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Solution 1.(a) 

Mr. Mosh 

PAYE Computation for the month of December 2022 

 S/
N Details Computation 

Chargeable 
income  

1 Basic salary   3,000,000  
2 Housing allowance 3,000,000*12*5% 1,800,000  
3 Gratuity Not yet due -  

4 
Leave pay/Air Ticket 
facilitation 

Taxable since it was due & 
paid 6,000,000  

5 Medical Expenses Exempted - 

6 Security guard 
 (Non taxable benefit as per 
the Practice Notice of 2006) - 

7 Shares 200*(4,500-3,000) 300,000  

8 
Car benefit 
 

20%*220,000,000*9/365 Or 
20%*220,000,000*10/365 
 

1,084,932 
Or 1,205,479 

9 
Advance loan (3 
month advance) 

5,000,000 Exempted: 
(Considered to be 3 months 
salary advance)  - 

10 

Advance loan (12 
month Housing loan 
advance) 15%*18,000,000/12 

  
225,000  

11 School fees 1,550,000*2 
  

3,100,000  

12 Life insurance Exempted 
  

-  

  
Total chargeable 
income   

15,509,932 
Or 

15,630,480  

Tax Liability 
 

 
PAYE = 25,000+(15,509,932-410,000)*30%+(15,509,932+10,000,000)*10% = 5,105,973   
Or 
PAYE = 25,000+(15,630,480-410,000)*30%+(15,630,480+10,000,000)*10% = 5,154,192 
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1(b) (i) Section 2 (Z) of Income Tax Act Cap 340 defines employment as  

 The position of an individual in the employment of another person, 
 Directorship of a company 
 A position entitling the holder to a fixed or ascertainable remuneration 

or 
 The holding or acting in any public office 
 

(ii) determine whether the employee is supposed to file returns. 
Tax from employment is administered using PAYE system. PAYE system 
mandates employer to withhold tax from employment income and remits the tax 
to URA by the due date. The tax deducted is final. Therefore no further returns 
are required. The obligation to file returns lies with the employer. 
 

(c)  Exempted employment income 

‐ Employment income of staff of East African development bank 
‐ Medical expense refund (medical reimbursement) 
‐ Employers contribution to retirement fund e.g NSSF 
‐ Low cost benefit of less than Shs 10,000 per month 
‐ Employment income of employees of Uganda Peoples Defence Force (UPDF) 

other than those in civilian capacity 
‐ Income of members of Parliament other than salary 
‐ Reimbursement of expenses incurred on behalf of employer 

 

Solution 2. (A) 
 

(i) Tax returns and their due dates. 
i) PAYE: By the 15th day of the following month 
ii) Provisional income tax: By the last day of the sixth month of the current year 
iii) Final income tax: Within six months after the end of the financial year 

 

(ii) Objection and appeals procedures to the URA tax decision Sec 24-26 
TPCA 
 

i) A person dissatisfied with a tax decision may lodge in an objection with the 
commissioner within 45 days after the receipt of the notice. 

ii) The objection shall be in the prescribed form and shall state the grounds upon 
which it is made and contain sufficient evidence to support the objection. 

iii) The commissioner may upon application in writing by the taxpayer, extend the 
time for lodging an objection where the commissioner is satisfied with the 
grounds upon which the application is made. 
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iv) The commissioner may consider the objection if the taxpayer has furnished a 
return in respect of default or advance assessment and has paid the tax due 
under the return together with the penalty or interest due. 

v) After consideration of the objection, the commission may allow the objection 
in whole or in part and amend the assessment accordingly.  

vi) The commissioner has to serve the notice of an objection decison to the 
person objecting within 90 days from the date of receipt of the objection. 

vii) Where the objection decision has not been made by the commissioner within 
90 days after the taxpayer lodged the objection with the commissioner, the 
taxpayer may by notice in writing to the commissioner, elect to treat the 
commissioner as having made a decision to allow the objection. 

viii) The time limit for making an objection decision is waived where a review of 
the taxpayer’s records is necessary for the settlement of the objection and the 
taxpayer is notified. In this case the commissioner is required to notify the 
taxpayer of the review within 90 days. 

ix) Appeal to the Tax Appeals Tribunal (TAT) within 30 days from the date of 
receipt of notice of objection decision by URA, for review of the objection 
decision. 

x) Appeal to the High Court and court of appeal within 30 days from the date of 
receipt of notice of the TAT decision, for a review of the TAT decision by the 
High court. 

xi) The burden of proof is on the taxpayer when objecting to the assessment or 
appealing to ADR & TAT for the tax decision made by URA. However, when 
appealing to high court or other courts of appeal, the burden of proof is on 
the party appealing against the tax decision to prove that the decision should 
not have been made or should have been made differently. 

b) The commissioner shall not make an additional assessment amending an 
assessment in respect of an amount, if any previous assessment for the year of 
income in question has in respect of that amount has been amended or reduced 
pursuant to an order of the High Court or Court of Appeal.  

 

c) (i)  Tax implication of not withholding tax. Sec 122 ITA 

‐ A withholding agent who fails to withhold tax is personally liable to pay to the 
commissioner the amount of tax which has not been withheld, but the 
withholding agent is entitled to recover this amount from the payee. 
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ii) Implication of withholding as final tax 

‐ No further tax liability is imposed upon tax payer in respect of the income to 
which the tax relate. 

‐ That income is not aggregated with the other income of the taxpayer for the 
purposes of ascertaining chargeable income. 

‐ No deduction is allowed for any expenditure or losses incurred in deriving the 
income 
No refund of tax shall be made in respect of the income. 
 

d) Small business tax system 

Section 4 subsection 5 & 7 relates to the taxation of small businesses & the exclusions 
as per the ITA as explained below; 

‐ Small businesses relates to resident taxpayers whose annual gross turnover is less 
than Shs 150,000,000 but this does not include professional services. The tax is 
computed in accordance with the Second Schedule to the ITA, unless the taxpayer 
elects by notice to the commissioner. 

‐ The tax shall be a final tax on the business income of the taxpayer. 
‐ No deduction is allowed  for the expenditure or losses incurred in the production of 
business income. 

‐ No tax credits allowed to reduce the tax payable on the business income of the 
taxpayer. 

‐ No refund of tax shall be made in respect of the income considered under the small 
business. 

 

Below are persons who qualifies & those excluded from using the small 
business tax system: 
Who is included; 

‐ Taxpayers whose gross turnover from businesses does not exceed 150 million 
shillings. S.4(5) 

‐ Only resident taxpayers who have carried on a business/businesses  during the year 
of income. 

‐ Only applicable to resident taxpayers. 
 
 
Who is excluded; 

‐ Persons in employment/Income from employment.  Note that it is levied only on 
persons carrying on a business or businesses. 

