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" PROCLAMATION NO. 286/2002
" INCOME TAX PROCLAMATION

WHEREAS, the Declaration on Economic Policy of the
Government of the Federal Democrati¢ Republic of Ethiopia
inaugurates a new era in social arid economic relations and
institutions in this country;

WHEREAS, in consequence of these developments, the
existing system of Income Tax needs to be changed and
adjusted to the basic prmc1plcs of ﬁscal treatment in a free
market economy;

WHEREAS, it is believed that modernizing the tax system
and broadening the tax base promotes economic growth by
encouraging saving and investment;

NOW, ’THEREFORE, in accordance with Article 55(1)
and (11) of the Constitution, it is hereby proclaimed as
follows:

CHAPTER 1
Substantive Provisions

Section 1
General

1. Short Title ‘
~ This Proclamation may be cited as the ‘‘Income Tax
"Proclamation NO.286/2002"

2. Definitions
In this Proclamation, the meanings of terms defined in
other laws of Ethiopia apply unless a different meaning is
expressly provided herein. For the purposes of this
Proclamation the following terms shall have the
meanings given to them hereunder:
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1)*“Person’’ shall mean any individual, body, or as-
sociation of persons (including a business represen-
tative residing and doing business in Ethiopia on behalf
of the principal).

2) ‘‘Body” shall mean any company, registered part-

nership, entity formed under foreign law resembling

a company or registered partnership, or any public

enterprise or public financial agency that carries out

business activities including body of persons cor-

- porate or unmcorporated whether creatsd or recog-

nized under a law i n forc;:?m Eth:opxa ar-elsewhere
and any forexgn body’s” business ° agent doing
business in Ethiopia onbehalf of the grmcnpal

o 3) “‘Association of persons’’ shall meanan aséociation
B “EAPT AT SIAT 2000F AIA ﬂrmvr ,

of individuals or.an association that includes one or
more members who are not individuals, but not
including any association falling within the de-
finition of “‘body’’. : :
4) _‘"'Related person” means:
(i) anatural person and,; :
(2) any relative of that natural person; or
(b) atrust in respect of which such relative is
or may be a beneficiary; or -
(i) a trust and a person who is or may be a
‘beneficiary in respect of that trust; or
(i) a partncrshnp, Joint venture, or unincorporated
association,or body or private company; and
(a) any'member thereof; or
(b) any other person where that pcrson anda
member of such pannersh}p. joint vef-
ture, or unincerporated association or
body, or private company as the case
may be, are related persons in term$ of
- ’this definition; or- Lo
(iv): an incorporated company, other than a closed
: ‘(a) ‘aperson;other than an incorporated com-
pany, where that person or that person and
a.person a person related to the first
mentioned person in terms of this de-
finition controls. 10 percent or more of; -

(1) the right to vote in the first mentioned
company; or.

(ii) the rights to dxstnbunons capntal or proﬁts
of the first-mentioned company, either
directly or through one or more interposed
companies, partnerships, or trusts; or

(b) any other incorporated company in which

the first mentioned person referred to in
(a) or that person and a person related to
that first mentioned person in terms of this
definition controls 10 percent or more of:

(1) the right to vote in the first mentxoned
companv or "
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(ii) the rights to distributions of capital or profits of the
first-mentioned company, either directly or
through one or more interposed companies, part-

nerships, or trusts; or

(c) any person where that person and the person referred
to in (a) or the other incorporated company referred to
in (b) are related persons in terms of this definition; or

(d) any person related to the person referred to in (c) in
terms of this definition; or

“Relative” in relation to a natural person; means:

(i) the spouse of the rpeson; oOr
(ii) an ancestor, lineal descendant, brother, sister,

uncle, aunt, nephew, niece, stepfather, step-
mother, stepchild, or adopted child of that person
or of the spouse, and in the case of an adopted
child the adoptive parent; or

(iii) the spouse of any person referred to in paragraph

(i) and for the purposes of this definition, any
adopted child is treated as related to her adoptive
parent within the first degree of consanguinity.

6) “Business” or “Trade” shall mean any industrial, com-

mercial, professionl or vocational activity or any other
activity recognized as trade by the Commercial Code of
Ethiopia and carried on by any person for profit.

7) “Taxpayer” shall mean any person subject to tax under

this Proclamation.

8) “Withholding Agent” shall mean any person with a tax

collection obligation under this proclamation.

9) “Permanent Establishment” shall mean a fixed place of

business through which the business of a person is
wholly or partly carried on. The following shall, in

particular, be considered to be a permanent establish-
ment:

(a) an administrative, branch, factory, workshop, mine

quarry or any other place for the exploitation of
natural resources, and a building site or place where
construction and/or assembly works are carried out.

(b) A person shall be considered not to have a per-
manent establishment if that person:

(1) uses facilities solely for the purpose of storage or
display of goods or merchandise belonging to that
person;

(1) maintains a stock of goods or merchandise belon-
ging to that person solely for the purpose of
storage or display;

(iii) maintains stock of goods or merchandise belon-
ging to that person solely for the purpose of
processing by another person;

(iv) maintains a fixed place of business solelly for the
purpose of purchasing goods or merchandise or a
collecting information for that person’s business;
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(V) PtoNy 2 Fe- PADT 0391 ¢ (307 09m (v) ‘maintains a fixed place of business solely for the

PPO0T A1 P PTLmPor HABATT purpose of carrying on, for that person’s
oL AH.U- /@ ANF 990 +I0CT7 business, any other activity of a preparatory or
A’ThS @y hiry: o auxiliary character.

