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Abstract

This article examines the subject of SME failures due to financial distress in emerging
economies by focusing on Uganda as a case study. It adopts a convergent doctrinal and
empirical approach, drawing on existing black letter law and literature alongside some of
the empirical data obtained from a survey of SME business owners impacted by financial
distress, a survey of accredited insolvency practitioners and exchanges from a stakeholder
workshop on SME insolvencies in Uganda. The article examines existing legal, regulatory
and procedural frameworks on corporate rescue and the identified gaps exacerbating
SME failures in unpacking why, despite the availability of these frameworks, business
rescue as the policy objective of Uganda’s insolvency law has yet to be fully achieved. The
article devises a recommended toolkit that if adopted, may guide the approaches needed
to improve SME rescue, and meet legal and statutory objectives of Uganda’s insolvency
frameworks to enhance economic stability.

Keywords: corporate insolvency law; SME insolvencies; emerging economies; business
rescue; SME insolvency toolkit

1. Introduction

Debates and/or discussions on the resolution of small- and medium-sized enterprise
(SME) insolvencies have been the subject of attention and criticism across extant sovereign
jurisdictions (Lu 2018; Gurrea-Martinez 2021; Mrockova 2022; Kavitha 2022). While several
sovereign states have enacted insolvency laws and frameworks to guide and regulate
insolvency law and practice, there remains a lack of a convergent insolvency framework
or model that is specifically dedicated to the resolution of SME insolvencies. Jurisdictions,
such as USA,! Singapore (Sandrasegara and Kiat 2020), Japan (Abe et al. 2020), Myanmar
(Atkins 2020) and China (Mrockova 2021, 2022)? have introduced tailored insolvency
frameworks for Micro-Small sized enterprises (MSEs). However, many other sovereign
states have standardised insolvency laws and frameworks that guide all corporate entities
in financial distress and insolvency, yet standardised insolvency laws and frameworks have
so far failed to address specific legal and procedural challenges faced by SMEs in financial
distress (Kucher et al. 2020; Gurrea-Martinez 2021).

Small Business Reorganization Act of 2019, Pub. L. No. 116-54, 133 Stat. 1079 (23 August 2019).

In China’s case, as The Enterprise Bankruptcy Law 2006 (EBL 2006) did not have provisions specifically
targeted at resolving SME insolvencies, additional separate rules were introduced to apply alongside the EBL
2006 in 2018 and 2020 respectively, thereby introducing simplified insolvency law and rules for SMEs. See
further; Mrockova (2021, 2022). However, although less intrusive, this option is not advanced for Uganda
in this article as it may not fit in well in the current legal structure, especially the court system, preferring a
special SME insolvency framework that the article advocates.
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Standardised insolvency law and frameworks have been credited for facilitating effi-
cient? allocation of resources, maximising the debtor’s pool of distributable assets to credi-
tors and ameliorating common-pool problems, especially those associated with informal
creditor enforcement actions, such as selfish and opportunistic asset-grabbing by individ-
ual creditors by creating a binding collective forum of distribution (Armour et al. 2015).
However, although these attributes (of standardised insolvency laws and frameworks) may
appear attractive on the rubric, they are more applicable to larger corporate entities with
multiple layers of debt and creditor classes and may not fare advantageously to SMEs in
financial distress (Mokal et al. 2018; Crane 2020).

Besides national efforts, international institutions and organisations (Bergthaler et al. 2015;
The World Bank 2017; UNCITRAL 2021) have undertaken research and published guidance
or frameworks to regulate and guide SME insolvencies, but there has yet to be a streamlined
convergent approach to this effect across the globe. Research undertaken on SMEs in finan-
cial distress across extant jurisdictions has increasingly established that in most emerging
economies, liquidation is usually the main rational option for SMEs in financial distress due to
factors such as access constraints to professional legal advice, less and /or inadequate knowl-
edge of available insolvency laws and frameworks, and cost and feasibility considerations* of
available choices (restructuring vs. liquidation), among other factors (The World Bank 2020).
Uganda is one example of an emerging economy whose private sector is largely dominated by
SMEs,? but whose SME failure rate due to financial distress is overwhelming and, therefore,
attracting attention of late. For this reason, Uganda as an emerging economy is the subject of
this article as a case study.®

This article examines the subject of SME failures due to financial distress in emerging
economies by focusing on Uganda as a case study. Although the categorisation of enter-
prises in Uganda includes micro-, small-, medium- and large-sized enterprises, the article
focuses on small-medium-sized enterprises (SMEs) as micro and small enterprises share
similar characteristics. For example, micro-small enterprises are categorised as employ-
ing between 2 and 49 employees (micro employing 0-2 employees) while medium-sized
enterprises employ between 50 and 100 employees (Ministry of Trade, Industry and Co-
operative 2024). Moreover, micro enterprises constitute only 2% of enterprises, small
enterprises 7% and medium enterprises 90%. Hence, the reason for choosing to refer to
small-medium-sized enterprises (SMEs) in this article is that is the generally adopted
categorisation (slogan) within the business communities.

This article adopts a convergent doctrinal and empirical approach by drawing on
existing black letter law and literature alongside empirical data obtained from a survey of
SME business owners impacted by financial distress—a survey of accredited insolvency
practitioners registered by the official receiver and regulator of company, insolvency and
business matters in Uganda, the Uganda Registration Services Bureau (URSB)—and from
the exchanges from a stakeholder workshop on SME insolvencies in Uganda. The empirical
work (survey questions and thematic analysis) focused attention on the problems and
challenges at hand, those of high-level SME failures. As the law on the books and the
law in practice are synonymous in achieving the intended policy objectives of corporate

Efficiency is used in this context to refer to the desire for effective use of the regulatory framework (including
legal tools, procedures, rules, etc.) to achieve the desired and/or intended objectives, such as maximising value.
However, please note that different socio-economic contexts may mean that not all SMEs would be impacted with
the same level of severity of financial distress and therefore, rescue objectives may differ accordingly.

Amounting to approximately 90 percent of the entire private sector. See United Nations Capital Development
Fund (2020).

This choice is also driven by the fact that some of the literature and data used in this article were collected /researched
as part of the author’s research projected awarded by the British Academy/Leverhulme Small Research Grant—
SRG2324\241654—Devising an insolvency toolkit to enhance SME rescue and sustainability in Uganda’s busi-
ness sector.
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rescue (Halliday and Carruthers 2009, pp. 365-6), the research examined why, despite the
availability of the law on the books, business rescue as the policy objective of the law has
yet to be fully achieved.

