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ENSURING FAIR TAXATION OF CROSS-BORDER SERVICES
IN AN INCREASINGLY DIGITALIZED AND GLOBALIZED
ECONOMY: WHY UGANDA SHOULD PRIORITIZE SOURCE-

BASED TAXING RIGHTS IN DOUBLE TAXATION TREATY
NEGOTIATIONS.

Executive Summary

The rapid growth of cross-border trade,
investment, and digital services has intensified
challenges in international taxation,
particularly for developing countries such as
Uganda. Multinational enterprises (MNES)
often exploit gaps in existing tax frameworks,
contributingtoglobalrevenue losses estimated
at between USD 100-240 billion annually.
In response, countries including members
of the East African Community (EAC) have
adopted measures to curb Base Erosion and
Profit Shifting (BEPS), including the negotiation
and signing of Double Taxation Agreements
(DTAs), strengthening domestic tax laws, and
participating in international tax cooperation
initiatives.

Uganda has concluded DTAs with countries
such as Denmark, India, the Netherlands,
Norway, South Africa, the United Kingdom, and
Zambia to facilitate investment and prevent
double taxation. However, these agreements
may also constrain Uganda’s ability to tax
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income generated within its jurisdiction,
particularly due to reduced withholding tax
rates. While such provisions are designed to
attract Foreign Direct Investment (FDI), they
canresultin significant revenue foregone.

Ongoing negotiations under the United Nations
Framework Convention on International Tax
Cooperation (UNFCITC), including Protocol
1 on cross-border services taxation, present
Uganda with an opportunity to safeguard its
taxing rights. This policy brief therefore argues
for prioritizing source-based taxation to ensure
that income derived from services performed
within Uganda is fairly taxed. It also highlights
key risks such as BEPS, transfer mispricing,
treaty shopping, and challenges arising from
the digital economy. Strengthening domestic
tax administration, reviewing DTA provisions,
and engagingin multilateral cooperationwill be
essential for balancing investment promotion
with revenue protection.



Introduction

The rapid expansion of cross-border
trade, investment, and digital services
has significantly increased the complexity
of international taxation and heightened
concerns abouttax avoidance by multinational
enterprises (MNEs). In Africa, governments are
estimated to lose between USD 40 billion and
USD 60 billion annually due to profit shifting
and other forms of base erosion.

In response, countries worldwide including
thoseinthe EastAfrican Community (EAC) have
implemented measures to curb BEPS. These
measures include strengthening domestic
tax legislation, enhancing transfer pricing
rules, adopting anti-avoidance provisions,
and entering into Double Taxation Agreements
(DTAs). DTAs are bilateral agreements between
countries that allocate taxing rights over cross-
border income and provide mechanisms to
eliminate double taxation while promoting
trade and investment.

At the global level, initiatives such as the
OECD/G20 BEPS Project aim to ensure that
profits are taxed where economic activities
occur and value is created’. More recently, the
United Nations has initiated negotiations for
a United Nations Framework Convention on
International Tax Cooperation, which seeks
to establish a more inclusive and equitable
system of global tax governance?.

For developing countries such as Uganda,
these developments are particularly important
because they shape how income from cross-
borderanddigital servicesistaxed. Ugandahas
signed DTAs with several countries, including
Denmark, India, Mauritius, the Netherlands,
Norway, South Africa, the United Kingdom,
and Zambia. While these agreements are
intended to promote investment and avoid
double taxation, they may also limit Uganda’s
taxing rights, particularly over income earned
by non-resident entities.

As negotiations on bilateral treaties (such
as the proposed Uganda-France DTA) and
multilateral frameworks continue, it is crucial
for Uganda to prioritize source-based taxation.

About Double Taxation
Agreement/Treaties

Double taxation arises where comparable
taxes are imposed in two or more jurisdictions
on the same taxpayer in respect of the same
income or capital and for identical periods.
The obstacles it presents is that it can hamper
investment.

To avoid this, jurisdictions with significant on-
going cross-border trade and investment may
opt to conclude a double taxation treaty (DTT)
that provides the terms for eliminating double
taxation.