‐ Non-resident taxpayers are excluded. S.4(5) ITA. 
‐ All persons in the business of professional services (e.g. construction, medical etc.), 
public entertainment services, public utility, or construction services. S.4(5 & 7) ITA. 
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Solution 3  

(a) (i) implication of partners contribution: 
The partners’ contribution of assets to the partnership is treated as disposal of 
the asset by the partner to the partnership for consideration. 
 
(ii)Partners profit/ loss  sharing 
Years/Sharing 
ratio 

Naboth Alex Caleb Total 

2019 (1:1:1) 7,000,000 7,000,000 7,000,000 21,000,000 
2020 (1:1:1) 6,000,000 6,000,000 6,000,000 18,000,000 
2021 (4:3:5) 8,000,000 6,000,000 10,000,000 24,000,000 
2022 (4:3:5) (12,000,000) (9,000,000) (15,000,000)  (36,000,000) 
Partners’ Tax liability Computation 

Partner  Year  2019 2020 2021  2022

Naboth  Profit share  7,000,000 6,000,000 8,000,000  ‐12000000

   Threshold  4,920,000 4,920,000 4,920,000  ‐

   Taxable Amount  2,080,000 1,080,000 3,080,000  ‐

   Tax (30%)  624,000 324,000 924,000  ‐

   Add: Constant  300,000 300,000 300,000  ‐

   Tax Payable  924,000 624,000 1,224,000  ‐

Partner  Year  2019 2020 2021  2022

Alex  Profit share  7,000,000 6,000,000 6,000,000  ‐9,000,000

   Threshold  4,920,000 4,920,000 4,920,000  ‐

   Taxable Amount  2,080,000 1,080,000 1,080,000  ‐

   Tax (30%)  624,000 324,000 324,000  ‐

   Add: Constant  300,000 300,000 300,000  ‐

   Tax Payable  924,000 624,000 624,000  ‐

Partner  Year  2019  2020  2021  2022 

Caleb  Profit share  7,000,000 6,000,000 10,000,000 
‐
15,000,000 

   Threshold  4,920,000 4,920,000 4,920,000  ‐

   Taxable Amount  2,080,000 1,080,000 5,080,000  ‐

   Tax (30%)  624,000 324,000 1,524,000  ‐

   Add: Constant  300,000 300,000 300,000  ‐

   Tax Payable  924,000 624,000 1,824,000  ‐

 
(b) Residence; 
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(i) Resident trust: Trust is resident trust for the year of income if; 

‐ The trust was established in Uganda. 
‐ At any time during the year of income, a trustee of the trust was resident person 

And 

‐ The trust has its management and control exercised in Uganda at any time during 
the year of income. 

(ii) Partnership: A partnership is resident partnership for the year of income if at any 
time during that year, a partner in the partnership was a resident person.  

Residence status is important in determining chargeable income of the taxpayer. A 
resident person is taxed on worldwide income while non-resident person is taxed only 
on the income sourced in Uganda.  

(c)   
Tax avoidance is where the taxpayer uses provisions of the existing law to avoid or 
reduce the tax liability.  

Example 
‐ Re-characterize the transaction.  
‐ Dis regard the transactions with substance negative tax impact 

Tax evasion is deliberate refusal to pay tax 

‐ Smuggling 
‐ Failure to keep accounting records 
‐ Fraudulent transaction 

(d)  Accounting profit and tax profit 

Accounting profit is the profit earned by the entity in a given accounting period and it is 
arrived at after consideration of IASs/IFRSs. 

Tax profit on the other hand is chargeable income arrived at by the taxpayer after 
consideration of the deductions as per the existing tax laws. 

The following circumstance give rise to the difference between accounting profit and 
tax profit: 

‐ Treatment of depreciation/amortization/ Wear and Tear. 
‐ Carry forward losses 
‐ Startup costs 
‐ Treatment of bad debts 
‐ Treatment of minor capital expenditure 
‐ Allowance for initial allowances 
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‐ Charitable donations 
‐ Provisions and amortizations/revaluations. 
‐ Unrealized gains and losses. 

 

Solution 4:(a)(i) 

KKB LIMITED 

CORPORATION TAX Computation 

For the YEAR ENDING 31 December 2022 

 Corporation tax computation  
Particulars  Note  Amount Amount  
Sales 1   482,627,119  
Less allowable deductions       
cost of sales        79,000,000   
Administration expense        19,000,000   
Marketing          8,100,000   
Salaries        61,200,000   
Rent expense          7,200,000   
Start up cost 2        7,500,000   
Capital allowances 3      72,602,740   
Initial allowance 3    121,866,438   
IBD          6,267,123   
interest expenses 4        1,250,000   
       383,986,301 383,986,301 
Chargeable income    98,640,817 
 
4(a)(ii)      
Tax Liability      

Total chargeable income    
  

98,640,817 
       

Corporation tax rate 30%   
 

29,592,245   
       
WHT deducted during the year        26,161,017   
       
Tax payable        3,431,228   
 

  Working       
Sales 1         
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Items Dates  sales VAT iclusive   Net VAT WHT Charged 
40mmTreate
d poles 12m 
high  

14/02/202
1   125,000,000 

     105,932,203     6,355,932.20 
40mmTreate
d poles 12m 
high  

02/05/202
1   129,500,000 

     109,745,763     6,584,745.76 
45mmTreate
d poles 12m 
high  

09/07/202
1   143,000,000 

     121,186,441     7,271,186.44 
30mmTreate
d poles 10m 
high  

08/10/202
1   117,000,000 

        99,152,542     5,949,152.54 

     
  

-  
 

- 
sales to 
kusinda   

 
55,000,000         46,610,169   

 Total   
 

569,500,000      482,627,119         26,161,017 
 

Start up cost   2 
       
30,000,000 

sec 30 ITA Only 25% allowed in this year 
         
7,500,000  

 

 

Initial allowance     
Land      100,000,000                                  - 
ware house      250,000,000            121,866,438 
Trailer      500,000,000                                  - 
Total             121,866,438 
Industrial Building Allowance (IBD)    
Ware house      250,000,000            6,267,123.29 
     
Wear and Tear (Depreciation Allowance)  
Trailer (01/04/2022) Class III =20% (500m*265/365)*20%   72,602,740 
 

Interest expenses 4   
Loan borrowed        20,000,000 
Loan utilized 50% *20,000,000        10,000,000 
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Interest rate 25% p.a          2,500,000 
loan received and used for only 6 months 62,500,000*6/12          1,250,000 
 

Solution 5:. 

Capital gain/loss araise on the disposal of non-depreciable asset referred to as business 
asset. 