The participants (business owners and IPs) subject to the survey were selected fol-
lowing a flexible sampling technique (Tremblay 1957; Poggie 1972), that considered their
previous experiences with financial distress in relation to their businesses, coupled with
their knowledge in relation to the topic of the research survey overall. The selected IPs
were registered with the regulator—the URSB—and had undertaken insolvency and debt
restructuring work for a considerable period (including pre, during and post-COVID-19), al-
though a survey of IPs indicated that most of the appointments were in the post-COVID-19
era (Figure 1 below).

During which period have you been appointed the most?

Answer Count

During COVID -19 Period 21
After COVID -19 Period Ll 31%

Before COVID -19: Between 2010 -2020 5

61%

Figure 1. IPs were mostly appointed in post-COVID-19 era.

Participants for the stakeholder workshop were drawn from the general stakeholder
groups that hold interest in Uganda’s financial and business sectors and, therefore, would
contribute not only to the improvement of this area of study but also to the future directions
of the design and co-production of the solution(s) to the problems and challenges subject
to this study. These included accountants, bankers, lawyers, the regulators, a judge and
other IPs. Data was collected using email surveys, semi-structured interviews and a stake-
holder workshop with questions sent prior to the survey, interviews and stakeholder work-
shop. This was followed by a thematic review of the responses (Moser and Korstjens 2018;
Lochmiller 2021), transcription and writing up. The article devises a recommended toolkit
that if adopted, may guide the approaches needed to improve SME rescue, meet legal
and statutory objectives of Uganda’s insolvency frameworks and improvements in the
economic stability and livelihoods.

2. Key Challenges for SMEs in Financial Distress in Uganda

Uganda’s current insolvency framework was largely influenced by Sir Kenneth Cork’s
recommendations (Cork 1982) for a modern and efficient insolvency framework and subse-
quently, some of the key recommendations of the Report were adopted by the Uganda Law
Reform Commission (ULRC) enroute the enactment of the Insolvency Act 2011 (IA 2011)
(as amended in 2022) (Nyombi 2018; Nsubuga 2021). As corporate rescue was one of the
key recommendations of the Cork Report, it was adopted into Uganda’s IA 2011 as its main
objective. To achieve this objective, the IA 2011 prescribes provisional administration,” and

7 Insolvency Act 2011 (Uganda), ss. 139-161.
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administration® as the main rescue procedures, alongside other procedures, such as vol-
untary arrangements,’ receivership!? and liquidation.!! These procedures are supported
by the Insolvency Practice Regulation 2017.1? This is in addition to the Companies Act
2012 which prescribes provisions that deal with creditor compromises and arrangements, '3
reconstructions and amalgamation'* and voluntary winding-up.'®

However, both statutes (IA 2011 and CA 2012) do not prescribe special provisions on
the treatment of SMEs in financial distress. Rather, they prescribe standardised insolvency
provisions for all entities in financial distress. These standardised insolvency laws and
frameworks come with tools, such as debtor-in-possession (DIP) mechanisms and mora-
toria or automatic stay protection to debtors that may curtail creditors” enforcement and
recovery actions in a bid to tailor a collective and rehabilitative approach to business rescue
(Nsubuga 2021; Gurrea-Martinez 2023). They also seek to minimise creditor disruptions
and costs associated with the restructuring and/or reorganisation process and therefore,
preserve value (Phelan and Tama 2011; Paterson 2017). However, these tools are not as
effective with SMEs in financial distress as would be the case with larger companies and
hence, the need for special SME insolvency provisions (Rasmussen 1998; Crane 2020).

Special insolvency law provisions and frameworks for SMEs are essential because
SMEs face unique challenges that differ from larger corporations and therefore, stan-
dardised insolvency laws and frameworks may not serve their interests efficiently
(Mokal et al. 2018, pp. 17-8;'® Ghio and Thomson 2025, p. 2).}7 Unique challenges may
include, for example, complex ownership structures, management/operational structures
and the nature of the credit and/or lending market facilities, among others, that may
increase their susceptibility to external economic and financial shocks. Financial distress
in SMEs may also draw creditors to initiate enforcement and recovery actions which may
affect the going-concern value of the debtor’s business, hampering potential rehabilita-
tion endeavours.

Invested stakeholders, such as trade suppliers, lenders (especially secured lenders)
and employees may also terminate their contracts with debtors and this may impact the
debtor company’s reorganisation prospects, such as sourcing rescue finance, which is a
key component of business rescue (Ayotte and Skeel 2013). This may not be the case with
larger companies with multiple layers of debt and lenders, as other incentives, such as debt
for equity swaps, among other factors, may be a key incentive to obtaining post-petition
rescue financing which may enhance the debtor’s rescue endeavours (Armour et al. 2015;
Tsioli 2023).

A report from a 2018 study by a group of international insolvency scholars following
a study of key specific challenges to the efficient resolution of SME insolvencies identified
seven challenges that if addressed, efficient resolution of SME insolvencies would be

8 TInsolvency Act 2011 (Uganda), ss. 140-162.

9 Insolvency Act 2011 (Uganda), ss 125-137.
10" Insolvency Act 2011 (Uganda), ss. 180-197.
' Insolvency Act 2011 (Uganda), ss. 56-124.
12 The Insolvency Practitioners Regulations 2017 (Uganda).
13 Companies Act 2012 (Uganda), s. 234.
14 Companies Act 2012 (Uganda), ss. 236-245.
15 Companies Act 2012 (Uganda), ss. 268-272.
16 The authors in this published work advocate for a modular approach to MSME insolvencies. However,
although the modular approach seeks to prescribe avenues to solving MSME insolvencies, it is a distinct
approach from the ideal of a special regime for SME insolvencies in Uganda that my article advances, especially
drawing on local and contextual challenges in Uganda’s business and financial sectors with fragmented
regulatory frameworks.
Ghio also acknowledges that despite years of reform, the European Union (EU) insolvency law framework is
still structurally and behaviourally inaccessible to micro-, small-, and medium-sized enterprises (MSMEs).
This reaffirms the concern that legal and policymaking on MSME insolvency is curiously underdeveloped and
systemically overlooked as priority is directed towards larger, well-resourced firms.
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achieved (Mokal et al. 2018, chap. 3-6). These included (i) timely commencement; (ii) costs
associated with the insolvency proceedings, (iii) creditor participation and protection,
(iv) debtor involvement and protection, (v) funding and no-asset cases resolution, (vi) the
scope and structure of the special rules and (vii) the functionality of supporting mechanisms
such as information production and accessibility.'"® These challenges were also adopted by
the World Bank in its report on the treatment of SMEs in insolvency (The World Bank 2017).

