
\ ;\ /

',""1-1::?
"71~ -

f1\.~r-*,4C..1..~"ce .tqoh~fl.'ce tT-(lt\.tJ .

~1ot.A. ., ;J~'T;JUll)
FEDERALNEGARIT GAZETA

OF THE FEDERAL DEMOCRATIC REPUBLIC OFETIDOPIA

hM"'~ ~OD-r ~1'C c!j§
hJln hO(}-i'l~~1 .,., Iuni

8thYear No. 34
ADDIS ABABA-41hJuly. 2002

Oh.-rf'kf ~""'&-"Cf JllfDh&-ltfCf ~T11ft.tI

1';"1111 TaJtJf'"f 9'"tlC fl.-r mflctH' flDlTf

1PJ{&6Iij.

h"~ ~1'CIfiti/Iufj! ~.,.
f.,o. "'I.oC h'P~

''''''''''''''''''.'''''''''''' "K' liif.~f:E1

h'P~ ~1'Cllnl1jfj§
1'1(1...,-flC h'P~

fh.-rf'kf ~,..,,&-"'£ JlIfD)l&-()J,£?T-flt\.tI fh.tl«iOlf.
;rt\.fl. Oh1~i:~h1' f"'l"'O~'£'i. fh.tt«iOlf. ""~~"'"f,'i
+*'P"f') f\"'IIt,...,c'i A"'Ih,"~-r..hJlh 9'"/)&-tf.fhL'" OODtr).J

CONTENTS

Proclamation' No. 286/2002
Income Tax Proclamation page 1867

.
PRQCLAMATION NO. 286/2002

.' INCOME TAX PROCLAMATION

WHEREAS, the Declaration on Economic Policy of the
Government of the Federal Democratic Republic of Ethiopia
inaugurates a new era in social ari'deconomic relations and
institutions in this country;

O~IlU9'" v-).;t-PJ"f opLIIlC 9'"b')f-r hv-1 OF&- ",.
ff\tD-1 f10. ..,11CFC~-r ()ODt\~'I''i O"'lh.,.tJhA O~' 10f WHEREAS, in consequence of these developments, the
Fe~-r tD-h1' hf\+f\f~ f1.{1.9'"')"","f hOlf.U'&-flTtD-f1,)"11 existing system of Income Tax needs to be changed and

~h ~,e, ODGIf9''f .?e~'It'Pdl1: "'11:1 , hhL"'L OODtr).J adjusted to the basic principles of fiscal treatment in a free
market economy; .

f..,-fle Fe'i:') "OD'i'£ 0"'l1:1 ,'i f..,l1C ODU'I.i:1
WHEREAS,it is believedthatmodernizing the tax system

f148'7hof.-r ~mfl,)'i 1\.')iL.h-rtlD")-r') "'I01.;t-;t--r LITf1 and broadening the tax base promotes economic growth by
fh.,tlt;"!, 61:1-r A"'I9'"ITfTf"'U..,lI 0011'), ht\;t-OD~O-rJ encouraging saving and investment;

OiM OD')"'F-f: h,)"''' 2~(li) ~'i (Ili) ODU'I.-rfOlf.h.,.f\lD. NOW, THEREFORE, in accordance with Article 55(1)
;t-tD-~Ad and (11) of the Constitution, it is hereby proclaimed as

9'"6&-tf. li follows:

ODU'I..;t-'£ 1:')'.:J'l.9''f
htf.A li
m.}>""

Ii' h~e e6b .

,e,Uh'P~"f10."'l1C h'P~ ~1'C Un/liifj§" "'111\"
t\.m.,.h ,,'f"1A1I

I' -rC~"I
OIlU h"~ tD-h1" ('.,.Af -rC1-9'" O..,Ab tJA.,.l1ITfTlD.

