
Tax Reform in Uganda 



 



Tax Reform in Uganda: 

A Case Study of the Reform  
of Direct Taxation of Business 
Profits in the Formal  
and Informal Sector 

By 

Dorothy Kwagala-Igaga 
 
 



Tax Reform in Uganda: A Case Study of the Reform of Direct Taxation  
of Business Profits in the Formal and Informal Sector 
 
By Dorothy Kwagala-Igaga 
 
This book first published 2016  
 
Cambridge Scholars Publishing 
 
Lady Stephenson Library, Newcastle upon Tyne, NE6 2PA, UK 
 
British Library Cataloguing in Publication Data 
A catalogue record for this book is available from the British Library 
 
Copyright © 2016 by Dorothy Kwagala-Igaga 
 
All rights for this book reserved. No part of this book may be reproduced, 
stored in a retrieval system, or transmitted, in any form or by any means, 
electronic, mechanical, photocopying, recording or otherwise, without 
the prior permission of the copyright owner. 
 
ISBN (10): 1-4438-9113-4 
ISBN (13): 978-1-4438-9113-4 



 

This work is dedicated to Matthews, Asasila and Ayinza 

 

 

 

 

 

 

 

 

 

 

 

 





TABLE OF CONTENTS 
 
 
 
List of Cases ............................................................................................... ix 
 

List of Statutes ............................................................................................. x 
 

List of Figures........................................................................................... xiii 
 

List of Tables ............................................................................................ xiv 
 

Preface ....................................................................................................... xv 
 

List of Abbreviations .............................................................................. xviii 
 
Chapter One ................................................................................................. 1 
Reform of Direct Taxation of Profits from Business Activity in Uganda  

1.1 Introduction 
1.2 Background to the Study  
1.3 Statement of the Problem 
1.4 Research Objectives  
1.5 Research Methodology  
 

Chapter Two .............................................................................................. 30 
The Development of Uganda’s Tax System  

2.1 Background: History of Taxation in Uganda 
2.2 Pre-Colonial Taxation 
2.3 Colonial Taxation: Institutional Development (Uganda and the East 

African Community) 
2.4 Pre-Independence (Colonial) Taxation in Uganda 1900-1962: The 

Development of Tax Policy  
2.5 The Income Tax 1940-1962 
2.6 Post-Independence Taxation 1962-86  
2.7 Conclusion  
 

Chapter Three ............................................................................................ 85 
Economic Recovery under the National Resistance Movement (NRM) 
1986 to 2012 

3.1 Introduction 
3.2 Economic Recovery and Tax Reform  
3.3 Overview of the Direct Taxation of Profits From Business Activity  
3.4 Conclusion 



Table of Contents 
 

viii

Chapter Four ............................................................................................ 108 
Theories of Taxation and the Political Economy of Taxation Reform  
in Uganda 

4.1 Introduction 
4.2 Optimal Tax Theory 
4.3 Optimal Tax Theory and its Relevance to Uganda 
4.4 Who is in Charge?: Fiscal Sovereignty and Counter-Conduct 
4.5 Conclusion  

 
Chapter Five ............................................................................................ 143 
Direct Taxation of Profits from Business Activity in the Formal  
and Informal Sector in Uganda 

5.1 Introduction  
5.2 Taxation of Business Activity in Uganda 
5.3 Taxation of Partnerships and Individuals 
5.4 Presumptive Taxation of Small Businesses (Informal Sector) 
5.5 Taxation of Oil Resources 
5.6 Tax Exemptions and Incentives 
5.7 Conclusion 
 

Chapter Six .............................................................................................. 189 
Conclusion and Recommendations 

6.1 Conclusion 
6.2 Recommendations 

 
Appendix ................................................................................................. 200 
 
Bibliography ............................................................................................ 202 
 
Index ........................................................................................................ 246 



LIST OF CASES 
 
 
 

Uganda 

Commissioner-General and Uganda Revenue Authority Vs Meera 
Investments S.C.C.A No. 3 of 2009 

Heritage Oil & Gas Ltd Vs Uganda Revenue Authority, Tax Appeals 
Tribunal (the Tribunal) Miscellaneous Application No.6 of 2011  

Kagoro Robert and Sempa Matovu v Uganda Revenue Authority (High 
Court in Misc Cause No 376/08) 

Meera Investments Ltd V- Commissioner-General of Uganda Revenue 
Authority (HCT-00-CC-MA-0218-2006)  

Meera Investments Ltd v The Commissioner-General Uganda Revenue 
Authority - Court of Appeal Civil Appl. No. 3 of 2007  

Meera Investments Ltd v Commissioner-General, Uganda Revenue 
Authority (Court of Appeal CIVIL APPEAL No.15 of 2007)  

Heritage Oil & Gas Ltd Vs Uganda Revenue Authority (Civil Appeal No 
14 of 2011)  

Tullow Uganda Limited v Heritage Oil and Gas & Heritage Oil Plc 
[2013] EWHC 1656  

Kenya 

Unilever Kenya Limited v The Commissioner for Income Tax (2003) 
Income Tax Appeal 753/2003  

C. Co Ltd v Commissioner of Income Tax 1 EATC 15(Kenya). 

UK 

Erichsen v Last (1881) 8 QBD 414  
William Epstein Son & Swainston Ltd v IRC [1919] 2KB 731  



LIST OF STATUTES 
 
 
 

