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Abstract
This study examined the effect of Section 40D of the Tax Procedures Code Act, 2014, on taxpayer compliance among Small and Medium-Scale Enterprises (SMEs) in Kampala District, Uganda. The law said that if businesses paid their principal tax by December 31, 2023, they wouldn't have to pay interest and penalties on any overdue tax from June 30, 2023. Using Tax Compliance Theory, Fiscal Psychology Theory, and the Theory of Planned Behavior, researchers employed a mixed-methods cross-sectional study. This included surveys and interviews with 381 SMEs and 28 URA officers, and they got a response rate of 99.51%. According to regression and ANOVA analyses, Section 40D had a strong positive impact on both filing and paying taxes for SMEs (β = 0.563, t = 13.13, p < .001 for filing; β = 0.462, t = 11.89, p < .001 for payment). However, URA respondents didn't note any significant changes. The influence of political will wasn’t statistically significant for either group – the interaction terms for SME and URA respondents were (β = 0.045, p = .336 and β = -0.426, p = .086), respectively. These results show that the tax amnesty increased short-term compliance among SMEs. Yet, this boost seems to have been driven more by direct financial benefits and awareness than by broader political commitment. Moving forward, there should be ongoing taxpayer education and simpler registration processes. We also need to strengthen institutions to ensure compliance sticks around even after the amnesty ends.
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1. Introduction
Sustainable revenue generation is a big issue for sub-Saharan African governments. As of 2023, Uganda's tax-to-GDP ratio stands at 12.2%, which is below both the regional average of 18.5% and its East African Community neighbours like Kenya (15.1%) and Rwanda (14.6%) (Gwokyalya & Okumu, 2023). One reason for this is that many SMEs don't comply with tax laws. These businesses make up a huge part of the economy, about 20% of GDP and hire most of the urban workforce (Ministry of Trade, Industry and Cooperatives [MTIC], 2023).
During 2019/20, 2020/21, and 2021/22, the Uganda Revenue Authority faced shortfalls of UGX 3,593 billion, UGX 2,376 billion, and UGX 706 billion, mostly because small businesses didn't pay their taxes as agreed (Waiswa et al., 2020). These gaps come from piled-up penalties and interest, people doubting how well tax money is spent, and complicated systems that make it hard for small businesses to comply (Ebong, 2021)
The Parliament of Uganda teamed up with the Ministry of Finance, Planning, and Economic Development to pass the Tax Procedures Code (Amendment) Act of 2023. They added Section 40D to the Tax Procedures Code Act in 2014. Under Section 40D, those who paid their full underlying tax by December 31, 2023, didn't have to pay interest and penalties that dated back to June 30, 2023. The government prorated this deal when needed. This was the country’s first wide-reaching tax amnesty since 2007, meant to aid small and medium enterprises recovering from the pandemic.
Even though there's a growing literature on tax compliance in sub-Saharan Africa (Night & Bananuka, 2020; Musimenta & Ntim, 2020), we still don't know much about how effective tax waivers are in Uganda. Most studies on tax amnesties have happened in developed or middle-income countries, which have very different institutional and behavioral contexts compared to Uganda's. Additionally, the impact of political will, basically, how committed leaders are to tax enforcement, hasn't been looked at much empirically in this area.
This paper tackles the existing gaps with a primary-data study done from July 2023 to June 2024, which includes the waiver period and an additional six months after it ended. The main question was: How does Section 40D of the Tax Procedures Code Act, 2014, affect taxpayer compliance among SMEs in Kampala District? Three specific objectives structured the inquiry: (i) to assess the effect of Section 40D on the filing of tax returns; (ii) to assess the effect of Section 40D on the payment of tax returns; and (iii) to examine the moderating role of political will on the relationship between Section 40D and taxpayer compliance.