h) DY 0AL Oe LLA (U) RS (4) e+514@- L5 Co (¢) Notwithstanding the provisions of sub-Articles (a)
oA LY 02T 01424 () ¢+avAht@- +4.97, and (b) above, where an agent, other than an agent of
COLPINTT &0+ Toe OOl T ONLA ALABRICH an independent status to whom letter (e) below
A1L7 (0 Ohde $TLw - NPT ORT nohAm- (@ applies, acts on behalf of a person and has, and
N9° @-A PovLB9° P AMNT PADS LUTT AN habitually exercises, an authority to conclude con-
AHO-FC e7LmP0T WPy ohe oA hCH? tracts in the name of that person and has, and
ohte /¢ WrPaP0@7 N7LeN5o 30T F habitually exercises, an authority to conctude con-
N2725F 99w LCHET RIRAD LHmi-Ax tracts in the name of that person, that person shall be
PSP oA @ P7LehSo Nt o0y treated as if it has a permanent establishment in
PG PAD (LPT9° (R9LY T WIRTLw e SCHT respect of any activities which the agent undertakes
Ne9e0aSTeT Ny (AL NLLA (A) Qtnenet for the person at the place at which those activities are
e e WIPOPALPT ¢tony ey Ntody »26¢ carried on, unless the activities of such agent are
PAD- /74 WTPOF O NATERE (RTLYT 7L limited to those mentioned in letter (b) above which,
0718 LT hPNT D9 if exercised through a fixed place of business, would

av)  TIEm-g° Ao NLAAT (ImPAA ChoLTi? ohA not make that fixed place of business a permanent
DL (07 Toe NTLwe- (TISTFD-9° MA ONLA establishment.

ROINEYF 0398 ¢ RIPNPAT 1°ThS o NF (d) A person shall not be treated as if it has a permanent

WIEHU PA-T ONAT €712 ¢ RIPNPOLOT " establishment where it merely carries on its business

P9 NG @ T ROT £71L @Y 17LLNS @ activities through a broker, general commission agent

Wt @PF hArY Q0tPC 0ROLYT eelwe- or any other agent of an independent status, provided

SCET NISAD hESMCTs o that such agents are acting in the ordinary course of
w) AL W01E AADT 1AL M BMMmé OLI® A their business.

038 EPTC AC 09lwe NP PIET AF (e) The fact that acompany controls or is controlled by
R18. PAAD NR9LYT 0olwe BCET WIRUPY another company shall not of itself constitute either
FLCTe hEONOEI°x company a permanent establishment of the other.
“a” TN 15 F@-9° CA NG T AT tevLN 10) ““Income’’ shall mean every sort of economic benefit
5% o417 AL hoISFo-9° 18 (176 1HIA including nonrecurring gains in cash or in kind, from
L (13L9T MISTD9° amhh AMIC hé-L ¢ +h whatever source derived and in whatever form paid
edited ived.
LAD- Qoo ©HPHATT ORI CHPOADT TP V-t credited or recetve
LRI -0\ .
. “aQIC POLNLANT 2L “IAT (LY APES OAPE | 11) “Taxable Income” shall mean the amount of income
awlt N7LOmT LT0T oow it T1GFa-9° O RS
AT APST LP0T DbeYhe 0AA PLploe P

1=}

ym)
o

12) subject to tax after deduction of all expenses and other
deductible items allowed under this Proclamation and

oM’y j 0 -

[ A CINT DAY KIATNT Aehm Q@ | cEUlations issued there under;

e ey bmCT A@- ALEIC (PMLD EPTC RS “Employee” shall mean any individual, other than a
NTLAM®- aoavs P aow it 1RLYT OLF° NLHERYT contractor, engaged (whether on a permanent or tem-
Fere A1A%0T C7LAT AN Y@+t porary basis) to perform services under the direction and

' : control of the employer;
V) “npoe-g PAPY FPme? T0ATF LT Pav-f (a) “Unskilled Employee” shall mena an employee
PAME PADNLE AR 0o-¢ 17LmBE “TTT T4 who has not received vocational training, does not
il PP P18mPI° (KT L 9o+ L @-0T use machinery or equipment requiring special skili,
AmPrae- ha ST A“7L0AT LR ¢HPmd and who is engaged by an employer for a period
QAN i ’ aggregating not more than 30 days during a
p) “P+oAY AATAT ATPAmT (04 PoLPmC calendar year;
A’ AT LT Pavgo LG Covd (b) “Contractor” shall mean an individual who is
amc ¢ 2AM7 (1“LOme oA o/t engaged to perform services under an agreement by
207 £ULENG DY AN Y- which the individual retains substantial authority to
direct and control the manner in which the services
are to be performed.
iF-  “eaMC QAZAMT” FIAT 04 ful-Bh KIC @-OT 1L 13) “Tax Authority” shall mean the Federal Inland Revenue
AAAMT PS o[0T KS OHALE ChICE hsa-T Head Office or any of its branch offices estblished in any
erdoo. PCIASE K/LAT RIZU9 CChAR 0L part of Ethiopia and the tax authorities of the Regional

ANAN AhAT ST o= States.
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“‘Minister’” shall mean the Minister of Finance and
Economic Development and ‘‘Ministry’’ shall
mean the Ministry of Finance and Economic
Development.
15) “‘Fiscal Year'’ shall mean the budgetary year of the
Ethiopian Government.
“‘Category A taxpayer’’, ‘‘Category B taxpayer”’,
and *‘Category C taxpayer’’ shall have the respec-
tive meanings given to them in a regulation to be
issued hereunder.

14y

16)

Scope of Application

1) This Proclamation shall apply to residents of
Ethiopia with respect to their worldwide income.

2) The Proclamation shall apply to non-residents of
Ethiopia with respect to their Ethiopian source
income.

Obligation to pay Income Tax

Every person having income as defined herein shall pay

income tax in accordance with this Proclamation

Residence :
1) An individual shall be resident in Ethiopia, if he:
(a) has a domicile within Ethiopia;
(b) has an habitual abode in Ethiopia; and/or
(c) is a citizen of Ethiopia and a consular,
- diplomatic or similar official of Ethiopia posted
abroad.

