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Much as small businesses have been recognized as engines of growth, there has been 

an outcry from the proprietors concerning the taxes they pay. They pay 1 % of their 

turnover in income taxes without allowances for any deductions. This undermines their 

growth and performance. Due to the above problem, the researcher will carry out a 

survey on the effects of income taxes on the growth and performance of small 

businesses. The survey will be carried out in Kotido Town Council trading centre. 

In order to do this, the researcher collected the available literature from sources like; 

Uganda revenue authority and Kampala International University library and used 

questionnaires and interview guide to gather relevant data from the concerned parties. 

The researcher basically will lay more emphasis on how small businesses finance their 

businesses, responses of small businesses to taxation; effects on taxation, growth and 

performance of small businesses. 
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CHAPTER ONE: 

INTRODUCTION AND BACKGROUND OF THE STUDY 

1.0. INTRODUCTION. 

This chapter is made up of seven (7) sections which include: background of the study, 

statement of the problem, main objectives of the study, specific objectives of the study, 

scope of the study, significance of the study and limitations of the study. 

1.1. BACKGROUND TO THE STUDY. 

Small businesses have been recognized by the government of Uganda as engines of 

growth and development. Development for our country must be through acquisition of 

capacities by adopting policies geared towards promotion of small scale enterprises 

(budget speech 2000). 

In Uganda there has been a considerable effort by government to support small 

businesses through the establishment of micro-finance institution to finance the 

operation so as to create the necessary employment opportunities, generate incomes, 

create productive capacity and improve on the standard of living. 

Small businesses have been preferred because of their mode of formation, little capital 

requirements, flexibility and their ability to maintain reasonable levels of production in 

difficult economic and political situations. Small businesses employ about 20% of the 

population of the working age and 60% of the entrepreneurs depend on their business 

for at least one half of their household income. (A study by USAID in 1995). 

A number of factors constrain the performance of small businesses in Uganda. These 

include, lack of market, high interest rates, limited access to finance, unfavorable 

government policies and limited management skills. (Balunywa 1992, kibera and kibera 

1997, new vision, march 13-2003 page 19). 
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Kotido town council is one of the places which fall under this category and is found in 

Kotido district in north-eastern part of Uganda. It has got a busy trading centre. The 

main business carried out in Kotido Town Council trading Centre is trade in various 

items and management of small hotels, cattle trade and so on. However, some of these 

businesses have not been stable and some have broken down completely. Small 

businesses have been affected by a number of factors, which among them include 

taxation. It's for this reason that the researcher sought to examine the effects of taxation 

on small business performance. 

In a bid to widen the tax base so as to raise revenue to finance its recurrent expenditure 

and the implementation of structural adjustment programmes (SAPS) especially the tax 

reforms and particularly aggressive taxation of small businesses, government came up 

with different methods of collecting taxes from all sources of income mainly from 

business, employment and property income (Income tax act 1997). This widening of the 

tax base and aggressive taxation has hindered the performance of most businesses 

because taxes take a large proportion of 1 % of the sales hence reducing on their profits 

and savings. Therefore as a result, some small businesses have been forced out of 

operation or resorted to ways of avoiding the tax. This study therefore sought to 

examine the effects of taxation on the performance of small businesses. 

1.2. STATEMENT OF THE PROBLEM. 

Income tax takes the biggest portion of the final tax on the business income of the small 

businesses tax payers. Small businesses have to pay 1 % of their gross turnover without 

any deduction on expenditures or losses incurred in the production of business income 

(Income tax Act 1997). This undermines the profitability, turnover and performance of 

small businesses given that they have a small capital base. This has led to the closure 

of some small businesses. This defeats the logic behind the government in its bid to 

foster economic development of the country through the growth of small business sector 

and that of widening the tax base through tax reforms in order to increase revenue 

collection to finance its current and development expenditure 
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1.3. PURPOSE OF THE STUDY. 

The purpose of the study was to assess the effects of taxation on performance of small 

businesses in Kotido town council trading centre. 

1.4OBJECTIVES OF THE STUDY. 

To find out the nature of taxation for small business in Kotido Town Council Trading 

Centre. 

To find out how small business management grow and perform in Kotido Town Council 

Trading Centre. 

To examine the relationship between taxation, growth and performance of small 

businesses in Kotido Town Council Trading Centre. 

1.5 RESEARCH QUESTIONS. 

What is the nature of taxation for small businesses in Kotido Town Council Trading 

Centre? 

How do small businesses manage to perform in Kotido Town Council Trading Centre? 

What is the relationship between taxation, growth and performance of small businesses 

in Kotido Town Council Trading Centre? 

1.6SCOPE OF THE STUDY. 

1.6.1 Geographical scope. 

The study was conducted in Kotido Town Council Trading Centre because there are 

many small business enterprises concentrated there for primary data. For secondary 

data, the library of Kampala International University, News papers, Journals and other 

libraries were used. 

1.6.2 Subject matter. 

The research was focused on effects of taxation on growth and performance of small 

businesses. Income tax was the type of tax focused on. 
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1.6.3 Period scope. 

The study covered period ranging from January to June, 2011. 

1.7SIGNIFICANCE OF THE STUDY. 

The study will guide policy makers in government. This may in turn help in draining up 

and implementing policies in the most appropriate manner. 

The research findings will also be beneficial to URA by exposing loopholes in income 

tax administration particularly in relation to small businesses. 

The study will guide small business taxpayers on how they are assessed and know why 

they pay tax. If this is well addressed, it is hoped that it will increase tax compliance. 

The research findings will benefit future researchers who intend to carry out research in 

this field. 