In 2022, the Uganda Law Reform Commission (ULRC) adopted some of these recom-
mendations during its review and reform of the IA 2011. However, no special provisions
and/or chapter were established as being dedicated to the treatment of SMEs in financial
distress, and this has left the previously identified unique challenges to Uganda’s SME
sector, specifically those experiencing financial distress, unaddressed and in need of ad-
dressing (Nyombi 2018; Nsubuga 2021; Konde 2023). These unique challenges were further
pointed out during my survey conducted on SME owners impacted by financial distress
and during the stakeholder workshop plenary (see Figures 2 and 3 below). These are
analysed below.

Are you familiar with any of the following formal corporate insolvency law procedures for supporting financially struggling businesses in Uganda?

24

20.0

o9 Administration Arrangements Compromises Receivership None of the above

Figure 2. Most owners were more acquainted with receivership and administration.

How did you deal with such financial difficulties?

32.0
30.0

20.0

10.0

0.0

Through debt restructuri

32

14

1

Sold off all of the busi Sold off part of the bus Closed the business (Liq Other (please explain)

Figure 3. Most owners sold off their businesses in financial distress rather than attempting rescue.

18 Although some of these challenges also impact larger corporations, they impact SMEs more adversely than
large corporations.
19 Insolvency (Amendment) Act 2022 (Uganda).
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2.1. Timely Filing/Commencement and Stigma Challenges

According to Professor Parry, a common reason why corporate rescue attempts are un-
successful is that steps are not taken at a sufficiently early stage, as managers are naturally
inclined to want the company to trade out of its difficulties (Parry 2008, p. 13). For SMEs
in particular, timely commencement of insolvency proceedings is important as a delay
may deplete the few available assets of the debtor, which could impact any chances of a
successful going-concern rescue or restructuring (Jackson 1986; Mokal et al. 2018, pp. 15-6).
Directors often realise that the entities under their control are experiencing financial dif-
ficulties but fail to react in a timely manner. They may continue to engage in ambitious
and excessive risk-taking with hope that they may overcome the financial difficulties.
This may not only prejudice the company, but creditors and other stakeholders as well
(Langford and Ramsay 2021).

In some SME business ownerships, directors are also shareholders (shareholder-
directors) wearing two hats. This may create challenges to efficient decision-making
in times of financial distress. Under the hat of a director, some directors, especially in
emerging economies, may not appreciate the role of formal insolvency procedures, such as
administration, voluntary arrangements or receivership due to procedural requirements,
usually established through statutes or rules (Nsubuga 2021; Adebola et al. 2025). They
usually perceive the procedural rules and processes as creating a degree of burden and
complexity to overcome, which would in turn create costs (such as filing costs and IP
charges) and be time-consuming (where court approval is required).

On the other hand, directors are afraid of being stigmatised with failure
(Ghio and Thomson 2023). Stigma has been identified as one of the key factors in delayed
or failed rescue filings both in developed and emerging economies (McCormack 2007;
Tajti 2018; Nsubuga 2021). Liquidation is perceived as an escape route to preserve dignity
and standing within peers, lenders and overall business communities. In Uganda par-
ticularly, it is a big task for the legislators, regulators, insolvency practitioners and other
stakeholders within the financial sector and business communities to embrace the competi-
tive advantages of business rescue and restructuring, especially within SME ownerships.

This could be achieved through forging a collective effort, first, by a design of legisla-
tive policies that promote and encourage corporate rescue and restructuring, and second,
through education (capacity building and knowledge transfer) from institutions/agencies,
such as the Institute of Corporate Governance Uganda (ICGU) and member associations
of business organisations, such as the Institute of Certified Public Accountants and the
Federation of Small and Medium Enterprises (FSME). This could be complimented by
capacity-building initiatives from professional regulators, such as the Uganda Registration
Services Bureau (URSB) that serves as the overall regulator of business registration and
insolvency-related matters,?’ to enhance the collaboration between professional practition-
ers, such as lawyers, insolvency practitioners, bankers and accountants/auditors and the
business communities, especially SME owners.

Through these measures, insolvency stigma that takes its toll on decision-making
processes by SME business owners or directors in insolvency, premised on information
asymmetry, capacity building and knowledge sharing within business communities, may
be remedied. This may, in turn, present a competitive advantage in the sense that the
efforts taken by the regulators or member associations to incentivise corporate rescue
and restructuring in times of financial distress are impactful. This is because stigma can
adversely impact the functionality of an established legal framework with associated policy
objectives (Sousa 2013; Ghio and Thomson 2023).

20 Further information available online: https:/ /ursb.go.ug/ (accessed on 28 October 2025).
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Although the intensity or impact of stigma may vary from jurisdiction to jurisdiction
(Martin 2003; Howell and Mason 2015), it may be more impactful in emerging economies,
such as Uganda. During the stakeholder workshop conducted as part of the study of SME
failures, participants echoed the concern that as much as business success is a celebrated
and recognised achievement from local communities in Uganda, failure can equally be
a platform for ridicule and resentment among business communities and peers. Failure
on the part of the owner or directors may not only impact the reputation of the business
but also that of the owners as, at times, lenders may base their decisions on the reputation
of the owner(s). Hence, upon financial difficulties, the owner may be more inclined to
informally liquidate the business to preserve their dignity and standing within their com-
munities and business peers to avoid being tainted with the stigma of failure (Wanyina 2023;
Kayongo 2024).

Therefore, despite liquidation being recognised as an efficiency-enhancing mechanism
(Baird and Jackson 1984) and sometimes used as a rescue tool in high-income countries
(Keay and Walton 2024), the lending practices and attitude from certain creditors (usually
through coercive security instruments) may force business owners to informally liquidate
and open a new business rather than adopt formal corporate rescue or restructuring
proceedings (per survey response in Figure 3 above). Therefore, despite less awareness
or knowledge of existing formal corporate rescue measures from Uganda’s regulators
and other key stakeholders, stigma has created challenges within business communities
with complying and/or respecting already established corporate rescue and restructuring
legal structures, that is, the willingness to comply with the legal and policy frameworks to
achieve the intended policy objectives.

2.2. Time and Cost Constraints in the Insolvency Process

In developed economies, such as the UK, it is recognised that where a company is
insolvent or bordering insolvency, the task and/or duty for the directors is to consider
creditors’ interests (along with those of the members/shareholders) as a “must” or to ‘act
in the interests of creditors’ once the company is in insolvent liquidation or administration,
as creditors’ interests become paramount.?! This is to avoid or limit further losses for
creditors where eventual insolvent liquidation takes effect. This practice is not formally
established or recognised in Uganda’s insolvency frameworks. Nevertheless, some of
Uganda’s formal insolvency processes, such as administration and arrangements, may
take “some time” to be fully executed in a formal setting. For example, the administration
procedure as a main driver of corporate rescue is a two-stage procedure consisting of
provisional administration?? and formal administration.?