2) An individual, who stays in Ethiopia for more than
183 days in a period of twelve (12) calendar months,
either continuously or intermittently, shall be
resident for the entire tax period.

3) A body shall be resident in Ethiopia, if it:

(a) has its principal office in Ethiopia;

(b) has its place of effective mangement in Ethiopia;
and/or

(c) isregistered in the trade register of the Ministry of
Trade and Industry or Trade bureaux of the
Regional Governments as appropriate.

4) “Resident person” includes a permanent establish-
ment of a non-resident person in Ethiopia.

6. Source of Income
Income taxable under this proclamation ahall include, but
not limited to:

(a) income from employment;

(b) income from business activities;

(c) income derived by an entertainer, inusician, or
sports person from his personal activities;

(d) income from enterpreneurial activities carried on
by a non-resident through a permanent establish-
ment in Ethiopia;

(e) income from movable property attributable to a
permanent establishment in Ethiopia;

(f) income from immovable property and appur-
tenances thereto, income from livestock and
inventory in agriculture and forestry, and income
from usufruct and other rights deriving from
immovable property is uch property is situated in

Ethiopia;

(g) income from the alienation of property referred to
in (e);
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1 ey 't= ORTEEL S0y haTe e, PhéGam- (h) dividends distributed by a resident company;
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(1)  profit shares paid by a resident registered partner-
ship;

() interest paid by the national, a regional or local
Government or a resident of Ethiopia, or paid by a
non-resident through a permanent establishment
that he maintains in Ethiopia;

(k) license fees (including lease payments, and
royalties paid by a resident or paid by a non-

resident through a permanent establishment that
he maintains in Ethiopia.

7. Foreign Tax Credit

1) If during the tax period a resident derives foreign
source income, the Income Tax payable by that
resident in respect of that income shall be reduced by
the amount of foreign tax payable on such income.
The amount of foreign tax payable shall be substan-
tiated by appropriate evidence such as a tax assess-
ment, a withholding certificate or any other similar
document accepted by the Tax Authority.

2) However, the reduction of the Income Tax provided
by Sub-Article (1) shall not ex ceed the tax payable
in Ethiopia that would otherwise be payable on the
foreign source income.

3) In the case of a taxpayer subject to Income Tax on
Schedule C income, any reduction of tax prescribed
by Sub-Article (1) shall be limited to the tax that
would otherwise be payable in Ethiopia computed as
if Article 28 (loss carry forward) of this Proclamation
applied separately to each foreign country in respect
of profit and losses derived from sources therein.

4) The reduction of tax prescribed by this Article shall
be calculated separately in respect of each foreign
country from which income or profit is derived.

Schedules of Income

This Proclamation provides for the taxation of income in
accordance with four schedules, as follows:
1) Schedule ‘A, income from employment;
2) Schedule ‘B,” income from rental of buildings;
3) Schedule ‘C,” income from business as defined in
- Article 2(6), but not including activities covered by
the Rural Land Use Fee and Agricultural Activities
Income Tax Proclamations issued by regional states;
4) Schedule ‘D’, other income including income from:
(a) royalties;
(b) income paid for services rendered outside
of Ethiopia;
(c) income from games of chance;
(d) dividends;
(e) income from casual rental of property;
(f) interest income;
. (g) specified non-business capital gains.

Foreign Exchange Transactions
All net gains and losses arising from any transactions in

- foreign exchanges shall be brought to account for tax

purposes as additions to taxable income or deductible
losses in the year in which they are realized.
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ECTION II
eI “U”’
hw‘,’mi pm 1::: Schedule ‘A’ Income /Employment Income
a$m 777 0.
10. Taxable Income
I “MIC 7LhEANT 10, L. .

- = 00T on* 1) Every person deriving income from employment is

& :;Z;F::;: 1(‘;‘(!: ‘e'ﬂt:';'t‘il’,n(\‘(;‘ ?9"’“;‘7:;’ o f;;zn':zn“; liable to pay tax on that income at the rate specified
@ Im i U7 mwet e, ")'ﬂcﬂ,éhqtl\:\ﬂ in Schedule A, set out in Article 11. The first Birr
APmC P71 eavEav s P AIC 57T (W18 oot 150 (one hundred fifty Birr) of employment
APA NC) P TMIC NeLhLANT 20 @07 income is excluded from taxable income.

3 ' 2) Employers have an obligation to withold the tax
hentre ploy gauol !

g MTw9e ¢me AtPMco WTLHEAD DALY from each pa_yment to an employee, and to pay to the
575 RGP AL ANET b OH410@7 MG Tax Authority the amount withheld during each
(P04 AMIC ANIL@ QAZ2AMT 1L 994 calendar month. In applying the preceding, income
AANT: hHY AL AT17140 R0 bt OCS attributable to the months of Nehassie and Pagumen
AL 1 NATL YT TmPA AT AT OC 1, shall be aggregated and treated as the income of one
L2EMmeoh month.

