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Abstract
IOCQm¢ tax administration .plays a pertinent .role regarding revenue collection .as well as

profitability of anybusiness entity. In an effort for the government to increase its tax base.xhe
tax burden for many firms increases, However, the tax administration system ispoor as at times,

the tax liability computation is based on estimates, records of many· small. business firms are

incomplete, 'and some miss out completely leading to t3:;( over charge. In return, this directly

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

of'proflts,

The :u~~os~ of the study i~ to es~ablis~ th,e, effec~ O,f inco . tax a~~'. lstratiori on the
profitabiliry of small-scale business enterprises m Soroti Cit . . . ( ('

The .study applied both qualitative and, quantitativ esearch deSiEriS w interviews .and
Questionnaires were used. Data was collected f m both. primaty and secondary sources. Data

was processed and analyzed using for.' tables}, pie charts, graphs; narrative text, .and

correlation to find -out the relationship . etween income tax a<;!lTlillistration and.profitability 'Of
small scale businesses. A total b~ 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 rimes

high and they are based on estimates. tax rates. do,-,not take in to account the circumstances in

Which small businesses operate, thathas negatively affected the profitability of the small .scale

businesses leading to low capital employed, high expenses incurred, low sales mane and the

average amOlJl1t of taxes paid annually being S9 high.
In conclusion, therefore, URA needsto carry 'cut 'an extensive survey-based 'analysis of 'small

firms" profit.margins to.determine. presumptive tax rates, which will not affec] the small business
earners.
The researcher -therefore, recommended that, URA; .should supply tax assessment forms in time,

intensify on, the, sensitization campaigns of the taxpayers ...employ competent staff, educate the

business community about its di fferent tax rates and introduce a scheme that 'allows taxpayers to

pay thetax obligation: in installment.to better the: profitabiiuy ofsmall-scale businesses. There.is

therefore need for, more research on firms' management techniques, the role of bookkeeping and'

pl'ofit!}Qllity ofsrna]l and mid-size enterprise.
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CHAPTER O.N'E

i 1.1BACKC;RODND OFtIiE STUDY
l Income tax was introduced in Soroti City in ]939 as part ofthe com

f

t

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

Kenya, and Tanzania

In 19~8, the act was repealed and replaced with the east African management act No 10. which

was later in 'i 970 replaced With a -morecomprehensive east African income-tax f~anagelhent)

act
This act governed the basic. struoture of incometax while national laws, which are.ferSoroti City

itwas the-income tax act 'of 197'01'governed-the rates of tax exemptions and personal allowances,

A~ the relationship amongst the east African states colla ed in 1977, thethreeeast African

.stares had to introduce their own laws, fit Soroti City. e first income tax Iaw was the income

tax decree No 1 of 1944 which remained the couni l s income lax law.uu i9'97 when the income

tax act (ITA) was enacted.

Tl1e ITA .adopted a model of-income tax \"/S, developed by the fiscal affairs department of the

international monetary fund.which was-published asact No' 1.1of 1997, 'hi acts-supplements No
8 to .the Soroti City. gazette, No 81, dated, 31 December i.997. Until ail updated version' was

published in 2000 as CAP 340 of; the statute and this version incorporated ,~Il amendments to

2000.

Income tax is therefore. defined as; a taximposed on a person's taxable income at specific rates.

A person includes an individualcompany, partnership, trustee, government and sub divisions of

government,

Incom~ tax is charged ,0.0 eve!)' person who has chargea~}e' income for every year of income.

Chargeable income is derived from thr~~in,lypet:' . income, namely; business, employment

.aQd property, }

without 'GO'rn::sPQnding returns in forrrfof social goods and services from the government. Justice

Holmes described tax as the price for civilization. Ismail Kintu (2011).

A tax is a financial charge or other levy imposed on an individual or 3 legal entity b.~ a.stareor a

functional 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


