc. Ethics may be by a way of observing the professional code of conduct. 
 
In other businesses, ethics may be those practices that have evolved / come up out of common practice 
over a long time and they have come to be generally accepted, or in other situations, they may be 
standards set by the regulations of the business. 
 
The concerned parties to business ethics include: 
i- Clients or customers who deal with the business. 
ii- Employees who help in running business operations. 
iii- The government of the country in which the business activities take place. 
iv- Businesses that compete with the entrepreneur’s business. 
v- The society with in which the business operates. 
 
IMPORTANCE OF BUSINESS ETHICS 

 
Business ethics are important because they make business people operate with in a moral and legal 
framework, this leaves them satisfied internally and also increases the sales through the good reputation. 
This is due to the fact that many people like dealing with honest businessmen and the moment they find 
out that you are engaging in improper business deals, they will neglect you. 
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Good business ethics should be embraced by all businessmen because engaging in unethical practices 
like breaking the law, may lead to fines or mistrust by members of the public. The major importance of 
business ethics includes the following: 

 
a- They increase or create customer royalty; this is due to the trust they put in such businesses, it is 

important for a business to be trustworthy and recognise that the customer is the king. Customers 
would wish to deal or do business with companies they trust and  which respect them. 

b- They help to ensure that businesses get ready to meet the obligations of their customers and 
business partners regardless of anything else. Business people should always deliver on their 
promises at whatever because it is the only way to cement loyalty with customer and business 
partners. 

c- They ensure a guaranteed and high business turnover, this can be achieved through engaging in 
fair trading practices like ensuring a safe workplace for employees, fair pricing of products and 
good customer care among others. 

d- When a business operates within an ethical environment, it will always achieve growth due to 
increased profits. Equally, a business needs to make profit so as to meet its ethical obligations to 
the company, its employees, the authorities and customers. 

e- In essence, being ethical as a business person builds the image of reliability and establishes 
reputation with your customers, which two things are very important to a business. 

f- Through practicing ethics to employees, it facilitates the achievement of the business goals and 
objectives as there is good employer-employee relationship which also improves on their 
efficiency. 

g- They help honesty businesses to attract government support and sympathy during  times of need, 
like winning some local and foreign tenders and bids. 

h- Through provision of good services to customers, the business is likely to expand its market by 
maintaining the existing customers and attracting new ones. 
 

2.83 PRINCIPLES OF GOOD BUSINESS ETHICS 
 
Ethical principles are the values that set the ground rules for all that we do. Examples of ethical 
principles include the following:  
i- Honesty: One should not say things that are false or deliberately mislead others, one should 

openly and freely share information that is appropriate to the relationship,  for instance one 
should offer quality and affordable quantities as prescribed. 

ii- Keeping promises: One will not make promises that cannot be kept and we will not make 
promises on behalf of the company unless we have authority do so. 

iii-  Fairness: One should create and follow a process and achieve outcomes that a reasonable person 
would call just. For instance, equal treatment of workers, like giving them a fair pay depending 
on stipulated conditions, etc. 
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iv- Respect for others; Its important for one to honour and value the abilities and contributions of 
others, embracing the responsibility and accountability for our actions in this regard. One will be 
open and direct in communication. 

v- Compassion; One should maintain an awareness of the needs of others and act to  meet those 
needs whenever possible. One will also minimise harm whenever possible. One is supposed to 
act in ways that are consistent with one’s commitment to social responsibility. 

vi- Integrity; One will always live up to ethical principles, even when confronted by personal, 
professional and social risks as well as economic pressure, for instance, the hiking rate of 
inflation does not mean reducing workers’ salaries or producing poor quality products. 