2. Theoretical and Conceptual Framework
2.1 Theoretical Underpinnings
This study is informed by three interrelated theoretical frameworks. First, Devos's 2014 Tax Compliance Theory looks at tax adherence through two lenses: an economic deterrence approach and a psychological one. The economic view sees compliance as a rational balance of how severe penalties are and how likely you'll get caught. Psychologically, it depends on attitudes, social norms, and perceptions of tax system fairness. Oddly enough, tax amnesties, like Section 40D, touch both bases—they lessen immediate compliance costs while suggesting some government understanding.
Second, according to Fiscal Psychology Theory (Hasseldine & Bebbington, 1991), when people think their taxes aren't doing much good, they feel less motivated to pay them. Kogler et al. (2013) found that folks are more likely to comply if they see the government as legit, not just because they fear punishment. This idea is backed up by the Slippery Slope Framework (Muehlbacher & Kirchler, 2010), which says we need both respect for authorities and trust in the system for tax collection to work best.
Third, Ajzen's Theory of Planned Behaviour suggests that behaviour is influenced by attitudes towards it, subjective norms, and how much control people feel they have over it. For tax stuff, an SME owner’s choice to use the Section 40D deal depends on what they think about the tax system, what others do, and whether they believe they can handle any extra liability - their mindset about settling debts basically.
2.2 Tax Amnesty and Compliance: Empirical Evidence
Empirical literature on tax amnesties gives mixed results. Qualitative research mostly shows that extending filing periods makes tax compliance feel less burdensome and boosts the quality of returned info (Khalif et al., 2016; Olsen et al., 2018). Plus, descriptive studies based on the Theory of Planned Behaviour found that compliance intentions improved after amnesty programs in Indonesia and Peru. However, actual behaviour change tends to be small and specific to certain sectors (Iraman et al., 2021; Alm et al., 2022).
Inferential studies give us more detailed evidence, too. Torgler et al. (2008) discovered that extending deadlines made reporting more accurate, yet it didn't increase revenue much in places where tax evasion was already low. Also, De Neve et al. (2021) did big experiments in Belgium showing that making processes simpler and presenting them positively boosted compliance. Over in developing countries, Hassan et al. (2021) found that tax amnesties worked well when they showed the government understood taxpayer problems. Still, for that to work, everyone needed to know about it.
The literature consistently shows that information asymmetry causes problems: tax amnesties without solid awareness campaigns don’t get the expected results, especially for small-scale operators who can't afford tax advisors (Widuri et al., 2023). In Uganda, almost half of the SMEs in Kampala hadn't heard about Section 40D, highlighting this very issue.
2.3 Political Will and Tax Compliance
According to Stone (2012), political will means political folks stay committed to seeing a policy through over time. Sikayu et al. (2022) and Sundari et al. (2022) say this will impact how well tax policies work. Gwokyalya and Okumu (2023) discovered that when people are happy with public services, they're more likely to pay taxes in countries like Uganda. Also, Remali et al. (2018) noted that folks intend to comply more with tax rules when they feel the government is running things effectively.
Yet, there's not much empirical evidence directly connecting political will to the success of tax amnesty programs, especially in East Africa. Studies from the Middle East post-Arab Spring found that amnesties without follow-up didn't work well. On the other hand, Latin American cases show better results when leaders support compliance campaigns (Alm et al., 2022). This research adds some original insights about how this plays out in Uganda.



