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1. Introduction
Uganda continues to be an interesting investment destination for multinational groups of companies (‘MNCs’) and we expect
its attractiveness to increase as the country moves towards oil development in future. Tax is a critical area for investors to
consider and the purpose of this article is to provide a brief overview of some key Ugandan tax considerations in structuring
new investments in the country.

2. Branch or subsidiary?
The first question a potential investor will need to consider is whether to establish activities via a new Ugandan subsidiary
or a branch of a foreign legal entity (‘FLE’). A branch does not have a separate legal personality from the FLE which created
it and any acts and liabilities of the branch are attributable in law to the FLE itself. In contrast, a subsidiary of a FLE is a
separate legal person and as a result of limited liability rules the FLE cannot usually be held liable for acts and liabilities of
the subsidiary beyond the cost of the shares that it holds unless it has provided a specific contractual undertaking such as a
parental guarantee.
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The taxation of branches and subsidiaries is similar under Ugandan tax legislation so for most MNCs tax will not be a deciding
factor in the choice. Both pay income tax on profits at 30% and both must account for VAT on goods or services they supply
and withholding tax on certain payments they make, etc. The main difference relates to profit repatriation: a subsidiary must
withhold tax on any dividends or other distributions of profit to its shareholders; a branch does not have the legal competence
to pay dividends therefore the Income Tax Act (‘ITA’) requires it to pay an additional tax on the post-tax profits it is deemed
to repatriate to its head office under a formula provided in the ITA. The current rates of dividend withholding tax and branch
profits tax under the ITA are aligned at 15%.
Commercial factors such as the duration and nature of the activities to be carried out are likely to be key to the decision between a branch and a subsidiary. For long-term investors, creating a local subsidiary with its own management and capital
structure will send a signal to customers and other stakeholders that the MNC is committed to the Ugandan market. It may
even be a formal legal requirement for certain activities such as retail banking and telecoms. It may also make it easier to
involve local investors, e.g. via a listing on the Uganda Stock Exchange. Examples of activities where branches are often preferred include major construction projects, drilling and other technical work associated with mining, oil and gas development
and production or other kinds of limited duration service contracts. The hallmarks of such projects are a defined work scope,
timeframe and a specific customer or customer base.

3. Capital structure
Most businesses will require capital to start activities and a critical early decision will be whether to provide this in the form
of equity or debt.
Risk capital will usually be provided via equity, usually in the form of share capital in the case of a subsidiary, though interest-free loans from the parent are occasionally utilised. In the case of a branch such risk capital can be advanced via the
branch’s account with its head office (analogous to equity), which is administratively less complex than issuing shares. Shareholders are rewarded via dividends linked to the profits made by a company which are not deductible in calculating profits for
tax or other purposes. Profits of a branch may be repatriated to the head office without formality.
Financing of less risky activities may be funded via interest-bearing debt either from a related party or from a commercial
lender. In the case of the latter security may be provided via a parental guarantee and/or security over the assets and cashflows of the borrower. Lenders are remunerated by payment of interest which is not usually linked to the profitability of the
borrower. Though debt and equity fulfil a similar economic function in the business, from an accounting perspective interest
is an expense rather than an allocation of profit. For this reason, MNCs have historically sought to minimise tax by maximising the use of tax-deductible, intra-group interest payments to group finance companies in low tax locations. A subsidiary
which has a high ratio of debt to equity is referred to as ‘thinly capitalised’ and most jurisdictions, including Uganda, have
rules to restrict tax deductions in such cases (see below for more information).
In some cases, a parent company, or head office of a branch may contribute assets instead of subscribing for shares in cash or
advancing funds via the head office account. Capital assets are usually subject to a customs duty rate of 0% on importation
and relief from import VAT may also be available. Such assets will be treated as acquired at market value for the purposes of
calculating any tax depreciation available.