Provisional administration is an initial stage taken by company directors with the
provisionally appointed administrator to consider the viability of the company. This is to as-
sess whether the company has sufficient business assets to instigate insolvency proceedings
while formal administration proceedings are initiated to administer the administration deed
executed by the company in agreement with creditors.?* This exercise may last up to thirty
days,? during which an agreement must be reached between the company, provisional
administrator and creditors for a formal administration deed to be executed to initiate
formal administration proceedings.?® Where the administration deed is approved, the

21 BTI2014 LLC v Sequana [2023] UKSC B.C.C 32, 11, 165, 176. per Reed LJ and Briggs LJ.
22 TInsolvency Act 2011 (Uganda), ss. 138-161.

2 TInsolvency Act 2011 (Uganda), ss. 162-174.

24 Insolvency Act 2011 (Uganda), s. 162.

2 Insolvency Act 2011 (Uganda), s. 145(1)(a).

26 TInsolvency Act 2011 (Uganda), s. 148.
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company formally enters into formal administration proceedings. For an SME in financial
distress, this may prove a critical period in its recovery journey.

Moreover, there are less incentives for SMEs faced with financial difficulties to consider
formal insolvency and debt restructuring proceedings in their turnaround endeavours. This
is due to a misconception that formal insolvency and restructuring processes are expensive,
time-wasting and involve protracted procedural and judicial hearings that are expensive
and provide insolvency practitioners a window of opportunity to financially exploit an
already ailing business; hence, the preference for informal approaches (Kashaija 2023;
Wanyina 2023).

It is common practice within Uganda’s business communities and private sector at
large to prefer consensual out-of-court workouts between creditors and debtors due to
loan instruments and market settings (usually, with one big or strong creditor, such as
the bank or institutional lender). This preference is premised on the notion that debtor—
creditor workouts/agreements are usually faster to conclude and are a more cost-effective
means of restructuring a company compared to administration that would involve a two-
stage process (as explained above). Hence, compromises between debtors and creditors
are the most adopted ones as these can be proposed and agreement reached (in a time-
saving manner) where three quarters of the value of creditors agree to such compromise or
arrangement.”” The agreements then become binding on all creditors, the company itself,
the liquidator and other stakeholders of the company.?8

However, the concern is that most of the compromises are driven by the secured
creditor(s) and tend to inhibit adoption of inclusive formal insolvency procedures that are
rescue-oriented to serving broader stakeholder interests as a whole over selfish recovery
mechanisms that do not serve creditors’ interests as a whole (Mokal 2005). Moreover, insol-
vency practitioners (where involved) prefer to use more practical and simplified procedures
that enhance a quick resolution, usually a quick sale of business assets rather than formal
routes, such as administration. Therefore, cost constraints (including commencement and
participation costs), together with protracted and prolonged procedural requirements,
have greatly swayed the debtor away from the formal restructuring routes, in favour of
informality as supported by the findings in Figure 4 below.

To what role(s) as an insolvency practitioner have you been appointed in the last 5 - 10 years?

0.0 Receiver Administrator Liquidator Other:

Figure 4. Indicating that most IP appointments have been for liquidations.

27 Companies Act 2012 (Uganda), ss. 234-236.
2 Companies Act 2012 (Uganda), s. 234(2).
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2.3. Creditor—Debtor Involvement and Protection

Like many other sovereign jurisdictions, Uganda’s insolvency framework prioritises
value maximisation and protection of creditor interests as a whole, but to the extent that they
are the de facto owners of the insolvent company’s assets upon insolvency.?’ Consequently,
this level of protection equips SME creditors with more armoury to influence, if not dictate,
the insolvency process. Uganda’s legal framework prescribes collective decision-making
in processes, such as arrangements®’ and reconstruction and amalgamations,® through
meetings and voting with a minimum quorum.? However, many SME creditors do not

actively engage in such collective negotiations,®

usually due to the possibilities of nil
recoveries premised on ownership, capital and loan structures (Osekenye 2023). In certain
proceedings, such as restructuring proceedings, powerful secured creditors exercise more
control and influence other creditors to vote in favour of the proposed restructuring plan,
which is nevertheless binding on the minority upon approval by the required quorum
(Tirole 2006, pp. 389-95; Payne 2022). This is unlike the position, for instance, where SMEs
opt for liquidation as creditor entitlements are well defined in legislation.

Debtor participation and protection is, therefore, key, especially in setting and pursuing
corporate and restructuring specifically in SMEs. There is a need to amplify and support a
so-called debtor-in-possession model in Uganda’s insolvency framework, like is the case
with other developed jurisdictions, such as the UK and the EU (Kelch 1991; Triantis 1993).
The DIP is defined as the same person as a pre-petition debtor unless a trustee is appointed.
Traceable to the U.S. bankruptcy reorganisation of the equity railroad receiverships of
the 19th and early 20th centuries, the DIP is the existing management/directors of the
debtor before filing for insolvency or restructuring / reorganisation proceeding (Tufano 1997;
Skeel 2004; Nsubuga 2022).

A DIP model would be advantageous to SME rescue as existing directors” knowledge,
expertise and network of business contacts concerning the debtor’s business and financial
affairs are usually uninterrupted and may be useful in attracting not only creditor support
for approving proposed plans, but also other imperatives, such as rescue financing requests.
From this perspective, directors may undertake timely and voluntary initiation of debt
restructuring proceedings, as the fear of losing control of the business (and stigma of failure
as discussed above) may be overcome. As such, this approach may be beneficial to the
debtor’s rescue prospects (Payne 2014; Van Zwieten 2020).

3. The Proposed Toolkit

This paper has established that the key challenges impacting SME insolvencies in
Uganda and the quest for an efficient resolution framework could be remedied through
regulatory, legal and procedural reforms. This finding is greatly supported by surveyed
insolvency practitioners who believed that a special insolvency law or framework specif-
ically for SMEs in financial distress is urgently desirable (per Figure 5 below). This is
because enhancing the creation of new business support for the growth of existing busi-
nesses and supporting and encouraging business owners to save and invest to accelerate
economic growth are some of the key characteristics of a well-functioning financial system
(Triantis 1993).