7§ £91C “TNNLL vy 1. Tax Rate
wrm i “v”’ Schedule A
hovdmc €917 A Ly Employment income Income Tax
?‘?C Loy MC N tF (pcr month) payable
nc anh C Over Birr to Birr
0 150 n7c 59 0 150 exempt threshold
;‘;‘_’i zf_’f" zg 1401 2350 20
> 230 2351 3550 25
3321 2000 20 3551 5000 30
h5000 NAg 35
Over 5000 35
18 heeemC 2712777 1L QA oNT
B heedmC €T A0 omdme Am 1 opge | 12 Determination of Smployent neohe
mployment income shall include any payments or
35T 1T IO NP oLy TP gains in cash or in kind received from employment
AP NP PrC OHITT ML AT OLLT by an individual, including income from former
AP mC ANPLT €714 NG ET LRI LA employment or otherwise or from prospective
g °MIC POLNLANE®D: N9L5T PoLAM THTT A ’ CTI;:Ploymefflt- e frinee bonefits and fh
e type of taxable fringe benefits and the manner
MY PETTF CUAN0T vk 0TLLNTCTF of their assessment shall be determined by
°he 0L+ (7107 £31 LOASTA: Regulations to be issued by the Council of Minis-
i Nfaan ovAn 1T TP /0T ohhe ters.
ON+ALE 0FPT AT T CULLLIOY RS AT 3) Income received in the form of wages does not
FaodAL OOPTF (17910 4L +I0CT1 KFI87 include representation and other similar expen-
3 1 ditures (on social functions, guest accommodations,
ATINTS1L fOm T OMPT @-H-T) hed etc.)
FoCos
co , 13. Exemptions
it- hoMIC Y9 AA7TILLT The following categories of income shall be exempt

299Nt At 10LPT MHY APE oew it hoLhdA MIC
19 LS A

v) 01509 Chrve AT (TE) @4t LH @-OT
AR L +Me NATL (8) OC ANAM LH £ATATA
GIF@-9° OAo>-f PAVPY +T+ML CULPTT
0,

NPNePT 021.PM hewitFa- eoC Lo
1E TCATT SANAM Savdd P TCARTT
438 RS TISTo-9° 989T Sl TP

d) TomAdL v ARTERLD-LT TEOT a7y

a)

from payment of income tax hereunder:

(a) income from employment received by casual
employees who are not regularly employed
provided that they do not work for more than one
(1) month for the same employer in any twelve
(12) months period;

pension contribution, provident fund and all forms
of retirement benefits contributed by employers in
an amount that does not exceed 15% (fifteen
percent) of the monthly salary of the employee;
subject to reciprocity, income from employment,
received for services rendered in the exercise of
their duties by:

)

(©




X FILERET bofoleA 1967 IUM 01 R 7 THFTE G5

(1) PATAILNS C4INALT OAT: 1§ o+
(i) 07T AN AN $FTNAPT ]
OLT> Ca<P> AIC It @fT
tPTLD PHET VIC THRL PO1Lp00-G
PATO?IEN LAG L92 PPH o@poe
N9AP° 049G A€ OLI° ATIE: aow e}
AMHToF LH hC 99 ey AP
tPTie NTLANPTFD A1ANARTF
NIeT CTLLV TP D 10,2
o) (+AL NI, 99 RIS
() QY APE 0+AL MAFTTA @L9° A+
NCH NOHPC ORFERE -0 117¢- AL
0 hT
(i) 0949° 044 ngegeyp7: ope.gv
(iii) 0°L%a%4¢ 06R+ @LF (L7
OF°°r T C-+4. L 1t
PUL0TCT °NC T ARNSIL: ATIancP
DL AKOTALC NTEET (LY AP 0.
ta dw-¥S PHAM@T IGTFEDIe M".,
(1271 79 A.LLC LTFAAx
WY OF WHHAHST IC 0200 ARG L Qo-
£97.4.09° he @L29° Am:—
NP2 Q@ AL (220 PANA 187
0AA A@- AL (1240 PP KL.Dx

)

Jeml 1o

NEA P
CwTmir A’ 0,
bt he-2 0927 0,

AC CTLhLANF 10,

M19F@-9° v-23 hthe-f LF 099975 10, AL IMIC
LhiAA:

MIC 770042 Ah

nthet AT 09017 10, AL PhzAe- 9C
PILONI @ 0700 NS PoLhLAD WY NFT 0
aAhta Ah Yo

v) N7 PA-9F Nt pramze. L£CEFTF 10,
AL 0T MG hozhiant MULAL @& TCAF
WwAA (Javp 5

NA00F 10, AL a3
hta- w3meir <p”

Ime}
19

Jom}
i

) LY 02-F avp

Ll 4

wrmAr “a”

Federal Negarit Gazeta—No. 34 4® July, 2002-Page 1874
“

(i) diplomatic and consular representatives, and
(i) other persons employed in any Embassy,
Legation, Consulate or Mission of a foreign
state performing state affairs, who are national
of that state and bearers of diplomatic pass-
ports or who are in accordance with inter-
national usage or custom normally and
usually exempted from the payment of in-
come tax.
(d) income specifically exempted from income tax by:
() any law in Ethiopia, unless specifically amen-
ded or deleted by this Proclamation;
(i) international treaty; or
(i) an agreement made or approved by the
Minister.
the Council of Ministers may by regulations exempt
any income recognized as such by this Proclamation
for economic, administrative or social reasons.
payments made to a person as compensation or a
gratitude in relation to:
(1) personal injuries suffered by that person;
(i) the death of another person.

(e)

®

Section III
Schedule ‘B’ Income/Income From Rental of Buildings

14.  Taxable Income

Income tax shall be imposed on the income from rental
of buildings.

Tax Rate

The tax payable on rented houses shall be charged,

levied and collected at the following rates:

(a) on income of bodies thirty percent (30%) of
taxable income,

15.

