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1  Introduction

Companies sometimes overhaul their corporate 
structures through merger, acquisition and division 
transactions keen to reposition their business. Such 
changes that involve the transfer of assets and 
liabilities from one entity to another typically trigger 
tax liabilities unless there are special rules that apply.

In this article, we give a highlight of Uganda’s tax 
regime on corporate reorganizations. While the law in 
some instances defers the taxation of any arising gains, 
there are related capital raising dealings such as farm 
outs in the oil and gas industry not covered and 
continue to stoke disagreements.

2 Corporate reorganizations

Corporate reorganizations involve the rearrangement 
of a company’s legal and operational structure and take 
several forms including acquisitions, divestures, 
mergers, consolidations, divisions, change in 
domiciliation, recapitalization and bankruptcy 
reorganizations. 

In merger transactions, the assets and liabilities of one 
or more companies are moved into a single transferee 
company with the transferor companies ceasing to 
exist. Under consolidations, there is a combination of 
two or more companies into one through the transfer of 
their assets and liabilities into a newly established 
company. Acquisitions are by way of share or asset 
purchase/transfer. An entity can acquire the assets of 
another company without buying its share stock or may 
acquire a stake in another company through buying its 
shares. 

Corporate divisions result into separate entities or 
subsidiaries being established within a larger company 
through spin offs, split offs and split ups. 
Recapitalization adjusts the capital structure of 
company so as to improve its financial position while 
bankruptcy reorganizations see businesses 
restructuring their operations and debt to be able to 
repay creditors instead of closing shop. 
      
3 General tax consequences

Under corporate merger, consolidation and division 
transactions, one of the parties may resultantly 
disappear though it is not necessarily the case that the 
transferor ceases to exist under share and asset 

acquisition transactions unless it chooses to liquidate. 
These all influence the attendant general tax 
consequences as set out below.    

a) Capital gains

Gains arising on the transfer of assets and liabilities are 
generally taxed in the hands of the seller/transferor 
under the income tax regime. In Uganda, companies 
are taxed at the corporate income tax rate of 30% while 
individual income tax rates are on a graduated scale up 
to a maximum of 40%. There are elaborate rules under 
Uganda’s Income Tax Act (“ITA”) by which capital 
gains and losses are determined taking into account the 
consideration and cost base of the assets transferred.     

b) Deemed disposal

Enterprises that undergo a change in their direct or 
underlying ownership by 50% or more, within a period 
of 3 years, are deemed to have disposed of their assets 
and liabilities. Immediately after the change, the 
enterprise is also treated as having re-acquired the 
same assets and liabilities at market value. To the 
extent that the asset re-acquisition value exceeds the 
market asset value at deemed disposal, there are capital 
gains taxable as business income of the enterprise.

c) Transferability of tax losses

A company may not deduct any tax losses brought 
forward if there has been a change of 50% or more in its 
direct or underlying ownership unless it continues to 
carry on the same business after the change in 
ownership and does not engage in any new business or 
investment after the change where the primary purpose 
of the company or beneficial owners of the company is 
to utilise the assessed tax losses as to reduce the tax 
payable on the income arising from the business or 
investment.Tax losses aren’t transferable across 
entities.

d) Stamp duty

Asset transfers are typically subject to stamp duty at the 
rates set out in the Stamps Duty Act. The transfer of 
property and shares attracts stamp duty at the rate of 
1.5% of the value of the asset sold. The expense of the 
stamp duty is on the person drawing, making or 
executing the instrument. Alternatively, the parties can 
agree on who should bear the cost.
 

e) Value Added Tax

VAT is not chargeable on share transfers but asset sales 
are at the standard rate of 18% unless certain 
conditions are satisfied in which case they may 
exempted from VAT as set out further under section 4.

f) Withholding tax

Payments for business asset purchases attract 
withholding tax at the rate of 6% or 10% for resident 
and non-resident taxpayers which is creditable against 
the year-end tax year income tax liability for resident 
taxpayers.