It is a prerequisite for partial fulfillment of the award of a degree of Business 

Administration of Kampala International University. 

1.8LIMITATIONS OF THE STUDY. 

The researcher encountered the following problems: 

The bureaucracy within some organizations since the study at certain point requires 

review of organizational documents. To minimize this problem, the researcher received 

permission from the authority of the organizations and also explains to the relevant 

officials the purpose of the research. 

Since top management who are respondents may have a busy schedule, the research 

may not get as much time from them as expected. This challenge was solved by 

seeking appointments with them at their convenient places and time. 
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1.9CONCEPTUAL FRAMEWORK 

Taxation as a means of collecting revenue by government. 

Independent variables intervening variables Dependent variables 

Indicators of tax 

• Individual income Factors Business growth 
tax and performance 

• Capital . . 
Corporate income Borrowings • • 
tax • Interest rates 

• Owners' 

• Rental income tax savings 

• Pay as you earn 
(PAYE) tax 

• Withholding tax 

Source: secondary data 
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CHAPTER TWO: 

LITERATURE REVIEW 

2.0. INTRODUCTION. 

This chapter reviews the available literature on taxation, growth and performance of 

small businesses. Tax is compulsory payment made to fiscal authorities to cater for the 

cost of administering the provision of public goods and services (New vision, feb 15 

2001 page 20). Taxation on the other hand is a process of administering and collecting 

taxes (Tayebwa 1992). 

2.1. INCOME TAX 

It is a tax charged on income of an individual who derives economic benefit from any 

activity. The term income is defined to include any gains, profits, interest, dividends and 

any non-monetary benefits, advantage or means. Income taxes are recognized for 

administrative purposes according to the source and method of collection and they 

include individual income, corporate income tax, and rental income tax, Pay as you earn 

(PAYE) tax, withholding tax and income tax for small business taxpayers (Income Tax 

Act 1997). 

2.2. INCOME TAX FOR SMALL BUSINESS TAXPAYERS. 

According to the Income Tax Act, (1997), a small business tax payer is defined as a 

person (individual or corporate) whose total annual sales do not exceed Uganda 

shillings fifty million (50 million). 

The income tax payable by such a person is estimated and varies according to the 

segment of the gross turnover in which his or her sales fall for any given year. However 

this definition excludes persons (tax payers) engaged in the following lines of business; 

medical/dental practices, architecture, engineering of any kind, audit/accountancy, legal 

practice, other professional services, public entertainment service, public utility services 

and construction services. 
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The entire tax structure is as follows. 

TABLE 1. SHOWING TAX BRACKETS 

Gross turnover bracket Annual tax payable 

1.(0-20 million) 100000/= Ushs. 

2.(20-30 million) 1 % of the gross turnover up to a maximum 

of 250,000/= 

3.(30-40 million) 1 % of the gross turnover up to a maximum 

of 350,000/= 

4.(40-50 million) 1 % of the gross turnover up to a maximum 

of 450,000/= 

Secondary sources: Managing Taxation in Uganda. 

2.3. SMALL BUSINESSES 

The following are the major characteristics of small businesses in Uganda; 

A small business is a one person's unit whose equipment consist of simple hand tools 

with their sources of capital received mainly from family savings and money borrowed in 

form of small loans. They also acquired their inputs locally and their markets are often 

limited to immediate surrounding (USSIA, 1996). 

According to the Income Tax Act 1997, an enterprise is taken to be small as long as ifs 

annual gross turnover is less than Ushs 50,000,000. 

The small businesses are small and lowly capitalized. They have no access to credit 

from banks and depend financially on owner's savings and money borrowed from 

informal money lenders, this is because of the requirements especially the collateral 

security and high interest rate on loans charged by banks. The average interest rate on 

commercial bank loans is around 24%. (New vision march 13th-2003 page 19). 

7 



From the economic sense of point, a small business is that one that possesses a 

relatively small share of its market, this then implies that it captures a relatively small 

portion of the market for its commodities. 

According to Uganda Investment Authority (UIA), small businesses employ capital of 

Ushs. 50,000,000. Most small businesses are managed by their owners in a 

personalized way. Mostly family members or relatives and they are independent in 

making major decisions. 

The level of management skills in small business is low in terms of technical skills. The 
. . 

owners keep scanty records of their business operations because they lack the skills to 

keep proper books of accounts and they cannot afford a full time book keeper or 

accountant due to lack of finances. (Kalibala, 1994, Ngobo, 1995). 

Most small businesses conform to the requirement of local authorities but avoid national 

level of legislation wherever possible and therefore this puts them into the classification 

of informal sector. 

2.4 BUSINESS GROWTH AND PERFORMANCE 

Liedholm and Mead (1993) advance general components in measurements of firm·s 

growth. These are; changes in the net number of firms· births and firm deaths (i.e. births 

minus death = net firm creation); and net expansion of existing firms· expansion and 

firm contraction. 

Many studies (Liedholm et al, 1993) measure growth of industries using the number of 

workers employed and most of these studies have taken almost a similar trend in 

examining the performance of these small businesses. 

Liedholm et al, (1993) noted that the nest number of new small businesses is 

increasing. The birth rate for example of small businesses was found to be 

approximately 20%per year. Many of the entrants being one persons· business, the 

implication of this finding is that, there appear to be shortage of new entrepreneurs 

willing to enter the small business arena in most low developed countries (LDC's). 
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Business closure (death) rates are also high, although typically these tend to be 

somewhat lower than the birth rates. 

In their specific analysis of individual businesses, liedholm (1993) however found out 

that the majority of these small businesses do not grow at all. They further discovered 

the highest firm death rates are in the establishments with not more than 3 years 

existence, declining substantially there after the major reasons being, failure of the firms 

to keep up operation of the started business because they are not financially viable 

changing to better business opportunities that is to say better options become available. 

