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1.	 Introduction

As Uganda’s upstream oil project passes critical milestones on the road to commercial production, it is important for 
Ugandans to grasp the opportunities presented.  Since 2006 it has been a key objective of the government to encourage 
participation by local businesses in order to maximise the economic benefits of oil development for the people of Ugan-
da.  This lies behind the creation of UNOC and its key role in oil development.  It is also the reason for legislation and 
regulations promoting Ugandan participation in the project through direct employment and the provision of goods 
and services by Ugandan businesses to the international oil companies operating the project.  

The complexity of the Ugandan oil project means that specialist expertise and technology is required which is not 
currently available in the country.  Whilst it is accepted that this must be provided by established international en-
gineering, construction and oil field service companies, such companies are encouraged to establish joint ventures 
with Ugandan businesses to stimulate the creation of a local specialist business sector.  This approach has been used 
successfully in other oil producing countries such as Kazakhstan and Nigeria.

The purpose of this article is to highlight some key issues that need to be considered in setting up such a joint venture.  
It has been prepared on the basis that a joint venture (‘JV’) is established by a Ugandan business and a single foreign 
partner.  JVs with more than two parties are possible, but less common. 

2.	 Choosing a JV partner

Whether the prospective JV partner is able provide the required goods and/or services is likely to be uppermost in 
choosing a partner.  However, before establishing a JV, the parties should also consider more subjective areas such as:

•	 Has an effective working relationship been established between the key decision makers on both sides?

•	 If the prospective JV parties use different languages in day-to-day business communication, how is translation to 
be managed to ensure that there is complete clarity in communication between them?

•	 There may also be differences in business culture: how are these to be managed to avoid misunderstandings and 
friction between the parties?  

For a Ugandan business, the first indication of some of these issues may arise in the ‘due diligence’ phase, when the 
prospective JV partner requires to see detailed financial and legal information about the business.  For a family-owned 
business the request to disclose private information about sensitive matters such as tax and finances may present a 
challenge.  There are also likely to be questions about relationships with government and business ethics which may 
seem impertinent to the uninitiated.  These issues should be taken seriously as they are usually driven by the need 
to comply with anti-corruption legislation in the prospective JV partner’s home jurisdiction.  Such issues will also 
affect the day-to-day running of the JV if it goes ahead.  Careful preparation for due diligence is essential and it is very 
important to consult with experienced advisers prior to starting the process of establishing a JV.  And of course the 
Ugandan party should also consider what due diligence it needs to perform on its prospective partner: this should not 
be a one way street.

3.	 What kind of joint venture?

Once the prospective JV partners have taken the decision to proceed to the next step, a decision needs to be made about 
the type of JV to be used.  This will be influenced by many factors including the requirements of local content regula-
tions issued by the Ugandan government and the nature of the joint business.  The most commonly used structures 
are the following:

•	 A JV company: this is a common approach and requires the parties to set up a company to carry on the JV activity.  
This will be a new legal entity separate from either of the JV partners.  It will generate its own revenues and costs, 
requiring its own board of directors, management, assets, financing, financial statements and tax returns.  This is 
most suitable where the JV is expected to engage in multiple projects over a long period and is the form aligned 
with the requirements of Uganda’s local content rules.  

•	 An unincorporated JV:  this tends to be used for a single project and is usually based on a contract between the 
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parties defining a specific set of activities associated with that.  No separate legal entity is created and there is 
no need for a separate management structure to be established.  Costs and revenues will be shared between the 
JV parties in accordance with the contract and reflected in their individual financial statements and tax returns.  
Though this may assist towards meeting some local content requirements it will not constitute a Ugandan 
company for the purposes of the local content regulations. 

Legally constituted partnerships between legal entities are also sometimes encountered but are not commonly used in 
Uganda so have not been addressed further in this article.  More complex JV structures with multiple entities are also 
found, but to highlight the key issues this article will focus on the two models described above. 