DTTs are international agreements that aim to
alleviate double taxation arising from cross-
border business activities. They are the central
pillars of international tax coordination, and
despite their bilateral nature and divergent
details, theyallfollowthe same overall patterns
determined by model conventions put forward
by the United Nations and the Organisation for
Economic Co-operation and Development.

A case in point, Uganda, like other countries,
has Double Taxation Treaties (in force)
with Denmark, India, Italy, Mauritius, the
Netherlands, Norway, South Africa, the United
Kingdom, and Zambia. It is understood that
treaties between Belgium and China are being
negotiated, but not yet in force. Another DTA is
the pipeline is the (France-Uganda DTA) which
has reached the Second round of negotiation.

Purpose of Double Taxation
Treaties/Agreements

Like other DTAs, they serve several purposes
including, inter alia, elimination of Double
Taxation by preventing a resident of treaty
partner from paying taxes twice on the same
income (e.g., dividends, interest, royalties,

1 Base erosion and profit shifting (BEPS); https://www.oecd.org/en/topics/base-erosion-

and-profit-shifting-beps.html

v Intergovernmental Negotiations for UN Framework Convention on International Tax Coop-

eration: https://financing.desa.un.org/unfcitc




or salaries) earned in another country;
encouraging Foreign Investment, by reducing
the tax burden, thus facilitating Foreign Direct
Investment (FDI) and improving economic
ties; lower Tax Rates, DTAs often provide for
reduced withholding tax rates on income like
dividends, interest, and royalties, reducing
the overall tax liability, combating Tax Evasion;
through the exchange of information between
tax authorities, ensuring that taxpayers cannot
abuse loopholes to avoid tax obligations;
dispute resolution by offering mechanisms
for resolving tax disputes between countries,
often preventing long-lasting legal battles.

However, Double Taxation Agreements (DTAS)
have in some cases disadvantaged developing
countries due to treaty abuse, particularly
where agreements are signed between capital-
importing countries and capital-exporting
countries in the effort to attract foreign
investment. In such situations, multinational
enterprises may exploit treaty provisions to
reduce or avoid taxes, especially when DTAs
are concluded with jurisdictions/tax havens
that offer very low or no tax rates, such as the
Netherlands and Mauritius.

The Netherlands is often considered a
conduit jurisdiction due to its extensive
network of Double Taxation Treaties (DTTs).
This wide treaty network allows multinational
corporations to significantly reduce or
eliminate withholding taxes on cross-border
payments such as dividends, interest, and
royalties routed through the country. In

addition, the Netherlands generally does not
impose withholding tax on certain outgoing

interest and royalty payments, making it an
attractive location for companies seeking to
structure transactions in ways that minimize
global tax liabilities: The absence of, no or low
withholding taxes on outgoing interest and
royalty payments makes it ideal for conduit
structures, and the offering participation
exemption on dividends and capital gains from
qualifying subsidiaries are often exempt from
corporate tax, and it among the 9™ DT Treaty
partners with Uganda.

Provisions within the
Domestic Tax Law on how to
tax non-resident persons.

Under Section 84 of the Income Tax Act (ITA),
Schedule 4 Part V, a 15% withholding tax
(WHT) is generally imposed on gross payments
on every non-resident person who drive any
dividend, interest, royalties, rent, natural
resource payments and agency fee in case of
Islamic financial business, or management
charge from sources in Uganda. However, with
the signing of the Double Taxation Agreement
(DTA), a tax relief is agreed upon most of the
time which is below 15% Withholding tax on
payment to Non-Resident Contractors or
Professionals.

Uganda currently has nine Double Taxation
Agreements (DTAs) in force, which provide
reduced withholding tax rates on certain cross-
border payments compared to the 15% rate
provided for under domestic tax law. The table
below summarizes the applicable treaty rates.