Some proprietors may become too old or too sick to continue with the business. 

However, Liedholm et al, (1993) argue that firms· locations, sector, past growth are 

significant determinants of its chances of survival. 

This low performance of small businesses is confirmed by similar study on growth and 

transformation of small businesses. Mead et al, (1993) which reveals that; 

Many new businesses do not survive. 

Approximately 50% of the new start ups cease operating before the end of their third 

year. 

Those that survive only 20% afford to add some workers to their labor force since they 

were first established and, 

Only less than 1 % of those businesses that started out with the workers have grown 

more than 10 workers. 

In a related study carried out by IFAD (1989) found out that there is little graduation 

from household-based activity to small business and finally to modern small and 

medium businesses. 

Liedholm, (1994) observed that most of the existing firms do not grow, but those that do, 

the vast majority of new jobs have resulted from those businesses that have started out 

and remained very small. He points out that on graduation of small businesses with less 
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than 5 workers, less than 1% makes too small or medium businesses. This graduation 

makes an important contribution to growth in employment. 

Liedholm et al, (1993) observed that firm's growth is inversely related to the initial size. 

They further observed that businesses located in urban areas grow significantly faster 

than those located in rural areas. He came up with similar findings in micro and small 

businesses. 

As regards age of business, Liedhold (1993) points out an inverse relationship between 

the businesses age and its growth rate for a firm in existence for 2 years is 10.9%, while 

the comparable growth rate for a firm more than ten years is .2.9%per annum. 

2.5. JUSTIFICATION FOR TAXATION 

There are a number of reasons advanced to justify the need for government to levy 

taxes which include; enabling government to provide public goods and services, it is a 

tool of macroeconomic policy, used in allocating natural resources in most desirable 

areas by taxing undesirable areas, and it is also used to narrow the gap in income 

inequalities for the population to achieve social harmony by taxing the rich and direct 

benefits to the poor through public expenditure. (New vision, February-15th-2001; 

Bakibinga, 1994 ). 

2.6. EFFECTS OF INCOME TAX ON SMALL BUSINESS GROWTH AND 

PERFORMANCE 

Every tax system has positive and negative effects on production, distribution, 

consumption, and the level of economic activity. Dr. Dalton (1998) describes best tax 

system as that which has few negative effects and many positive effects. 

2.6.1 Positive Effects 

Kaldor (1995) argue that because of three progressive rate structures, people with 

exceptionally high income due to gambling winnings or royalties on a best seller and 

people with sharply fluctuating earnings are more heavily taxed than those with stable 
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annual incomes. Income tax favors the wealthy investments because most income 

derived from owning property escapes taxation. 

Manaseh (2000) argues that taxation is used in redistribution of resources from the 

private sector to the public sector. In this way taxation is a forced savings tool in an 

economy in which savings are partly re-invested in the basic strategic industries as well 

as infrastructural development. 

Taxation is used by government to check market failure in the economy; market failure 

do occur when the price mechanism becomes inefficient in the distribution of incomes, 

welfare and wealth in society (Balunywa, 1998). 

2.6.2 Negative Effects 

Musgrave (1984) points out that taxation affects the private sector savings. He noted 

that the major impact of fiscal policy upon capacity output is through it's effect on 

savings on capital formation. Since the labor is more productive if it's combined with 

large stock. Capital stock raises productivity thus, by influencing this share, fiscal policy 

has an important impact upon economic growth. 

Some tax economists have further argued that taxing unrealized capacity gains will free 

people to sell assets (investments) in order to pay taxes they owe. As a result of these 

problems, actual income taxes employ a tax base of consumption plus realized changes 

in net work. Taxation reduces the propensity distortions in the economy that reduces the 

real incomes in society by more than the amounts of incomes raised by government 

(Kaldor, 1995; Ballard 1985). 

Dalton (1998) noted that effects of any specific tax upon the desire to work and save 

depend partly on the nature of the tax and partly on the individual's reaction to taxation. 

He emphasizes that diversion of resources between industries and places may be 

beneficial or harmful. 
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2.7 RELATIONSHIP BETWEEN TAXATION, BUSINESS GROWTH AND 

PERFORMANCE 

The high level of taxes dropped from the leading constrain in 1994 to the second 

leading constrain in 1998 (Reininkka and Sensson, 1998). Taxation poses a risk to a 

firm· s operations in terms of extra costs and bribes to acquire certain exemptions. The 

major source of unfairness creates growth of certain firms while others remain or even 

run out of business as they are being suppressed with the heavy burden. 

Glens Fekins and Rup Kwadha (2000) argue that presumptive tax creates both an 

administrative and collection convenience. They further say that because the general 

practice is to apply a fixed rate without really looking at the profits got may result in 

under or over taxation. On many occasions, firms that are breaking even pay taxes out 

of their capital investment at the same rate like those that have made profits. As a 

result, this erodes the available capital and over time may lead to collapsing of the firm. 

Presumptive tax if well assessed is payable out of profits. But the dilemma is how to 

determine profits if the firm does not keep records and is not allowed deductions while 

operating. As a result of lack of skill, this tax on many occasions is paid by firms that are 

not making profits since this comes out of capital: the growth of these firms is curtailed. 

Actually presumptive tax reduces the profits of the firms hence their growth. In essence 

the higher the tax, the lesser the survival (Pervaiz, 2000).small businesses are 

therefore affected in two ways by paying presumptive tax on one hand, this reduces 

profits to be reinvested since most of the small businesses raise funds out of private 

savings. This therefore affects growth. 