3. Methodology
3.1 Research Design and Setting
The study employed a cross-sectional, mixed-methods design. It used quantitative survey data to test the relationships between Section 40D awareness and compliance outcomes and qualitative interviews for context and deeper understanding. Conducted in Kampala, Uganda’s commercial capital, the study focused on an area that hosts around 56% of the country's registered SMEs, mostly in the trade sector (UBOS & PSFU, 2007). Data collection happened in the Small Taxpayer Office (STO) and Medium Taxpayers Office (MTO) areas in Kampala's Central Division.
3.2 Population and Sampling
The study targeted 133,675 SME managers, owners, or accountants in Kampala District (MTIC, 2018). Researchers picked from 29 URA Domestic Taxes offices across nine locations there too. With a 95% confidence level and a ±5% margin of error, they used the Krejcie and Morgan (1970) table to select a sample of 383 SMEs and 28 URA offices via simple random sampling. They got responses from 409 respondents in 381 SMEs and 28 URA representatives, giving them a 99.51% response rate, which is way above the 70% considered good enough by Amin (2005).
Table 1: Sample Size and Response Rate
	Respondent Group
	Population
	Sample
	Received
	Response Rate (%)

	SMEs
	133,675
	383
	381
	99.48

	URA Offices
	29
	28
	28
	100.00

	Total
	133,704
	411
	409
	99.51


Source: Primary Data (2026)
3.3 Data Collection
The study collected primary data using three tools. A self-administered questionnaire on a 5-point Likert scale (with options from 1 = Strongly Disagree to 5 = Strongly Agree) captured views on Section 40D awareness, filing behaviour, payment behaviour, and political will. This questionnaire was given to both SME owners/ managers and URA officers. Interviews with key URA personnel added qualitative insights, while a document review checklist collected secondary compliance stats from the URA, UBOS, and other institutions. Beforehand, we tested the questionnaire with experts and found its content validity with a CVI over 0.75. Also, we checked internal consistency using Cronbach's alpha (α = 0.80).
3.4 Data Analysis
The study used ANOVA and OLS regression to analyze quantitative data. For the primary objectives, simple regression models looked at how Section 40D affected filing and payment compliance for both SMEs and URA respondents separately. For the moderation objective, we estimated a moderated regression model:
TC = β0 + β1(40D) + β2(PW) + β3(40D × PW) + ε
where TC is Taxpayer Compliance, 40D is the Section 40D awareness/utilization score, PW is Political Will, and the interaction term (40D × PW) captures the moderating effect. Qualitative interview data were analyzed using content analysis and presented as illustrative narratives alongside the quantitative findings.
4. Results
4.1 Sample Profile
The sample from small and medium enterprises (SMEs) had 381 people, mostly men (73.23%). The biggest age group was 35-44 years old (46.72%), indicating a mid-career profile common in active SME ownership. Around half of them had a bachelor's degree (47.51%), showing decent education levels in Kampala's formal SME field. Business owners made up 68.50% of those surveyed, the main audience for tax compliance policies. Wholesale and retail trade was the leading industry (58.53%), followed by financial services (14.44%) and agriculture (12.86%). Most of these businesses were micro-sized, as 78.22% had 1-10 employees, and 34.12% reported annual sales of less than UGX 10 million, fitting the base-level enterprise picture in Uganda.
The URA sample (n = 28 people), mostly females (64.29%) and folks in their late twenties to early thirties (53.57%). They were super educated too, with 60.71% holding bachelor's degrees and 35.71% with master's degrees. Most were officers with 2 to 5 years of service (60.71%). These individuals mainly came from the Domestic Tax Department and the Commissioner General's office, areas that deal directly with small business taxpayers.
4.2 Demographic Correlates of Compliance
Cross-tabulations showed that different groups think differently about how much things have improved. For small business owners, men were way more likely than women to say their tax compliance got better because of Section 40D (men: 41.9% agreed or strongly agreed; women: 12.7%). This big difference might be due to who handles tax compliance. Often, female owners end up handing tax duties to men or hiring informal help. So, the ladies running the show might feel less personally invested in any improvements.
Age-group analysis showed that those 35- 44-year-olds had the greatest improvements in compliance, with 43.3% agreeing or strongly agreeing. However, younger (25–34) and older (55+) respondents were more neutral. People with higher education levels felt more positively about the changes too; PhDs either agreed or were neutral, and 38% of master’s holders agreed. In contrast, just 26.7% of diploma holders felt the same way. Looking at job titles, financial managers and accountants were the most positive at 85.7%, whereas business owners, the biggest group, were split, with 31.8% agreeing and 31.1% disagreeing. Finally, the financial services sector led in formal record-keeping at 65.4% agreement, way ahead of trade and agriculture.
URA staff, from all ranks and tenure types, mostly agreed that SME compliance improved after Section 40D. Over 57% agreed or strongly agreed, and nobody strongly disagreed. This pattern might show institutional confirmation bias or a real boost in filing and payment processes at the service offices.
4.3 Effect of Section 40D on Filing of Returns
The regression model for SME respondents about Section 40D's effect on return filings was statistically significant (F = 172.34, p < .001). Each unit increase in Section 40D awareness and use bumped up the filing compliance score by 0.563 units (β = 0.563, SE = 0.043, t = 13.13, p < .001). This finding held up with a 95% confidence interval of [0.479, 0.648], making the result reliable. Also, the baseline filing compliance score was 1.353 when Section 40D awareness was zero.