Gain is when proceeds are in excess of cost base  

Loss is when proceeds are less that cost base 
 

a) Computation of gain/loss and tax on disposal  
 

1. Sale of undeveloped land in makenke 
 Amount

Disposal proceeds/consideration received 120,000,000

Cost base   

Purchase 70,000,000  

Add: Brokerage 5% 3,500,000  

Transfer fees        8000,000  

Less: Bribe to land officer 1000,000  

Total cost base  80,500,000

Capital gain  39,500,000

Capital gain tax (30%) 39,500,000x30% 11,850,000

2. Disposal proceeds/ consideration received. There is no gain/loss recognized 
on forcefull or involuntary disposal as per the Income Tax Act provision 
below: 

 

Section 54 subsection (1) (c) of the Income Tax Act (ITA) Cap 340 provides 
as below:  

 

“No gain or loss is taken into account in determining chargeable income in 
relation to an involuntary disposal of an asset to the extent to which the 
proceeds are reinvested in an asset of a like kind within one year of the 
disposal”.  

 

Therefore, there will be no gain/loss to be recognized in this scenario. 
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3. Nyamitanga 
 Amount

Disposal proceeds/consideration received 980,000,000

Cost base   

Acquisition of land 30,000,000  

Add: extention  450,000,000  

Hoel construction 100,000,000  

Total cost base  580,000,000

IBD for constructed hotel  5% x 100,000,000x 11 55,000,000

IBD for extension 5% x 450,000,000x 1 77,500,000

Net cost base  502,500,000

Capital gain  477,500,000

Capital gain tax (30%) 477,500,000x30% 143,250,000
 

4. Disposal of a fish pond 
Disposal proceeds/ consideration received 94,350,000

Cost base   

Initial cost 62,000,000  

Replacement  75,000,000  

Less: Insurance compesation 50,000,000  

Total cost base  87,000,000

Capitai gain  7,350,000

Capitai gain tax  7,350,000 x30% 2,205,000

 
 

b)  A tax payer is treated as having disposed of an asset when the asset 
has been ; ( refer Sec 51 ITA). 

Under Sec 51 of the Income Tax Act;  

186



 A taxpayer is treated as having disposed of the assets when the assets has been 
sold, exchanged, redeemed, or distributed by the taxpayer; transferred by the 
taxpayer by way of gift; or destroyed or lost. 

 Where the Commissioner is satisfied that an asset has been converted from a 
taxable to a non-taxable use and vice versa, the taxpayer is deemed to have 
disposed of the asset at the time of the conversion. 

 A non-resident person who becomes a resident is deemed to have disposed of 
the assets, other than taxable assets, at the time of becoming resident. 

 A resident person who becomes non-resident is said to have disposed of all the 
assets, other than taxable assets, at the time of becoming non-resident. 

 

c)  Difference between branch and subsidiary defined; 

S/n Branch Subsidiary 
1 Taxable only on income 

sourced in Uganda 
Taxable on its worldwide income 

2 Liable to 15% tax on 
repatriated branch profits 

Required to charge 15% final WHT on 
management fees and dividends. 

3 Easy and much faster to 
register  

The registration process is longer 

4 No restriction on profit 
repatriation 

No restriction on dividend payment or 
management fees 

5 Interest on loan from head 
office are not allowed as 
deduction 

It can obtain loan from parent company and 
deduction is allowed not withstanding thin 
capitalization rule 

6 Head office costs are allowed 
as deductions only to the 
extent that they are directly 
incurred in earning income 
taxed in Uganda 

Can claim deductions on interest on loans given 
by the parent, management fees and head 
office expenses. 

   
 

 

 

 

Tax planning matters to consider before taking a final decision on whether to 
open a branch or register a subsidiary as an option for business expansion. 

1. Structure of business set up e.g branch v subsidiary, partnership v sole 
proprietor,  or limited company different business structures have different tax 
regimes. 
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2. Location of business. Different countries have different tax regimes with some 
with tax havens (very low tax rate) 

3. Sector where to set up business. Some sectors may have tax incentives 
during given period of time. 
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Calculate the Tax liability of Sevo for the accounting period ended 31 December 
2023 
Adjusted Profit Computation    Amount (Ushs)  

 

Net profit per Accounts                                                                                                 9,050,000  

Add back non allowable 
deductions 

Entertaining – Staff Christmas 
party 

 

Contribution- Director’s wedding 

   

 
 
 

15,000,000  

5,000,000 
 

 

Electricity (20%) 
 

 
3,400,000  

 
5 % Employee Contribution to 
NSSF (5/15 * 10,050,000)  

3,350,000  
 

Donations to Green party  
8,000,000  

 

Private Telephone expenses  
3,000,000  

 

Extension to trading premises  
45,000,000  

 
General provision – Repairs next 
year  

10,000,000  
 

Motor vehicle expense for Jussy  
8,000,000  

 
 

Lease rental for Jussys car 
 

 
10,000,000  

 
Legal fees on penalty (This is an 
allowable deduction for Business 
Purposes)  

-  
 

 

Depreciation  
120,000,000  

 
 

Interest on late VAT   
4,200,000  

 
 

Interest on loan 20% rented   
3,600,000  

 
 

Lease Interest  
1,200,000  

 

Solution  1
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Total Additions:  
 

239,750,000 
 
Deductions:  

 
 

Reduction in general provision 
for bad debts  

4,000,000  
 

Other income   
30,000,000  

 

Wear and Tear  
68,200,000  

 
IBD on an existing building for the   43,000,000 
IBD (Deferred to next year as per Sec.29(1a) Effective 
01/07/2021)         -  

Initial allowance on Building  
9,000,000  

 

Total Deductions:  
 

154,200,000 

Adjusted Profit 
  

 

 

94,600,000 

Profit for 12 months (Year-end) 30 
September 2023  

75,680,000   
 

Profit for 3 months Period ended 31 
December 2022  

  18,920,000 
94,600,000 

  
 

 

Corporation Tax (30% X 94,600,000)  
 28,380,000 

  
 

 
Rental Tax for Non-Individuals    

Gross income  
 30,000,000  

Less Allowable Rental Deductions 50%  
3,400,000  

(15,000,000)  

Chargeable income   
15,000,000  

Rental Tax (30% x 15,000,000)   
4,500,000  

    

Total Tax Payable by Savo   
32,880,000 

 

 

1,800,000 deferred to next year as per Sec.29 (1a) Effective 01/07/2021 

Working
Initail allowance:
Initail allowance at 20% (Extension Note 7) 45,000,0000 X 20% 9,000,000         
IBD initial cost 860,000,000        
IBD (5% of Initial Cost for 20 years) (860,000,000*5%) 43,000,000       
Add building extension 45,000,000          
Less initial allowance (9,000,000)          
Qualifying expenditure for IBD 36,000,000          
IBD at 5% on building extension put to use during the year of income. Deferred as per Sec.29(1a) Effective 01/07/2021)1,800,000         
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b) Why pay taxes 

 Taxes fund public infrastructure and services like road networks. 
 Taxes are a source of funds used for social development and welfare 

programs. 
 Taxes pay the principal and interest on government debt hence reducing the 

debt burden of the country. 
 To regulate and stabilize the economy. 
 Taxes fund the government's law-enforcement agencies, like the police force. 