Oh"''''Cf 0t\.A-'f fh.-rf'kf ;"1o'f -rC1-9'" f.,.l1ITfTlD.
:J>":"O.,..,.1.1000-0-r ;,..., f.,.l1ITfTlD.') -rC1-9'" ,e,,.1flr::

f\IlU h"~ hL'fl9'" fOlf.h.,.lr-r :J>"-r'i dl1.1o'f hH.U
O;t-'f f.,.l1ITfTlD.-rC~"l ,e,c;&-T'PIA;

n~"';1 5.00
Unit Price

CHAPTER I
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:

'1;1.t+ ;1tLlIJ ;r..".~. 'wiLli
Negarit G.P.O.Box 80,001



1~ II.Sf~' ~A );»t+ ;»fI."I.",cii In 11+1
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I- "ftm-" ..,,,+ ..,,'j'm-r "'1"'''''1'~c~+ ",,.,.
"'''''OC ft.1f" "'ft, ft.. OOllmh.:\""""-l"~.tz
O~+f'kl"h'1' Ifq-f'"'I~ 11"("f"t1t}Y.~ f'''I~
1Dh..:\'"tAr(,..:\f

I' "~c~+" ..,,,+ f'''It,- 11"(,.f"Ut}Y.~ "''if,.,.,-
h-I1', .,.,. f.,.OII".,Of"lich'i ",...,oc .,.,.
hh-I1', .,.,. h.,.OII".,Of"lich'i ",..,nc ;1C
"'011""t. f'1f~'inm--l" ".,c /h." OIIcpl+ f"'*~011
~C~+ mt.r "''i:f..r t'OII''''P''''' f.:\..,+ 1"'(,.
t,-C~+ mt.,. '"'''0(1 ~C~+ 8\11"").n~ U1C,,,, "t}.:\ OtIDGJh4,n~""f'kl t.DoJt'1'f""1~ 1»(,.
f-U"t1.~'J tlJh.A ~'i ",.,. n-tcp(,.R..,. n~""
fokllDt.9"n"'ft".,C ;""1''''OIIcpl''' .,.,. 6m-:"'i
11"1 n..nrq.&IMr ~')~ '~C~..,. ''''L'f'''~i1'
~m.r60.:\' :

r:. "f' ",." ...,.,1l +" ",,,..,. ..,,, ft (I~
"

11.:\ 'If ).0.....
..,...,n, m,.,. """'0(1''''If''' "'~ mf..r h"'~
0."" "11""'"f-LtArc .,...,ncft.1f" "" t,-c~"""
O.,.ftm(lto+C"t-" m-h"1'f"'f,t'I.,.-t:..,...,0(,.+' ".eta
r,9'"

j!. """"f.~+ lft'fm- ftsP"f" .,,,..,.;
(i) ri-L'1'C' ft.. At; .

u) f,ltJf''''Il.'1'C'. ftm- "''i:f..9'' t,OIIt,-.
m,e.,.

,,)
"

4. "'m""", f'''tlf,n..,. tDt.9"
""11"0"" f"t"f.:\ fq",,~(,. .,.*,.. mt.r

(ii) 11"",((,. "'~9" ~fi, flf.u. .'11\",((,. "'*9"
"'m.+"t f"~ m"r A.II" f"t"f.:\ ftm-.

(iii) '"lICh" ..,..,nc' f;1(,. .:\-?+ ",,,,,oC' f;h..,
fft..~..,. OIIof1""lft'li ~c~ mt.,.

'"'I'"h-q"i~" '

II) ",~lf.tJ "11.:\ f(l'~ m~""r ,,0,.1
A) ~')~u.~:J-eD- f"liCh'i ""JOC' f;J(,.

.:\..,..,. DYtJoe -t.r n/h., f"eD-~""
OIIof1""

'" 'I" ~C~..,. m,.r f"'l.:\ h-I1,1
.1\11'" f'1I'~'i. .,9:fm-9" ntl.lI A")+~
"""f.~+ ''':feD- "sP'" n-t.:\ n"''''l., f"tifL' "'ft fteD-'

(iv) 11., hlf~ I'C7'4. 71') Oit.,..,.c n/h." fft..~..,.
-0(1+ r"'(amm- ~C~..,. ~'i'"

u) 0,ft1 fft..~+ .., ,. h"'''mID-.t'e~+ Oi1++e
on~"""m- tD.er "0 "ID-~t; OIlO+c-..r

lIDcpl+ htUJ ft. ;Je "'I'j.~+ Ift1fm- ltfP"T'
(0 O,,")~ 1rl1'}1 ""''1' ,"m-'} 1;9"/1 fOllitm""