“MC C7LNLANT PGavit PeLhLAe-
ehLe-2 110, 1L IMC Novo 4G
h1nc ahh Ac
0 1,800 ho1Ic 99
1,801 7,800 10
7,801 16,800 15
16,801 28,200 20
28,201 42,600 25
42,601 60,000 30
160,000 NAL 35
T%-  TMC P7LhLANT? 20, hAccons

& 00T hef 10, AL PoihiAm: G 29730
WY O F Otovahto- oow et LPGas
V) Ok oL @ hydPm e+he-P KILPY
f02@ mLI® CavvilPw- N l-f hindAAD-
1M, IC LLAvLAY

(b) on income of persons according to the Schedule B
(hereunder)
Schedule ‘B’
Taxable Income from Rental Income Tax
(per year) payable
Over Birr to Birr
0 1800 exempt threshold

1,801 7,801 10
7,801 16,800 15
16,801 28,200 20
28,201 42,600 25
42,601 60,000 30
Over 60,000 35

16. Determination of Income

1) Income from rental of building shall be computed as
follows:

(a) if the tax payer leased furnished quarters the
amounts received attributable to the lease of
furniture and equipment shall be included in
income.
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(b) sub-lessors shall pay the tax on the difference
between income from sub-leasing and-the rent paid
to the lessor; provided that the amount’received
from. the sub-lessor is greatcr than the amount

~ payable to the lessor.

- (c) -the following amounts shall be deducted ‘from
income in computing taxable income:

(i) taxes paid with respect to the land and buil-

dings being leased; except income taxes; and

(ii) for taxpayers not maintaining books of ac-
count, one fifth (1/5) of the gross income
received as rent for buildings furniture and
equipment as an allowance for repairs, main-
tenance and depreciation of such buildings,
furniture and equipment;

(iiiy for taxpayers maintaining books of account,
the expenses incurred in earning, securing,
and maintaining rental income, to the extent
that the expenses can be proven by the
taxpayer and subject to the limitations
specified by this Proclamation; deductible
expenses include (but are not limited to) the
cost of lease (rent) of land, repairs, main-
tenance, and depreciation of buildings, fur-
niture and equipment in accordance with
Article 23 of this Proclamation as well as
interest on bank loans, insurance premiums.

2) The owner of a building who allows a lessee to sub-lease
is liable for the payment of the tax for which the sub-
lessor is liable, in the event the sub-lessor fails to pay.
At the earlier of the time construction of a rental building
is completed or when the building is rented, the owner
and the builder are required to notify the administration
of the kebele in which the building is situated about such
completion and the name, address, and tax identification
number of the person (or persons) subject to tax on
income from rental of the building. The kebele adminis-
tration has the obligation to communicate this infor-
mation or information obtained by the administrations
own initiative to the appropriate tax authority.
Section IV
Schedule ‘C’ Income/Business Income Tax

Scope of Schedule ‘C’ Income

Income Tax shall be imposed on the taxable business
income realized from entrepreneurial activity.

3)

17.

18. Taxable Business Income

Taxable business income shall be determined per tax

period on the basis of the profit and loss account or
income statement, which shall be drawn in com-

pliance with the Generally Accepted Accounting
Standards, subject to the provisions of this
Proclamation and the directives issued by the Tax

Authority.
Tax Rate

1) Taxable buisness income of bodies is taxable at the
rate of 30%.

Taxable business income of other taxpayers shall
be taxed in accordance with the following Schedule
C.

19.

2)
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20. Deductible Ekbcnscs )
. In the determination. of business income subject to

tax in Ethiopia, deductions shall be allowed for
expenses incurred for the purpose of earning,
securing, and maintaining that business income to the
extent that the expenses can be proven by the
taxpayer and subjett to the lunitatlons specified by
this Proclamaubn ‘

21. Non -Deductible Expcnscs

1) The following expenses shall not be deductible:

(a) the cost of the acquisition, improvement,
-renewal and. reconstruction of business
assets that are depreciated pursuant to
- - Article 23 of this Proclamation;

(b) an increase of the share of capital of a
company or the basic capital of a regxstered
partnership;

(c) voluntary pension or prov:dem fund con-
tributions over and above 15% of the
monthly salary of the employee.

(d) declared dividends and pald-out profit

~ ‘shares;

(e) interest in excess of the rate used between
the National Bank of Ethiopia and the

~ commercial banks increased by two (2)
percentage points.

(f) damages covered by insurance pohcy,

(g) punitive damages and penalties;

(h) the creation or increase -of reserves,
provisions and other special-purpose funds
unless otherwise allowed by this
Proclamation; ,

(i) Income Tax paid on Schedule C income and
recoverable Value-Added Tax;

(j) representation expeénses over and above
10% of the salary of the employee;

(k) personal consumption expenses;

() expenditures exceeding the limits set forth
by this Proclamation or Regulatnons issued

_hereunder.

(m) entertainment expenses; _

- (n) donation or gift. _

2) Notwithstanding the provisions of Sub-Article (1)
(n) of this Article, the Council of Ministers may
by Regulations allow donations or gifts provided
for public use to be deducted.

3) Interest paid to shareholders on loans and
advances shall not be deductible to the.extent
that the loan or advances in respect of which the
interest paid exceeds on average durmg the tax
period four times the amount of the share capital.
Thmsub-Amcledocsnotapplywbmhmd
insurance companies.
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4)

In the case of bodies other than companies, Sub-
Article (3) above shall apply as if for the reference
to share capital there were substituted a reference to
basic capital.

Trading Stock

1y

2)

3)

For the purposes of ascertaining the income of a
person for a tax period from a business, there shall
be deducted the cost of trading stock of the business
disposed of by that person during that period.

The cost of trading stcok disposed of during a tax
period is determined on the basis of the average-
cost method, i.e. the generally accepted accounting
principle under which trading stock valuation is
based on an average cost of units on hand.

The term “trading stock’ means any business asset
that is either used in the production process and
becomes part of the product, or that is hold for sale.