 

Solution 2:  

(a)  
 Cash payment 
 A resident person who purchases a business or business assets from a 

resident person shall withhold tax on the gross amount of the payment at 
the rate of 6% as prescribed by Section 118 B(2)) and Part VIII(3) of the 
Third Schedule of the ITA. 

GVU is therefore required to withhold 6% of the gross payment being 
1,200,000,000 

6% x 1,200,000,000= 72,000,000 

Tax on capital gain on disposal of business asset by GVI to GVU 

GVI pays tax on capital gain on disposal (18 (a) 

Capital gain = consideration received less the cost base of the asset 

Capital gain   = 1,200,000,000 – (800,000,000+100,000,000) 

= 1,200,000,000- 900,000,000 

= 300,000,000 

Capital gains are taxed at 30% 

Capital gain tax = 300,000,000 x 30%  

= 90,000,000 

Tax payable is Capital gain tax less WHT on disposal  

   = 90,000,000 – 72,000,000 

Tax payable  = Shs 18,000,000 

Wear and Tear:
Details Class 1 Class 11 Class 111 Total
Balance b/f 48,000,000     120,000,000      65,000,000       233,000,000      
Rate of charge 40% 30% 20%
Charge for the year 19,200,000     36,000,000       13,000,000       68,200,000        
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 Non cash transfer 
 

 The transfer without cash consideration becomes a gift. Section 18 (e) guides 
that the total value of the gift is included in business income and tax paid by 
the recipient (GVU) of the gift at a rate of 30% 
 

=1,200,000,000 x 30% = 360,000,000. 

Stamp duty 

 Regardless of the mode of payment, the transferee must pay Stamp duty on 
the transfer of the business asset at a rate of 1.5% on the value of the 
property.  

=1,200,000,000 X 1.5% = 18,000,000  

Relevant case law – The Registered Trustees of Freemason Hall vs URA, 
TAT 2019 

b) 

Date Purchas
es of 
’000 
(VAT 
inclusive 

In Put VAT Sale ‘000 
(VAT 
exclusive) 

Output VAT Withheld 
VAT 

 worki
ng 

1st  50,000 6,864        

2nd  -  11,000 1,980      

3rd     5,000 900      

12th     27,000 4,860      

14th     10,000 1,800      

15th  110,000 16,780    -       

16th    12,966                  65,000 11,700  780           
13,000  

20th     17,000 3,060     

21st     32,000 5,760     

22nd  125,000 19,068  68,000 12,240  2,020           
34,000  

23rd     52,000 9,360      

24th     44,000 7,920      

28th  130,000 19,831  10,000 1,800      
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29th     12,000 2,160      

30th     15,000 2,700      

Total 560,000 84,661 368,000 66,240  2,820   
 

Total input VAT     84,661 

Total Output VAT           66,240 

Net VAT for the month of March  (18,421) 

Advance payment (withheld)             (2,820) 

VAT Refund Claimable from URA   21,241 
 

Penalties relating to non-compliance below; 

a) Maintaining proper records - Sec 65(5) VAT Act 

A person who fails to maintain proper records in a tax period in accordance with 
the requirements of this Act is liable to pay a penal tax equal to double the 
amount of tax payable by the person for the tax period. 
 

b) Failure to furnish returns - Sec 65(2) VAT Act 

A person who fails to lodge a return within the required time under this Act is 
liable to pay a penal tax amounting to whichever is the greater of the following: 

 two hundred thousand shillings; or 
 an interest charge for the period the return is outstanding calculated 

according to the formula specified in the Fifth Schedule. 
 

c) Failure to pay tax on time - Sec 65(3) VAT Act 

A person who fails to pay the tax imposed under this Act on or before the due 
date is liable to pay a penal tax on the unpaid tax at a rate specified in the Fifth 
Schedule for the tax which is outstanding (2% per month compounded). 

 

Solution 3. 

a) Determination of the residence status of the individual 

 treatment of a short term Has a permanent home in Uganda. 
 Is an employee or official of the Government of Uganda posted abroad during 

this year of income 
 Present in Uganda for the period of, or periods amounting to in aggregate to, 

183 days or more in any twelve months period that commence or ends during 
the year of income 
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 During the year of income and in each of the two preceding years of income 
for the periods averaging to more than 122 days in each such year of income. 

 Tax Treatment Difference: 
 A resident is a person who is subject to tax in Uganda on all worldwide 

incomes  
 While Non-residents pay taxes in Uganda only on income earned from sources 

within Uganda. 
 They have different income thresholds e.g. employment income. 
 Different WHT rates. 
 Sec 21(M)(i) & 21(2)(a) provides the tax residence. 

 

b) Partnership taxation  

Details  Amount '000(Shs) 
Net profit     142,000   
Add back     
Interest on drawing (Denis)      

10,000  
     10,000   

Partner’s salaries     
  David        

24,500  
  

  Danson          
6,500  

  

  Dennis        
11,000  

     42,000   

Interest on capital     
  David        

28,000  
  

  Danson        
23,000  

  

  Denis        
18,000  

     69,000   

Total    263,000   
    
Taxable profits attributable to each partner  
Partnership chargeable income     

263,000  
 

Less:     
       Partners’ salaries      

42,000  
  

      Interest on capital      
69,000  

   111,000   

Residual profit to be shared    152,000   
    
Partnership Distributable Profit    

152,000  
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Assumption: 

 All expenses related to business are therefore allowable as income tax 
deductions. 

 

c) Taxation of small business taxpayers 

Sn Sales 
Category 

Period  
Quarter 1 Quarter 2 Quarter 3 Quarter 4 Total 

1 Electronics 15,500,000 6,000,000 9,200,000 0.00 30,700,000 

 Less returns  (5,000,000)    (5,000,000) 

 Add: 
Personal Use 
2 Phones 

1,500,000    1,500,000 

 Net sales for 
Electronics 

    27,200,000 

2 Metal works 8,400,000 20,000,000 0.00 16,000,000 44,400,000 

3 Hair and 
beauty 
salon.  

8,000,000 5,400,000 4,800,000 10,500,000 28,700,000 

      100,300,000 
 

 

 

CHANGEABLE INCOME AND TAX PAYABLE 
Item /Partner David Danson Denis Total
Apportioned Tax Profit          38,000          38,000      76,000     152,000 
Add: Interest on capital          28,000          23,000      18,000       69,000 
Add: Partners salaries          24,500            6,500      11,000       42,000 
Less: Interest on Drawings    (10,000)
Partners' Changeable income          90,500          67,500      95,000     263,000 

Tax rate 30% 25,974      19,074      27,324      72,372 

300+0.3x(chargeable income less threshold)

David             
2  

     38,000   

Danson             
2  

     38,000   

Dennis             
4  

     76,000   

Total               
8  

  152,000   
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1 Item/ 
Business 

Electronics Metalworks Hair and 
beauty salon. 