--of1+'
(ii}f''''~,) h-Q'}1 t'l1::l'/.\ mt.r +C~ f'ODh

4-d..:\ ODo(1+0+'1';1' m.er o,,'~ mt.,.
h",}1; Oft,e. 0 If)?, h-I1'}I"~ OIIt'lh.:\ 11"
""'i'~ Irq,,,, f1leb't, ...,...,oeDJt.r I1""~t,.

"'"*r "..,t}~~+,
I "fClt,"" (",.,.,COtID+)~'t hH.l 0"" f1tt-
0-'1.(1"0+ '1.ft.'

,,) n.,.t,. d.~'" (u) Oov:fOD~1''''m+(am- (aID-tDt.r
.e.u It.. ~'i" Oft.O TC1-,. tlDCPlT hft.uftm- ;1e
"'I,j.~+ '",, ftm- n/h.., t'rI"~"" -of1""
O"'(am" 1r11'}1 m-lt"1"

(i) nh-Q'}Im- ""''1' '''''',,' ~/1 f-ltmT
-0(1+'

.
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l)"Person" shall mean any individual, body, or as-
sociation of persons (including a business represen-
tative residing and doingbusinessin Ethiopiaon behalf
of the principal).

2) "Body" shall mean any company, registered part-
nership, entity formed under foreign lawresembling
a company or registered partnership, or any public
enterpriseorpublic financial agency that cmies out

, business activities including body of persons cor-
porate or pnincorporated whetOeu'createQ.ar recog-

nizedunder.,a 1~~,Jlf!?r~~~n Etbio~ja ~e1sewhere
and any foreIgn b6dy~s" business agent doing

. business in Ethiopia C:)O~~alfof th,~rinqipal.
.3}. ' 'Association of persons' 'Shall mean~ as5ociation

of individualsor,an 8S$.qciationthat 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) a natural person and;

(a) any relativeof that nafurafperson';-'o'f
(b) a trust in respect of whichsuch relative is

or may be a benefj9iary;or
(ii) a trust and a person who is or may 1?ea

beneficiary,inrespect of that trust;~r '

(iii) a partnership,joint venture,or unincorporated
association,or body or private company; and
(a) any"memberthereof; or
(b) aoy otherperson wherethatperson and a
. memberof suchpartnership,'j61l1tveit-

ture, or unincorporated association ~r
body, or private company as the case
may he, are related persons in tenn~of
'thisdefinitiOn;or

(iv) an incorporated com'pany, other than a closed '

(a)'& person;otherthan an incOrporated Corn-
pany, where that person or that person ~nd

a. pe~on a person related to thefust
mentionedperson in tenns of this de~
finition controls 10 percent ormo~ of; .

(i) the right to vote in the first mentioned

company; or,
. ,

(ii) the rights to distributions capital or proflts
of the first-mcQtioned company. either
directly or through ooe or more interposed
companies, partnerships, or trusts; or

(b) any other incorporated company in which

the first mentioned person refelTed to in
(a) or that person and a person related to
that fU'Stmentioned person in tefms of this
defmition controls 10 percent or more of:

(i) the right to vote in the first .mentioned
oompany, or f.' ,

~.

"
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(iL) OOD1:OD&1f"'m.,.{t~"} \1-1I"}1 t]"(;t-~ m,,'I" 'I"
.

+Ct;: fODhof.L~ 011-0+1
O., ;t- m,,'I" O,,"}.(" m,,'I" h",,}.(" 0""

Olf). ').