2 See generally, Insolvency Act 2011 (Uganda), ss. 140-162; Companies Act 2012 (Uganda), s. 234.

30 Companies Act 2012 (Uganda), ss. 230-234.

31 Companies Act 2012 (Uganda), ss. 230.

32 Companies Act 2012 (Uganda), ss. 230-242.

33 Although sometimes the lack of engagement by SME creditors may indicate trust in the procedure, this is not
the case in Uganda as this is driven by recovery considerations.

https://doi.org/10.3390/1laws15010008


https://doi.org/10.3390/laws15010008

Laws 2026, 15, 8

10 of 20

In your opinion, should Small to Medium-Sized Enterprises (SMEs) have a special insolvency law or framework for support during financial difficulties?

Answer Count
18%
Yes 43
No 10
Other reason: 0

81%

Figure 5. Most IPs are in favour of an SME-specific insolvency law /framework.

However, achieving these objectives in a financial-legal system calls for strong com-
pliance with the rules or laws that establish, enforce and regulate strategic relationships,
such as the financial-corporate relationships in that financial system. Non-compliance
to these rules by invested stakeholders in the financial system may lead to unregulated
financial practices and arbitrary enforcement of the rules or policies which may impact the
functionality of the overall legal-financial system.

At present, there exists a lack of a harmonised regulatory framework for the activities
carried out within Uganda’s formal business communities and financial sector at large
that, in turn, impacts the design of a streamlined legal framework, including an efficient
insolvency regime (Kainobwisho 2024). The impact of such absence is that business activi-
ties, which are mainly driven by credit, become subsumed in dispersed regulatory spheres
which in turn clog the effectiveness of the regulatory and policy frameworks, especially on
corporate rescue and the sustainable financial system as sought by the legal regimes. Hence,
when challenges, such as corporate and financial distress, arise, there is the challenge of
appropriating an efficient framework, within which those challenges may be addressed.
Efficient resolution of SMEs in financial distress in Uganda’s legal framework is one such
challenge that is in need of addressing. This section provides a recommended toolkit
that if adopted and transposed into the legal framework may shape the functionality of
the business rescue system that would solve the high-rate failures of SMEs in Uganda’s
business communities and financial system at large.

3.1. Super-Priority Rescue Funding for SMEs

As discussed in this article, one of the biggest obstacles for SMEs in financial distress
is the absence of a streamlined pathway to rescue financing; a critical aspect of preserving
the company’s business, it is often considered less relevant for MSE restructuring since
most special frameworks are focused on larger corporations.

Although the availability of rescue financing is not in itself a guaranteed remedy
to the business’ financial troubles, its availability provides a springboard upon which
rescue approaches may be drawn. For instance, rescue financing may lead to a streamlined
restructuring plan for saving a company from financial difficulties. This is because, while a
corporate and/or business rescue plan may focus on immediately stabilising the company’s
financial operations, a restructuring plan may focus on broader and longer-term strategies,
such as the company’s operational structure and sustained viability (Ellina 2025).

This would enhance the potential to restore critical supply chains, revive going-concern
value, safeguard jobs and increase the chances of recovery, thereby improving economic
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livelihoods. However, achieving these objectives can be both legally and procedurally
challenging due to the absence of statutory frameworks established through company and
insolvency legislation as is currently the case within Uganda’s legal framework. This raises
the question as to whether a market-based or a regulatory approach is the proper approach
to strategically dealing with SME rescue financing.

3.1.1. A Market-Based Approach?

In Uganda, the most available source of rescue financing is additional borrowing, be it
from existing lenders (banks and institutions) or private loan providers. Potential rescue
financiers approach lending inquiries on the basis of the needs of the financially distressed
entities with no certainty that such inquiries for rescue financing will be approved /assured.
This creates a gap between the objectives of corporate rescue and the realities faced by the
debtor and appointed insolvency practitioner, which in most cases results in failed rescue
plans, and eventual adoption of liquidation measures (Wanyina 2023).

Uganda’s rescue finance is heavily market-based, yet it is under-regulated. In an ideal,
well-functioning and well-regulated debt/finance market, the test for loan capital or rescue
finance is the viability>* assessment by potential creditors, where a market evaluation by
creditors analysing the nature and degree of risk is undertaken before deciding whether
to finance a financially distressed business. This is the so-called market-based approach,
free from legal interference (Payne and Sarra 2018). Although legal interference in the
form of regulation would facilitate and enhance the functionality of the finance market, the
overall premise is that financially distressed but genuinely viable entities would be able
to secure rescue financing, facilitated by the market itself (Campbell 2018). The concern
with Uganda’s financial market is that it is overwhelmingly dominated by banks and other
financial institutions as repeat lenders to businesses, especially SMEs, and to a lesser extent,
family and close friends.

Banks as secured creditors play a key part in the rescue of financially distressed SMEs
in Uganda’s business sector. Firstly, due to their proprietary interests in the company’s
assets established through loan deeds, and secondly, as rescue financiers whenever a need
for rescue financing arises. However, they strategically secure both fixed and floating
charges with priority and seniority enforcement rights in their debenture agreements to
leverage the distinct advantages such charges entail. Such leverage can complicate the
process of securing rescue finance, as other lenders/financiers are outcompeted which
creates a regulatory problem (Kashaija 2023). For example, fixed charge holders would rank
in priority over other creditors, including potential rescue financiers, and this would also
mean that existing company assets subject to the charge may not be used to secure rescue
financing arrangements without the consent of the fixed charge holder (McCormack 2007;
Paterson 2018; Abudu Sallam 2023).

Moreover, a market-based solution to financial distress involves negotiations between
the company itself, existing secured creditors and new creditors (rescue financiers) in a
subordinated manner. These negotiations are usually protracted yet critical to SMEs in
financial distress (near insolvency). Challenges, such as information asymmetry, where po-
tential creditors/rescue financiers lack accurate information and data about the company’s
viability, exacerbate the perception that these companies are not worthy of refinancing

34 The term viability may be used to refer to either the “economic” or “financial” status of an entity. While

economic viability refers to the comparison between the debtor’s going-concern and liquidation value, financial
viability refers to either the solvent or insolvent status of the entity. However, an entity may be deemed
insolvent or imminently insolvent based on a cash-flow or balance sheet basis or when still technically solvent
but facing a reasonable likelihood of insolvency. On the other hand, financial viability can also be construed as
an aim of a corporate debt restructuring procedure or as a necessary precondition to achieving the desired
financial status of the entity. See further (Tsioli 2023, 2025).
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as going concerns. This may lead to undervaluation of the business in financial dis-
tress, impacting the willingness of potential rescue financiers to invest in such businesses
(Adler and Triantis 2017).