National Legislation (in Chronological Order) 

Ankole Agreement 1900 (Laws of the Uganda Protectorate, Revised 
Edition 1935 Vol. VI)  

Buganda Agreement 1900 (Native Agreement and Buganda Native Laws, 
Laws of the Uganda Protectorate, Revised Edition 1935 Vol. VI, pp. 
1373- 1384; Laws of Uganda 1951 Revised Edition, Vol. VI)  

Toro Agreement 1900 (Laws of the Uganda Protectorate, Revised Edition 
1935 Vol. VI)  

Bunyoro Agreement 1900 (Laws of the Uganda Protectorate, Revised 
Edition 1935 Vol. VI)  

Hut Tax Regulations 1901 (Laws of the Uganda Protectorate, Revised 
Edition 1935 Vol. VI)  

Toro Agreement 1902 (Laws of the Uganda Protectorate, Revised Edition 
1935 Vol. VI)  

Uganda Order-in-Council 1902 (Laws of the Uganda Protectorate, Revised 
Edition 1935 Vol. VI)  

The Poll Tax Ordinance of 1905 (Published in the Uganda Official Gazette 
of April 1st, 1905)  

The Native Laws Agreement of 1910 (Laws of the Uganda Protectorate, 
Revised Edition 1935 Vol. VI)  

Native Hut and Poll Tax Ordinance of 1910 (Laws of the Uganda 
Protectorate, Revised Edition 1935 Vol. VI)  

Toro Agreement (Poll Tax) 1910 (Laws of the Uganda Protectorate 1935 
Revised Edition)  

Toro Agreement (Poll Tax) 1914 (Laws of the Uganda Protectorate 1935 
Revised Edition)  

Uganda Agreement (Poll Tax) 1920 (Laws of the Uganda Protectorate 
1935 Revised Edition)  

The Customs Tariff Ordinance 1921 No 30 of 1921 Uganda Protectorate 
Ordinances 1921  

Colonial Model Income Tax Ordinance 1922  
Customs (Amalgamation) Ordinance, Cap 93, (Laws of the Uganda 

Protectorate, Revised Edition, 1923 Vol. 1)  
Bunyoro Agreement of 1933 (Laws of the Uganda Protectorate Revised 



Tax Reform in Uganda xi

Edition 1935 Vol. VI)  
Non-Native Poll Tax Ordinance of 1934  
The Non- Native Poll Tax (Amendment) Ordinance No. 29 of 1936  
Kenya Income Tax Ordinance No.12 of 1937  
Non-Native Poll Tax Ordinance 1939  
Uganda Customs Tariff (Amendment) Ordinance No. 23 of 1939  
Kenya Customs Tariff (Amendment) Ordinance No. 24 of 1939   
Tanganyika Customs Tariff (Amendment) Ordinance No. 30 of 1939  
Tanganyika War Revenue (Income Tax) Ordinance No. 33 of 1939  
Uganda Income Tax Ordinance No.8 of 1940  
Kenya Income Tax Ordinance No. 11 of 1940  
Uganda Customs Tariff (Amendment) Ordinance No. 11 of 1940  
Kenya War Taxation (Customs and Excise Duties) Ordinance No. 15 of 

1940  
Uganda Income Tax (Amendment) Ordinance No.27 of 1940  
Tanganyika Customs and Tariff (War Revenue) (Surcharge) Ordinance 

No. 29 of 1940  
Uganda, Income Tax (Amendment) Ordinance No.14 of 1941  
Non- Native Poll Tax (Amendment) Ordinance No. 15 of 1941  
Kenya Income Tax (Amendment) Ordinance of 1943  
Uganda Income Tax (Amendment) Ordinance 11 of 1943  
Uganda Income Tax (Amendment) Ordinance No.8 of 1945  
Income Tax (Amendment) Ordinance No. 3 of 1947  
Income Tax (Amendment) Ordinance No. 5 of 1947 
East African (High Commission) Order-in-Council 1947 S.R. &O 1947 

No.2863  
East African Income Tax (Management Act) 1952 Act No.8 of 1952 of the 

East African High Commission  
Buganda Agreement 1955  
East African Income Tax (Management Act) 1958 Act no. 10 of 1958 of 

the East African High Commission  
Order-in-Council, 1962 (Legal Notice 64 of 1962)  
Uganda Independence Act 1962 CHAPTER 57 10 and 11 Eliz 2  
Constitution of the Republic of Uganda 1962 (Published as a schedule to 

the Uganda (Constitution) Order-in-Council, 1962 (Legal Notice No. 
64 of 1962)  

Exchange Control Act 1964 Cap 171 Laws of Uganda Revised Edition 
2000  

Constitution of the Republic of Uganda 1966 (Pigeon-hole Constitution)  
East African Income Tax (Management Act) 1970  
Uganda Income Tax Act No. 41 of 1970  



List of Statutes 
 

xii

Uganda Expropriated Properties Act 1972  
Income Tax Decree No.1 of 1974  
Finance Act 1981  
Uganda Expropriated Properties Act 1982 Cap 87 Laws of Uganda 

Revised Edition 2000  
Uganda Revenue Authority Statute No. 6 of 1991 Cap 196 Laws of 

Uganda Revised Edition 2000  
Investment Code Act 1991 Cap 92 Laws of Uganda revised edition 2000  
Uganda Finance Act 1993  
Petroleum (Exploration and Production) Act 1985, Cap 150 Laws of 