\1-Q"}I9»"f OIIt]h~ IIA "1li~ \1-11"}li f"lichli lli
"7'"fOC m,,'I" IIA""t- .,.9:'1" ""7t]~~+ I-r
TC{t"}-r ("p'c 00ll.r-) hli hlt.1 0"" f IIf

L'
O"lur"}oT 1.tt.1

n
tit) "7"}'1~'/" {t~. "U {t~ hli O"'t- L"~ (u)

f"'ooAh"'~ {t~ m,,'I" o"'t- L"IA (A) f"'OIIA

h"'~ Olh"'lf{t~~-r OIIflT f.,.{tmm.1:C~-r OflU
-rC1-'I" OOIPl-r "'''}7-~-r f"T~ {t9»"f If~~

f "''''m ~ 0"t If"}0 -r 1.tt.! m,,'I"
00) "7liT~'/" {t~1 OflU -rC1-'/" OIIIPl.-r O.t-t- L"IA',

(tit) h"'ooAh"'~ {t~ ;JC "'''}7-~-r fAm. II'lf.

f"''''ml
O"tlf,,} O-r 1.tt.i

~. "1.9-.("lj" "71\-r1
(i) ..,I\{tfl hli f-rP.C ~"'1:
(ii) 0"'1':r m""" m,,'I" CD":r"f f"t"'m~ tlOII"';f:

m"}.("'/". h U-r! "
.,..-r:

"
h it-r: f

"
h it:,- m f.9"

f"'l-T lA~i fh"}1:t- "II-r: fh"}1:t- hli-r:
fh"}1:t-IA~: mf.'I" f..,A{to- lDf.'I" f-rP.C ~"'1~
f?-JlL7 IA~: hli f1-Jl~ IA~") O"'OIIAh.,.
f1-JlL7 "ltP.1.9»"ff mf.9"

(iii) 01o-it "''''W n f+ooAh"'~ "7"}'1~'I" {t~
fTP.C ~"'1 hli Allt' -rC1-'I" "L'09" "71'1~9"

f1-JlL7 IA~ h?-Jl~ "ltP.1.~ ;JC fOll1:ootf

"CA 1J9"'.("lih,,}P.A~f t,.JIO/..AII

i' "f""''''~ P'("" lD"'I"
""}..,.("" "7A-r O"7li:f~'I" {t~

h"7'1~~-r ATC~ f"thlilD1 fn.1~itTt: f,,}"'.(": foo-f
OJf.'I" f'fIIA? 1-0 P't- h1~it?f\ lD"'I"f On.-rf"A-f
n..,~ Ih.., h1" ,..,~ P't- iJ~~li f.,.{tm~ "7liT~9"

"'''
h1~it?f\ ~~I

l' "..,flC hof."" "7A-r OflU "cp~ OIIIPl.-r ..,flC fOllhLIA
..,,.;t- IAO-r "71'1~'I" {t~ ~~I

:f. ""'IflC
"""

10. f"7 .("l..., ~"L ~-r f"'II}AO-r {tm."
- "7A-r ",''1~ OflU "cp~ OOIPl.-r..,-oC {t'Oit{l10.

f"'~l'" ~"L~-r fAO-r {t~ ~~I

ii- "09:"t~+ f"tIPt- ~C~-r" "7A-r h1~ {t~ f1"'~
p't-m.1 Ooo-~ lDf.9" OhLIA f""l.fhli~10-r 9:"t
f1"'~ P't- {l;J- ~~:: f"th"'~-r O.,.A" 09:"t~-r
f"tIP(,. f,,}"'~ .("C~-r OooQ~ f.:rlD?~1I

u) f,,}"'~ P't-~ fhit.,.P."C "7iJh~: ~C1"l.~:
of.fltt]f N:hth P't-9»';f f""l.hlilD).O-r P'~t-:
AflU ".,~ ""'Q-o~-r hitt]A~ ~l.it "7liT~9" "'''
f.,.LI'C' U-o+"f ...~'I" "f. 0"t~~0-r V-);;J-

f"tIf;J~O-r P'~t- Ih,,}' f"t1~QO-r (l;J- lDf.9"

f.."lI;J- mf.'I" f0ll111}m9" P't- f"thlilD10-r

P't;:t-I
A) "'~

(tm. 09:""l.~:" f"tIPt- ~C~-r fAm.'I"
f"tIlAm. hflU O;J-"f f.,.OIIAhoJ:-r1 it;r f"tfh
lim.1 hll'~ ~~I