4. Dividends
A dividend is a distribution of the profits of the company issuing the related shares which is not an expense for accounting
purposes or tax deductible. Uganda’s domestic tax law applies a 15% withholding tax on the payment of a dividend. This may
be reduced under the terms of an applicable double tax treaty (see below).
A foreign shareholder will usually need to include dividends in its taxable income in the location where it is tax resident. A
credit against the domestic tax liability on dividend income may be provided for any foreign withholding tax deducted. In
certain circumstances, such as satisfaction of a minimum shareholding requirement, the jurisdiction of the shareholder’s
residence may provide an exemption from tax for foreign dividend income, termed a ‘participation exemption’. A similar
exemption may be available to the head office in respect of the taxable profits of its foreign branch.

5. Interest
Like dividends, interest is subject to a 15% withholding tax under Uganda’s domestic tax law although this may be reduced
under an applicable double tax treaty (see below).
Interest is an expense for tax and accounting purposes, rather than a distribution of the profits of the payer. Tax deductions
for interest payments are restricted under the ITA for companies which form part of a group in accordance with the following
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formula:
•

the payer must calculate its taxable profits for the year;

•

to this amount should be added the interest expense for the year and also depreciation and amortization expenses;

•

the maximum deduction for all interest is restricted to 30% of the resulting amount; and

•

any interest which is disallowed may be included in the interest expense for the following year, subject to a three year
carry forward limit and the further operation of the formula.

This limit on interest deductions is applied to all interest, including that payable to third parties.
Branches are subject to the same limitation. As a branch and its head office are part of the same legal person, any ‘payment’
of interest between the branch and head office will be disregarded for tax purposes and not deductible.

6. Intra-group transactions
Most subsidiaries and branches will have transactions with affiliates, for example:
•

management and other service charges relating to information, technology, communications, accounting, legal and other specialist services;

•

royalties in respect of intellectual property such as use of brands, trademarks, technology and know-how;

•

secondment charges in respect of expatriate staff;

•

lease of equipment; or

•

purchase of goods such as stock-in-trade, consumable materials and capital equipment.

Payments of royalties, lease rentals and for services of various kinds provided from outside Uganda give rise to a range of tax
issues. The ITA applies withholding tax at a rate of 15% (which may be reduced under an applicable double tax treaty – see
below). If any part of the service is provided by the service-provider’s staff whilst in Uganda, it will be necessary to determine
whether the service provider itself needs to register a branch here for tax purposes. In addition, these types of payments will
give rise to a reverse charge VAT liability, i.e. the service recipient will itself need to account for the input VAT on the payments at the rate of 18%. In most cases reverse charge VAT may not be taken as a credit against output VAT, so it is a cost to
the user.
In the case of the importation of goods purchased from a related party, the Ugandan entity will need to consider any applicable customs duty and fees, Infrastructure Development Levy (at 1.5%) import VAT (at 18% based on the customs value) and
import withholding tax (effectively a prepayment of the annual income tax on the importer’s profits). Unlike reverse charge
VAT, import VAT can in most circumstances be treated as creditable input VAT.
Transactions with companies which are part of the same MNC will be subject to Uganda’s transfer pricing rules. Detailed
regulations based on the arm’s length principle were introduced in 2011 to supplement the ITA and a similar approach applies for VAT purposes. The East African Community Customs Management Act includes detailed guidance on valuation for
customs purposes.
Special issues arise in the case of transactions between and Ugandan branch and its head office as these are part of the same
legal person. Charges from the head office to the branch are not deductible per se, though reasonable allocations of third-party costs should be, subject to the normal rules regarding withholding tax, transfer pricing and reverse charge VAT.

7. Tax implications of sale or closure
Closure or sale of a branch or subsidiary will give rise to a wide range of tax issues. These should be approached with care, so
it is advisable to give them consideration even when planning the initial investment.
The disposal of a branch takes the legal and tax form of the disposal of the branch assets including goodwill (if any), with proceeds exceeding the tax depreciated value being treated as a taxable gain. VAT should be accounted for on the sale subject to
an exemption which may be available for the transfer of a business, or part of a business as a going concern. Following such
a disposal the repatriation of any after-tax profits will be subject to branch profits tax at the rate of 15%. As the branch has no
separate legal personality it cannot be sold, so it will usually be de-registered following the sale.
In case of a branch created for a specific construction project, at the end of the project branch assets may be repatriated and
the branch de-registered. In this case there is no sale of assets, but they are treated as sold at market value for tax purposes
with any resulting gains being subject to income tax as if there had been an actual sale. The export of assets will be zero-rated
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for VAT purposes.
The sale of a company implies the transfer of shares by existing shareholders. In a case where the shares are sold by residents
(either companies or individuals) any gain on the sale will be taxable income. The position in the case of the sale by non-resident shareholders is more complex. Capital gains derived from the disposal of shares in a company which derives its value
principally from immovable property, either directly or indirectly, are Ugandan source income and taxable under the ITA. It
was recognised that this might limit the ability of Uganda to tax gains realised by non-residents on share transactions, so the
scope of tax was widened in 2018 by the introduction of two additional provisions:
•