Depreciation

1)

2)

3)

4)

5)

6)

7

8)

9)

10)

11)

In the determination of taxable business income,
the owner of the business assets may deduct
depreciation for business assets.
Fine art, antiques, jewelry, trading stock and other
business assets not subject to wear and tear and
obsolescence shall not be depreciated.
The acquistion or construction cost, and the cost of
improvement, renewal and reconstruction, of buil-
dings and constructions shall be depreciated in-
dividually on a straight-line basis at five per cent
(5%).
The acquisition or construction cost, and the cost of
improvement, renewal and reconstruction, of intan-
gible assets shall be depreciated individually on a
straight-line basis at ten percent (10%).
The following two categories of business assets
shall be depreciated according to a pooling system
at the following rates:
(a) Computers, information systems, software
products and data storage equipment: twenty-
five (25%).
(b) All other business assets: twenty percent
(20%).
In each category as referred to in Sub-Article (5),
the rate of depreciation specified in that Sub- Article
shall be applied to the depreciation base of the
category.
The depreciation base shall be the book value of the
category as recorded in the opening balance sheet
of the tax period:
(a) increased by the cost of assets acquired or
created and the cost of improvement, renewal
and reconstruction of assets in the category
during the tax period.
decreased by the sales price of assets disposed
of and the compensation received for the loss
of assets due to natural calamities or other
involuntary conversion during the tax period.
If the depreciation base is a negative amount, that
amount shall be added to taxable profit and the
depreciation base shall become zero.
If the depreciation base does not exceed Birr 1,000
the entire depreciation base shall be a deductible
business expense.
If a revaluation of business assets takes place, no
depreciation shall be allowed for the amount of the
revaluation.
In determination of taxable business income a
deduction is permitted in respect of each category
of business assets for the maintenance and im-
provement expenses of business assets belonging
to that category for the acutal amount of the
expenses, but not in excess of twenty percent
(20%) of the deprciation base of the category at the
end of the year. Any actual expenses exceeding this
twenty percent (20%) shall increase the de-
preciation base of that category.

(b)
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24.

1ransfers of Business Assets

1) When assets used in a business are sold, exchanged,
or otherwise transferred, gain or loss is recognized
on the transfer.

2) Transfers of business assets among companies
which are parties to a reorganization are not treated
as a disposal of the property.

3)  The value of business assets held by a company or
companies which are parties to a reorganization is
the same as the value of such assets immediately
before the reorganization. Similarly, the balance
value of any depreciation categories shall be carried
nver.

4) ‘‘reorganization’’ means:

(a)
(b)

a merger of two or more resident companies;

the acquisition or takeover of fifty percent

(50%) or more of the voting shares and fifty

percent (50%) or more of all other shares by

value of a resident company solely in ex-

change for shares of a party to the reor-

ganization;

the acquisition of fifty percent (50%) or more

of the assets of a resident company by another

resident company solely in exchange for

voting participations with no preferential

rights as to dividends of a party to the

reorganization;

a division of a resident company into or more

resident companies; or

a spin-off

The Tax Authority shall ensure that the mer-

ger, acquisition, takeover, division, or spin-off

is not having tax avoidance as a principal

objective.

5) The rules of Sub-Article (1) - (4) shall not apply to
the transfer of assets described under Article 23(5).

6) Loss shall not be recognized on the transfer of a
business asset to related person within the meaning
of Article 2(4).

Bad Debts

In the determination of taxable business income, a

deduction shall be allowed for a bad debt if the

following conditions are met:

(@) an amount corresponding to this debt was
previously included in the income;

(b) the debt is written off in the books of the taxpayer;
and

(c) any legal action to collect the debt has been taken
but the debt is not recoverable.

Special Reserves for Finance Institutions

In the determination of taxable business income of

finance institutions a deduction shall be allowed for

special (technical) reserves in accordance with the

directives issued by the National Bank of Ethiopia; the

business income, however, shall be increased by

amounts drawn from such reserves.

Participation Deduction

1) If a resident company or partnership reinvests the
profit it earned to raise the capital of another
company or partnership subject to the conditions in
Sub-Article (2) and (3); such amount shall be
deductible from its taxable income.

(©

@
(e)
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2)

3)

4)

The deduction mentioned in letter () of Sub-
Article (1) shall apply to shares of resident com-
panies that are subject to taxation under Scdedule C
and in which the investing body has a shareholding
of at least twenty-five percent (25%), by value or by
number, in the share capital or the voting rights.

The deduction mentioned in letter (b) of Sub-
Article (1) shall apply to basic capital of resident

registered partnerships that are subject to taxation
under Schedule C and in which the investing body
holds at least twenty-five percent (25%) by value of
basic capital.

The Council of Ministers shall by regulations
determine the manner in which thc incentive
granted in this Article shall be applied.

28. Loss Carry forward

1)

2)

3)

If the determination of taxable business income
results in a loss in a tax period, that loss may be set
off against taxable income in the next five (5) tax
periods, earlier losses being set off before later
losses.

If during a tax period the direct or indirect
ownership of the share capital or the voting rights
of a body changes more than twenty-five percent
(25%), by value or by number, Sub-Article (1) shall
cease to apply to losses incurred by that body in that
tax period and previous tax periods.

A net operating loss may be carried forward and
deducted only for two periods of three years.

29. Transfer Pricing

1)

2)

Where conditions are made or imposed between
persons carrying on business in their commercial or
financial relations which differ from those which
would be made between independent persons, the
Tax Authority may direct that the income of one or
more of those related persons is to include profits
which he or they would have made but for those
conditions. The Tax Authority shall do so in
accordance with the directives to be issued by the
Minister.

In order to ensure the just and efficient application
of this Article the Tax Authority may make
agreements in advance with persons carrying on
entrepreneurial activities, subject to conditions if
necessary, that specified conditions between
related persons do not differ from those which
would be made between independent persons.

30. Exemptions

1)

2)

The following categories of income shall be
exempt from payment of business income tax
hereunder:

(a) awards for adopted or suggested innovations
and cost saving measures, and

(b) public awards for outstanding performance tax
any field.

(c) income specifically exempted from income tax
by the law in force in Ethiopia, by international
treaty or by an agreement made or approved by
the Minister.