Total 

 Gross sale 27,200,000 44,400,000 28,700,000 100,300,000 
 Tax bracket   Sales 

between 
20 to 30 m 

 Sales 
between 
30 to 50 
m 

 Sales 
between 
20 to 30 
m 

  

 Tax liability  80,000  200,000  80,000  360,000 
 

Solution 4 

 (i) 

 YES, he is required 
 

 Section 93 ITA, stipulates cases where tax returns are not required as 
follows; 

 Where the gross income of a tax payer for the year of income is 
exclusively from single employer. Sec 4 (4) 

 When the tax imposed on non-resident was recovered in accordance with 
sec 83, 84, 85, and 86(i) and its final tax. 

 A person whose total chargeable income for the year of income is subject 
to the zero rate of tax. 

 Bashaija does not belong to any categories above and therefore should file 
returns to income tax.  

 

(ii) Tax Obligation 

a) Rental income 

Location  Amount (Shs) 
Gulu  45,000,000 
Mbale  54,000,000 
Arua  26,000,000 
Masaka  14,000,000 
 Total   139,000,000  
   
 LESS: Rental income tax Threshold 2,820,000 
Chargeable Income  136,180,000  
 Tax rate is 12%  
Rental income 
Tax   12% x136,180,000  16,341,600  

 

b) Investment in TB and Bond 
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Investment In TB and Bond 
Item 

5 years Treasury bill 
(12%) 

20 years Treasury bond 
(15.6%) Total 

Amount invested 
200,000,000  150,0,000 350,000,000  

Annual interest 12% X 200,000,000  15.6% X 150,000,000  
 

 Interest earned  
24,000,000  23,400,000 47,400,000  

 WHT   
20% 10% 

 

 
4,800,000  2,340,000 

7,140,000  

 Net received  
19,200,000  21,060,000  

          
40,260,000  

 

c) Investment in shares.  

Tax on dividends is 10% for companies listed on the stock exchange market (Sect 
118 ITA)  

No. of shares 2,500 

Dividend per share 1,000 

Dividend declared 2,500 x 1,000 = 2,500,000 

WHT at 10 % = 2,500,000 X 10 %  

= 250,000 

d) Tax on brokerage income 

Month’s                                                                         Amount (Shs) 
November  3,000,000 
December  1,800,000 
April  1,560,000 
June  4,920,000 
Total    11,280,000                     
   
 Annual threshold  4,920,000   
 Tax   300,000 + 30 % (11,280,000 - 4,920,000)  
   
 Tax liability   2,208,000   

 

Due Dates 

 Income tax each year not later than 6 months after year-end 
 Rental not later than 6 months from 30/06/2023 
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 Interest on Treasury Bills and bonds, bonds. This is a final tax by an 
individual and not aggregated by any other taxable income as per Sec. 
112 ITA provisions.   

 Provisional returns by; last day of the 6th and 12th month period.  
Solution 5. 

Rights of taxpayer 

 Reimbursement and refund of the duly paid amount. SEC 42,43,44 VAT 
ACT 

 Right to offset their debits with credits.  
 Right to amend the tax returns 
 Right to object to the assessment sec 24TPCA 
 Right to appeal against the objection decision Sec 25 TPCA. 
 Right to understand the tax computation by the tax officer 
 Right to information regarding their tax matters. 
  

Causes of tax evasion in developing countries like Uganda 
 poor governance/tax laws 
 Inconsistence of the application of the tax laws.  
 Poor record keeping by the taxpayer.  
 poor accountability and transparency 
 inadequate human resource capacity 
 limited data about taxpayers 
 ICT Governance and infrastructure deficiencies 
 Equitability of tax system. It discourages tax compliance 

How to reduce tax evasion rate in Uganda: 

 Massive taxpayer registration. 
 Taxpayer education service and communication 
 Enforcement of timely and accurate filing 
 Intensification of tax audits. 
 Investigation and enforcement 
 Acceleration of dispute resolution 
 Improvements in processing of tax refunds.  
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SOLUTION 1 

(a) Yvonne's chargeable income for the year ending 31 December 2023. 

Detail  Note  Computation  
Chargeable 

Income  Remark  
Basic salary 3 4,000,000 x 12 48,000,000    
Excess facilitation 4 (a)  (500,000-200,000) x 7 x 3    6,300,000   
Medical expenses 4 (b)    10,000,000    Exempt  
Leave pay 4 (c)  4,000,000 x 12 x 50%  24,000,000  Leave pay 
Management 
charge 4 (d)    28,000,000   
Mileage 4(e)(i)  (1,500 x 36,000) x 50% 27,000,000  Mileage 

 4(e)(ii) 
 (5,000 x 20) x 52 weeks x 
50%  2,600,000  Fuel 

Repair expenses  4 (f)  6,000,000 x 50%  3,000,000   
Airtime 4 (g)  (100,000 x 2 x 10) * 10%  200,000   
Life insurance  4 (h)     Exempt  

Gratuity 4 (i)  4,000,000 x 12 x 60%   
Not paid within 
the year 

Loan benefit 4 (j) 
 (17%-12%)x 75,000,000 
x 0.5 

                          
1,875,000   

Bonus 4(k)(i)  4,000,000 + 3,600,000  7,600,000    
  4(k)(ii)         4,500,000    Not paid  
Housing 
Allowance   4,000,000 x 12 x 1% x 4  

                          
1,920,000  

     
Total Chargeable 
income   

      
150,495,000   

     
Tax for the year =  
 
    47,022,000   

The due date for filing tax returns and payment is by the 15th day of the following month 
following the month of payment/withholding of PAYE by the employer 

(b) Explain the following in relation to the ITA and TPCA Provisions 

(i) Penalties related to taxation of employment income include: 
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 Late Filing Penalty: If employers fail to submit the required tax returns within the 
stipulated time, they may incur a penalty. The amount of the penalty depends on 
the delay period.  

 Failure to File Penalty: If employers fail to furnish the required tax returns to 
which the offense relates commits another offense and is liable on conviction to a 
fine not exceeding 100 currency points 

 Underpayment Penalty: If an employer withholds less tax than required from an 
employee’s income, they may face penalties.  

 Interest on Late Payment: If an employer delays paying the withheld tax, they 
may be liable for interest charges. 

 Failure to Withhold Penalty: If an employer fails to withhold tax from an 
employee’s income, they can be penalized. Proper compliance with withholding tax 
obligations is crucial. 