 
 
25.2 BUSINESS ETHICS TOWARDS CUSTOMERS: 
 
a- Honesty: an entrepreneur is supposed to be honest to his/her customers, this will involve 

charging  
 fair prices for the goods, good quality and affordable quantities, provision of delivery facilities to  
 customers (if possible), etc. 
b- Endeavour to seek and analyse the needs of customers and making sure that goods/ services  
 provided conform to those identified needs of customers. An entrepreneur should always strive  
 to fulfil the needs of the customers 
c- Courtesy: This involves politeness, patience and sincerity when dealing with customers.     An 
entrepreneur should always put him/her self in “customer’s shoes”, for instance one is not supposed  
 to sell under weight and expired goods to his customers. 
d- An entrepreneur should ensure that the goods or services provided do not have any negative  

impact on the customers, for instance a professional Doctor or nurse should not sell expired 
drugs to patients or his clients since they will affect their lives instead of treating them. 

e- Genuine to customers: an entrepreneur should be kind, cheerful and should always try to control  
his/her tempers when dealing with clients/customers, should not use abusive language or shout at  

 customers, he/she should instead try to make them understand what he/she needs in case of any  
 discrepancy. 
f- Provision of the required information to the clients or customers on the use of the products /  
 services. installation, maintenance and other likely impacts of using the product or service. 
g- Responsibility: An entrepreneur should try to meet his obligations as agreed on, for instance he/ 

she should fulfil his contractual obligations on agreed time, deliver on time and fulfil his/her part 
of the deal / bargain. 

h-         operate in a clean environment. Businesses should make sure they operate in a clean 
environment in order to protect the customer’s health and also make the business premises conducive for 
the customers. 
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25.3 BUSINESS ETHICS TOWARDS EMPLOYEES: 
 
In order for an entrepreneur to treat the employees in an ethical manner, the following should be highly 
observed: 
a- Through giving them a fair pay and timely pay; payment to employees should be fair, i.e. in 

relation to his value in business and amount of work done. One should also consider the 
seniority, experience, responsibility, etc of the employee when determining the payment. They 
pay should be given in time and by convenient means. 

b- Should provide clear and fair terms of employment; for instance, employees should be given 
appointment letters so that they can know their job security i.e. whether they are permanent, 
temporary or contractual employees, the letter will also specify the salary / wage projections, 
duties and responsibilities of an employee, all these protect the rights of an employee. 

c- Ethics determine the job security of an employee, as it is the right of an employee to know the 
terms of employment, for instance, it can be on permanent basis, temporary or contractual form 
of employment which helps an employee to plan accordingly, e.g if it is a contract based, one 
should prepare to look for another job when the term of contract is ending. 

d- Provision of good working conditions; since employees spend most of their useful time at their 
work places, the work place should assure them a healthy life during and after staying at the 
business, such conditions may include protective working clothes, helmets, gloves, etc, good 
transport, feeding, accommodation, medical care and other allowances, etc. 

e- There should be constant arrangement for proper training and education of workers, this will 
improve on their skills in operating their business activities which improves performance. 

f- Listening to employees’ personal problems and complaints, through this, an entrepreneur can 
help in solving or assisting them where necessary through giving them affordable and relevant 
support to them. 

g- Politeness i.e. workers should be treated in a polite way in all situations, this also involves those 
situations where employees go wrong, for instance let a single mistake made by an employee not 
make an entrepreneur forget the good things made / he has made. 

h- Creating a room for creativity; employees should be treated as human beings who have the right 
to think and act i.e. they should be given a chance to exercise their thinking when carrying out 
the business activities, this may lead to improved services and productivity to the business. 

i- Respect; the entrepreneur should respect the employees for the contribution they make to the 
business, for instance the entrepreneur should not publically abuse employees and the norms of 
the society of the area should be respected when handling employees. 

j- Provision of proper recognition, appreciation and encouragement of special skills to capabilities 
of workers, this increases their morale and devotions to their work in business. 
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25.4 BUSINESS ETHICS TOWARDS THE SOCIETY 
 
a- Conserving the environment; the business should endeavour to take all the necessary steps 

needed to conserve the environment, for instance trying all the necessary ways of controlling 
pollution i.e. in air, water, and swamps. 