(i) .("C~oJ:1 f t-"" flf).-r1 iJ:J'9»';fli if.,. {I1"f A"7h

"'T-r lD"'I" Olioo-li~+ A"'ltf-r -o;r f"tm'"

'/" 0 -r
{t.1I',,}i

(ii) ft-"" fll'~~1 fiJ:J' m"011 if.,.1' h'l""f-r
f"7J',lfm. 0 00;J If"}A"7it"'OIII' lD"'I" 0 lioo-li~-r

A'" Itf -r -o;r {t.1I'''}i
(iii) ft-"" fll'''~''} fiJ:J' m~'I" fif.,.1' h'l""f+ f flf~

0"'''
{t~ O"''/''l-r "l."-r ~itl' ...~'I" ""

h "}Jlm.~ A"'.(" l.'" h If., 1

(iv) f.,.m{t., P'~t- fA~,,) f,,}"'~ P't- {l;J-m.1

'-tmWO-r A"}..,.("P'~ f""l.~~ C):J'9'T"}

tIJ~'/" if"'tnT"} At1fJ4'I'tfmf,'I" OIIl){9'T1 A"7{t
lI{to.1-o;r flf., ",,}"If.,1

(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; or

(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
(ii) 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:
(i) uses facilities solely for the purpose of storage or

display of goods or merchandise belonging to that

person;
(ii) 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 penon's busiDesa;
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(V) f.,.wM P'tt-Ir 1 ~(J){" f,}'"1f: P' Ir f1;rlD-'} f"'l.m (v) 'IJ,1aintains a fixed place of business solely for the

"'9"0~ ~'}"l1: P' 1rlD- f"'l.m:"OO-lI'"1~"'"f'} purpose of caIT)'ing on, for that person's

wy.9" ~ff.V- P' 1rlD- -n:F f"'l.1'"1H- "''"1C}c:"f'} business, any other activity of a preparatory or

~"7hiJW~ hln: "lD-:: auxiliary character.

th) hff.U O"y. 0.,.1r k1.A. (u) ~iJ (~) f"'''1llD- 0. tjC9"1 (c) Notwithstanding the provisions of sub-Articles (a)
wh.A.1 hff.U O;r"f Ok1.A. (IP) f"'oP~h'rlD- 'r~"''''l. and (b) above, where an agent, other than an agent of

f"'l.If'}O-r'} 1r00') "fl\- f"'l.IPIr'} wh.A. "Y.bQ.9"CI an independent status to whom letter (e) below
h')1:'}i (lm- wtll\- f"'l.lPlr hl1''' wy.9" owh~m- (lm- applies, acts on behalf of a person and has, and
1l9" m-A.foPL89" P'A.nJ,} 1~lD-iJ Y.U')') P'A.nJ~') habitually exercises, an authority to conclude con-
hHm-~c: f"'l.m"'9"O-r hl1'''' aJ'l~ wh.It- ~COo') tracts in the name of that person and has, and
wtll\- f P' Ir ~').p1l:J>ll.lD-') O"'l.lhiJm-,)O-r f1;r habitually exercises, an authority to conclude con-
09:"'l.":" f"'l.lPlr 1:C~~ ~ '}~~m- y..f>mlrA.:: tracts in the name of that person, that person shall be
I1'tj9" wh.It- P'lrm-') f"'l.lh'im-,}O-r f.,.mM treated as if it has a pennanent establishment in
P'lt-Ir fflm- 0.11'')9'' M:"'l."-r ~,)1."'l.1P1r 1:C~:r respect of any activities which the agent undertakes

OOlJlll.f>'I'?--r hff.U O"y. Ok1.A. (fI) O.,.HlH?--r for the person at the place at which those activities are

f P' Ir ~').pll:J>(l.sP"f".,.wf1'1 hl1''': O.,.wf1'1 P'tt-Ir
carried on, unless the activities of such agent are

lf1m- fP'1r ~').p1l:J>(l.Oh.-rf"kf 09:"'l."-r f"'l.lPlr limited to those mentioned in letter (b) above which,

f,)"l1: 1:C~-r hf(ljlD-9"I if exercised through a fixed place of business, would

oP) "7')~m-9" (lm- 01."'" Om"""" f\'1"'l.'li') wh.A. not make that fixed place of business a pennanent

wy.9" 1r00'} "fl\- 011ll.1P1rO"7iJ:flD-9" """
wh.A. establishment.