4.	 Establishing and operating the joint venture

Whatever JV structure is selected, a great deal of careful planning is required to ensure smooth operation.  Critical 
issues to be considered include:

•	 The respective ownership interests of the JV parties.   This will usually dictate how much share capital each party 
is required to invest and the proportion of profit distribution available to each.  Where shares are not equal, care 
will need to be taken to ensure that the interests of the minority party are adequately protected.  In the case of a 
50/50 JV it will also be necessary to consider how to resolve a deadlock when the parties disagree on a course of 
action and in all cases a clear dispute resolution mechanism will be required.

•	 Agreeing the scope of the JV’s activities.  Both parties will have a clear idea of this at the outset but circumstances 
will change over time and it will be important to ensure that everyone is clear what the JV is (and is not) to do, 
particularly if there is a risk of competing for similar new business with one or both of the JV partners.

•	 Appointment of key management.  This will include directors in the case of an incorporated JV.  Executive directors 
and other personnel of the JV will need to be seen as acting in the interests of the JV itself rather than one or other 
of the JV partners.  Each party to the JV will normally appoint non-executive directors to the board to represent 
it.  It may be desirable to have an independent non-executive chairperson to assist in resolving any disagreements. 

•	 Ensuring the JV has the resources it needs to conduct business.  This may include providing assets, transferring 
employees and providing finance.  In the case of an unincorporated JV this is likely to be simply a case of 
designating resources to be used for the joint activity.  In the case of a JV company, it will be necessary to identify 
the legal nature of each provision of resources.  For example, assets may be sold to the JV company, leased to it 
or contributed as consideration for the issuing of shares.  Where assets are transferred, the value will need to be 
agreed between the parties which could be tricky in the case of specialised assets such as intellectual property.  
Where partners provide goods, services or finance to the JV, both parties will need to be satisfied that an arm’s 
length consideration is being provided by the JV in return so as to ensure that one JV partner is not profiting at 
the expense of the other.  Such transfers will also give rise to direct and indirect tax issues.

•	 JV partners will require means to monitor performance of the JV.  Preparation and audit of annual financial 
statements (legally required only in the case of an incorporated JV) will not provide sufficiently timely information 
to monitor the performance of a JV.  Financial reports are likely to be required quarterly or even monthly with 
timely access to JV management to monitor performance against budget.  The partners should also be involved in 
budgeting processes itself.   

In the case of an incorporated JV, a shareholder agreement should be prepared to address all relevant issues.  In the 
case of a contractual JV, the JV agreement should fulfil the same function. 

5.	 Dissolving a JV

Both parties should appreciate that the JV will have a finite life even if it is very successful.  A key part of JV planning, 
often neglected, is ensuring that the parties have a clear exit strategy when the time comes to wrap up the JV.  This 
is likely to be straightforward in the case of an unincorporated JV as the parties will simply terminate the agreement 
between them and continue with their respective businesses.  An incorporated JV will be a different story however as 
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any remaining assets will need to be disposed of and any remaining liabilities (including tax) settled.  In particular, the 
parties will need to ensure that there is an agreed plan to address any contingent liabilities. 

6.	 Other approaches

Given the complexity of establishing a JV, some businesses may prefer a less elaborate form of cooperation, particular-
ly at the start of a business relationship.  One option might be for a Ugandan business to contract with the prospective 
partner to purchase goods and/or services and in turn provide these to the ultimate customer.  The transfer of expertise 
and relationship-building can also be enhanced by seconding staff from the Ugandan entity to the international busi-
ness and vice versa.  There may be other options, depending on the specifics of the respective businesses.      

7.	 Concluding remarks    

Establishing a JV is one of the most complex areas of business and involves the consideration of a wide range of com-
mercial issues.  Tax, financial, legal and human resource aspects are also critical in ensuring success.  For Ugandan 
businesses considering this strategy for the first time, it is important to get the best advice before embarking on the 
establishment of a JV.  We at Cristal Advocates have extensive experience in the area and would be happy to assist, of 
course. 

 

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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