Uganda Revised Edition, 2000  
Constitution of the Republic of Uganda 1995 Cap 1 Laws of Uganda 

Revised Edition 2000  
Value Added Tax Act, 1996 Cap 349 Laws of Uganda revised edition 

2000  
Tax appeals Tribunal Act 1997 Cap 345 Laws of Uganda revised edition 

2000  
Income Tax Act 1997 Cap 340 Laws of Uganda revised edition 2000  
East African Community Act 2002  
The Free Trade Zones Bill 2002  
The Constitution (Amendment) Act, 11 of 2005  
Access to Information Act, No 6 of 2005  
Income Tax (Amendment) Act 2006  
The Petroleum (Refining, Gas Processing and Conversion, Transportation 

and Storage) Bill, No. 2 of 2012  
Public Finance Bill, 2012  

Bilateral and Multilateral Agreements 

Treaty for East African Co-operation 1967 
Treat of the East African Community 1999 
East African Community Double Tax Agreement, 2010  
East African Community, Protocol on the Establishment of the East 

African Community Common Market, 2009 EAC Secretariat  
 
 



LIST OF FIGURES 
 
 
 
Figure 1.1: Tax to GDP Ratios 1991-2010  
Figure 1.2: Tax to GDP Ratios Uganda Compared With SSA Ratios  
Fig. 1.3 Level of FDI Inflows 1990-2009 
Fig. 1.4 Barriers to Investment 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



LIST OF TABLES 
 
 
 
Table 5.1 Tax Revenues from Selected Taxes 
Table 5.2 Presumptive Tax for Small Businesses 
Table 5.3 Income Tax Rates for Individuals (Schedule 3 Part 1 ITA 1997) 
Table 5.4 CIT Productivity in Selected SSA Countries in 2006 
Table 5.5 Double Tax Agreements 
 

 

 

 

 

 

 

 



PREFACE 
 
 
 
Uganda is credited for carrying out extensive reforms in its tax system in 
the 1990s. The system of administration was overhauled together with a 
complete overhaul in legislation. The aim was mainly to increase tax 
revenues. Improvements were registered in the tax revenues but only 
temporarily. Since 2004, there has been stagnation in the tax revenue 
figures. The revenue from direct taxes only contributes about 20% to the 
total revenue, well below the Sub-Saharan average of 40%. This has 
focused attention on the appropriateness of the reforms. The focus of the 
reforms on achieving efficiency did not sufficiently take into account the 
fundamental importance of equity within the system. As a result, the 
Income Tax Act 1997 embodies distortions and inequalities in the 
treatment of taxable income and taxpayers that have led to inefficiency in 
the system as a whole. The tax reforms also took a narrow technical view 
of the tax system. Taxation has an impact on state-building and is, 
therefore, affected by the state of governance. The reforms, even where 
they were well designed, have been affected by institutional weakness and 
the lack of accountability in the political process. The fact that institutional 
capacity affects effectiveness of the tax system is well documented yet it 
does not seem to have been taken into account (UNDP, 1991:70). 
Taxpayer morale and revenues have been constrained by high levels of 
corruption within the Uganda Revenue Authority (URA) and arbitrariness 
in the award of tax waivers and other tax advantages.  

The purpose of this book is, therefore, to examine the distortions 
engendered by the tax system and their impact on taxpayer morale, tax 
revenue and investment. The research focuses on the direct taxation of 
profits from business activity in the formal and informal sector. An 
examination of the taxation of business profits provides an opportunity to 
highlight the distinctions in the tax system with regard to the treatment of 
the same type of income based on the legal status of the taxpayer and other 
considerations. The taxation of business profits in the corporate sector is 
compared with the taxation of business profits under the personal income 
tax system, taxation of partnerships and other unincorporated businesses. 
There is emphasis on the taxation of the informal sector which is presently 
less than satisfactory. However, the analysis is done in the context of the 
socio-political situation in Uganda. The weaknesses in governance and 
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corruption have had an impact on the tax system by encouraging tax 
avoidance and evasion among political elites as well as on activities in the 
informal sector. The research also explores possibilities of broadening the 
tax base within the existing legislative framework as well as other 
possibilities for reform, for example, the call for the expansion of the tax 
base through taxation of land and agriculture by various experts and the 
Uganda Revenue Authority itself (Private Sector Foundation-Uganda, 
2009:122). Account must also be taken of Uganda’s membership of East 
African Community (EAC) and the constraints this puts on its exercise of 
fiscal sovereignty.  

The book comprises six chapters. Chapter One titled “Reform of Direct 
Taxation of Profits from Business Activity in Uganda” is a general 
introduction. The statement of the problem presents a brief critique of the 
tax system and the reforms generally. The methodology is also presented 
at the end of Chapter One.  

Chapter Two is titled “The Development of Uganda’s Tax System” and 
explores the development of the tax system from the pre-colonial period to 
1986. It is largely descriptive but serves to draw out areas of comparison 
with the 1997 reforms. The approaches to tax reform are presented as a 
contrast to the technical and ad hoc approach followed in 1997 to 2014. 
The Chapter also explores the development of themes in the tax system for 
example the balance between corporate income tax and personal income 
tax. The period 1986 to 2014 is covered in Chapter Three which presents 
an overview of the reforms of the system of taxing business profits.  

