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As Ugandan businesses expand region-
ally and globally, transfer pricing has
quietly become one of the most scruti-
nised areas of tax compliance. Transac-
tions between related parties—wheth-
er across borders or within a group of
companies—are now firmly on the ra-
dar of the Uganda Revenue Authority
(URA). Business leaders should there-
fore understand the risks and how to
manage potential disputes before they
escalate.

Transfer pricing refers to the prices
charged for transactions between re-
lated entities within the same group of
companies. These may include the sale
ofgonds, provision of management ser-
vices, intellectual property licensing,
loans between group companies, or

cost-sharing m‘mngammts.Uga.ndam
troducéd formal transfer pricing regu-
lations in 2011 under the Income Tax
éct requiring related-party transac-

ans to follow the arm’s length princi- -

e,meaning they should be priced as if
the parties were independent entities
dealing with each other. )

For many businesses, the challenge
lies not in the concept itself, but in its
practical application.

Risk1:Mispricing of related-party
transactions
One of the most common risks arises
when companies price intercompany
transactions without benchmarking
them against market conditions. For ex-
ample,a Ugandan subsidiary may pur-
chase goods from a foreign parent com-
pany at inflated prices or provide ser-
vices at artificially low margins.Insuch
cases, URA may conclude that profits
are being shifted outside Uganda and
adjust the taxable income accordingly.
Consider a practical scenario. A Ugan-
an distribution company buys prod-
&ts from its related manufacturer
abroad and sells them locally If the pur-
chase price is higher than what inde-
pendent distributors would pay in sim-
ilar circumnstances, URA may reduce
the cost of purchases and increase the
taxable profit of the Ugandan entity.
The lesson for businesses is straight-
forward: intercompany prices must re-
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venience.

Risk2: Weak or missing transfer
pricing documentation

Transfer pricing disputes often arise
because taxpayers cannot demonstrate
how the price was determined. URA re-
quires taxpayers to maintain docu-
mentation explaining their transfer
pricing policies, including the nature
ofrelated-party transactions, the agree-
ments between the parties, and the
methodology used to determine arm’s-
length pricing.

Failure to provide such records when
requested can result in penalties and
increased scrutiny during audits. In
fact, taxpayers may face a penal tax of
up to Shs50 million for failing to pro-
vide transfer pricing records request-
ed by URA.

Acommon example is when a compa-
ny pays management or technical ser-
vice fees toits parent company without

flect economic reality, not group wn_-

‘Uganda Revenue Authority requires
taxpayers to maintain documenta-
tion explaining their transfer pricing
policies. PHOTO/SHUTTERSTOCK
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documenting the services provided or
benchmarking the fee against compa-
rable services in the market. When URA
asks for supporting documentation,
the company struggles to justify the ex-
pense.

Risk 3:Intra-Group servicecharg-
eswithout economic substance

Many multinational groups allocate
regional management costs, technical
services, or shared support functions to
subsidiaries. While such arrangements
are legitimate, they frequently trigger
transfer nnngdmputaewhenthebm
efitto thelocal entity is unclear.

URA may ask questions such
as: What services were provided?
Did the Ugandan enti-
ty benefit from the services?
Would an independent compa-
ny have paid for such services?
For instance, if a Ugandan subsidiary
pays substantial “management fees™to

- its parent company but cannot demon-

strate the nature and value of the servic-
es,thedeductionmay be disallowed.
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Loans between group companies are
another area of risk. Companies some-
ties at interest rates that do not reflect
market conditions. If the interest rate is
excessively high, URA may adjust the in-
terest deduction or recharacterize part
of the payment. Similarly, interest-free
loans between related parties may at-
tract scrutiny if they do not reflect com-
mercial reality.

Risk 5: Lack of early transfer pric-

ingplanning
Many transfer pricing disputes arise

‘Intercompany prices must
reflect economic reality, not
group convenience.’

because companies address the issue
only after URA begins an audit.In prac-
tice, transfer pricing should be consid-
ered when structuring related-party
transactions, not when defending them
later. :

In Uganda, tax authorities are increas-
ingly focusing on international pay-
ments and related-party transactions as
part of their risk-based compliance pro-
grammes. This means companies with
cross-border dealings should expect
more detailed questions during tax re-
views.

Managing transfer pricing disputes
‘When transfer pricing issues arise, the

taxpayer’s approach can influence the

outcome. :

Maintain robust documnentation

The first line of defence is a well-pre-
include a clear description of relat-
ed-party transactions, functional anal-
ysis of the parties involved, and bench-
marking against comparable independ-
ent transactions.

Good documentation not only sup-
ports compliance but also demenstrates
to URA that the company has taken rea-
sonable steps to follow the arm’s length
principle. '
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contracts and actual conduct

URA often examines whether the wril-
ten agreements between related enti-
ties match the actual conduct of the par-
ties. Forexample,if a contract states that
the parent company provides strategic

services, the company should show evi- -

dence such as reports, advisory support,
oversight.

between documentation
andopemﬁona] reality reduces the like-
lihood of disputes.

3.Engage early during tax audits
When URA initiates a transfer pricing
review, transparency and cooperation
are ﬂsennal Busmesses 'd'm. proactive-
vide supporting documents early in the
process often resolve issues more effi-
ciently. Recent tribunal decisions have
shown that failure to provide informa-
result in significant penalties.
Thewriterisataxadvisor.
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