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How to Reduce Taxes, Increase Profits & Stay
URA-Compliant 

This guide provides Ugandan SME owners with updated tax-saving strategies, compliance
tips, and business structuring insights to legally minimize taxes and maximize profits.

Preface

Running an SME in Uganda comes with numerous challenges, and taxation is one of the
most misunderstood yet critical aspects of business success. Many business owners either
overpay in taxes due to lack of knowledge or underpay and face penalties from the Uganda
Revenue Authority (URA). This guide simplifies tax compliance, helping SMEs save money,
reduce risks, and grow sustainably. 

As a tax professional and Partner at Uplex & Associates, I have seen firsthand how SMEs
struggle with tax issues. Through this guide, I aim to provide practical, actionable insights
that empower businesses to handle their taxes effectively. Whether you are just starting or
looking to optimize your tax planning, this guide will serve as your go-to resource. 



1. How Uganda's Tax System Works for SMEs

Uganda’s tax system, administered by the Uganda Revenue Authority (URA), includes
various tax types that SMEs must comply with to operate legally and efficiently.

Understanding Key Tax Categorie

Income Tax

 Value Added
Tax (VAT) 

 Pay-As-You-
Earn (PAYE) 

 Withholding
Tax (WHT) 

Applies to business profits and individual earnings.
SMEs may be taxed under the Presumptive Tax System (for
small businesses) or Corporate Tax (for registered companies). 

Standard rate: 18% on taxable supplies. 
Required for businesses with an annual turnover exceeding UGX
150 million.

Deducted by employers from employee salaries according to
URA’s graduated tax rates. 

Deducted at source on payments for goods and services,
typically at 6% or 10%. 

Registering for a TIN & Tax Compliance

Obtain a Taxpayer Identification Number (TIN) via the URA Portal (www.ura.go.ug).

Complete the Online TIN Application Form, uploading required documents (business
registration certificate, national ID, proof of business address). 

Activate the TIN upon URA approval, usually within 3–5 business days. 

Begin Filing and Paying Taxes promptly to remain compliant. 



2. Updated Tax Rates and Compliance
Requirements

Uganda’s tax system, administered by the Uganda Revenue Authority (URA), includes
various tax types that SMEs must comply with to operate legally and efficiently.

0–UGX 235,000/month 0% 

Income Tax Rates (Individuals & Businesses)

1. Individual Tax Rates (PAYE) 



UGX 235,001–UGX
335,000

10% of amount exceeding UGX 235,000 

UGX 335,001–UGX
410,000

UGX 10,000 + 20% of amount exceeding UGX
335,000

UGX 410,001–UGX
10,000,000

UGX 25,000 + 30% of amount exceeding UGX
410,000 

Above UGX 10,000,000
 UGX 2,902,000 + 40% of amount exceeding UGX

10,000,000

Non-residents: 
Similar brackets apply, plus a 10% surcharge

Resident Companies: 30% of taxable profits. 

Non-Resident Companies: 30% + 15% WHT on repatriated profits. 

Small Business (Presumptive Tax): For turnover below UGX 150 million.

2. Corporate Tax (Business Income) 

3. Rental Income Tax

Individuals: 12% of gross rental income exceeding UGX 2.8 million/year. 

Corporate Landlords: 30% of taxable rental income.

 Value Added Tax (VAT) Updates 

Standard Rate: 18%. 

VAT Threshold: UGX 150 million in annual turnover. 

Mandatory EFRIS: All VAT-registered businesses must use the Electronic Fiscal
Receipting & Invoicing System. 

VAT Exemptions: Educational materials, health services, agricultural inputs, solar
energy equipment, and pharmaceutical raw materials.



Withholding Tax (WHT) Changes

Goods & Services (Gov’t & Large Taxpayers): 6% WHT (previously 5%).  

Professional Services: 10% WHT on payments exceeding UGX 1 million. 

Rental Payments (Landlords): 10% WHT. 

Interest Income (Banks): 15% WHT. 

Excise Duty Updates 

Telecom & Mobile Money: 12% on mobile money withdrawal; 10% on airtime/data. 

Fuel: Petrol at UGX 1,450 per liter; diesel at UGX 1,130 per liter. 

Alcohol & Tobacco: Higher rates for imported spirits and cigarettes. 

Customs & Import Duties

General Imports: 25% duty. 

Essential Goods (Agricultural, Pharmaceuticals): 0% or lower duty. 

Luxury Goods: Up to 60% for older cars. 

Tax Compliance & Penalties 

Late Filing Penalty: UGX 200,000/month for individuals; UGX 500,000/month for
companies. 

Late Payment Interest: 2% per month on outstanding tax liabilities. 