b- The business should endeavour to protect people’s health and lives during its operations like 
avoiding emitting poisonous and toxic substances, controlling machinery noise, explosions, etc 

c- A business should have strict considerations for the norms, for instance during business activities 
in what is acceptable to the culture or religious beliefs of the society, like putting up a disco hall 
near a secondary school, selling pork in a Muslim community. 

d- A business is also expected to get involved and contribute to the needs of the society, like 
contributing to community health services like setting up health centers, community 
development like cleaning or road construction, etc. 

e- A business is also expected to provide employment opportunities to the community members 
instead of giving them out to foreigners, i.e. in case they fit in the existing opportunities in terms 
of qualification, experience and skills. 

f- A business should also come to the society’s appeal in case of emergency situation, for instance 
in case there is a need to make contribution towards renovation of a road or health centre, 
building schools, etc 

 
 
 
25.5 BUSINESS ETHICS TOWARDS GOVERNMENT 
 
Businesses operate in an environment that is controlled by both the central and local government, thus a 
harmonious relationship should prevail between the two parties to ensure that the business is enabled to 
operate well, some of the acceptable business ethics towards the government include: 
 
a- Complying with the laws that govern the business like registration laws, licensing laws, labour  

laws, occupational hygiene, etc. 
b- Observing and setting the tax obligation as required by law, it is a must for entrepreneurs to pay 

taxes and they should be paid on time and in full, an entrepreneur should avoid un ethical 
behaviours like under declaring, bribing, falsification of data, with holding information, etc, if it 
comes to prepare documents for tax assessment. 

c- Businesses should follow the government policies in their operations, like selling products that 
are acceptable by the government, should avoid engaging in selling illegal commodities like fire 
arms, expired commodities, etc. 

d- The business should meet the production standards in terms of quality, weight, etc. Dishonesty 
acts like changing the weighing scales in order to exploit consumers should be avoided. 

e- The business should also comply with occupational hygiene, environmental regulations, etc as 
prescribed by the central and local governments. 
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25.6    BUSINESS ETHICS TOWARDS SHARE HOLDERS 
             
     Shareholders are the people who contribute money to form a joint stock company. They own the 
company. The following are ethical behaviours towards shareholders. 

• Checking of the books of accounts. Shareholders should be given information about the 
performance of the business at appropriate times. This is to enable them to get 
information about the business operations eg how much profits are made. 

• Pay dividends. The business should pay dividends to shareholders whenever a profit is 
made. When a loss is made, shareholders are informed accordingly. 

• Voting rights. Shareholders have a right to vote for the board of directors of the company. 
They equally have a right to vote out incompetent directors and replace them with new 
ones. Such decisions by shareholders to vote is done in general meetings. 

• Listen to shareholder’s complaints. It is ethical for the company to listen to shareholders 
whenever they have views or complaints that they want management of the business to 
address.  
 

25.6 BENEFITS OF THE BUSINESS FROM PRACTICING BUSINESS ETHICS 
 
Through observing business ethics towards customers, employees, society, government and stake 
holders, the business benefits in the following ways: 
* Through provision of good services to customers, the business is likely to expand its market by 

maintaining the existing customers and attracting new ones. 
* Through practicing good relations with the society, it increases the market and gets protection of 

the business operations and its assets 
* The business easily accesses cheap labour and raw materials from the society or the surrounding 

environment, this leads to increased profitability due to reduced costs of raw materials. 
* A business earns good reputation through practicing business ethics to the society, this will 

improve on its operations as well as future prospects. 
* The business that observes ethics will run its activities without fear of being persecuted or closed 

down by the government. 
* Honesty businesses will attract the government support and sympathy during times of need, like 

winning some local and foreign tenders. 
* Through practicing ethics to employees, it facilitates the achievement of the business goals and 

objectives as there is good employee-employer relationship. 
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