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Withholding Tax on International Transportation Payments
Impact on the ease of doing business in Uganda

1. Introduction

In March 2021, Uganda’s Tax Appeals Tribunal
(“Tribunal”) ruled in favor of the Uganda Revenue
Authority (“URA”) collecting withholding tax
(“WHT”) at the rate of 15% on freight payments to
non-resident transporters for cargo deliveries into
Uganda from abroad. Though this decision did not
initially attract much public attention, there are
now growing concerns especially as Uganda gears
up for the development phase of its crude oil
discoveries that the prevalent enforcement of this
WHT imposition will make Uganda a less
competitive destination for doing business as this
article highlights.

2. Contention with the law

The decision of the Tribunal notwithstanding, it is
still far from settled whether WHT should apply on
freight payments to non-resident transporters with
both the taxpayers and the URA holding starkly
divergent positions.

The taxpayers argue that there are specific
provisions under section 86 of the Income Tax Act
(“ITA”) that deal with the taxation of non-resident
transporters in Uganda. Pursuant to section 86 of
the ITA, transportation income earned by
non-resident transporters is subject to taxation in
Uganda via the withholding tax mechanism only if
it relates to the delivery of cargo that has embarked,
boarded or originated from Uganda. By implication
therefore, it is the taxpayers’ contention that freight
payments to non-resident transporters for cargo
deliveries into Uganda from abroad are not taxable
in Uganda.

The URA on the other hand maintains that the
general provisions of the ITA under section 85
apply and that non-resident persons earning
income under a Uganda source services contract
are subject to taxation in Uganda. The URA further
argues that any category of payments to
non-resident transporters for cargo deliveries into
Uganda not covered by the provisions of section 86
of the ITA would be taxable under section 85 of the
ITA as income earned under a Uganda source
services contract.

3. The impact of the withholding tax

While charging tax on freight payments for
inbound cargo can increase Uganda’s tax revenues,
it is questionable whether in light of the
consequential practical complexities, there is
justification at a policy level to tax such. To alleviate
this, several jurisdictions only tax income earned
from cross border transportation to the extent the
conveyance of the underlying cargo originates from
within their borders.

Uganda’s regional peers namely Kenya, Tanzania,
Ethiopia and Zambia tax freight payments to
non-resident transporters only to the extent the
carriage of outbound cargo commences from their
jurisdictions. Freight income earned on the
inbound delivery of cargo from abroad is not taxed
in those countries. While generally acceptable to
the URA that transportation income by
non-resident transporters is chargeable to tax in
Uganda to the extent the outbound delivery of
cargo commences from Uganda, the URA also
seeks to tax non-resident transporters freight
income on the inbound delivery of cargo from
abroad. This position is a subject of contention
considering that the same income is also ordinarily
subject to taxation in the country of
commencement of the cross border transportation.

The imposition of WHT on international freight
payments becomes even more complex when
considered from the perspective of commercial
terms (“incoterms”) that outline the guidelines
setting out the rights and obligations of buyers and
sellers under international commerce. Incoterms
among others define the party with the
responsibility for the freight charges. For example,
the importer of the goods bears the freight charges
under the cost, insurance and freight (“CIF”)
incoterm but there other incoterms where the
transportation charges are paid by the seller.

URA’s ability to enforce the collection of this WHT
largely depends on the extent to which the freight
or transportation charges incurred by taxpayers in
Uganda can easily be ascertained. This is not
necessarily obvious in view of the conditions
imposed by the incoterms as illustrated above. It is
possible the URA could argue that the incoterms
upon which cargo is imported into Uganda are
inconsequential after all even if the freight charges
are paid by the seller, the costs are still attributable
to the buyer in Uganda. Such a position would
further escalate legal disputes between the URA
and the taxpayers.

It is also likely that the URA would encounter
several challenges enforcing the collection of this
WHT in business to consumer transactions and
therefore only focus on the easy targets within
business to business dealings that are easier to
audit. This could cause a market imbalance because
of the inability of the URA to tax all the eligible
transactions.

The logistics and transportation industry in
Uganda equally finds itself in a quagmire. It is
common for them to subcontract counterparts
abroad to make deliveries on behalf of their
customers in Uganda. It would mean the logistics
companies must pay their counterparts outside
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Uganda less the 15% WHT for the inbound delivery
of cargo.

WHT is ordinarily borne by the party receiving the
payment but it is not the case always as sometimes
foreign vendors demand that they are paid net of
local taxes with the client in Uganda grossing up
the tax charge hence pushing up their costs of doing
business. It is highly unlikely that regional logistics
players would find it attractive participating in
international transportation terminating in
Uganda when the same underlying income that
they have earned is also subjected to taxation in
their home countries. They are likely to demand
that the WHT imposed by Uganda is absorbed by
the local client otherwise they would not provide
the service.

On the basis of the foregoing illustration, you can
imagine the additional carriage costs that fuel
companies would incur on transportation charges
paid to non-resident transporters delivering their
fuel into Uganda if they have to shoulder the 15%

WHT charge. It is inevitable that the additional cost
imposed by the WHT would be pushed down to the
final consumer. Uganda’s oil and gas industry is
moving into the development phase and a lot of
inputs to be used will be imported. If this WHT
imposition is not rethought, there will be project
cost overruns that may derail Uganda’s first oil
projected to flow in 2025.

4. Conclusion

There is therefore urgent need for the intervention
of the government to safeguard Uganda’s
competitiveness and ease of doing business by
addressing the concerns of the business community
especially players in the logistics and
transportation sector. The government through the
Ministry of Finance, Planning and Economic
Development should re-evaluate whether at a
policy level it is intended or justified to impose
taxation on inbound international transportation
into Uganda when several other countries do not
tax the same.

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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