Also as prices are raised to contain the tax effect, the sales volume reduces hence an 

effect on performance. 

2.8. CONCLUSION. 

From the literature available about taxation for small businesses (presumptive tax), a 

number of writers claim that actually the tax affects performance of small businesses. 

On the other hand, other scholars claim that presumptive tax does not affect 
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performance of small businesses saying it is paid out of the profits and firms not making 

profits do not pay it. Because of this information gap, there is need therefore to research 

if presumptive tax really affects the growth and performance of small businesses 
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CHAPTER THREE: 

METHODOLOGY. 

3.0. INTRODUCTION. 

This chapter describes how data was collected and how it will be analyzed. It specifies 

the research procedures, methods and tools that were used in collecting data. 

3.1. RESEARCH DESIGN 

In order to collect the required data, the researcher used descriptive and explanatory 

research designs. 

Descriptive research was used because of its ability to describe results from 

questionnaires and interviews while explanatory research designs were used because 

of its flexibility of instance. It uses the survey and the analysis of insight stimulating 

examples such as existing records. 

3.2. SURVEY POPULATION 

The study covered retailers, whole sellers, and owners of small business. The 

population also included tax collectors charged with the task of collecting presumptive 

income tax in Kotido town council trading centre. 

3.3. SAMPLE DESIGN 

The study was based on sample that was considered to be representative of the 

population. A sample of 50 entrepreneurs and 15 tax collectors will be surveyed. This is 

because it is not practical to survey the whole population due to financial and time 

constrains. 
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3.3.1 SAMPLE SIZE AND SELLECTION 

The respondents brought from the departmental staff of the business are as shown 

below in table 1. 

TABLE 2: CATEGORIES OF THE SAMPLE. 

Categories of respondents sample 

Head of business 3 

Departmental heads 10 

Total 13 

Source: Primary Data 

3.4 SAMPLE PROCEDURE 

In carrying out research, the researcher first got a release letter from the course 

administrators which he took to the business under the study. He was therefore given 

permission from the authority to access information from the business he visited. 

3.5 SOURCES OF DATA COLLECTION 

Primary and secondary data was used in this survey. 

3.5.1 Secondary Sources 

This is the data that is already been processed and is ready for use by one who wants 

it. Data collected was sought from journals, text books and news papers from Kampala 

international university library, Uganda small scale manufacturers association (USSMA), 

Uganda investment authority (UIA) and Uganda revenue authority (URA) publications. 

3.5.2 Primary Sources 

This is the original data that has not been processed and presented anywhere. It was 

collected using interviews and surveys from respondents. 
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3.6 DATA COLLECTION METHODS 

3.6.1 Interview. 

Face to face interviews were done with tax collectors and small business tax payers 

who were unable to read and write, interviews were done with people who had no time 

of filling questionnaires. 

3.6.2 Questionnaires. 

The questionnaires were structured taking into account the respondent's busy 

schedule in order to facilitate additional and helpful information. 

3.7 DATA PROCESSING AND ANALYSIS 

To ensure that data collected from respondents was clear and relevant; answers to 

questions were processed and analyzed using the following techniques: 

3.7.1 Editing. 

The data given by respondents was edited manually to ensure occurrence and 

consistence. All questionnaires were checked for completeness to avoid omissions. 

3.7.2 Tabulations. 

The responses to questions were tallied and cross tabulation was done for responses to 

questions on the dependent and independent variables. 

The data was also analyzed using frequencies tables, column bar graphs, pie chart 

figures and percentages. 

3.8 PROBLEMS ENCOUNTERED DURING THE STUDY 

The owners and managers of small businesses were reluctant to disclose their 

information, which they regarded as confidential. 
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The researcher faced financial constraints given that he was self sponsored. The 

researcher could not get feedback of all the questionnaires supplied to the respondents. 
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CHAPTER FOUR: 

PRESENTATIONS, INTERPRETATIONS AND ANALYSIS OF FINDINGS 

4.0 INTRODUCTION 

This chapter contains the presentations, interpretation, discussion and analysis of 

findings to solve the research problem. In the presentation of the findings, tables and 

figures have been used where necessary. 

The presentation, interpretation, discussion and analysis were based on the objectives 

of the study, which were to ascertain the effects of income tax on the growth and 

performance of small businesses. 

It was from these findings that conclusions and recommendations were based. 

4.1 GENERAL FINDINGS 

65 entities were supplied with questionnaires and the response was shown on the table 

below. 

TABLE 3. DISTRIBUTION OF ENTITIES BY RESPONSE IN PERCENTAGE. 

Category of people Issued Received %age Non - %age 

response 

Owners of small 50 40 90% 10 10% 

business 

Tax administrators 15 10 75% . 5 25% 

Total 65 50 15 

Source: primary data. 

From the table above, we can see that the non - response is 35% overall. This is a high 

non - response level and reflects the nature of this research. The respondents were 

suspicious on the researcher's intention. 
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4.1.1 Education levels 

TABLE 4. DISTRIBUTION OF ENTITIES BY EDUCATION LEVELS 

Education level/ Primary Secondary Tertiary Others Total 

category of people 

Owners of the small 28 08 02 02 40 

business 

Tax administrators 05 05 0 0 10 

Total 33 13 02 02 50 

Source: primary data. 

Concerning education levels, research findings revealed that five (5) tax administrators 

attained secondary level and five (5) attained primary levels. While twenty eight (28) of 

the owners of small business attained primary level, eight (8) primary level attained 

secondary level, two (2) tertiary level and two (2) others who did not attain any level of 

education. 