hOlJ'l~"-r f,)"l1: P'1r ~'}""1l:J>ll.') O"7hiJW~ -n~ (d) A person shall not be treated as if it has a pennanent

~,)1.ff.U flt--r wh.l\-"f f,)'"11: P'1r ~')""1l:J>ll.m-')
establishment where it merely carries on its business

f"'l.fhiJm-~-r oPf.O~ f,}"l1: P' Ir:fm-') O"'l..fhiJm- activities through a broker, general commission agent

).O:r w.p:r 'lA.I1''' Oll+.,.C 09:"'l."-r f"'l.lPlr or any other agent of an independent status, provided

1:C~-r ~ ')~~m- hY..f>mC9"I
that such agents are acting in the ordinary course of

IP) h,}1: h-C}')f "",,m-') \'1-C}')1OoP.f>nJm?-wy.9" 0"""
their business. .

h-C},}f ~'I''I'C P'C f"'l.lPlr OoPl1'~ 9"tl'} f~ -n:F
(e) The fact that a company controls OTIScontrolled by

h').c;. ftb"m- 09:"'l."-r f"'l.lPlr 1:C~-r ~,}1.I1'''
another company shall not of itself constitute either

.,.1.C"" hf.W(l!:9"::
company a Dennanent establishment of the other.

I. "10." "7f1-r "7iJTm-9" fh.\'1tj"'l. 1'''''9''
f1.1f,): OoP1.O 10) "Income" shall mean every son of economic benefit

~~-r f"'11 C}f.I1',)9" h"7iJ:flD-9" 9",}~ 01'~ 1'}H1I
including nonrecurring gains in cash or in kind, from

wf.9" O'}f."-r OOlJiJ:flD-9" oPA.tl ~"l-nC h4-~ f.,.h whatever source derived and in whatever fonn paid
credited or received.
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11) "Taxable Income" shall mean the amount of income

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

"Employee" shaH mean any individual, other than a
contractor, engaged (whether on a penn anent or tem-

porary basis) to perfonn services under the direction and

control of the employer;

(a) "Unskilled Employee" shall mena an employee

who has not received vocational training, does not

use machinery or equipment requiring special skill,

and who is engaged by an employer for a period
aggregating not more than 30 days during a

calendar year;
(b) "Contractor" shall mean an individual who is

engaged to perfonn services under an agreement by

which the individual retains substantial authority to

direct and control the manner in which the services

are to be perfonned.

13) "Tax Authority" shall mean the Federal Inland Revenue

Head Office or any of its branch offices estblished in any
part of Ethiopia and the tax authorities of the Regional

States.
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14) "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.

16) "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.

,3. 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.

4. Obligation to pay Income Tax
Every person having income as defmed herein shall pay
income tax in accordance with this Proclamation

5. Residence
1) An individual shall beresident 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) is registered 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, musician, 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;
(t) income from immovable property and appur-

tenances thereto, income from livestock and
inventory in agriculture and forestrj, and income
from usufruct and other rights deriving from
immovable property is uch property is' situated in
Ethiopia;

(g) mcome from the alienation of property referred to

in (e);
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(h) dividends distributed by a resident company;
(i) profit shares paid by a resident registered partner-

ship;
(j) 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.

8. Schedules ofIncome

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.

9. 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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SECTION n
Schedule' A' Income /Employment Income

10. Taxable Income
1) Every person deriving income from employment is
.

liable to pay tax on that income at the rate specified
in Schedule A, set out in Article 11. The first Birr
150 (one hundred fifty Birr) of employment

income is excluded from taxable income.
2) Employers have an obligation to withold the tax

from each payment to an employee, and to pay to the
Tax Authority the amount withheld during each
calendar month. In applying the preceding, income
attributable to the months ofNehassie and Pagumen
shall be aggregated and treated as the income of one
month.