The revenue obtained by:
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(a) the Federal, Regional and Local Governments of
Ethiopia; »
(b) the National Bank of Ethiopia
from activities that are incidental to their
operations shall be exempt from tax on Schedule
C income.
SECTION V
Scheduled Income/Oth er Income

Royalties

1) Royalties shall be liable to tax at a flat rate of five
percent (5%).

2) The withholding Agent who effects payrent shall
withhold the foregoing tax and account to the Tax
Authority within the time limit set out in this
Proclamation. L

3) Where the payer resides abroad and the recipient is a
resident, the recipient shall pay tax on the royalty
income within the time limit set out in this
Proclamation.

4) This tax is afinaltax in lieu of a net income tax.

5) The term “roayalty” means a payment of any kind
received-as a consideration for the use of, or the
right to use, any copyright of literary, artistic or
scientific work, including cinematography films,
and films or tapes for radio or television broadcas-
ting, any patent, tradework, design or model, plan,
secret formula or process, or for the use or for the
right to use of any industrial, commercial or
scientific equipment, or for information concerning
industrial, commercial or scjentific experience.

Income from Rendering of Technical Services

1) All payments made in consideration of any kind of
technical services rendered outside Ethiopia to
resident persons in any form shall be liable to tax at
a flat rate of ten percent (10%) which shall be
withheld and paid to the Tax Authority by the payer.

2) The term “technical service” means any kind of
expert advise or technological service rendered.

Income from Games of Chance

1) Every person derving income from winning at
games of chance (for example, lotteries, tombolas,
and other similar activities) shall be subject to tax at
the rate of fifteen percent (15%), except for win-
nings of less than 100 Birr.

2) The payer shall withhold or collect the tax and
account to the Tax Authority in the manner
provided in Article 67.

3) This tax is a final tax in lieu of income tax.

Dividends

1) Every person derivin g income from dividends from
a share company or withdrawals of profits from a
private limited company shall be subject to tax at the
rate of ten percent (10%).

2) The withholding Agent shall withhold or collect the
tax and account to the Tax Authority.

3) This tax is a final tax in lieu of income tax.

Income From Rental of Property

Every person derving income from the casual rental of
property (including any land, building, or moveable
asset) not related to a business activity taxable under
Article 17 shall pay tax on the annual gross income at
the rate of fifteen percent (15%). This tax is a final tax in
lieu of a net income tax.
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Interest Income on Deposits

1)

2)

3)

Every person deriving income from interest on
deposits shall pay tax at the rate of five percent
(5%).

The payer shall withhold the tax and account to the
Tax ‘Authority in the manner provided in Article 67.
This tax is a final tax in lieu of income tax.

Gain on Transfer of Certain Investment Property

1)

2)

3)

4)

5)

6)

7

‘Income Tax shall be payable on gains obtained

from the transfer (sale or gift) of property described
in this Article at the following rates:

(a) building held for business, factory, office 15%

(fifteen percent)

(b) shares of companies 30% (thirty percent)

Gains obtained from the transfer of building held
for residence shall be exempt.

The basis for computation of gains obtained from
the transfer of properties described in this Article
shall be determined by Regulations to be issued by
the Council of Ministers.

Any exchange of shares in a resident company
which is a party to a reorganization — as defined in
Article 24(4) - in exchange for share in another
resident company which is also a party is not a
disposal of the shares.

The value of the shares given in exchange under
Sub-Article (4) shall be equal to the value of the
original shares.

Loss on the transfer of such property shall be
recognized and be available to offset gain subject to
the following limitations:

(@) Loss on transfers under this Article may be used

to offset gain on transfers under this Article, but
may not be used to offset any other income or
gain. Unused losses may be carried forward
indefinitely.

(b) No loss shall be recognized on transfer to

associates within the meaning of Article 2(4).
Any person authorized by law to accept, register or
in any way approve the transfer of capital assets
shall not accept, register or approve the transfer
before ascertainig that the payment of the tax has
been duly effected in accordance with this Article.

CHAPTER II
Procedural Provisions
Section 1
General Provisions

Powers And Duties of Tax Authority

1)

2)

The implementation and enforcement of this
Proclamation and of Regulations issued hereunder
shall be the duty of the Tax Authority.

Notwithstanding anything to the contrary in any
other law, the Tax Authority shall be empowered to
investigate any statements, records and books of
account submitted by any taxpayer at any time by:

(a) sending duly accredited inspectors to the place

of business or practice of the tax payer to check
same or any vouchers, stocks of other material
items of the taxpayer;
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(b) requiring the taxpayer or any employee thereof who
has access to or custody of any information, records
or books of account to produce the same and to
attend during normal office hours at any reasonably
convenient tax office and answer any questions
relating thereof;

(c) requiring any person including municipality, Body,
Financial Institution Department or Agency of
Federal or Regional Government to disclose par-
ticulars of any information or transactions, in-
cluding any lending or borrowing which it may
have relating to the taxpayer.

39.  Confidentiality of Tax Information

1) The Tax Authority and all persons who are or have
been its agents or employees shall maintain the
secrecy of all information except such information
as are required by the Commercial Code of
Ethiopia to be published by trade gazette, on
particular taxpayers received by them in an official
capacity, and may disclose such information only
to the following persons:

(a) employees of the Tax Authority, for the purpose
of carrying out their official duties;

(b) law enforcement agencies, for the purpose of
the prosecution of a person for tax violations;

(c) courts, in proceedings to establish a person’s
liability for tax, penalties, or interest, or in any
criminal case;

(d) tax authorities of a foreign country, in accor-
dance with an international treaty to which
Ethiopia is a party.