Table 2: Regression Analysis — Section 40D and Filing of Returns (SME Respondents, n = 381)
	Predictor
	Coefficient (β)
	Std. Error
	t-statistic
	p-value

	Intercept
	1.353
	0.114
	11.85
	< .001

	Section 40D
	0.563
	0.043
	13.13
	< .001

	F-statistic
	172.34
	
	R²
	0.312


Source: Primary Data (2026)
The model for URA respondents wasn't statistically significant (F value = 2.21 and significance = 0.149). For these folks, the Section 40D coefficient (β = 0.379, t = 1.49, and p = .149.) The 95% confidence interval, ranging from [-0.145 to 0.903], covered zero, meaning the effect didn’t really stand out from null. It only explained 7.8% of the variance in the URA-assessed outcome, unlike the SME model, which clocked in at 31.2%.
This difference is really important. An SME owner said in an interview, "I profited from the Section 40D waiver last year. But I was still registered for VAT this year despite running a small shop with low sales. I haven't filed returns since." This shows that while the waiver improved compliance, being forced to comply with VAT later may have undone those benefits. It seems they created new hurdles for small business owners, much like the issues the amnesty program aimed to fix.
4.4 Effect of Section 40D on Payment of Returns
Our regression model showed that Section 40D had a strong effect on how SMEs make their payments (F = 141.27, p < .001). The coefficient for Section 40D was β = 0.462 (SE = 0.039, t = 11.89, p < .001; 95% CI: [0.386, 0.539]). This indicates the tax waiver moderately yet positively affected payment behaviour, accounting for 27.2% of payment compliance variance.
Table 3: Regression Analysis — Section 40D and Payment of Returns (SME Respondents, n = 381)
	Predictor
	Coefficient (β)
	Std. Error
	t-statistic
	p-value

	Intercept
	1.797
	0.103
	17.36
	< .001

	Section 40D
	0.462
	0.039
	11.89
	< .001

	F-statistic
	141.27
	
	R²
	0.272


Source: Primary Data (2026)

For URA respondents, neither the overall model (F = 1.42, Sig. F = .244) nor the Section 40D coefficient (β = 0.177, p = .244) showed statistical significance. This was in line with the filing results. A URA officer added some insight, saying that while many taxpayers paid their outstanding dues during the tax waiver period to benefit from the campaign, payments afterwards didn't change, since the economy isn't doing well. This highlights that tax amnesty programs can create a spike in compliance only within the incentive window and don't ensure long-term behavioural changes, especially in tough economic times.
4.5 The Moderating Role of Political Will
We looked at the moderated regression model that includes Section 40D, Political Will, and their interaction term (40D × PW) separately for both SME and URA respondents. For the SME group, the overall model came out as statistically significant (F = 57.86, p < .001; R² = 0.315), accounting for 31.5% of the variance in taxpayer compliance. Now, Section 40D turned out to be a significant predictor (β = 0.309, p = .016). Yet, Political Will wasn't significant (β = 0.194, p = .144). More importantly, the interaction term, which is the direct test of moderation, was also non-significant (β = 0.045, p = .336). This tells us that the strength of the Section 40D–compliance relationship didn't really change based on the level of political will, according to SME respondents.
Table 4: Moderated Regression — Political Will as Moderator (SME Respondents, n = 381)
	Predictor
	β
	SE
	t
	p-value

	Intercept
	1.544
	0.344
	4.48
	< .001

	Section 40D
	0.309
	0.128
	2.42
	.016

	Political Will (PW)
	0.194
	0.132
	1.47
	.144

	40D × PW (Interaction)
	0.045
	0.047
	0.96
	.336

	F = 57.86, R² = 0.315
	
	
	
	


Source: Primary Data (2026)
The moderated model for URA respondents wasn't statistically significant (F = 1.57, p = .223; R² = 0.164). None of the things we looked at, Section 40D (β = 1.348, p = .085), Political Will (β = 1.838, p = .062), or the interaction term (β = -0.426, p = .086), reached conventional significance levels. Still, the interaction term was close, hovering around the 10% mark. From the URA folks' viewpoint, this hints at a tentative negative moderation trend. 