In addition, to be fruitful, a certain degree of compromise between the parties
must be made, which is rarely the case in Uganda’s business sector as, usually, repeat
lenders are more focused on enforcing and recovering their interests upon default than
rescue (Nsubuga 2021). There is, therefore, a need to explore legislative and/or regula-
tory intervention specifically targeted at enhancing and facilitating SME rescue financing
within Uganda’s financial sector as legislative intervention may inform market solutions
and outcomes.

3.1.2. A Regulatory Approach?

In 2022, the IA 2011 was amended by the Ugandan Parliament to improve some of
the previously identified areas that presented challenges to both insolvency practice and
regulation (Nyombi 2018; Nsubuga 2021; Kainobwisho 2024). Among the changes brought
by the 2022 amendments was the introduction of post-commencement rescue financing
in administration and arrangement proceedings.>® To qualify for the established rescue
financing, the debtor, together with the appointed administrator or supervisor (under an
arrangement), must satisfy the creditors and court that the acquired rescue financing is to
facilitate the administrator or supervisor with financial armoury in pursuing the objectives
of administration or the facilitation of a successful arrangement.

Therefore, once both creditor and court approval is secured, the officeholder (adminis-
trator or supervisor) may exercise power to grant security over the debtor’s property to
obtain rescue financing necessary to steer the business back to a healthy financial position.
However, the amount the officeholder may borrow is limited to the value of the debtor’s
unencumbered assets at the time of the execution of the administration deed or the ap-
proved arrangement (Kayongo 2024). Although the limit on the amount borrowed is set to
guard against the exposure the rescue financier may encounter, ensuring that the debtor has
sufficient security at its disposal to cover the post commencement debt, this limit and/or
restriction creates a challenge for SMEs in financial difficulties as the post-commencement
rescue financing can only be obtained on the debtor’s unencumbered assets at the time of
execution of the deed.

Yet, availability and extension of rescue financing is a key driver for a going-concern
rescue of the financially distressed business, especially SMEs with small capital structures.
This ensures, at least in the interim, the continued operation of debtor’s business operations
to avert unnecessary liquidations (The World Bank 2020). At present, some provisions
within the IA 2011, such as administration,® come with moratoria provisions which afford
the debtor some protection and space to seek rescue financing from creditor enforcement
actions. A moratorium stays all creditor enforcement actions or any other legal proceedings
against the company during the administration process, lasting up to ninety days once
invoked by the debtor.3” Therefore, it provides breathing space for the debtor during which
actions such as sourcing rescue financing to fund critical supplies of goods and key service
contracts may be undertaken.

However, despite the availability of such a provision, its impact has yet to be realised
in terms of usage and eventual impact on corporate rescue, especially SME rescue. This is
because administration is a collective procedure that, once invoked, may impact certain
creditor rights. Yet, most secured creditors in Uganda are more interested in the power

%5 Insolvency Act 2011 (Uganda), s. 164A.
36 See note 8 above.
37 Insolvency Act 2011 (Uganda), s. 139 (4); s. 164.
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to enforce their security rights upon signs of financial distress or default. Consequently,
they are generally less willing to extend credit in the form of rescue financing to financially
distressed businesses due to concerns over the status, protection and ranking of the new
security rights as there lacks specific and/or substantive legislative protection for rescue
financing within the IA 2011 to this effect.

As a result, administration as the main rescue-oriented procedure in Uganda has not
been fully embraced and used by businesses and SMEs, in particular, while in financial
distress. Its adoption and usage, and the adoption and usage of other formal corporate
rescue processes, have been relatively low. Instead, there has been a particular preference
for administrative receivership® from the business communities (including professional
insolvency practitioners and lenders) due to flexibility in drafting security instruments
that afford priority rights, enforcement and recovery autonomy, yet most receivership
proceedings result in liquidations (Nsubuga 2021; Kashaija 2023).

At present, Uganda’s legal framework lacks statutory priority specifically for SME
rescue financing. This implies that any priority to SME rescue financing must be individu-
ally negotiated with potential rescue financier(s). There is, therefore, a need for legislative
intervention for SME-specific rescue financing to boost SMEs rescue in this regard. Legisla-
tive intervention may involve, for example, introducing formal rescue financing provisions
with clear guidelines through amendments to the IA 2011 and CA 2012 granting statutory
super-priority to SME rescue financing. Formal super-priority may elevate rescue financing
to precede all insolvency expenses, and rank equally in priority with fixed charge hold-
ers. This would incentivise fixed charge holders to consider rescue financing (a notion
of going-concern rescue) as opposed to enforcing and recovering their interests, through
non-collective procedures, such as administrative receivership and liquidation.

3.2. Streamlining the Role of IPs to Meet SME Demands

Integrity in the insolvency process is another concern discussed by participants at the
stakeholder workshop and insolvency practitioner surveys. This was especially on issues
such as IPs’ sale of assets, management of the insolvent estate, IPs” fees and objectivity
in terms of conflict of interest. On the sale of assets aspect, some participants mentioned
that IPs are interested in sales because of the commission that they receive. They are often
unwilling to rescue, which impacts the overall objective of corporate insolvency law, which
is corporate rescue as opposed to liquidation (Wanyina 2023).

Hence, the task at hand would be on working out how existing Insolvency Practitioners
Regulations® and the IA 2011 (as amended) would be used to guide the sale of assets,
including on issues of due diligence, such as obtaining valuation reports, advertisement of
assets for sale and efficient accountability on the sale and IP fees.

Part of the reforms to the IA 2011 introduced via the 2022 reforms was the introduction
of the offence of unlawful dealing with the assets of the debtors to deprive or delay creditors’
claims during the insolvency proceedings. Amendment 8 of the Insolvency (Amendment)
Act, 2022 provides that a person who conceals, disposes of, or creates a charge on the
property or removes any part of it with the intention of depriving or delaying creditor
claims within two years before the commencement of insolvency proceedings commits
an offence. The offence is punishable on conviction with a monetary fine not exceeding
two hundred and fifty currency points or a custodial sentence (imprisonment) of up to five
years or both.’ The aim is to deter potential offenders from unlawful mismanagement

3 TInsolvency Act 2011 (Uganda), ss. 175-197.
% The Insolvency Practitioners Regulations (Uganda) 2017.
40 Tnsolvency Act 2011 (Uganda), s. 19A.
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of the debtors’ insolvent estates, protect the debtors” assets, relative value and maximise
distributable value to all invested creditors/stakeholders.