The survey findings showed that at least a half of the tax administrators had some 

experience, members who worked for less than a year were nil, 1 - 2 years were four 

(4), 3 - 5 years were ten (10), while five (5) years and more were forty one (41), the 

survey also showed that four (4) of the tax administrators were in middle management. 

4.2 TYPE OF TAX IMPOSED ON SMALL BUSINESS 

Research findings showed that the most respondents from the small businesses were 

aware that they were liable to income tax imposed on them by the tax authorities. This 

therefore implies that they know that they are required to pay income tax. 

4.2.1 Response of small business to tax taxation 

Research findings showed that most businesses pay taxes after a reminder by tax 

authorities. This can be shown in the table 5. 
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TABLE 5. SHOWING HOW TAX PAYERS RESPOND DURING TAX COLLECTION. 

Response Frequency Percentage 

Promptly 8 20% 

After a reminder 25 63% 

When threatened to close 7 17% 

Total 40 100% 

Source: Primary Data 

It can clearly be seen that 63% of the respondents revealed that small businesses pay 

taxes after a reminder by the tax authorities, 20% promptly and 17% when threatened to 

closure. This implies that small businesses are reluctant to settle their tax obligations 

until coerced to abide with the tax regulations. 

4.2.2 Failure of business to pay income taxes 

Research findings have showed that some small businesses fail to meet their tax 

obligations as required by the tax authorities and this leads to closure of premises. 

Out of forty (40) respondents, 20 (50%) revealed that sometimes, they fail to pay taxes 

and attribute this to high taxation rates, and slow movement of their Merchandise. This 

therefore calls for revision of the tax assessment exercise. 
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4.2.3 Fairness to present day-to-day income tax assessment of small businesses 

TABLE 6. DISTRIBUTION OF RESPONSE LEVEL OF ENTITIES TO PRESENT DAY 

TO- DAY TAX ASSESSMENT OF SMALL BUSINESSES. 

Response Frequency Percentage 

Strong agree 8 20% 

Agree 3 7.5% 

Uncertain 1 2.5% 

Disagree 2 5% 

Strongly disagree 26 65% 

Total 40 100% 

Source: Primary Data 

FIGURE 1: COLUMN BAR GRAPH SHOWING THE FAIRNESS OF PRESENT DAY 

TO DAY INCOME TAX ASSESSMENT OF SMALL BUSINESSES 

70% 

60% 
50% 
40% 
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10% 
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Strong 
agree 

Source: primary data 

Agree Uncertain Disagree Strongly 
disagree 

From the table, 20% of the respondents strongly agree that the present day to day 

assessment of small businesses is fair, 80% agreed, 2% were uncertain, 5% disagreed, 
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and 65% strongly disagreed with the tax assessment. This therefore implies that the 

present day tax assessment on small businesses has to be revised. 

4.2.4 Solutions for the problems encountered during taxation 

Research findings have shown that reduction in tax rates would save small businesses 

of high tax rates such that they could survive and grow. This is shown in the table 

below. 

. . 
TABLE 7. DISTRIBUTION OF SOLUTIONS TO THE PROBLEMS ENCOUNTERED 

DURING TAXATION 

Solutions Frequency Percentage 

Pay in installments 4 10% 

Reduce on tax rates 24 60% 

Tax holidays 12 30% 

Total 40 100% 

Source: Primary Data. 

From the table above, 60% of the respondents advocated for the reduction in present 

day - to - day tax rates, 30% want tax holidays, while 10% advocate for paying in 

installments. This implies that the present day income tax is high for small businesses. 
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4.2.5 Income tax liability determination 

The respondents were also asked whether they know how their income tax liability is 

determined.TABLE 8. DISTRIBUTION OF SMALL BUSINESSES TO INCOME TAX 

LIABILITY DETERMINATION 

Method of determination Freauency PercentaQe 
Sales 8 20% 

Negotiate 10 25% 

Profitability 10 25% 

Imposed 6 15% 

Do not pay 6 15% 

Total 40 100% 

Source: Primary Data 

From the table above, the researcher found out that 15%of these respondents do not 

pay income tax. Even those who pay, a mass of 40% of this small business tax liability 

is determined illegally. It is either negotiated, or simply imposed on them. This gives 

room for cheating either party.45% of these small business tax payers tax liability is 

determined using the correct method and criteria 

The use of those illegal methods is probably due to the fact that small businesses do 

not keep books of accounts thus making it difficult to use the legal means of either 

basing on turnover/sales or profitability. 

On whether they are educated on how their tax liability is determined, all respondents 

said, no. This makes it entirely the responsibility of tax administration to determine the 

tax liability of small businesses. This increases tax evasion and avoidance. 
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4.3 TYPES OF SMALL BUSINESSES 

TABLE 9. DISTRIBUTION OF TYPES OF SMALL BUSINESSES IN PERCENTAGE 

Types of business Frequency Percentage 

Bar 10 20% 

Hotel industry 5 10% 

General merchandise 25 70% 

Total 40 100% 

Source: Primary Data 

Research findings revealed out that majority of small businesses were dealing in 

general merchandise (70%), 20% were dealing in bars, while 10% were dealing in hotel 

industry. This therefore implies that many of the small businesses deal mainly in general 

merchandise to attract more customers, thereby generating in more income. Hence 

profits other than specializing in one type of business. 