We had some limitations too. The URA data were constrained by a small number of participants (n = 28), making it tough to find strong stats backing up any conclusions. Plus, one URA officer commented, “The tax waivers would have a greater impact if political leaders joined awareness campaigns. More cooperation is needed here.” This view fits what theory says: active political involvement in public activities strengthens compliance far better than simply having policies written up somewhere.
5. Discussion
5.1 Section 40D and Filing of Returns
The finding that Section 40D greatly improved filing compliance among SMEs (β = 0.563) aligns with the broader amnesty literature. This shows that time-limited offers lower the psychological and financial hurdles of meeting tax duties (Hassan et al., 2021; Widuri et al., 2023). Following the Theory of Planned Behaviour (Ajzen, 1985), the waiver acted as a positive push. It changed attitudes and perceived behavioural control; essentially, the benefits of compliance now outweighed the costs, and the removal of penalties made settling easier. For SME owners with higher education, like bachelor's and master's degrees, these changes were more impactful. That's because they had the knowledge to calculate the amnesty’s financial perks. Lower-educated owners might not have that same level of tax understanding, though.
The lack of a big effect among URA respondents makes things complicated. There are two possible reasons for this. First, URA officers might have used a stricter standard, focusing on continuous tax filing after amnesty. This limits how much Section 40D actually helps. Second, extra requirements like forcing VAT registration for small businesses during the amnesty period could be counteracting some of the good effects of the amnesty program. This finding backs up Alm et al.'s (2022) point that effective regulation needs to be comprehensive. Targeted incentives work best when not contradicted by additional cumbersome rules.
5.2 Section 40D and Payment of Returns
Section 40D had a positive yet modest impact on payment compliance (β = 0.462, R² = 0.272), compared to its bigger effect on tax filing (R² = 0.312). This shows a known pattern in tax behaviour where filing taxes is easier and less costly than paying them, increasing filing doesn't always boost payments (Torgler et al., 2008). Although the amnesty eased penalty worries when principals settled their taxes, this didn't lead to huge improvements. It seems that small business owners' money problems and pessimistic outlooks held them back, especially since about 34% of the businesses made under UGX 10 million yearly.
The URA officer pointed out that post-amnesty payments didn't improve because of unfavourable economic conditions. This aligns with Fiscal Psychology Theory: when people think tax returns are low and macroeconomic pressure is high, even great incentives don't help much. So, we also need demand-side support, like easier financing, simpler tax rates, and reduced administrative costs, not just supply-side fixes.
5.3 Political Will as a Moderator
The non-significant moderating effect of political will (β = 0.045, p = .336 for SMEs) goes against what the governance and tax compliance literature suggests (Gwokyalya & Okumu, 2023; Remali et al., 2018). There are a couple of reasons worth considering. First, we measured political will through SMEs' views on the government's efforts in enforcing taxes and aiding compliance. This approach relies on subjective opinions, which might miss the true extent of governmental backing during an amnesty period. Secondly, the lack of significance could point to a ceiling effect. That is, if political will mainly shaped the law's creation by pushing for the insertion of Section 40D, its impact afterwards wouldn't add much extra clarity. So, once the law was in place, changes in political will didn't really affect things much more than expected.
According to the URA officer, political leaders weren't really out there in awareness campaigns. So, the way political will could've boosted compliance by legitimizing things publicly and pushing norms didn't happen. Stone (2012) says political will means more than just having intent; it needs ongoing action. The parliament approved Section 40D, showing intent, yet the follow-through for raising awareness and enforcing rules wasn't there. They didn't sustain the effort needed to make a difference.
For URA respondents, the near-significant negative interaction term (β = -0.426, p = .086), while based on a small sample, suggests that higher perceived political will might lead to expected compliance resistance from SMEs. This is likely because small businesses often view such pressures with suspicion. The findings hint at a complicated dynamic that needs further examination with more data in future studies.
5.4 Implications for Theory and Practice