Chapter Four is titled “Theories of Taxation and the Political Economy of 
Taxation in Uganda” and presents the theoretical framework. Optimal tax 
theory is used to analyse the appropriateness of the tax system. Some of the 
shortcomings in the 1990s tax reforms are attributable to the governance and 
institutional framework in Uganda thus the political economy analysis. The 
Chapter contains a description of Uganda’s relationship with the 
International Financial Institutions (IFIs) which constrains the exercise of 
fiscal sovereignty. This relationship is analysed through the Foucaultian 
conceptions of conduct and counter conduct. There is a brief description of 
the East African Community (EAC) and the proposed harmonisation process 
that will have an impact on direct taxation in Uganda.  

Chapter Five is titled “Direct Taxation of Profits from Business Activity in 
the Formal and Informal Sector in Uganda”. This Chapter presents the 
main content of the study. The system of taxing profits in the formal and 
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informal sector is examined. The taxation of companies, partnerships, unit 
trusts and small businesses is analysed in light of its impact on investment 
and economic growth. Chapter Six is the conclusion and recommendations. 

This book is based substantially on my doctoral thesis. It is the 
culmination of research undertaken under the supervision of Assoc. Prof 
David Salter at Warwick University. The research commenced in 2006 
before the financial crisis of 2008. Initial interest in the area was sparked 
in 2000-2001 while studying for the LLM in Commercial Law at 
Cambridge University. I studied International Commercial Tax under Prof 
Tiley and was gripped by the discussions on the various considerations 
that underpinned the tax system. I continued to research the area and 
eventually enrolled for the PhD at Warwick. I was alarmed by the 
technical focus on the tax system in Uganda and was keen to highlight the 
context and in particular the experience that has shaped Uganda’s tax 
system and every aspect of the state. The financial crisis of 2008 put 
pressure on the Ugandan government to increase domestic resources. This 
makes it pertinent to examine the efficacy of the tax system and its 
usefulness in this endeavour. 

I spent five wonderful years at Warwick as a research and Teaching 
fellow. I am grateful to the Graduate school for the funding which made 
the PhD possible. Warwick provided a supporting and stimulating 
environment and I owe a debt of gratitude to several people who have 
shaped my thinking on tax reform and political economy. I would like to 
express my sincere gratitude to my supervisor, Assoc. Professor David 
Salter, for his patient guidance and invaluable advice throughout the Phd. 
He encouraged me to look at taxation in the somewhat unorthodox fashion 
that I have documented in this book. I was lucky to benefit from the advice 
and encouragement of Assoc. Prof John Snape who is engaged in studying 
the political economy of taxation in the UK. I am also grateful to Professor 
David Bakibinga of the Law School, Makerere University, for his very 
useful comments and advice on various aspects of the thesis that formed 
the basis of the book. I would also like to express my sincere thanks to my 
fellow PhD students and friends at the University of Warwick for their 
support and kind help and advice with my research. The research was 
completed while I was at Kingston University and I am grateful to 
colleagues at the Law School for their support. I would like to thank my 
family for their continuous encouragement and support. The Phd has only 
been possible because of the huge sacrifices made by my husband and 
young children. Finally, thanks to the team at CSP for their patience and 
editorial work on the manuscript. 
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CHAPTER ONE 

REFORM OF DIRECT TAXATION OF PROFITS 
FROM BUSINESS ACTIVITY IN UGANDA  

 
 
 

1.1 Introduction 

In an era of economic integration, the economic and institutional barriers 
to cross-border investment continue to wane (OECD, 1991:21). Therefore, 
the decision to invest in assets in one country is more likely than before, to 
be influenced by cross-country differences in personal and corporate 
income tax rates and tax systems. The liberalization of international 
financial markets has led to an unprecedented level of interaction between 
national tax systems. Whereas tax systems are constrained by national 
frontiers, multinational enterprises and capital are not. Entrepreneurs have 
adopted a global strategy of resource allocation based on the levels of 
return on investment that can be gained in each particular tax system. 
Therefore, reform of the system of taxing profits from business activity 
has been and continues to be a major preoccupation of countries around 
the world. There is also evidence that countries compete in establishing tax 
systems that are attractive to investment in order to gain a larger share of 
global capital (OECD, 1998:15, Devereux, Lockwood and Redoano, 
2008:2). East African countries have not been slow to address perceived 
barriers to investment in order to attract Foreign Direct Investment (FDI). 
There has been reform of tax systems throughout East Africa in the past 
two decades in order to make the countries more attractive destinations for 
foreign investment (AfDB, 2010a:1, AfDB, 2011:1). The revival of the 
East African Community (EAC) is partly aimed at increasing competitiveness 
in the region and facilitating economic growth. The main justification for 
the efforts to attract foreign investment is to facilitate economic growth 
and address the high levels of poverty in the region. It is argued that 
increased investment will lead to an increase in tax revenues. The 
expansion in tax revenues is expected to equip Governments with the 
capacity to invest in structural and social infrastructure and provision of 
social services to improve the living standards of their citizens. Improved 



Chapter One 
 

2

infrastructure is expected to further encourage private investment in these 
economies.  

Throughout the 1990s, Uganda undertook extensive reforms in its tax 
system as part of the broader Structural Adjustment Programmes (SAPs) 
spearheaded by the International Monetary Fund (IMF) and the World 
Bank and other development partners aimed at encouraging economic 
growth as described in Chapter Three of this book. The reforms involved a 
complete overhaul of tax legislation and the system of tax administration. 
The reforms in tax administration were proposed and supported by the 
Department for International Development (DFID) and its partners 
(Moore, 2013:8). There were various considerations for tax reform and 
these reflected the concerns of the stakeholders.  