capital gains derived directly or indirectly from the change in ownership by 50% or more of a Ugandan company are also
Ugandan source income and taxable under the ITA.

•

where the underlying ownership of a Ugandan company changes by 50% or more over the course of a three-year period,
that company is treated as disposing of all assets and liabilities at their market values and immediately reacquiring them
at the same value, thus crystallising any latent gains.

There is therefore the potential for some transaction structures to lead to taxation both at the level of the seller and that of
the company which is sold.
The sale of shares in a Ugandan company will also entail payment of stamp duty at the rate of 1.5% of the consideration. Share
transactions are not subject to VAT.
The formal closure and de-registration of a company will usually involve the disposal of assets, settlement of debts and repatriation of net proceeds to the shareholders. Any payment to the shareholders exceeding the capital subscribed will be treated
as a distribution and subject to withholding tax at the rate of 15%.

8. Double tax treaties
Uganda has implemented 9 tax treaties which restrict its taxing rights in respect of certain income and gains. The following
table shows the rates of withholding tax applicable to income payable to residents of each of the 9 treaty partner countries.
Treaty country

Dividends

Interest

Royalties

Technical fees

Denmark

10%/15%

10%

10%

10%

India

10%

10%

10%

10%

Italy

15%

15%

10%

10%

Mauritius

10%

10%

10%

10%

Netherlands

0%/5%/15%

10%

10%

0%

Norway

10%/15%

10%

10%

10%

South Africa

10%/15%

10%

10%

10%

UK

15%

15%

15%

15%

Zambia

0%

0%

0%

0%

Notes
•

Rates of withholding tax on dividends vary under some treaties depending on the proportion of share capital held by the
recipient.

•

Withholding tax applies to ‘technical fees’ (as defined) where the recipient provides services but does not create a permanent establishment in Uganda.

Some treaties also limit Uganda’s right to tax gains on the disposal of shares in a Ugandan company by a resident of the treaty
jurisdiction; for example a resident of the Netherlands may be taxed by Uganda on a gain derived from the disposal of immovable property in Uganda but not on the sale of shares in a Ugandan company that derives its value from immovable property.
The benefits of tax treaties have come under scrutiny in recent years and the Netherlands treaty in particular has been heavily
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criticised by some commentators for facilitating tax avoidance by investors. The ITA was amended in 2016 to make it clear
that whilst tax treaties override the provisions of domestic tax law, they will not apply where the resident of the treaty partner
country is not the beneficial owner of the relevant income and does not have economic substance in that country.

9. Conclusions
Potential investors face key decisions in relation to the tax implications of structure they wish to adopt:
•

Should the investment take the form of a subsidiary or the branch of an existing foreign entity?

•

How much capital will be required to fund the investment and how much of this should be in the form of equity, and
how much in the form of debt?

•

What will be the tax consequences of intra-group payments including dividends, interest, management charges, purchases of goods, etc?

•

What will be the tax consequences of an ultimate exit, either at the end of a project or by sale to a third party?

•

Are any benefits under a double tax treaty potentially applicable?

The answers to these questions will vary depending on the nature of the planned investment and the investor’s future
intentions. Critical legal and commercial issues will also need to be considered. For more information about commercially
focused tax and legal investment structures, please contact your usual Cristal adviser for further information.

Cristal Advocates accepts no responsibility for any loss occasioned to any person acting or refraining from acting as a result of material
contained in this publication. Further advice should be taken before relying on the contents of this publication.
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