Withholding Tax Rates under Uganda’s Double Taxation Agreements

Treaty Dividends Interest Royalties Technical Fees
Netherlands 0%,5%,0r10% 10% 10% 10%
Norway 10% or 15% 10% 10% 10%
South Africa 10% or 15% 10% 10% 10%
United Kingdom 15% 15% 15% 15%
Zambia 0% 0% 0% 0%
Mauritius 10% 10% 10% 10%
Italy 15% 15% 10% 10%
India 10% 10% 10% 10%
Denmark 10% or 15% 10% 10% 10%
No Entry 15% 15% 15% 15%

Source: International tax summaries and treaty guides

The tax relief under the
Netherlands-Uganda DTA,
for instance.

Under the Netherlands-Uganda Double
Taxation Agreement(DTA), reduced withholding
tax rates are provided, including 0%, 5%,
or 10% on dividends, and 10% on interest,
royalties, and technical fees. While these
reduced rates are intended to promote foreign
direct investment (FDI), they may also result
in significant revenue foregone for Uganda
compared to the standard 15% withholding tax
rate applied under domestic tax law. According
to the Ministry of Finance Planning, and
Economic Development (MoFPED), Private
Sector Investment Survey Report 2024, Foreign
Direct Investments (FDI) inflows to Uganda
registered a growth expanding by 1.4%, rising
from net inflows of USD2,952.9 million in 2022
to USD2,993.5 million in 2023, from major FDI
sources included the Netherlands, France,
Kenya, and Tanzania.

Revenue Foregone under
DTA Relief arrangements on
some services

Uganda is likely to experience both
opportunities and revenue risks arising from

the proposed Uganda-France Double Taxation
Agreement (DTA), particularly in the context of
cross-border services and the growing digital
economy. While DTAs are intended to eliminate
double taxation and promote investment, they
often involve reduced withholding tax (WHT)
rates, which may lead to immediate revenue
foregone for source countries such as.Uganda.

Uganda continues to forego revenue due to
the delay in concluding the Netherlands-
Uganda DTA. This is likely to be costlier to
the country from cross-border services in an
increasingly digitalized economy. According to
the Tax Expenditure report FY 2023/24 , about
UGX.0.06 billion is foregone on (Payment
of Fees by a Resident Person or Branch of a
Non-Resident Person for direct-to-home Pay
Services.

Upon ratification of the Uganda-France DTA,
Uganda is expected to grant relief from the
currentdomestic withholdingtaxrate of 15% on
payments to non-resident persons, including
dividends, interest, royalties, rent, and fees
for technical services. Such reductions, while
aligned with international tax treaty practices,
could significantly limit Uganda’s ability to tax
income generated within its jurisdiction.

At the same time, the agreement presents
important advantages. France is among the
leading sources of foreign direct investment
into Uganda, particularly in the oil and gas



sector. Through Total Energies, France plays
a central role in strategic projects such as
the Tilenga oil development and the East
African Crude Oil Pipeline (EACOP). Planned
investments of approximately USD 4 billion
between 2025 and 2027° are expected to
contribute to infrastructure development,
employment creation, and technology
transfer. A DTA can further strengthen investor
confidence by providing certainty, reducing tax
disputes, and preventing double taxation.

However, these benefits must be weighed
against notable disadvantages. Reduced
withholding tax rates may lead to substantial
revenue losses, particularly in sectors
generating high-value cross-border service
payments. Additionally, there is a risk of treaty
abuse, including treaty shopping and profit
shifting, especially if the agreement lacks
strong anti-abuse provisions. Given the scale
of investments in extractive industries, any
erosion of the tax base could have significant
fiscal implications for Uganda.

In light of these considerations, it is imperative
for Uganda to adopt a strategic and coherent
policy framework to guide DTA negotiations.
Uganda has already initiated efforts to develop
such a framework; however, these efforts
should be fast-tracked and institutionalized to
ensure consistency across current and future
treaty negotiations.

Ultimately, while the Uganda-France DTA has
the potential to enhance investment flows,
Uganda must ensure that its taxing rights are
not unduly compromised. Fast-tracking a
comprehensive DTA policy framework will be
critical in strengthening Uganda’s negotiating
position and safeguarding its fiscal sovereignty
in an increasingly digitalized and globalized
economy.