On the one hand, the Government was keen to increase tax revenues and 
tackle the budget deficits in a bid to reduce donor dependence. This was to 
be achieved through an overhaul of the system of tax administration and 
tax legislation. The approach of the government was to simplify the tax 
legislation and broaden the tax base in order to make the tax system pro-
business (Reinikka and Chen, 1999:2). An independent revenue authority 
(Uganda Revenue Authority (URA)) was created in 1991 to improve tax 
administration. A new Income Tax Act was passed in 1997 (hereinafter 
ITA 1997) to consolidate the tax legislation and assist in administration. 
The tax system was rationalised by lowering the tax rates and dramatically 
reducing the scale of exemptions through the repeal of a number of 
sections in the Investment Code Act of 1991. One important aspect of the 
new legislation was the removal of the Minister of Finance’s discretionary 
powers to grant tax holidays and other tax advantages under the Investment 
Code Act 1991. Instead, a system of allowances and deductions was 
created to operate across the board. The newly created URA was set a 
target of increasing the tax to GDP ratio by a percentage point annually 
(Reinikka and Chen, 1999:2, Ayoki, 2007:4). Indeed this was achieved for 
a number of years but it has stagnated since 2004 as explained later and 
illustrated in Fig 1 and Fig. 2 below. This was against the background of 
an expanded economy. The economic base had, in the 1990s, shifted from 
largely subsistence agriculture to a mixture of commercial agriculture, 
industry and services. In 2002-2003, the contribution of subsistence 
agriculture to GDP dropped by 10 percentage points. At the same time, 
industrial production rose from 12% to almost 20% while services 
increased from less than 35% to more than 41% (Republic of Uganda, 
2004:8). The economic development was driven by increased government 
spending largely financed by high levels of development assistance 



Reform of Direct Taxation of Profits from Business Activity in Uganda  
 

3 

(Mwenda, 2006:3, Le, 2007:189, Hisali and Ddumba-Ssentamu, 
2013:356).  

The second priority of the Government of Uganda was to encourage 
private investment and economic growth (Republic of Uganda, 1999:6). 
There were wider reforms in economic regulation covering banking and 
business registration. The Uganda Investment Authority (UIA) was 
created in 1991 to act as a “one-stop-shop” for investors with regard to 
licensing and the grant of investment incentives under the Investment 
Code Act 1991. The investment incentives ranged from the grant of tax 
holidays which have now been legally phased out to the distribution of 
land in the industrial parks around Kampala and other urban centres and 
the Islands in Lake Victoria.  

The business community was keen to have a tax system that was efficient 
and equitable. The Uganda Manufacturers’ Association (UMA) and Private 
Sector Foundation-Uganda (PSF-U) especially lobbied for lower tax rates 
and simplified tax procedures to reduce the cost of doing business (Uganda 
Manufacturers’ Association (UMA), 1996:3). They argued against the 
discretionary powers of the Minister of Finance reasoning that the selective 
grant of tax waivers and tax holidays not only distorted competition, but 
also complicated the tax system. They further argued that it affected the 
taxpaying morale of those who were not in receipt of the tax incentives 
(Uganda Manufacturers’ Association, 1997:11). They pointed out that the 
tax advantages often accrued to big businesses especially large foreign 
multi-nationals which then had an unfair advantage over the medium-sized 
businesses which were often the indigenous companies (Uganda 
Manufacturers’ Association (UMA), 1996:4). The unfair and inequitable 
situation was exacerbated by the fact that the informal sector was hardly 
targeted by the tax system (Uganda Manufacturers’ Association (UMA), 
1997:11).  

The IMF, World Bank and DFID, on the other hand, advocated for an 
optimal and efficient tax system that was simple to administer. Their 
argument was based on the limited capacity of Developing Countries to 
administer a complex or sophisticated tax system (Mirrlees, Adam, Besley 
et al, 2011:44). As explained in Chapter Three, equity of the tax system 
was not considered a priority at the time.  

These priorities were dictated by the need to rapidly expand tax revenues 
in order to reduce the budget deficits and safeguard the international 
financial system (Reinikka and Chen, 1999: 2, Fjeldstad and Moore, 
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2009:12). This is particularly reflected in the short term focus on tax 
administration and the support for the creation of an independent revenue 
authority to create a “pocket of efficiency” removed from the traditional 
civil service that was clearly weak and inefficient (Prichard and Leonard, 
2010:654, Moore, 2013:12). The IMF, World Bank and DFID chose to 
concentrate on tax administration rather than champion wider structural 
reforms in Uganda that would not have been easy to implement in the 
short term. It is also evident in the balance between the taxation of the 
formal and informal sector which is further explored in Chapter Three and 
Chapter Five of this book. In light of the difficulty of taxing the informal 
sector, the IMF recommended a “transitional” approach that involved a 
presumptive system of taxing informal businesses in the hope that they 
would be taxed adequately when they made the transition to the formal 
economy (van der Heeden et al, 1997:81). This has not worked in practice 
and the informal sector remains lightly taxed creating resentment among 
the formal sector businesses and lowering their tax morale (Private Sector 
Foundation-Uganda, 2009:70, Matovu, 2010:35, Mwesigwa, 2012).  