Failure to Use EFRIS: UGX 6 million penalty or closure for VAT-registered businesses. 

Non-Compliance with WHT: 100% penalty of unpaid tax. 

Tax Incentives & Exemptions

Industrial Parks & Free Zones: 10-year tax holiday for investors in manufacturing, agro-
processing, ICT. 

Startups & SMEs: Reduced corporate tax for first five years if turnover is below UGX
500 million. 

Export-Oriented Businesses: 0% corporate tax if exporting 80%+ of products.



 

Key Compliance Takeaways

EFRIS is compulsory for VAT-registered businesses—failure results in penalties. 

Landlords must comply with the new 12% rental tax rate. 

SMEs must register for VAT once turnover exceeds UGX 150 million. 

WHT has increased for government contracts and professional services. 

Startups & Investors benefit from substantial tax breaks (industrialization
incentives). 



3. Practical Case Studies & Examples Relevant to
SMEs in Uganda

Case Study 1:

Business: Jalia’s Mini-Mart (turnover: UGX 180M). 

Issue: Failed to register for VAT and use EFRIS. 

Outcome: Faced UGX 6M penalty but avoided further penalties by quickly complying
and integrating EFRIS. 



 A Retail Business Struggling with VAT Compliance

Case Study 2: An Importer Avoiding High Duties on Essential Goods

Business: Malik Agro Imports. 

Issue: Faced a 25% duty on farm machinery. 

Outcome: Successfully reclassified imports as duty-free agricultural equipment, saving
UGX 50M. 

Case Study 3:  A Rental Property Owner Benefiting from New Rental
Tax Reduction

Business: Sarah’s Commercial Rentals (UGX 100M annual). 

Issue: High tax burden at 20%. 

Outcome: New 12% rate saved UGX 8M/year, used to renovate property.

Case Study 4: A Startup Maximizing Tax Incentives for New Businesses

Business: Tech Innovate Ltd (Software development). 

Issue: 30% corporate tax was too high for a new startup. 

Outcome: Qualified for a 5-year reduced tax rate, saving UGX 60M.

Case Study 5: A Contractor Losing Money Due to WHT

Business: Alpha Construction Ltd. 

Issue: 6% withheld on a UGX 500M government contract but didn’t claim tax credit. 

Outcome: Eventually claimed a UGX 30M credit, reducing final tax liability



4. Advanced Tax-Saving Strategies for SMEs in
Uganda

Optimize Business Structure for Lower Tax Rates

Consider registering as a Limited Company (30% corporate tax) instead of a sole
proprietorship (up to 40% PAYE).

Split Income to Reduce PAYE

Take part of income as salary (taxed up to 40%) and part as dividends (15%). 

Leverage Tax-Deductible Expenses

Deduct costs like rent, salaries, utilities, depreciation, and training expenses.

 Maximize Withholding Tax (WHT) Credits

Always track WHT deductions and claim credits against final liability.

Strategic Capital Investment to Lower Taxes 

Invest in machinery before year-end to claim accelerated depreciation (50% in Year
1). 

Use a Tax-Efficient Business Location 

Relocate operations to a Free Zone for 10-year tax holidays and duty-free imports. 

Convert Loans to Equity to Avoid WHT on Interest

Offering shares to investors may eliminate 15% WHT on loan interest payments. 



4. Advanced Tax-Saving Strategies for SMEs in
Uganda

Use Employee Benefits to Reduce PAYE 

Provide medical insurance, pension contributions, or education allowances (often
tax-free).

Delay Income Recognition for Year-End Tax Reduction

Postpone issuing invoices until after year-end to reduce the current year’s taxable
income.

Automate Tax Compliance to Avoid Penalties 

Use EFRIS and URA e-Tax for real-time filing and invoicing. 



 

Final Thoughts: Key Takeaways for Tax Efficiency

Re-structure your business (e.g., Ltd. vs. sole proprietorship). 

Split income (salary vs. dividend). 

Claim all allowable deductions. 

Monitor WHT to avoid double taxation. 

Track deadlines to prevent penalties. 



5. URA e-Tax System Updates

Key Features of EFRIS 

Multiple Integration Channels: System-to-System API, URA Portal, Desktop App,
USSD for basic phones. 

Electronic Fiscal Devices (EFDs): For businesses lacking existing invoicing systems.

 Benefits of EFRIS Implementation

Enhanced Efficiency: Automation reduces manual errors. 

Improved Transparency: Real-time data sharing with URA. 

Cost Reduction: Less paper-based invoicing. 



Compliance Requirements

Mandatory for VAT-Registered Businesses: Every transaction must be invoiced
through EFRIS. 

Timely Reporting: Real-time submission ensures accurate record-keeping.