Although the Insolvency Act 2011 and the Insolvency Practitioners Regulations (2017)
have some provisions on the integrity of the process, it is important as a starting point to
understand the obligation of the IP to the client and to the IPs themselves. This would then
guide IPs on issues such as IP fees, and how concerns as to the structure of IP fees and
professional integrity are approached such that they do not undermine the objectives of the
law and regulations.

The next section briefly explores some of the best approaches adopted by India and
New Zealand in streamlining the role(s) of IPs as a measure of improving insolvency
regulation and practice, and how Uganda’s cause may be shaped by these approaches. The
rationale for choosing both India and New Zealand is driven by the notion that by drawing
from the regulatory and procedural aspects adopted by India and New Zealand, key
concerns around transparency, IP remuneration, valuation, etc., that inhibit the adoption of
formal insolvency procedures by SMEs may be addressed.

3.2.1. India: Creation of a Regulated Insolvency Profession

Prior to the enactment of the Indian Bankruptcy Code (IBC) in 2016, insolvency prac-
tice in India did not exist as a distinct profession. The bankruptcy/insolvency process
was heavily driven by courts who had to decide matters of disputes and hand down
insolvency/bankruptcy-related judgments, despite a dearth of expertise in the field of
insolvency. While accountants and lawyers advised their clients on matters related to credit
instruments, enforcement and recovery mechanisms, they did not have a formal role within
the insolvency process (Bankruptcy Law Reforms Committee 2015). There was therefore
a need to ensure that professionals formally involved in the insolvency /bankruptcy pro-
cess are professionally regulated to improve the effectiveness and integrity in the service
(Kumar and Sundaresh 2018).

Following the passage of the IBC in 2016,*! a new insolvency regime was introduced
in India. The IBC (2016) defines an insolvency professional as a person enrolled with an
insolvency professional agency and registered with the Insolvency and Bankruptcy Board
of India (IBBI).*? The IBC (2016) provided for the creation of a central state regulator—the
Insolvency and Bankruptcy Board of India (IBBI)*3*—to regulate the Insolvency Professional
Agencies (IPAs), which are deemed recognised professional bodies (RPBs), holding them
accountable for the professional conduct and/or misconduct of their member IPs. This is a
co-regulatory system of insolvency practitioner regulation.

The co-regulatory system involves IPs being directly regulated by their recognised pro-
fessional bodies (the IPAs), which are themselves regulated by the designated government
agency—the IBBI. The powers and functions of the IBBI are set out under s.196(1),** and
these include, inter alia, registration and accreditation of insolvency professional agencies,
insolvency professionals and information utilities, issuing procedural guidelines to IPs, IPA
and information utilities, promoting transparency and best practices in insolvency practice
and enforcing the code within the profession, in addition to imposing disciplinary sanction
upon breach/non-compliance with the Code.*®

To ensure professional competence, transparency and integrity, the IBC (2006) made
it a requirement that at least a quarter of the directors of an IPA are registered insolvency

41 TInsolvency and Bankruptcy Code 2016 (India).

42 Insolvency and Bankruptcy Code 2016 (India), s. 2(19).
43 For the IBBI and its mandate, see https://ibbi.gov.in/en (accessed on 12 October 2025).
4 Tnsolvency and Bankruptcy Code 2016 (India), s. 196(1).

45 For a full list of the powers and functions of the Insolvency and Bankruptcy Board of India, see https:
//ibbi.gov.in/en/about/powers-functions (accessed on 28 October 2025).
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professionals. This affords a broader scope of expertise within the field of insolvency which
in turn enhances the potential quality of services rendered, as opposed to a field where IPs
are predominantly accountants or other professionals. The Insolvency and Bankruptcy Board of
India (Insolvency Professionals) Regulations (Insolvency and Bankruptcy Board of India 2016)
provides for all RPB members (including the IPA for IPs) to satisfy a combination of prior
experience and passing a qualifying examination prior to registration and licensing as an IP.

To ensure compliance, the IBBI as the regulator is vested with power courtesy of
the TBC (2016)* to establish a disciplinary committee. The disciplinary committee is
vested with powers to deal with disciplinary matters relating to the insolvency profession,
including imposing sanctions to IPAs, IPs and agencies engaged in insolvency work for
professional non-compliance.?’

However, most noticeable is the provision for creditor committees to play a key role
not only in the procedural aspects of the case at hand, but also in the resolution of disputes
that may arise in each insolvency proceeding. To that effect, the insolvency resolution
process is co-driven by a committee of creditors (COC) alongside the appointed IP. The COC
comprises all unaffiliated financial creditors of the debtor company who must approve
the appointed IP in the first meeting, by way of a majority vote of at least 66 percent. The
appointed IP may make proposals on procedural and day-to-day aspects of the resolution
framework, but the COC again must vote to approve such proposals. These may include
issues on the manner of insolvent distribution, IPs” fees/remuneration and management of
the debtor’s estate, among other issues which are usually challenging in an insolvency or
restructuring proceeding (Kumar and Sundaresh 2018).

3.2.2. New Zealand

New Zealand is another jurisdiction from which Uganda can draw guidance in im-
proving its insolvency practice and regulatory framework. Like India, New Zealand also
adopts a co-regulatory approach where RPBs license and regulate IPs while the RPBs are
themselves regulated by the government regulator. The main RPBs are the Restructuring
Insolvency and Turnaround Association of New Zealand (RITANZ)*, regulating IPs, and
the Chartered Accountants Australia and New Zealand (CAANZ)* regulating accountants.
There is no statutory definition for an IP in New Zealand. However, it is generally accepted
that the role of IP may include holding office as an administrator, receiver or liquidator
(Brown et al. 2017).

To ensure efficient governance and regulation of insolvency practice to meet the
intended policy objectives of its insolvency laws and regulations, the RITANZ Code of

professional practice and the Insolvency Practitioner Regulation Act 2019>°

set compliance
benchmarks for all IPs. RITANZ is an incorporated society established in New Zealand, in
2014, by members of the insolvency profession to promote high standards of practice and
professional conduct in the insolvency and corporate restructuring profession. However,
licensing of IPs is under the auspices of accredited RPBs, approved by the Registrar of
Companies courtesy of Insolvency Practitioner Regulation Act 2019. Provided the RPB is

satisfied that the applicant meets the prescribed minimum standards, and is, therefore, fit to

46 TInsolvency and Bankruptcy Code 2016 (India), s. 220.

47 Further information on disciplinary committee available online: https://ibbi.gov.in/en/about/disciplinary-
committee (accessed on 16 October 2025).

Restructuring Insolvency and Turnaround Association of New Zealand (RITANZ). Further information
available online: https://www.ritanz.org.nz/ (accessed on 12 October 2025).