This book seeks to examine the success of the tax reforms in as far as they 
have achieved the stated objectives and to examine the suitability of the 
reforms to Uganda’s socio-political environment between 1997 and 2014. 
It will be demonstrated that there has been limited success in increasing 
tax revenues. Notably, even the modest increase in tax revenues has not 
led to any significant improvements in either structural or social 
infrastructure (Mwenda, 2006:2). Increased tax revenues have not led to 
increased social spending as the government is currently perceived as 
corrupt and inept so that the public believes it is incapable of delivering 
value for money (AfDB, 2010a:7, Tabaire and Okao, 2010b:9). Increased 
investment has not had a commensurate impact on tax revenue collection 
either as illustrated in Fig. 1.1 compared to Fig. 1.3 below. The failure to 
address equity concerns in the tax system has lowered the taxpayer morale 
even further and this has in turn affected the capacity of the URA to hit 
revenue targets. The tax system does not adequately target the small 
businesses operating in the informal sector yet at the same time provides 
favourable treatment to selected taxpayers through the discretionary 
powers of the Minister of Finance under the Budget Act as illustrated in 
Chapter Five. It will also be demonstrated that the tax reforms have had 
undesirable outcomes by increasing business activity in the informal sector 
through the poor tax strategy of imposing presumptive tax at token rates 
on small businesses operating in the informal sector (Reinikka and Collier 
2001:285). It will be demonstrated that the outcome of the reform is a hap-
hazard patchwork that is neither coherent nor efficient. 
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1.2 Background to the Study 

Since 1986, the Ugandan economy has grown steadily at a rate higher than 
the Sub-Saharan African (SSA) average of 2.4%1 (Republic of Uganda, 
2009:3, Whitworth and Williamson, 2010:1). This has endeared it to the 
International Financial Institutions (IFIs) that have praised its economic 
transformation dubbing it the “Ugandan Success Story” (Holmgren et al., 
1999:103, Robinson, 2005:2, Mwenda, 2006:2, AfDB, 2010a:2). This 
success is attributed to the plethora of economic reforms implemented by 
the National Resistance Movement (NRM) government backed by the 
IMF and the World Bank (Dijkstra and Kees van Donge, 2001:841). 1986 
was in many ways a turning point for Uganda, a country emerging from 
decades of political and economic crisis (Hansen and Twaddle, 1998:30, 
Kaweesa, 2004:3, Tumusiime-Mutebile, 2010:35, Schlichte, 2008:369). 
As fully described in Chapter Two, the public finances of Uganda were in 
a state of collapse and manufacturing had come to a standstill (Department 
for International Development, 1999:4). This was a direct result of the 
economic decline of the 1970s and 1980s. The economic decline is 
attributed to economic mismanagement, the oil crisis of 1974 and the 
failure of the economic policies that advocated Government control over 
production and regulation of economic activity (World Bank, 1980:6, 
World Bank, 1991:3).  

Tax revenues were very low and in 1990, even after 4 years of stability 
and exceptional growth in the economy which averaged 8% over the 
period, the tax to GDP ratio was less than 7% (Republic of Uganda, 
1988:16, Republic of Uganda, 1990:25). The decline is best illustrated by 
the fact that tax to GDP ratio was 13% in 1971/72 but had reduced to 3.3% 
in 1989/1990 (Republic of Uganda, 1990:23, Sserwanga, 1993:2). The tax 
rates were very high with the corporate tax rate at 60% in 1989 which was 
considered predatory by the business community (Kaweesa, 2004:3). The 
tax rates had been driven up by the desire to raise tax revenues which was 
counterproductive and inefficient because of a very narrow tax base and 
general underperformance of the economy. The export sector had been 
greatly undermined by the collapse of the quota system under the 
International Coffee Agreement (ICA) in 1973 and subsequent fall in 
coffee prices (Kiiza, 2007:4). The private sector was dominated by 

                                                            
1 Real GDP growth was around 6.6% in 2004/05, 5.1% in 2005/06, 6.5% 
2006/07,8.9% in 2007/08, 7.0% in 2008/09, 6.7% in 2010 (Republic of Uganda, 
2005:2, Republic of Uganda, 2006:3, Republic of Uganda, 2007:2, Republic of 
Uganda, 2008:2, Republic of Uganda, 2009:5, Republic of Uganda, 2012:4). 
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agriculture which had low revenue productivity (Republic of Uganda, 
1989a:14, Kayizzi-Mugerwa, 2002:1). The political instability had reduced 
the levels of investment in the economy. The tax base was further 
narrowed by the various tax exemptions, tax holidays and other incentives 
introduced throughout the 1970s and 1980s in a vain effort to attract 
foreign investment and encourage economic recovery (Kaweesa, 2004:4). 
There was serious weakness in tax administration and large sections of the 
public did not pay tax as the Ministry of Finance did not have the capacity 
to assess and collect taxes on all individual taxpayers and small businesses 
(Republic of Uganda, 1987:12, Coopers & Lybrand, 1992:3, University of 
Birmingham, 1998:4). There was an acute need to mobilise resources to 
finance the much needed social services and rehabilitation of the 
infrastructure (Reinikka and Chen, 1999:1). The priority of the NRM 
government on taking power in 1986, beyond providing security, was 
economic transformation and reconstruction (National Resistance 
Movement, 1985:7, Republic of Uganda, 1987:3).  