Penalties for Non-Compliance

Fines or Business Closure: UGX 6M penalty for failing to use EFRIS. 

Additional Audits: URA may impose further sanctions for repeat offenses.



6. Step-by-Step Guides on VAT Refunds, Tax
Planning, and URA Audits

VAT Refunds in Uganda

1. Check Eligibility: Zero-rated exports or excess input VAT. 

2. Prepare Supporting Documents: EFRIS invoices, proof of payment, import
documents.

3. Submit via URA e-Tax: Refund application under “Refunds”. 

4. Wait for URA Approval: Usually processed in 30–45 days. 



Tax Planning for SMEs in Uganda

1. Choose the Right Structure: Sole proprietorship vs. Limited company. 

2. Maximize Deductions: E.g., depreciation, loan interest, staff welfare. 

3. Optimize Salary vs. Dividends: Reduce PAYE exposure. 

4. Use Incentives: Withholding tax credits, industrial park tax holidays. 

URA Audits: How to Prepare & Handle an Audit 

1. Know Why URA Audits Happen: Inconsistent returns, large WHT claims, etc. 

2. Organize Records: VAT invoices, bank statements, payroll, WHT certificates. 

3. Respond Promptly: Ignoring audit notices leads to higher penalties. 

4. Dispute if Necessary: File an objection or approach the Tax Appeals Tribunal.



7. Common Mistakes and Penalties SMEs Should
Avoid 

Late Filing of VAT, PAYE & Corporate Tax Returns

Penalty: UGX 200K/month (individuals) or UGX 500K/month (companies), plus interest.

Failure to Use EFRIS for VAT Invoices

Penalty: UGX 6M or business closure.

Underreporting Income to Reduce Tax Liability 

Penalty: 100% of undeclared tax; possible fraud charges. 



Not Deducting Withholding Tax on Supplier Payments 

Penalty: 100% of unpaid WHT, plus 2% monthly interest. 

Claiming VAT on Non-Deductible Expenses 

Penalty: URA disallows the claim and may levy fines for misreporting.

Poor Record-Keeping Leading to URA Audits 

Penalty: URA assumes underpayment and charges additional taxes plus interest.

Ignoring URA Tax Notices & Audit Requests 

Penalty: Frozen bank accounts, higher “estimated” tax assessments. 



8. Business Structuring Tips for Tax Optimization

Sole Proprietorships

Advantages: Drawback:

 Easy registration, fewer formalities.
Profits taxed as personal income (up to

40% PAYE).

Private Limited Companies

Advantages: Drawback:

30% corporate tax, can split
salary/dividends.

Must file audited accounts; dividends
subject to 15% WHT. 



Foreign Entity Registration

Advantages: Drawback:

May access industrial park benefits, lower
tax rates if in Free Zones. 

15% withholding on repatriated profits if
no tax treaty. 

Comparison: Best Business Structure for Tax Efficiency

Structure Tax Rate Key Benefits Best For

Sole Proprietorship Up to 40% (PAYE)
Simple setup, fewer

regs
Small

traders/freelancers 

Limited Company 30% Corporate Tax
More deductions,

flexible pay 
Growing SMEs,
bigger profits

Foreign Company 0–30% (Free Zone)
Free Zone

incentives, VAT
refunds

Exporters, foreign
investors

Final Takeaways for Tax-Efficient Business Structuring

Transition to a Limited Company if profits exceed ~UGX 100M. 

Split income (salary vs. dividends) to reduce tax. 

Use Industrial Parks/Free Zones for 10-year tax holidays.



9. New Tax Incentives for Agro-Processing,
Technology Startups, and Industrial Parks

Agro-Processing

Income from agro-processing may be exempt from income tax. 

Machinery imports can be duty-free and benefit from VAT deferrals. 

Technology Startups

Venture Capital funds (regulated by CMA) enjoy tax exemptions. 

Free Zone benefits (exemptions on customs duties, VAT) for qualifying tech firms.



Industrial Parks

10-year income tax exemption for developers/operators. 

Reduced or zero customs/VAT on materials for park construction.

General Conditions: 

Obtain an Investment License from UIA(Uganda Investment Authority), meet minimum
capital requirements, and maintain local content thresholds (e.g., 70% of employees as
Ugandans).

Final Summary

Ugandan SMEs face numerous tax obligations such as, income tax, VAT, PAYE, WHT,
and more. By properly structuring your business, claiming all available deductions, using
EFRIS, and leveraging incentives (industrial parks, startup concessions, etc.), you can
significantly reduce your tax burden while staying fully compliant with URA regulations.
Maintain up-to-date records, file returns on time, and seek professional guidance when
needed. The right knowledge and strategy can help your SME thrive and grow
sustainably in Uganda’s dynamic business environment