TABLE 10. DISTRIBUTION OF FORMS OF SMALL BUSINESSES IN PERCENTAGE 

Types of business Frequency Percentage 

Public company 0 0 

Partnership 0 0 

Private company 5 15% 

Sole proprietorship 35 85% 

Total 40 100% 

Source: Primary Data 

From the above table, 85% of the respondents revealed that their businesses were sole 

proprietorships that is to say one man's business. 15% were private companies. This 

therefore implies that majority of small businesses are one man's business. 
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4.4 INFORMATION ON THE NUMBER OF PEOPLE EMPLOYED 

The respondents were asked on the number of people they employed and they 

responded as below. 

TABLE 11. DISTRIBUTION OF ENTERPRISES BY NUMBER OF EMPLOYEES. 

Types of Work % 1 - % 11 - % 21 - % Total 

business alone 10 20 

Bar 0 0 6 60 4 40 0 0 10 

Hotel 0 0 5 100 0 0 0 0 5 

industry 

General 15 65 10 35 0 0 0 0 25 

merchandise 

Total 15 21 4 0 40 

Source: primary data. 

15 out of 40 respondents work alone while 25 employ others to help them run their 

operations. 

The research findings also revealed that 55% of the work force constitutes of family 

members, 25% constitutes of findings and 20% are from other sources. It also revealed 

that 65% of the work force of small businesses is involved in top management, 20% in 

middle management, 10% in lower management, while 5% in non management. 

4.5 BOOK KEEPING 

The respondents were asked as to whether they keep accounting records. The 

response was as shown below. 
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TABLE 12. DISTRIBUTION OF ENTERPRISES 

Type of Yes % No % Total 

business 

Bar 4 40% 6 60% 10 

Hotel 2 40% 3 60% 05 

industry 

General 10 45% 15 55% 25 

merchandise 

Total 16 24 40 

Source: primary data. 

A percentage of 65% that is, of small businesses do not keep books of accounts even 

the few who keep only maintain incomplete records. The researcher found out that most 

of them keep lists of debtors and creditors. This is probably because of lack of skills and 

inadequate funds to employ book keepers. 

4.6 DAILY TURNOVER OF SMALL BUSINESSES 

TABLE 13. DISTRIBUTION OF ENTERPRISES BY TURNOVER 

Daily turnover Frequency Percentage 

Less than 60,000/= 15 30% 

60,000 - 120,000/= 25 70% 

120,000 - 180,000/= 0 0 

180,000/= and above 0 0 

Total 40 100% 

Source: primary data. 

From the table above, it can be seen that the majority of daily turnover is 70% (60,000 -

120,000), 30% (less than 60,000). There was no any business with daily turnover which 

exceeds 120,000 and above. 
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This implies that the majority of the small businesses were paying annual income tax of 

350,000 as they fall in the category that exceeds Ushs 30 million but does not exceed 

Ushs 40 million per annum. 

4.7 METHODS OF FINANCING SMALL BUSINESSES 

TABLE 14: DISTRIBUTION OF METHODS OF FINANCING FOR SMALL 

BUSINESSES. 

Method of financing Frequency Percentage 

Personal savings 2.Q 50% 

Retained profit 10 25% 

Loan 06 15% 

Share issue 0 0 

Borrowing from friends 04 10% 

Total 40 100% 

Source: primary data. 

This information has also been represented using a pie chart as shown in the figure 

below. 

FIGURE 2: PIE CHART SHOWING METHODS OF FINANCING FOR SMALL 

BUSINESSES 

Source: Primary Data 

□ Personal savings 

im Retained profits 

o Loans 

; D Borrowings from 
friends 
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From the pie chart, 50%of the respondents stressed that small businesses were 

financing their businesses through personal savings, 25%from retained profits, 15% 

from loan and 10% from borrowing friends. This implies that small businesses are not 

making enough profits to finance their businesses as a majority percentage depends on 

personal savings. 

TABLE 15: DISTRIBUTION OF ENTERPRISES ON THE PERIOD OF OPERATION 

Type of Less than 2- 6 6-10 10-14 14 years Total 

business a year years years years and above 

Bar 4 6 - - - 10 

Hotel industry - 5 - - - 5 

General 2 20 3 - - 25 

merchandise 

Total 6 31 3 - - 40 

Source: Primary Data. 

75% of the small businesses surveyed can be implied that have existed for less than 6 

years, none of the businesses have a long life spans except 3 which have operated for 

more than 6 years. Whether income tax affects their growth and performance 

significantly, the researcher was unable to establish that quantitatively. However, other 

than income tax, other things can be attributed to the short life span of small 

businesses. They include; 

Lack of access to markets since they have to compete with the well established big 

firms that carry out market research and extensive sales promotion. 

Lack of access to affordable sources of capital. This means their growth and 

performance is entirely dependent on internally generated funds, which are highly 

taxed. This is evidenced by the responses on how they look at the amount of the taxes 

they pay. 
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4.8 EFFECTS OF INCOME TAX ON THE GROWTH AND PERFORMANCE OF 

SMALL BUSINESSES. 

The respondents were also interviewed on whether they consider that income tax has 

an effect on their growth and performance. 

TABLE 16: DISTRIBUTION OF SMALL BUSINESSES ON THE DEGREE OF 

EFFECT. 

Types of Greatly % Little % No % 

business affects effect effects 

Bar 9 90% 1 10% - -

Hotel 3 75% 2 25% - -

industry 

General 20 80% 5 20% - -
merchandise 

Total 32 8 - -
Source: primary data. 

90% of the owners of bar said that income tax greatly affects their growth and 

performance. 

Total 

10 

05 

25 

40 

10% of bar owners said that income tax has little impact on the business growth and 

performance. 

75% of respondents of hotel business said taxation has a great effect of their growth 

and performance while 25% of them said taxation had little effect on their growth and 

performance. 