4 Uganda’s specific tax regime on corporate 
reorganizations

Uganda has a special tax regime applicable to corporate 
reorganizations. Given that such reorganizations are 
principally aimed at business optimization rather than 
profit extraction, it is the recommendation under 
international best practice to exclude such transactions 
from onerous tax impositions and deferring taxation to 
such time when any arising gains are actually realized 
through disposal to third parties.  

a) Rollover relief

The ITA provides for the rollover relief enabling asset 
exchange and transfers between Uganda tax resident 
group companies without triggering capital gains. The 
transfer is not treated as a disposal of the asset by the 
seller/transferor but is treated as an acquisition by the 
buyer/transferee of a business asset. 

Uganda’s tax body can similarly permit any resident 
company involved in a reorganisation transaction to 
treat the reorganisation as not giving rise to the 
disposal of any business asset or the realisation of any 
business debt where a resident company or a group of 
resident companies is reorganised without any 
significant change in the underlying ownership or 
control of the company or group. 

b) Other no loss no gain transactions

Gains and losses arising on the disposal or transfer of 
assets are not taken into account for income tax 
purposes if they relate to an involuntary disposal of an 
asset to the extent to which the proceeds are reinvested 
in an asset of like kind within one year of the disposal. 

There are other no loss no gain transactions under the 
law but are not relevant for this corporate 
reorganizations.

c) Stamp duty

Share transfers effected pursuant to company 
reorganisations are relieved from stamp duty subject to 
the following conditions being satisfied: the effect of 
the instrument is to convey or transfer a beneficial 
interest in property from one company with limited 
liability (transferor) to another company (transferee); 
either one of the companies is beneficial owner of not 
less than 90% of the issued share capital of the other 
company; or not less than 90% of the issued share 
capital of each of the companies is in the beneficial 
ownership of a third company with limited liability.

d) Transfer of business as a going concern

Asset sales/transfers are chargeable to VAT at the rate 
of 18% unless the sale qualifies as transfer of business 
as a going concern in which case it is exempted. 

5 Scope for policy reform

Though Uganda presently provides for the capital gains 
reinvestment (‘rollover over’) relief, its scope is narrow 
and does not extend to upstream oil and gas interest 
(“PSA”) transfers to third parties unless it is an 
involuntary disposal or involve a corporate acquisition 
of related entities which often is not the case with farm 
outs. Taxing unrealized gains on PSA transfers 
re-invested into the country’s petroleum sector is 
inconsistent with the aspiration of attracting foreign 
direct investment. 

It is also inconceivable taxing consideration on a PSA 
transfer in the form of work obligations. This arises 
when the transferee earns a right in the transferor’s 
PSA interest by incurring some of the costs the 
transferor is under duty to spend under the PSA work 
commitments. Taxing notional gains accruing from the 
assumption of the work obligations of the transferor 
under a PSA by the transferee reduces the investment 
available for core petroleum operations.

6 Conclusion 

Corporate reorganizations are principally aimed at 
positioning the company for long term growth and 
success, improving a company's financial and 
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operational performance and increasing shareholder value In the absence of a special tax regime, reorganization 
transactions would be subject to onerous taxation even though such transactions do not immediately crystallize 
realized gains that would be absurd. It is for this reason that Uganda has a special tax regime to cover corporate 
reorganisations.
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benefits to their home country schemes when 
expatriates are emigrating from Uganda is 
currently not possible though there are efforts 
amongst East African Community countries to 
effect this. It would also be fair given that 
secondments are usually short term that 
expatriates unlock their entire contribution to the 

Fund at emigration regardless of the number of 
years they have contributed to the NSSF. At the 
moment, expatriates can only claim 5% benefit 
representing their own contribution to the Fund 
unless they have been members to the Fund for 4 or 
more years in which case they would also be 
entitled to the employers 10% contribution.   

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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