This study contributes to tax compliance literature in three ways. First, it offers one of the first empirical tests of how a tax amnesty in Uganda affects small business compliance, using regression analysis. This moves beyond the mostly qualitative studies common in East Africa. Second, the different results from small businesses and tax officials highlight the need to look at compliance data from multiple viewpoints. Just because companies say they are being more compliant doesn't always mean the authorities see it that way. Lastly, the finding that political will didn't make a difference adds depth to our understanding of governance theories about compliance. It shows that what lawmakers intend in laws might not be carried out consistently in outreach efforts.
The findings suggest that tax amnesties can actually help small businesses get more compliant in the short term if the benefits are good enough and there's proper awareness. This study shows that nearly 48.8% of SMEs weren't aware of these programs, which highlights a big issue. To fix this, future amnesties need well-planned informational campaigns beforehand. These should use multiple methods, like the URA's digital tools and local community leaders, and target different sectors directly, starting months early.
6. Conclusions and Recommendations
6.1 Conclusions
This study looked at how Section 40D of the Tax Procedures Code Act, 2014, affected taxpayer compliance among SMEs in Kampala District, Uganda. Here’s what it found. First off, Section 40D had a big positive impact on filing returns; it boosted this behaviour significantly (β = 0.563, p < .001), accounting for about 31% of the variation in filing compliance. Also, the law positively influenced payments too (β = 0.462, p < .001), covering around 27% of the variability there. Interestingly, political will didn’t significantly affect these relationships for both SME and URA respondents, and the small sample size limited drawing firm conclusions from that. Overall, the results suggested a mismatch between what SMEs reported and what the institution thought, meaning the section didn't produce the compliance improvements the URA hoped for, at least according to the official viewpoint.
Overall, Section 40D succeeded in boosting short-term compliance from SMEs, especially those with more educated mid-career owners and higher revenues. The amnesty's benefits were limited, though, constrained by awareness issues and hindered by post-amnesty economic conditions and bureaucratic hurdles, which all kept behaviour change from sticking around long-term.
6.2 Recommendations
These findings lead to five key suggestions. First, the Uganda Revenue Authority and the Ministry of Finance need to create thorough awareness campaigns before any amnesty begins. This means using TV, radio, and SMS, plus involving community leaders to hit every corner and type of business owner, including those with lower literacy and revenue. Second, there's the issue of making tax registration easier. The current requirements can be overly complex, especially for small businesses hitting the VAT threshold. The rules shouldn’t overwhelm business owners right after the amnesty starts. Third, getting support from politicians and local leaders matters. They aren’t just supporting with laws; they need to take part in these campaigns themselves. Since their backing might sway small business owners more than strict enforcement ever could, it’s crucial. Fourth, the URA needs better systems to track how businesses pay taxes in the long term. Good data helps know what works and what doesn’t in future policies. Lastly, the government could use other financial tools too. Programs like low-interest plans or grants would help micro-businesses with cash flow problems, so they actually pay the taxes after filing. These changes could make tax amnesties much more successful in the future.
6.3 Limitations and Future Research
This study comes with some limitations. It uses a cross-sectional design which only captures how compliance is perceived during a certain time frame; it can't show causation or changes over the long term. Plus, since compliance is self-reported, people might give answers that make them look good. Another issue is the sample size for the Uganda Revenue Authority – only 28 participants – which is too small for robust statistical analyses. Also, the study's location is limited to Kampala District, making it hard to apply findings to other parts of Uganda or different developing countries. Lastly, the researchers couldn't access the actual filing and payment records from the URA to check the self-reports against real data.
For future research, we need studies that follow tax compliance over several years before and after amnesty periods. Using administrative tax data tied to company info would make the measurements more accurate. Plus, comparing findings from different regional tax offices in Uganda and other East African Community countries could highlight how context affects amnesty success. Lastly, including randomized awareness interventions in amnesty programs through experiments could help show causation in the link between awareness and compliance, which was found in this study.
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