Chartered Accountants Australia and New Zealand (CAANZ). Further information available online: https:
/ /www.charteredaccountantsanz.com/ (accessed on 12 October 2025).

Insolvency Practitioners Regulation Act 2019 (NZ).

48
49

50
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hold office, the RPB would issue a practice licence,®! and with effect from 1 September 2020,
IPs in New Zealand are required to be licensed before undertaking any forms of insolvency
appointments or engagemen’cs.52

Consequently, membership of the RITANZ is a condition for IPs to be licenced in New
Zealand. However, several factors, such as good character, must be met for the applicant IP
to be licenced by RITANZ. RITANZ has jurisdiction to decline such licencing application
upon failure to meet expected standards of good professional standing. Where licensing has
been declined by RITANZ, the applicant IP may then appeal to the High Court to review
the decision of RITANZ.5 For example, in Grant v Restructuring Insolvency & Turn-around
Association New Zealand,>* Mr Grant’s application to RITANZ was declined due to failure to
meet the good character test.

Mr Grant had 34 prior convictions for dishonesty, including a series of credit card
frauds and other related serious share theft frauds, committed while he was 22 years of age.
Fast-forward, he had not re-offended for almost twenty years, trained as an economist and
had set up Waterstone Insolvency—an insolvency firm employing over twenty employees—
and been appointed to over 800 insolvencies. Not a qualified accountant, membership of
RITANZ provided a route to continue practicing as an IP. Nevertheless, his application was
declined by RITANZ and upheld on appeal by the High Court. Following judicial review, a
second panel hearing recommended by the High Court, RITANZ subsequently approved
his membership.

In addition to good character, the RITANZ Code and the Insolvency Practitioners
Regulation Act 2019 impose further duties on IPs, such as a duty to report where they have
reasonable grounds to believe that a serious problem has arisen in relation to a company
to which they are undertaking insolvency engagements.”> And to uphold integrity in
insolvency profession, IPs are prohibited from buying any assets under the administration
of a practitioner and IP firms must establish policies that prohibit IPs, their partners, staff,
their respective relatives and entities or any other material interest unless approved by the
RITANZ Code.*® The only exception to the rule on IP acquisition of assets is where those
assets are available to the general public for sale and no special treatment, information or
preference over and above that granted to the public is offered to or accepted by the IP,
his or her partners, firm, staff and respective relatives, or where the sale is approved by
the court.””

On the issues of IP fees/remuneration, it is a requirement that fees must be reasonable
in a sense that they are proportionate to the nature, duties, complexity and extent of work
undertaken by the IP.8 IP fees must be meaningfully and openly disclosed to creditors
and market forces may determine reasonable fees.” In addition, parallel or subsequent
IP appointments are permissible, but the appointing creditor is prohibited from coercive
or derogatory behaviour. IPs and firms are responsible for the professional behaviour
and statements of their staff.®* The new appointed IP is required to give at least a day’s
notice to the incumbent, and the replaced IP is required to assist in a timely and efficient

51 Insolvency Practitioner Regulation Act 2019 (NZ) s. 9(2).

52 Insolvency Practitioner Regulation Act 2019 (NZ) s. 5.

% See Grant v RITANZ [2020] NZHC 2876, 13.

5 Grant v Restructuring Insolvency & Turnaround Association New Zealand Inc (RITANZ) [2020] NZHC 2876.
55 Insolvency Practitioners Regulation Act 2019 (NZ), s. 60.

%  RITANZ, Principle 5.1.

57 RITANZ, Principle 5.2.

% RITANZ, Principle 9.1.

5 RITANZ, Principle 9.2.

60 RITANZ, Principle 6.7.
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manner with the transfer of records and information, without compromising their own
legal position.®!

Therefore, if Uganda is to achieve the intended objectives of both the law on the books
and law in practice, integrity as a critical aspect of insolvency law in practice needs to be
at the forefront. This is because the ability of reforms to the law on the books to deliver
the desired change hinges on the ability of the insolvency practitioners to deliver on their
statutorily allocated roles. Hence, the need for a special focus on the law in practice to
address the challenges around ethical and procedural professional safeguards in Uganda’s
insolvency framework, especially on issues such as IP fees, sale of assets to connected
parties and transactional transparency. It is envisaged that such international approaches
may be used to guide Uganda’s approach in embedding these practices to enhance service
user confidence in the insolvency profession.

4. Conclusions

This paper has analysed the question of high-rate SME failures within emerging
economies, spotlighting Uganda as a case study. It has established and analysed the
key challenges faced by SMEs in financial distress in Uganda and devised a toolkit that
if adopted, may shape the approaches that would remedy these key challenges. This
would effectively and efficiently support SMEs to overcome their financial difficulties,
continue trading to enhance their economic growth and financial stability and improve their
livelihoods. The devised toolkit may be impactful in shaping legal and regulatory reforms
that could address the key challenges, especially rescue financing, building proximate
professional relationships between SME business owners and IPs and cutting costs and
time constraints for ease of rescue and restructuring filings.

This paper has advanced the notions that availability of a well-regulated financial
system and access to financial services and products would be a key factor that may
incentivise business owners in Uganda to efficiently plan, manage and balance their income
and expenses, and manage current and projected financial and business risks to enhance
business growth and productivity, especially within the SME sector (Laeven et al. 2008). This
may not only lead to business investment, but also human/physical capital development
and loan capital, such as rescue financing. Financial services availability may also serve as
an intermediation that encourages and promotes easy access to financial credit for start-up
capital or business improvement/rescue financing (Prochniak and Wasiak 2017). It may
also lead to a reduction in the cost of credit, which has the benefit of overall reduced
transactional cost of loan capital or credit, which makes the financial economy more
competitive (Esso 2010).

For example, costs and time constraints were identified as one of the key factors
impacting efficient SME rescue in Uganda. However, these challenges could be addressed
by following the devised toolkit. For instance, commencement filing charges and fees
could either be waived or significantly reduced for SMEs. Electronic filing through easily
accessible technological tools should be encouraged by the URSB in its capacity as the
official registrar of businesses and government official receiver.

This may significantly simplify procedural administrative complexities, such as in-
person court appearances for hearings for approvals, shorten waiting times for creditor and
court notice periods and simplify financial reporting of SME cases. It may also improve
the transparency regarding insolvency and restructuring filing and reporting, availability
and accessibility to reliable financial information for SMEs owners and other invested
stakeholders. In addition, it may also lower/reduce legal and professional consultation fees

61  RITANZ, Principle 7.
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for lawyers, accountants and insolvency practitioners to incentivise use of formal routes by
SMEs in financial distress.
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