2) Persons who receive informaion under Sub-Article
(1) must maintain the secrecy of that informaion,
except to the minimum extent necessary to achieve
the object for which disclosure is permitted. Other
persons who receive information the disclosure of
which is regulated by this section may not further
disclose the informaion and must return documents
reflecting the informaion to the Tax Authority.

3) Information concerning a taxpayermay be disclosed
to another person with the taxpayer’s written con-
sent.

40. Code of Conduct for Tax Authority Employees

1) Each employee of the Tax Authority shall:

(a) be honest and fair, treating each taxpayer with
courtesy and respect;

(b) apply the law, regulations and rulings to each
case on the basis the objective facts in that case,
showing no partiality to members of his family
or to friends;

(c) refrain from participating in any determination
that will affect his or his spouse’s tax liability;

(d) where either a known family relationship or a
business interest might influence any deter-
mination he must, as an employee, make public
(in the manner provided by regulations) such
relationship or interest;

(e) Subject to Article 39 protect the confidentiality
of any tax or duty information, and

(f) not solicit or accept any bribe or perform any

other improper act relating to the duty to
determine or collect any tax.
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2) No employee of the Tax Authority shall act as a tax
accountant or consultant or accept employment from
any person preparing tax declarations or giving tax
advice.

Co-operation of other Entities

1) All Federal and Regional government authorities
and their agencies, Bodies, Kebele Administrations
and Associations shall have the duty to co-operate

with the Tax Authority in the enforcement of this
Proclamation.

2) (a) No Ministry, Municipality, Department or Of-
fice of Federal or Regional Government shall
issue or renew any license to any taxpayer
unless the applicant produces a certificate from
the Tax Authority to the effect that tax due in
respect of the preceding year or years, have
been paid or where the taxpayer is seeking
license for the first time that he has registered
vstith the Tax Authority unless appeal is pen-
ding, or time for payment is extended by the

~ Tax Authority.

(b) If the Tax Authority refuses to issue a certificate
it shall, on demand by the applicant for the
license, provide him or it with a written
statement of its reasons therefore.

(¢) Any applicant who is aggrieved by the reasons
stated by the Tax Authority for refusing to issue
a certificate or by the revocation of his or its
license may appeal in writing to the Review
Commumittee.

Powers of the Minister

In addition to any powers specifically vested in him in

this Proclamation the Minister of Finance and

Economic Development may:

(a) enter into agreement with other Government for the
avoidance of double taxation on activities or tran-
sactions liable to tax in the territories of both parties;

(b) in his discretion, waive tax upto an amount of birr
100,000 in cases of grave hardship due to natural or
supervening calamity or disaster, or in cases of
exceptional personal hardship not attributable to
negligence or any failure on the part of the taxpayer
to discharge any duty under this Proclamation; and

(c) no amount of tax in excess of Birr 100,000 shall be
waived except with the approval of the Council of
Ministers.

(d) issue Directives for the better implementation of
this Proclamation and Regulations issued there
under.

TIN Requirement

(a) Every person having a tax obligation is required to
obtain a tax payer identification number (“TIN"),
but in no case may a person obtain more than one
TIN.

(b) No taxpayer is to be charged a fee for obtaining a
TIN.

(c) Theregistration process shall proceed according to
the timetable to be prescribed by directives to be
issued by the Tax Authority.

Supplying TIN to the Tax Withholding Agent

A person subject to tax withholding is required to

supply the TIN to the withholding agent. When paying

over the withheld tax, the withholding agent shall list
the taxpayer’s TIN number along with the amount of tax
withheld with respect to that taxpayer.
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45. Business Licenses
1) A person obtaining a license to carry on a business
occupation is required to supply the TIN to the
licensing authority. All public bodies and ins-
titutions issuing a business or occupational license
shall not issue or renew such license unless the
taxpayer has supplied the TIN.
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2) Notwithstanding Sub-Article (1) the licensing
authority may not require the taxpayer to supply a
TIN if according to the registration schedule
distributed as per Article 43 shows that the date for
his registration is not yet due.

Directives

The Minister of Revenue is hereby empowered to issue

directives to provide procedures for TIN registration of

taxpayers. In accordance with those directives, the Tax

Authority shall prepare a schedule of registration for a

TIN, which shall inter alia contain specific dates for

registration of a given class of taxpayers, and shall

distribute copies of the timetable to all licensing
authorities.

Change of Address and Cessation of Business

1)  Any taxpayer who makes a change of address shall
notify the Tax Authority of the change within thirty
(30) days.

2) Any taxpayer who ceases a trade or business
activity shall notify the Tax Authority within thirty
(30) days that the activity has ceased. In the case of
a cessation of activity, any declaration of income
required by this Proclamaation to be filed at the end
of a tax year, shall be filed no later than sixty (60)
days after the activity has ceased. Any tax due for
the period in which the cessation occurred shall be
paid on or before the declaration due date deter-
mined under this provision.

3) Where:

(a) any income is derived by a person in a tax year
from any business, activity, investment or other
source that has ceased either before the com-
mencement of the year or during the year, and

(b) if the income had been derived before the
business, activity, investment or other source
ceased it would have been chargeable to tax
under this Proclamation,
this Proclamation shall apply to the income on
the basis that the business, activity, investment
or other source had not ceased at the time the
income was derived.

Record Keeping Requirement
) All persons who are engaged in a business or trade
as defined in Article 2(5), or who own buildings

held all or in part for rental, except for Category C

taxpayers shall keep books and records.

2) Aperson whois required to keep books and records

in accordance with Sub-Article (1) shall keep the

following information:

(a) a record of the business assets and liabilities,
including a register of fixed assets showing the
date of acquisition the cost of acquisition, and
the current book value of each asset;

(b) a record of all daily income and expenses
related to the business activity and the matter to
which they relate;

(c) a record of all purchases and sales of goods and

services related to the business activitiy
showing: :