The NRM Government immediately embraced the Structural Adjustment 
Programmes (SAPs) of the IMF and World Bank and embarked on an 
economic recovery and rehabilitation programme (Mamdani, 1988:1163, 
Nabudere, 1990:7, Republic of Uganda, 1992:6). The overall policy of the 
Government was to encourage private sector led development. In line with 
the IMF and World Bank policies, the economy was liberalized 
(Macculloch, 2001:10). The Government undertook the privatization of all 
government owned parastatals and the overhaul of business regulation to 
encourage competition in the market and support investment especially 
foreign investment. The importance of private investment to the economic 
development of Uganda cannot be overemphasized. In 1999/2000 private 
investments accounted for 14% of the GDP. In a developing economy, like 
Uganda, the bulk of private investment is foreign investment. It is 
undisputed that one of the constraints to private investment is 
inappropriate tax policies and weakness in tax administration.  

In light of the economic constraints and inefficiency in the tax system, 
Uganda introduced extensive reforms in the area of taxation as part of the 
wider SAPs (Gloppen and Rakner, 2002:31, Republic of Uganda, 
2010b:10). The tax reforms were designed to achieve fiscal consolidation, 
lowering the tax burdens and reducing tax induced distortions in 
investment and financing decisions in the economy. The focus was on 
boosting the private sector to signal a change in economic policy direction 
with the final abandonment of the Government led development policies 
of the 1970s and 1980s (Sennoga et al, 2009:1, Matovu, 2010:8).  
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One of the priorities was improving tax administration and widening the 
tax base (Bird, 2008:6). In 1991, a semi-autonomous revenue authority, 
the Uganda Revenue Authority (URA), was established by statute. It is a 
Government agency charged with the administration of the various central 
government taxes. Tax administration had been the function of the Income 
Tax Department, Customs and Excise Department and the Inland Revenue 
Department of the Ministry of Finance (Bakibinga, 2006:11). The reform 
of the tax administration institutions was based on the proposition of the 
IFIs that in weak states, revenue collection agencies are more effective 
when they operate autonomously rather than as a department of the 
government (University of Birmingham, 1998:11, Gray and Chapman, 
2001:5, Taliercio, 2004:2). Independence of the URA was designed to 
limit political interference (Coopers & Lybrand Uganda, 1992:2, Private 
Sector Foundation-Uganda, 2009:9). It would also be able to offer better 
remuneration than the traditional civil service and, therefore, have the 
capacity to attract and retain competent staff and improve its efficiency in 
tax collection (Collier, 1999:14, Fjeldstad and Rakner, 2003:16, Kangave, 
2005:146, John, 2006:5). Further, a Tax Appeals Tribunal (TAT) was 
established by statute to provide a specialised dispute resolution 
mechanism for tax disputes.  

There was also an effort to encourage private investment in order to 
encourage economic growth and increase tax revenues. This was to be 
achieved through fiscal and regulatory reforms. Besides the creation of the 
UIA in 1991, the business registry was restructured and procedures 
improved to reduce the cost of business registration. The other reforms 
were in taxation and involved lowering and rationalising the tax rates 
while broadening the tax base (Reinikka and Chen, 1996:2, Sunley et al., 
1996:8, Gray and Chapman, 2001:2). In 1991, Parliament also passed the 
Investment Code Act 1991, designed to attract foreign direct investment 
through granting tax exemptions and holidays among other tax advantages 
initially to foreign investors but subsequently made available to all 
investors. In 1996, Value Added Tax (VAT) was introduced to replace 
Sales Tax and Commercial Transactions Levy (CTL). In 1997, the Income 
Tax Decree of 1974 (ITD 1974) was replaced with the Income Tax Act 
1997 (ITA 1997). The Income Tax Decree needed an overhaul because it 
had gone through several amendments which needed to be consolidated 
for ease of interpretation and administration. The situation was 
complicated further by the existence of discretionary powers to grant tax 
holidays under the Investment Code Act of 1991. The tax base was 
broadened under the ITA 1997 through the abolition of the tax holidays 
and general reduction in exemptions through the repeal of several sections 
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of the Investment Code Act 1991. The ITA 1997 also made all employee 
benefits connected to the employment for example, health insurance, 
accommodation and transport taxable under the Pay as You Earn (PAYE) 
scheme.  

One of the key reforms was the reform of direct taxation of profits from 
business activity in the formal and informal sector2. A uniform rate of 
corporate income tax of 30% was introduced in 1993. This was a marked 
reduction from the rate of 60% which had been introduced by the same 
government in 1989 (Abed et al., 1998, Teera, 2003:21). An IMF Team of 
Experts had recommended that the rate of corporate income tax be 
lowered to 25% in 1993 (Mahler et al., 1993:11) but another IMF team 
recommended a rate of 30% in 1996 (Sunley et al., 1996:48). A variable 
rate of corporate income tax for the mining sector was introduced of 
between 10%-45%. In 1997, the rate for non-resident companies was 
lowered from 35% to 30%. The classical system of taxing corporate profits 
was maintained but the anti-avoidance provisions regarding deemed 
distributions in the Income Tax Decree 1974 were repealed. Subsequently, 
other anti-avoidance provisions have been introduced concerning thin 
capitalisation and transfer pricing but not deemed distributions. Under the 
ITA 1997, capital gains tax was introduced for the first time since 
Independence.  