 Non-Compliance Penalties: Employers who engage in tax evasion, provide false 
information, or intentionally avoid their tax obligations. 

 
 (ii) PAYE System: 
 

For an individual in employment, the PAYE system operates as follows: 

 The employer deducts tax in accordance with the different PAYE brackets from 
the pay cheque of the employee before the payment in line with Sec 116 and 
the Third Schedule of the Income Tax Act. 

 The deducted tax is remitted to tax authority by the by every 15th day of the 
month following month of payment or month of withholding the PAYE. 

 PAYE is therefore a system of withholding tax applicable to employment income 
of an individual in employment whereby tax is deducted at source by the 
employer on all employees per month where applicable. 

 PAYE returns must be filed by every 15th day of the month following month of 
payment or month of withholding the PAYE indicating the different employees 
and their salary declared for verification purpose by URA. 

For an individual in business, the PAYE system operates as follows: 

 PAYE is applied on the chargeable income earned by an individual in business 
for a year of income using the appropriate rates in the Third Schedule of the ITA. 

For an individual in partnership, the PAYE system operates as follows: 

 PAYE is applicable when determining tax payable by the partners for a year of 
income using the appropriate rates in the Third Schedule of the ITA. 
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SOLUTION 2 
 

i) TAXPAYERS’ RIGHTS 
 

The URA Taxpayer charter spells out the rights and obligations of the taxpayer, guides URA 
in upholding these rights and facilitates the taxpayer to meet his or her obligations 

 

Taxpayer’s rights are not specifically provided in the Uganda Constitution of 1995.  
 

They are implied and based on the constitutional provisions with respect to general rights. 
These rights tend to occur at an interface between the tax authorities and taxpayers and 
below are some of them: 
 Right to certainty: The right to certainty is a primary legal right. It requires that 

taxpayers’ rights and obligations be clearly stated by law. That is tax laws and 
obligations must be brought to the attention of taxpayers 

 Right to equality: The Constitution of Uganda provides that all persons are equal 
before and under the law and should enjoy equal protection of the law. 

 Right to pay no more than the correct amount of tax: URA is required to ensure 
that each taxpayer’s tax payments are accounted for accurately at all times, tax 
records are maintained up to date and tax credits are processed promptly and 
properly accounted for. 

 Right to tax refunds (ITA 113): The Income Tax Act gives a right to a taxpayer 
to apply to the CG for tax refund in respect of any year of income of any tax paid by 
withholding, instalments or excess payment of tax. URA is required to process tax 
refunds within six months (Sec 113(4c) from the date of the application. 

 Right to privacy (Sec 47 of TPCA): The Constitution of Uganda 1995 (Article 27) 
provides that no person shall be subjected to unlawful search of the person, home or 
other property of that person, or unlawful entry by others of the premises of the 
person. It further provides that no person shall be subjected to interference with the 
privacy of that person’s home, correspondence, communication or other property. 

 Right to facilitation of tax compliance: The Taxpayer’s Charter requires URA to 
facilitate the taxpayer in order for him or her to comply with tax obligations. URA 
officials are supposed to exercise professionalism in the administration of all taxes 
including income tax. They should provide taxpayers and their authorised agents with 
clear, precise and timely information; 

 Right of access to tax information 
 Right to representation (TPCA Sec 14) 
 Right to object to a tax decision (TPCA Secs 24) 

 
 Right to appeal against a tax decision (TPCA Sec 25) 

 
 

ii) CHALLENGES ASSOCIATED WITH THE ENFORCEMENT OF TAXPAYERS’ 
RIGHTS 

 
 Lack of professional experts 
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Since tax law is a developing area in Uganda, few experts on tax matters exist. As 
a result, taxpayers do not get timely advice on their tax obligations and do not know 
when and how their rights are violated. 

 Ignorance of  Taxpayers about their rights 
Most taxpayers are unaware of their tax obligations and rights due to a lack of 
massive tax education. Most taxpayers are not aware of their tax rights and 
obligations.  

 Inefficient Investigation Procedures 
 Corruption and preferential treatment among taxpayers.  
 Limited access to tax information 

 
iii) THE IMPORTANCE OF TAT IN ENFORCING TAXPAYERS’ RIGHTS 

 
• TAT is a tax court, which gives the taxpayer an opportunity to resolve tax disputes 

with URA on matters arising under the taxing Acts 
• TAT protects the taxpayer from the possible unfair assessment and collection 

methods and procedures by URA in their effort to maximize revenue collection. 
• TAT is empowered to review any tax decision of URA hence protecting taxpayers 

from unfair tax decisions by URA Officials. 
• TAT being an independent body outside URA, its decisions are neutral and enables 

taxpayer an independent hearing of the matter and make unbiased opinion 
accordingly. 

• The proceedings before the Tribunal are conducted with as little formality and 
technicality as possible 

• TAT enforces equality in tax administration by the tax authority. 
• TAT’s decisions have the effect as decisions of a court and are enforceable as if it 

were a decision of a court. 
• The decisions of the TAT are appealable to the High Court but only on questions of 

law 
• TAT gives an opportunity for unbiased interpretation of the law to protect taxpayer’s 

right. 
• TAT’s decisions have acted as a basis for tax law amendments. 

 

iv) THE DISTINCTION BETWEEN TAX BASE AND TAX REVENUE: 
Tax Base:  

 Refers to the total value of assets, income, and economic activity that is 
subject to taxation by a government or tax authorities. 

 It encompasses various components, such as individual income, corporate income, 
property, capital gains, and sales. 

Tax Revenue: 
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 Tax revenue refers to the actual amount of money collected by the 
government from taxpayers. 

 It results from the application of tax rates to the tax base. 
 Different types of taxes contribute to overall tax revenue, including individual income 

taxes, business and corporate taxes, excise taxes, and customs duties. 
 Therefore the tax base represents what gets taxed, while tax revenue is the 

actual amount collected by the government based on that tax base. 
 

SOLUTION 3 
 
1. WHT ON TBS 

 TB > 10 Years, WHT @ 10% ɣ 
 

 TB <10 Years, WHT @ 20% ɣ 
 
WHT ON TB  Investment  Annual return 
20 Year TB @ 18%        200,000,000  36,000,000 
WHT on 20-year TB @ 10%   36,000,000 X 10% ɣ 3,600,000 ɣ 
5 Year TB @ 13.5%  50,000,000  3,375,000 ɣ 
WHT on 5 year TB @ 20% 6,750,000 X 20% ɣ 675,000 ɣ 
Total Tax on TBs   4,275,000 ɣ 

 
Note: 5 year TB had run for only six months 
 
2. TAX WITHHELD ON 10TH AUGUST 2023, FOR WINNING BETTING  

 
Section 118c a person who makes a payment for winning of betting shall withhold tax on 
the gross amount of the payment at a rate of 15%. Ɣ ɣ 
 

Payment received 6, 800,000 

Gross amount  6,800,000/(100-15) % or 6,800,00/(0.85) 

 8,000,000  

Tax withheld 1,200,000 

 
3. WHT ON PAYMENT OF DIVIDENDS TO RESIDENT SHAREHOLDERS 

 
Section 118: A resident company listed on the Uganda Stock exchange which pays 
dividends to a resident shareholder shall withhold tax on the gross amount of the payment 
at a rate of 10%. 
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 The dividend declared 80 shillings per share. 
 He holds 200,000 shares 

 
 Total declared 200,000 x 80 ==16,000,000 ɣ 
 WHT tax = 16,000,000 x 10% = 1,600,000. 

