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Abstract
Income tax administration plays a pertinent role regarding revenue collection .as well as
profitability of any business entity. In an effort for the government to increase its tax base, the
tax burden for many firms increases. However, the tax administration system is poor as at times,
the tax liability computation is based on estimates, records of many small business fitms are
incomplete, and some miss out completely leading to tax over charge. In return, this directly

affects the profitability of the enterprise and may threaten its survival because taxes are paid out

of profits.

The purpose of the study is to establish the effect of incom€ tax admimistration on the

profitability of small-scale business enterprises ini Soroti Citys”
The study app_ii"ed both qualitative and quantitativ ] _interviews and
Questionnaires were used. Data was collected fofn both primaty and secondary sources. Data
was pracessed and analyzed using formal tables, pie charts, graphs, narrative. text, and
correlation to find ‘out the relationship-between income tax administration and-\_proﬁtabi'lity-o_f
small scale businesses. A total of 58 respondents were considered out of the entire population in

the Town Council..

The findings revealed that income tax administration is poor and this was.shown in the findings
that indicated that the business community is not adequately sensitized, tax rates are at times
high and they are based on estimates. Tax rates do-not take in to account the circuimstances in
which small businesses operate, that has negatively affected the profitability of the small scale
businesses leading to low capital employed, high expenses incurred, low sales made and the
average amount of taxes paid annually being so high.

In conclusion, therefore, URA needs to carry out an extensive survey-based analysis of ‘small
firms™ profit. margins to determine presumptive tax rates, which will not affect the small business
earners,

The resea_rcher-'therefbre_, recommended. that, URA; should supply tax assessment forms in time,
intensify on the sensitization campaigns of the taxpayers, employ compétent staff, educate the
business community about its diffetent tax rates and introduce a scheme that allows taxpayets to
pay the tax obligation in installment to better the profitability of sinall-scale businesses: There is
therefore need for miore research on firms™ management techniques, the role of bookkeepin g and

profitability of smali and mid-size enterprise.



CHAPTER ONE
1.IBACKGROUND OF THE STUDY
Income tax was introduced in Soroti City in 1939 as pait of the com

which was replaced with the east African fax management act which was also applicable to

€ tax regime that

Kenya, and Tanzania.

In 1958, the act was repealed and ireplaced with the east African management act No 10, which
was later in 1970 replaced with a more comprehensive east African income tax (fnanageirient)
act.

This act governed the basic structure of income tak while national laws, which are for Soreti City
it was the income tax act of 1970, governed the rates of tax exemptions arid personal allowances.
As the relationship amongst the east Aftican states collaged in 1977, the three east African
e first income tax law was the income

states had to introduce their own laws. In Soroti City,,
tax decree No 1 of 1944 which remained the counr{’s income tax law till 1997 when the income
tax act (ITA) was enacted.

The TTA adopted a model of income tax Jaws developed by the fiscal affairs department of the
international monetary fund, which was published as act No 11 -0f 1997, in acts supplements No
8 1o the Soroti City gazette, No 81, dated 31 December 1997. Until an updated version was
published in 2000 -as CAP 340 of, the statute and this version incorporated all amendments to

2000.
Income tax is therefore defined as; 2 tax imposed on a person®s taxable income at specific rates.

A person includes an ind'ivi'dual,_-c_ompany, partnership, trustee, government and sub divisions of

govetnment.
Income tax is charged on every person who has chargeable income for every year of income.

@in. types o

{"pro quo, implying that a tax is paid by assesses

Chargeable income is derived from thre incorme, namely; business, empioyment

and propetty.
In addition, a tax is referred to as a n
without corresponding returns in formrof social goods and services from the government. Justice
Holmes described tax as the price for civilization. Isfail Kintu (2011).

A tax is a financial cliarge or other levy imposed on an individual or a legal entity by a statc or a
finctional equivalent of a state Tumuhimbise M (2000). A tax is-a compulsory levy imposed

upon the tax assesses who may be individuals, groups of individuals or legal entities. It is