A separate regime of presumptive taxation was also introduced to tax the 
small businesses that operate in the informal sector. This replaced the 
complicated system of trade licences for small businesses under the 
Income Tax Decree that had been repealed in 1993 (van der Heeden, 
1997:63). Unit trusts and members’ clubs which had been taxed under the 
personal income tax regime under the Income Tax Decree were now 
defined as companies subject to corporate income tax. Barriers to 100% 
ownership of companies by foreign investors introduced in the 1970s as 
part of the “economic war” (outlined in Chapter Two) were abolished. The 
Investment Code Act of 1991 which had vested the Minister of Finance 
with wide powers to grant tax exemptions and tax holidays was amended 
and most sections were repealed in 1997.3 A new scheme of capital 

                                                            
2 The informal sector is fully described in Chapter Three (3.3(c)). 
3 The Minister of Finance Planning and Economic Development (MFPED) 
currently has similar powers under the Budget Act to spend tax revenue on 
meeting the tax liability of specific taxpayers which achieves the same purpose as 
a tax exemption without the parliamentary scrutiny under the Investment Code Act 
but subject to audit by the Auditor General.  



Reform of Direct Taxation of Profits from Business Activity in Uganda  
 

9 

deductions and allowances was introduced under the ITA 1997. The top 
rate of tax for individuals was reduced from 40% to 30% under the ITA 
1997. This followed an expert report in 1993 which recommended such 
reductions for efficiency and “equity” reasons (Mahler et al., 1993:10). 
During her Budget Speech 2012/2013 delivered on June 16, 2012, the 
Minister of Finance announced that the top rate personal income tax would 
effectively be increased to 40% in the financial year 2012/13. An 
additional 10% would be imposed on individuals with annual income of or 
exceeding UGX 120 million (about US$46 000 in 2012) (Republic of 
Uganda, 2012). The changes were effected in October 2012 in the Income 
Tax (Amendment) Act, 2012 no 4/2012. It is not clear whether this is 
intended to create a new tax rate of 40% or a temporary measure intended 
to boost revenues in light of the aid cuts. However, the move demonstrates 
an ad hoc approach to tax policy that is reminiscent of the surtaxes 
introduced in 1942 to boost revenues during the Second World War but 
were never withdrawn when the War ended (discussed ahead in Chapter 
Two).  

1.3 Statement of the Problem 

The central argument in this book is that the tax reforms carried out in 
Uganda in the 1990s were not very successful because of a failure to take 
into account the social, economic and political context. It is further argued 
that the incoherent approach of the government to tax policy and indeed 
policy formulation makes it difficult to discern the long term goals or 
themes. As Mick Moore (2013:3) asserts, the success or failure of any 
reform process must be viewed against the backdrop of its context. 
Taxation and tax reform must also be seen in its wider scope beyond the 
policy instruments and focusing on the processes and discourses that 
impact and constrain both the reform process and the implementation of 
the legislation post-reform. The argument in this book is that the context 
affected the implementation of the reforms and the subsequent 
operationalization of the reforms negatively. The impact of the political, 
economic and social context on the implementation of the reforms is fully 
explored in Chapter Four. As stated in that Chapter, it is not disputed that 
the reforms in themselves were based on sound policy. The argument is 
that the implementation of the IFIs recommended policies was affected by 
the political, economic and social context. It is also argued that the 
application of the tax rules is likewise affected by the context in which the 
URA seeks to apply them.   
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The essence of any reform whether of an institution or legislation is to 
improve it (Stevenson &Soanes, 2004). Tax reform involves the change or 
restructuring of an existing system of collecting and managing taxes by 
Government with a view to making improvements (Sandford, 1993:2, 
Feldstein, 1976:90). Whether or not a change in the tax system is an 
improvement may be subject to differing value judgments from the 
perspective of the evaluator. This research does not attempt to judge 
whether there were improvements in the tax system as a result of the 
reforms but rather takes the theoretical approach of assessing whether the 
reforms were successful. Sandford suggests that the success of a reform 
process must be judged against three criteria i.e.  

a)  how far the tax reforms meet the objectives the reformers set 
themselves;  

b)  the sustainability of the reforms; and  
c)  the extent to which the tax reform has desirable or undesirable by-

products (Sandford, 1993:5).  
 

Besides the above criteria it is important to consider the perception of the 
public about the impact of the tax reforms on economic activity. These 
criteria are adopted here because of the nature of the study in this book. 
The study does not purport to assess the impact of the reforms on 
economic growth from an economic perspective but rather a theoretical 
approach similar to that adopted by Sandford.  

The success or failure of any reform must also be considered against the 
background of the role that taxation plays in any particular economy 
(Karingi and Wanjala, 2005:1). According to Tiley, the classical function 
of taxation is raising revenue to fund government expenditure (Tiley, 
2008:4). Other functions include resource redistribution and management 
of the economy. Within the context of developing countries, attention has 
been focused on the revenue raising function of taxation which is critical 
to economic development. Most of the countries in SSA experience budget 
deficits which are widening and pose a threat to economic growth. Since 
2000, there has been an impetus to increase tax revenues in order to meet 
the Millennium Development Goals (MDGs) (Foster and Briceño-
Garmendia, 2010:2). The tax reforms carried out in Uganda in the 1990s 
as part of the SAPS focused on increasing tax revenues hence the 
widespread reforms in tax administration and tax legislation.  

  