 
However, by close of the year, the dividend was not yet paid therefore no WHT till payment. 
 
4. TAXATION OF INCOME EARNED BY CHARLIE FROM MOMO: 

 

The income being earned by Charlie is considered to be commercial rental income which is 
covered under Section 5 of the Income Tax Act, Cap 340. ɣ 
 

Section 5 provides that; tax shall be charged for the year of income and is imposed on 
every person who has rental income for the year of income. The tax payable by Charlie 
shall be calculated by applying the relevant rates of tax determined under section 6(2) to 
the rental income derived by the individual for the year, in this case being 12% on the 
chargeable rental ome for the year as prescribed in Part VI of the Third Schedule to the 
Act.  
 

Rental Income  
 

Monthly rate 15,000,000 X 12 months =180,000,000 
The tax rate on individuals is 12% on gross income, no deduction is allowed except the 
annual non-taxable threshold of 2,820,000 

Also, it’s important to note that the income earned by Charlie is commercial rental income 
and since the annual amount is above the VAT threshold, there should be VAT charged. 
However, the income earned by Momo on tourism activities is exempt from VAT.  

Therefore, all the expenditures incurred by Charlie towards earning the rental income from 
Momo is ignored and we only allow him the annual threshold of Shs. 2,820,000.  
 

Computation of rental tax payable by Charlie for the year 
Monthly Rental Income  15,000,000 
Total Annual Rental Income  180,000,000 
Less annual threshold  (2,820,000) 
Taxable Rental Income  177,180,000 
Rental Tax Payable  21,261,600 
 

Computation of VAT payable by Charlie on commercial rental income earned: 
Monthly Rental Income  15,000,000 
 Total Annual Rental Income  180,000,000 
 VAT payable @ 18%  32,400,000 
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5. PAYMENT OF TAX ON RENTAL INCOME FROM THE APARTMENTS. 

Section 5, tax shall be charged for the year of income and is imposed on every person 
who has rental income for the year of income. The tax payable by an individual person is 
calculated by applying a tax rate of 12% on the chargeable rental income for the year. ɣ ɣ 

This means that all the expenditures incurred by Charlie towards earning the rental income 
from the 3 apartments in Bondo, a Kampala suburb will be ignored and we only allow him 
the annual threshold of Shs. 2,820,000. ɣ 
 

Monthly Rental Income  18,000,000 

 Total Annual Rental Income  216,000,000 

 Subtract 2 rooms not in use  (28,800,000) 

 Less annual threshold  (2,820,000) 

 Taxable Rental Income  184,380,000 

 Rental Tax Payable  22,125,600 

 

Also note that since the 3 apartments are used for residential purposes, though Charlie’s 
annual total rental income is above the VAT threshold, there will be no VAT charged since 
residential commercial rent is exempt for VAT purposes as per the VAT Act 2nd Schedule.  

CONCEPT OF WHT AS FINAL TAX 

 WHT is money withheld/retained at source before payment is done. The withheld 
tax is supposed to be remitted to the tax authority by the due date. The due date 
and tax rates vary depending on the nature of the tax. 

Examples where WHT is treated as final tax. 

 Payment of interest on TB or other securities by BOU 
 Payment of interest by a financial institution to a resident individual other than in 

the capacity of a trustee, resident retirement fund or to the exempt organization. 
 Payment of commission for airtime distribution or provision of mobile money services 

to a resident individual. 
 Payment of dividend to resident individual.  
 Payment to an employee who is employed by a single employer who withholds tax 

(PAYE) 

Tax Implication of WHT as a final tax: 

Where WHT is the final tax there is; 
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 No further tax liability is imposed upon the taxpayer in respect to the income to 
which the tax relates. 

 The income received is not aggregated with other income of the tax payer for the 
purpose of ascertaining chargeable income. 

 No deduction is allowed for any expenditure or losses incurred in deriving the income 
 No refund is made in respect of the income. 

SOLUTION 1 

(a) Computation of capital gain or loss on asset disposal and tax 
thereafter: 

Details Land 

At the acquisition July 2021 
       

400,000,000  
Additions   

Title processing  
           

5,000,000  

Land Surveying 
         

10,000,000  

Squatter reallocation 
         

45,000,000  

Total cost June 2022 
       

460,000,000  

Cost Base at 31/12/2023 
       

460,000,000  

Proceeds from Sale 
       

540,000,000  

Capital gain 
         

80,000,000  
    
Details Building 

At acquisition July 2021 
       

800,000,000  

Total cost June 2022        
800,000,000  

Capital allowances   
IBD rate 5% 

IBD 
         

40,000,000  

WDV July 2022        
760,000,000  
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Addition (extension) 
       

450,000,000  

Total 

    
1,210,000,00

0  
Capital allowances   

IBD          
62,500,000  

WDV July 23 

    
1,147,500,00

0  

Cost Base at 31/12/2023 

    
1,147,500,00

0  

Proceeds from Sale 
    

1,200,000,00
0  

Capital gain 
         

52,500,000  
    
Details Trailer 

At  acquisition  July 2021 
       

600,000,000  
Capital allowances   
W & T Rate 20% 

W & T         
120,000,000  

WDV July 2022 
       

480,000,000  

W & T           
96,000,000  

WDV July 23 
       

384,000,000  

Cost Base at 31/12/2023 
       

384,000,000  

Proceeds from Sale 
       

250,000,000  

Capital gain 

     
(134,000,00

0) 
    
Details Tourist Van 
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At  acquisition  July 2021 
         

75,000,000  
Additions   

W & T  
      

15,000,000.0  

Total cost June 2022          
60,000,000  

Capital allowances   
W & T Rate 20% 

W & T  
         

12,000,000  

WDV July 2022 
         

48,000,000  

W & T  
           

9,600,000  

Cost Base at 31/12/2023 
         

38,400,000  

Proceeds from Sale 
         

20,000,000  

Capital gain 

       
(18,400,000

) 
    

  
Chargeable Income  

Balancing charge 
   

132,500,000  

Balancing deduction 
- 

152,400,000  

Capital loss 
(19,900,000

) 
NB: For details, refer to Excel workings. 