80% of respondents of general merchandise said taxation affects their growth and 

performance greatly while 20% said that it little impact on their growth and performance. 
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4.9 RELATIONSHIP BETWEEN TAXATION, GROWTH AND PERFORMANCE OF 

SMALL BUSINESSES 

Research findings showed that there is a relationship between taxation, growth and 

performance of small businesses. 

TABLE 17: DISTRIBUTION OF ENTERPRISES ON THE TAX IMPOSED AND THE 

LEVEL OF PERFORMANCE IN PERCENTAGE 

Tax imposed Frequency Performance 

Less than 100,000 20 50% 

100,000 - 250,000 13 30% 

250,000 - 350,000 05 15% 

Above 350,000 02 05% 

Total 40 100% 

Source: primary data. 

This has also been shown in figure 3 below. 

FIGURE 3. PIE CHART SHOWING THE DISTRIBUTION OF ENTERPRISES ON THE 

TAX IMPOSED AND THEIR LEVEL OF PERFORMANCE IN PERCENTAGE. 

Source: primary data. 

30 

D Less than 100,000 

Ill! 100,000-250,000 

D 250,000 - 350,000 

□ 350,000 and above , 



From the table and pie chart above, 50% of the respondents pay tax of less than shs 

100,000 (one hundred thousand shillings), while 5% of the respondents pay above shs 

350,000 ( three hundred and fifty thousand shillings), from the analysis, the higher the 

tax the lesser the performance because taxation reduces the profits of the firms hence 

their growth. These results agree with the results carried out by (pervaiz, 2000). 
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CHAPTER FIVE: 

SUMMARY OF MAJOR FINDINGS, CONCLUSIONS AND RECOMMMENDATIONS 

5.0 INTRODUCTION 

This chapter presents a summary of main findings, conclusions derived from those 

findings and the researchers' recommendations on the study of taxation, growth and 

performance of small businesses in Kotido Town Council Trading Centre. 

5.1 SUMMARY OF GENERAL FINDINGS 

85% of the small businesses are sole proprietors and 50% of small businesses are 

financed by personal savings. 

40% of the businesses surveyed, employ 

All the owners of small businesses agree that tax authorities never educate them on 

how to determine their tax liability. 

65% of the small businesses fail to pay taxes and attribute this to high tax rates and 

slow movement of their merchandise and 11 % of the respondents advocate for paying 

in installments. other people in carrying out their operations and 55% of these 

businesses employ less than ten people. 

65% of the respondents strongly disagree with the present day to day assessment of 

small businesses and 63% of the respondents pay taxes after a reminder by a tax 

authorities. 

40% of the small business tax liability is determined by either negotiation or simply 

imposed. This is illegal but looks to be the only appropriate way to tax those businesses 

given that most of them do not keep books of accounts. 

55% of the businesses surveyed do not keep books of accounts and the few who keep 

books of accounts maintain in form of incomplete records in form of lists of debtors and 

creditors. 
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5.1.1 Summary of findings on the impact of income tax on the growth and 

performance of small businesses 

91 % of small businesses surveyed indicated that income tax greatly affects their 

performance and growth. The businesses surveyed have existed for less than 6 years. 

5.1.2 The relationship between taxation, growth and performance of small 

businesses 

From the findings, it is clearly seen that there is a direct strong relationship between 

. taxation, growth and performance of small businesses. 

5.2 CONCLUSION 

From the above summary of findings, the conclusions are as follows: 

A good number of owners of small businesses do not keep proper books of accounts 

resulting in them being taxed by illegal methods like negotiation and imposition and 

given their weak bargaining power; they end up being cheated in the process. 

Taxation system used by the tax authority on small businesses has some shortcomings 

in that it over assumes the incomes of tax payers and yet they are not educated on how 

their tax liability is determined which explains their discontent with the amount of taxes 

they pay. 

Most of the small businesses employ less than 10 people, which is an indication of how 

small they are. 

91 % of the small businesses consider income Tax to affect their performance greatly 

though the magnitude of the effect could not be established. This is true given that small 

businesses depend entirely on internally generated funds for their growth and 

performance since they can hardly access loan capital from financial institutions due to 

high borrowing rates and requirements for collateral security. So over taxation of their 

profits means depleting their major source of funds for expansion. 
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5.3 RECOMMENDATIONS 

Research findings revealed that taxation of small businesses has a number of 

drawbacks on their growth and performance. It is from this that the researcher with the 

help of the respondents is able to make some recommendations. The recommendations 

given will greatly contribute to the improvement of taxation if they are taken seriously. 

The researcher made the following suggestions. 

Small businesses coming up should be granted tax holidays to enable them grow before 

subjecting them to taxation. 

Government should come up with a program through which owners of small businesses 

are imparted with management skills. This should include basic skills like book keeping 

particularly the double entry system of book keeping. This can be done by organizing of 

seminars to different business associations. 

The tax authorities should allow small businesses to settle their tax obligations in 

installments. In such a situation, the businesses would not feel much impact of taxation. 

Tax collectors should be imparted with the human relation skills to improve on how they 

relate with tax payers. This will improve their efficiency in tax administration and will 

minimize the use of illegal methods of taxation and some of the tax payers closed their 

premises on sight of tax collectors. 

There is need to educate small business owners on the differences between trading 

licenses, income taxes for small businesses and other taxes they may be paying. They 

should also be educated on the advantages of paying taxes such that they become 

friendly to the system other than first threatening with closure of their business 

premises. 

Government should extend low interest rate loans, if possible interest free loans to 

proprietors of small businesses. These soft loans will help them to expand their scale of 

operation, earn economies of scale and therefore be able to pay higher taxes. 
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Government should continue pursuing regional corporation policies for example 

organizing of trade shows. This will create markets for the outputs of small businesses. 