Conclusion

Uganda is therefore at a pivotal moment in
securing it’s right to tax income from cross-
border services in an ever increasingly
digitalized global economy. While Double
Taxation Agreements (DTAs) facilitate foreign

directinvestment, and preventdouble taxation,
they can also reduce domestic revenue if
source-based taxing rights are not prioritized.
The ongoing UN Framework Convention on
International Tax Cooperation negotiations,
alongside the review and renegotiation of
existing DTAs as well as negotiation of new
DTAs such as the Uganda-France Double
Taxation Agreement, provides Uganda with
a timely opportunity to strengthen its fiscal
sovereignty and ensurethatthereisfairtaxation
of multinational enterprises in an increasingly
digitalized and globalized economy.

Toachievethis, Ugandamust prioritize effective
source-based taxation curbBase Erosion and
Profit Shifting (BEPS), and carefully manage
treaty provisions, 'desist from permanent
establishment in an increasingly digitalized
and globalized economy, and set sunset
clauses on some reliefs that are likely to make
the country forego a lot of tax revenue without
value for money. Strengthening the capacity of
tax administrators, strengthening automatic
exchange of information to curb transfer
mispricing and treaty abuse, and leveraging
international cooperation will be critical. By
doingso, Ugandacanbalance attractingforeign
investment with protecting domestic revenue,
ensuring fair taxation of Income derived
from the provision of cross-border services
in an increasingly digitalized and globalized
economy to attain sustained tax revenue and
meaningfully national development.

Recommendations:

Uganda should actively advocate for source-
based taxation in the ongoing negotiations
under the United Nations Framework
Convention on International Tax Cooperation,
particularly in the development of Protocol 1
on the taxation of income derived from cross-
border services in an increasingly digitalised
and globalised economy. This approach
should also guide the renegotiation of existing
Double Taxation Agreements (DTAs) and the
negotiation of new double taxation treaties,
including the proposed Uganda-France DTA, in
order to safeguard Uganda’s taxing rights over

3 France Unveils $4 Billion Investment Plan to Transform Ugandas Economy; https://www.

watchdoguganda.com/news/20250126/177326/france-unveils-4-billion-investment-plan-to-

transform-ugandas-economy.html




income generated within its jurisdiction.

Furthermore, Uganda should ensure that in
taxation of income derived from the provision
of cross-border services in an increasingly
digitalized and globalized economy, the
provision of “Permanent Establishment (PE)” is
circumvented to ensure Source-Based Taxing
Rights with on time-bound (period or number
of days) as itis in brick and mortar investment
to avoid Base Erosion and Profit Shifting (BEPS)
associated with PE.

Uganda, being a capital importing country,
while negotiating the DTAs, the country should
be cognizant of the problems of Transfer
Mispricing, where Multinational Corporations
or enterprises artificially manipulate
transaction prices between subsidiaries, for
instance, selling minerals at a low price to
an affiliate in a low-tax jurisdiction to reduce
overall tax obligations in high-tax, resource-
rich countries. An alternative proposal, for
instance, Unitary Taxation and formulary
apportionment, can be prioritized alongside;
Automatic Exchange of Information and
Country-By-Country Reporting.

France being a signatory and active party to
the Multilateral Convention to Implement

Tax Treaty Related Measures to Prevent Base
Erosion and Profit Shifting (BEPS), often
referred to as the Multilateral Instrument (MLI),
Uganda should be vigilant of some of the
harmful and difficulties provision associated
with the MLI Convention that can be included
in the Uganda-France Double Taxation
Agreement (DTA) which under negotiation.

Uganda, being a low-income country with
several investment opportunities and
discovery of new minerals, the Double Taxation
Treaty (DTA) between Uganda and France, and
others DTAs under review, should be cognizant
of the Sunset Clause that clearly stipulate the
expiration date for the treaty or particular tax
benefits within the Treaty, and to ensure tax
exemptions orreduced rates are not perpetual.
They should also consider or provide for the
ability to force a review or renegotiation of
terms after a set period.

Uganda should strengthen the capacity of the
Tax Administrators detect any non-Double
Taxation tendencies, Transfer Mispricing
associated with Inter-grouping transaction,
treaty shopping that mightdenythe country the
sovereign right to tax, as well as enhancing the
tax administrator’s capacity to tax worldwide
income.
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