11. Tax Rate

Schedule A

12. Determination of Employment Income
1) Employment income shall include any payments or

gains in cash or in kind received from employment
by an individual, including income from former
employment or otherwise or from prospective
employment.

2) The type of taxable fringe benefits and the manner
of their assessment shall be determined by
Regulations to be issued by the Council of Minis-
ters.

3) Income received in the form of wages does not
include representation and other similar expen-
ditures (on social functions, guest accommodations,
etc.)

13. Exemptions

The following categories of income shall be exempt
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;

(b) 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;

(c) subject to reciprocity, income from employment,
received for services rendered in the exercise of
their duties by:
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(i) diplomatic and consular representatives, and
(ii) 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:

(i) any law in Ethiopia, unless specifically amen-

ded or deleted by this Proclamation;
(ii) international treaty; or

(iii) an agreement made or approved by the

Minister.
(e) the Council of Ministers may by regulations exempt

any income recognized as such by this Proclamation
for economic, administrative or social reasons.

(f) payments made to a person as compensation or a

gratitude in relation to:
(i) personal injuries suffered by that person;

(ii) the death of another person.

Section III
Schedule 'B' IncomelIncome From Rental of Buildings

14. Taxable Income

IncoI]le tax shall be imposed on the income from rental
of buildings.

15. Tax l<.ite

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,
(b) on income of persons according to the Schedule B

(hereunder)

Schedule 'B'

16. Detennination 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 amoimt' received
from the sub-lessor is greater than the an10unt
payable to the lessor. ..

- (c) the following amounts shall be deducted from
income in computing taxable income:
(i) taxes p~d with respect !o 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;

(iii) 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.

3) At the earlierof 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
completionand the name, address, and tax identification
number of the person (or persons) subject to tax on
incomefrom 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' IncomelBusiness Income Tax

17. Scope of Schedule 'C'Income

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

18. TaxableBusiness 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 lD com-
pliance with the Generally Accepted Accounting
Standards, subject to the provisions of this
Proclamation and the directives issued by the Tax
Authority .
TaxRate

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

2) Taxable business income of other taxpayers shall
be taxed in accordance with the following Schedule
c.
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"20. Ded~ctibJeExpcnses

In the determination, of business incQme ,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
exteI1t that the expenses can be, proven by the
taxpayer and subjeCt to the limitations specified by. . . ~) .-;.

this Proclamation.

21. Non-Deductible Expenses
1) The follow1n{ expenses shall not be deductible:

(a)1he cost of the acquisition, improvement,
, renewal, 'JIld. reconstructipn of business
assets that are depreciated pursuant to

. ArticJe 23.of this Prqclamation;
(b) an increase of the, share of capital of a

companyor the basic capital of a registered
partnership; ,

(c) voluntary pension or providenJ.,Jundcqn.
Ui,butiOnsover and above 1~% of the
monthly salary of the employee.

"(d) declared dividends and paid-out profit
'shares;

(e) interest in excess of the rate used between
the National Bank of Ethiopia and the
cOmmerciAlbanks increased by two (2)
percentage points.

'

(f) damages covered by insurance policy;
(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) IncomeTax paid on Schedule C income and
recoverable V a1ue~Added Tax;

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

(k) personal consumption expenses;
(I) expenditures exceeding the limitS set forth

by this Proclamation pr Rejulations issued
hereunder.

(m) entertainment expenses;
(n) donation or gift.

2) Notwithstanding the provisions of Sub-Article (1)
(n) of this Artiete, the Council of Ministers may
by Regulations allow donations or gifts Pl'Ovic1ed
for public use to be deducted.

3) Interest paid to shareholders on loaDS and
advances shall not be deductible to the"extent
that the loan or advances in respect of which the
interest paid exceeds on average dUrin. 'the tax
periOd four times the IIDOIIDtorthe sb8N c:apital.
1bis sub-Article does not apply 10 batab and
insurance companies.