 
(b) Factors the taxpayer should consider to determine whether capital 

gain or loss is taxable or not under the Income Tax Act. 

 A Taxpayer should identify the transaction or event giving rise to the capital 
gain. 

 The taxpayer then calculates the capital gain or loss arising by comparing the 
proceeds from sale and cost base of the asset. 

 The taxpayer considers whether any concessions like exceptions and 
exemptions that may apply to the event. 
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 Determine the amount of the net gain or loss to be included in or deducted 
from business income.  

(c) Circumstances under which a taxpayer is deemed to have disposed of 
assets.  

 Sold, exchanged, redeemed, or distributed by the payer 
 Transferred by the taxpayer by way of a gift 
 Destroyed or lost 
 Conversion of an asset from taxable to non-taxable use 
 Conversion of an asset from non-taxable to taxable use 
 A resident person upon becoming non-resident 
 A non-resident person upon becoming resident 

(d)  Factors affecting Tax Administration in Uganda 

 Small size of the economy hence low tax base 
 High level of unemployment and under-employment 
 Inadequate logistics to enforce the law. 
 High level of illiteracy that results into poor record-keeping 
 Inadequate taxpayer education 
 Poor ethical standards of officers that result into corruption. 
 Professional standards of the officer’s inadequate knowledge in areas like 

transfer pricing. 
 Adoption of modern technology in tax administration that do not match the 

economy e.g. most places don’t have access to the internet.  
 Political interference 
 Big size of the informal sector 
 Poor tax-paying culture 
 Unfair distribution of income.  
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SOLUTION 5 

(a) Calculate VAT payable/ claimable by MEL for the month of May 2024 and 
advise the Director of MEL on the tax payment due date. 

OUTPUT VAT Sales 
Amount  

 
Classificati
on  

 Output 
VAT  

Bad debt recovered 4,500,000 Standard 810,000 
Sales to walk in customers 60,000,000 Standard 10,800,000 
Exports to DRC 82,000,000 Zero 0 
Export to Southern Sudan 43,000,000 Zero 0 
Sale of exempt goods 8,000,000 Exempt - 
Sale of zero-rated goods 12,000,000 Zero 0 
Sales to government  
ministries 

28,000,000 Standard 5,040,000 

Total 
237,500,0

00 
 16,650,00

0 

Total Taxable supplies 229,500,0
00 

  

INPUT VAT    

Bought assorted fresh fruits 16,000,000 Exempt - 
Sanitary towels and tampons 7,000,000 Zero 0 
Rent payment 12,000,000 Standard 2,160,000 
Fuel  7,600,000 Exempt - 
Repair of cars 2,800,000 Standard 504,000 
Purchased general stock 120,000,000 Standard 21,600,000 
Office cleaning materials. MD 
took 50% for personal use 

20,000,000 Standard 1,800,000 

Paid salaries 24,000,000 
Out of 
scope 

- 

Bought hot plate 800,000 Standard 144,000 
Bought furniture 4,000,000 Standard 720,000 
Paid for telephone invoices 5,400,000 Standard 874,800 
Transportation of goods DRC 4,800,000 Zero 0 
Transportation of goods to 
Southern Sudan 

5,200,000 Zero 0 

Return of standard rate 
goods that were sold in April 
2024 

7,200,000 Standard 1,296,000 

 Total Input VAT    
29,098,80

0 
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 Calculation of VAT 
Claimable     
Output VAT   16,650,000 
Input VAT   29,098,800 
VAT Claimable for the period (12,448,800) 
Standard Met S Standard Method of Apportionment Testing  
A X B/C    
A = Total input tax in 
the period   29,098,800 
B = Total taxable 
sales in the period   229,500,000 
C = Total sales (both 
taxable + exempt)   237,500,000 
B/C = 97%   

 
(b) The distinction between place of incorporation and place of management 

as applied in International Taxation.   
 

 The place of incorporation refers to the location where a company is legally 
registered. It is the principal address of the corporation in the state or country where 
it is incorporated.  
When a company is formed, it must choose a specific jurisdiction for its 
incorporation. This decision determines the legal framework under which the 
company operates. 
The articles of incorporation contain essential details about the company, including 
its place of incorporation. 

 The place of management is where key management and commercial decisions 
necessary for the conduct of the corporation’s business are made. Unlike the place 
of incorporation, which is a legal concept, the place of management focuses on 
practical aspects. 

 A corporation’s residency for tax purposes is often determined by its place of 
management. If a foreign corporation’s place of effective management is in a 
particular country, it may be considered a tax resident of that country. 

 The location of central management control plays a crucial role in determining 
corporate residency. Even if a company is incorporated elsewhere, it can be deemed 
a resident where its place of effective management is situated. 

 Therefore place of incorporation is a legal address, the place of 
management reflects where critical business decisions occur 
 

(c) Cash basis and invoice basis methods of accounting for VAT clearly 
explaining the merits and merits of each. 

211



 

 

Section 26 of VAT Act. 

Cash basis: 

 Cash basis means that both Input and output VAT is paid or claimed when cash 
is paid or received.  

 This method is used on application to CG 
 It applies to business with annual turnover not exceeding Ushs 500m 

Advantages 

 Output is payable only on cash sales/receipt hence taxpayer maintains sound cash 
flow position 

 Where customers fail to pay, the taxpayer never pays tax to URA  

Disadvantages 

 Input is not claimed until payment is done. 

Invoice basis: 

 This is the default method of accounting for VAT. Tax is accounted for in the period 
it relates to whether cash has be received/paid or not.  

Advantages 

 Taxpayer can claim input tax before payment is made. This improves businesses' 
cash flow. 

Disadvantages 

 Output payment made before receipt from customers affects cash flow. 
 If a customer fails to pay and the debt becomes bad, it takes a longer time to claim 

relief from URA 

URA may not grant relief hence a loss to the business.  

NB: Only taxpayers with turnover not exceeding Shs. 500 million can apply 
to the commissioner to use a case basis to account for their transactions. 

(d) Explain the circumstances under which VAT adjustments apply when filing 
a return. 
VAT Act Section 22 – VAT Adjustments: 

o The supply is cancelled;  
o The nature of the supply has been fundamentally varied or altered;  
o The previously agreed consideration for the supply has been altered by 

agreement with the recipient of the supply, whether due to an offer of a 
discount or for any other reason; or 
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o The goods or services or part of the goods or services have been returned to 
the supplier, and the taxable person making the supply has – 

o Provide a tax invoice in relation to the supply and the amount shown in the 
invoice as the tax charged on the supply is incorrect as a result of the 
occurrence of any one or more of the above-mentioned events; or 

o Filed a return for the tax period in which the supply occurred and has 
accounted for an incorrect amount of output tax on that supply as a result of 
the occurrence of any one or more of the above-mentioned events.  
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