Government should also pursue policies which ensure economic and political stability 

such as encouraging good diplomatic policies with our neighbors instead of creating 

conflicts, stabilizing inflation rate and exchange rates because fluctuations in prices and 

exchange rates work to the detriment of small businesses. 

5.4 AREAS FOR FURTHER RESEARCH 

The researcher is of the view that some further research should be. carried out to 

evaluate the relationship between taxation growth and performance of small businesses 

and how taxation can act as an incentive to growth and performance. 
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APPENDICES 

APPENDIX 1 

KAMPALA INTERNATIONAL UNIVERSITY 

INTRODUCTORY LETTER 

Dear participant, 

This questionnaire is designed to study the effects of income tax on small business 

performance. Tlie information you will give will help us to understand better how 

taxation has affected different persons in one way or another. Because you are the one 

who can give us correct information frankly and honestly. 

Please tick the correct box and fill in where necessary. This information provided will be 

treated with confidentiality and it is strictly for academic purpose only. Thank you very 

much for your time and cooperation. I greatly appreciate your organization and your 

help in furthering the research endeavor. 

Cordially ...................................................... . 

Date ............................................................ . 
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APPENDIX2 

QUESTIONNAIRE FOR SMALL BUSINESS TAX PAYERS. 

PART A: GENERAL INFORMATION. 

(Tick the correct bracket) 

1. Sex: 

Male( .... ) 

Female( .... ) 

2. Age: 

Under 20 ( .... ) 20-35 ( .... ) 

36-50 ( .... ) over 50 ( ..... ) 

3. Highest completed level of education. 

Certificate( .... ) Diploma( .... ) 

Degree ( .... ) Others (Please specify) ........................ . 

4. Marital Status. 

Married ( .... ) Single ( .... ) 

Widowed ( .... ) Divorced ( ... ) 

5. Number of years worked in the organization. 

Less than 1 year( .... ) 1-2 years ( .... ) 

3-5years ( .... ) 5years and above ( .... ) 

6. Job status 

Top management ( .... ) Middle management( .... ) 

Lower management ( .... ) Non-management ( .... ) 

PART B: NATURE OF TAXATION FOR SMALL BUSINESSES. 

7. How do you assess tax liability? 

Negotiations according to scales ( .... ) 

According to profitability ( .... ) 

According to the type of business ( .... ) 

40 



8. Do you educate them on how they are assessed? 

Yes ( .... ) No ( .... ) 

9. How do you collect income taxes from small business? 

Daily( .... ) Monthly( .... ) Annually( .... ) Quality( .... ) 

10. Do you think small businesses are liable to taxation? 

Yes( .... ) No( .... ) 

If yes, please explain 

If no, why? 

11. What action do you take against small businesses, which fail to tax? 

Imprisonment ( .... ) Close premises( .... ) 

Tax waived ( .... ) Sale of assets ( .... ) 

Any other, specify 

12. How do small businesses respond in the course of tax collection in Uganda. 

Promptly ( .... ) After a reminder ( .... ) 

When threatened to close ( .... ) 

13. Do you think the present day today tax assessment is fair? 

Strongly agree 

Uncertain. 

Strongly disagree. 

( .... ) 

( .... ) 

Agree. ( .... ) 

Disagree ( .... ) 

14. How do small businesses respond in course of tax collection? 

Promptly ( .... ) After reminder( .... ) 

When threatened to closer( .... ) 

41 



15. What problems do you encounter during tax administrating? 

16. What solution do you recommend for this problem? 

PART C: GROWTH AND PERFORMANCE OF SMALL BUSINESSES 

. . 

17. In your view, how do you think small businesses finance their businesses? 

Personal savings ( .... Retained earnings ( .... ) 

Share issue. ( .... ) Borrowing from friends ( .... ) 

PART D: RELATIONSHIP BETWEEN TAXATION, GROWTH AND PERFORMANCE 

OF SMALL BUSINESSES. 

18. In your own view, how do you think income tax has affected small businesses? 

Greatly affects( .... ) Has little effect ( .... ) 

No effects ( .... ) 

19. In your view, do you think there is a relationship between taxation, growth and 

performance of small businesses? 

Yes ( .... ) No( .... ) 

If yes, explain. 

If no, why? 

20. In your own view, what is the way forward in as far as taxation of small 

businesses is concerned? 
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21. What is the main plan of the future operation? 

Maintain plan of operation ( .... ) 

Shift to un-taxable business ( .... ) 

Expand plan operation ( .... ) 
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APPENDIX3 

INTERVIEW GUIDE FOR DEPARTMENTAL HEADS 

1. How do you administer taxation? 

2. How do they respond during the administration process? 

3. Do you educate them on how the tax rate is assessed? 

4. Do you think small businesses are liable to 

taxation? ................................................................................................................. . 

5. What problems do you encounter during the taxation process? 

6. In which way have you tried to solve these problems? 

7. In your own view do you think income tax has affected the growth and 

performance of small businesses? 

8. What recommendations do you think of the Income Tax Act of Uganda in relation 

to small business? 
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ITEM 

Typing and Printing 

Literature collection 

Binding 

Miscellaneous 

Transport 

Total 

APPENDIX4 

BUDGET FOR THE STUDY 

AMOUNT IN UGANDA SHILLINGS 

30,000/= 

80,000/= 

50,000/= 

20,000/= 

50,000/= 

230,000/= 
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Activity 

Proposal 

writing 

Data collection 

Data analysis 

Submission 

JANUARY 

APPENDIX5 

TIME SCHEDULE. 

Time in months 

MAY 
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