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REGULATIONS ISSUED PURSUANT TO THE VALUE
ADDED TAX PROCLAMATION

These Regulations are issued by the Council of Ministers
pursuant to Article 5 of the Definition of Powers and Duties of
the Executive Organs of the Federal Democratic Republic of
Ethiopia Proclamation No. 4/95 (as amended) and Article 64
of the Value Added Tax Proclamation No. 285/2002.

CHAPTER 1
General

1. Short Title

These Regulations may be cited as the' 'Council of
Ministers Value Added Tax'Regulations No. 7912002.

2. Definitions

In these Regulations, unless the context requires
otherwise:
1) "Authority", means the Federal Inland Revenue

Authority ("FIRA");
2) "Customs Authority" means the Ethiopian Customs

Authority;
3) "Minister" and "Ministry" shall mean the Minister

of Revenue and the Ministry of Revenue, respec-
tively.

4) "Proclamation" means the Value Added Tax
Proclamation No. 285/2002; and

5) "Tax" or "V AT" means the Value Added Tax
Imposed by the V(\lueAdded Tax Proclamation.

~;J&T ;Jtl.1IJ;r..".~. itif.li
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3. Supply of Goods or Rendition of Services

1) For purposes of Article 4, Sub-Article (3) of the

Proclamation treats the supply of goods or the

rendition of services to employees as supplies in the

course or furtherance of a taxable activity; and

therefore taxable unless the transaction is exempt

under Article 8 of the Proclamation.

2) . A supply of goods or services to employees are

treated as supplies for consideration and therefore

may be taxed, even if the employee did not pay (or

paid less than market value) for the goods or

services.

3) If an employer:

(a) provides an employee a cash advance,

(b) pays a supplier on behalf of the employee; or

(c) reimburses an employee

for the cost of goods or services provided as a fringe

benefit, the employer is not entitled to claim any

portion of the cost as a tax credit because the goods or

services provided to the emplyee are not used in

connection with the employer's taxable activity.

4) If an employer was denied a tax credit on the

purchase of goods or services (such as a passenger

vehicle), the supply of those items to an employee is

not a supply in connection with a taxable activity and

therefore is not subject to tax.

5) If a registered person supplies an exempt service

(such as a medical service at a company-run clinic) to

an employee, the service is not subject to tax and the

employer is not entitled to tax credits under Article

21 of the Proclamation for tax on purchases allocable

to the exempt services.

6) Where goods supplied under an installment sale or

finance lease (collectively referred to as a credit

agreement) are repossessed, the repossession is a

supply of the goods by the debtor under the credit

agreement to the person exercising the right of

repossession, and where such debtor is a registered

person, the supply is made in the course or fur-

therance of the debtor's taxable activity unless such

goods did not form part of the assets held or used by

the debtor in connection with that taxable activity.

7) The sale of a lottery ticket by the National Lottery

Administration is a supply of services.

8) Where a supply consists both of a supply that is

charged with tax at apositive rate and a supply that is

charged with tax at a zero rate, each part of the supply

is treated as a separate supply, unless one part is

incidental to a main supply within Article 5, Sub-

.Article (1) of the Proclamation.
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9. The'rendition of services by an employee to an
employer by reason of employment is not a supply.

10. The provision of goods on consignment and the
transfer of goods to a person in a representative
capacity is not a supply.

11. The removal of goods from a bonded manufacturing
warehouse or any supply of goods subject to an
export trade duty incentive scheme under
Proclamation No. 249/2001 is treated as a supply of
those goods in the course or furtherance of a taxable
activity in Ethiopia. If the goods are sold into the
domestic market, the supply is taxable at the st~ndard
rate, and if the goods are sold for export 'within
Article 7, sub-Article (2)(a) of the Proclamation, the
supply is taxable at the zero rate.

12. a supply of goods or the rendition of services to a
person as agent for a principal is treated as a supply
to the principal.

4. Taxable Activity

1) For purposes of the definition of a taxable activity

under Article 6 of the Proclamation, anything done
in connection with the commencement or ter-
mination of a taxable activity is treated as carried out
in the course or furtherance of that taxable activity.

2) Taxable activity does not include:
(a) an activity carried on by a natural person.

essentially as a private recreational pursuit or
hobby or an activity carried on by a person other
than a natural person which would, if carried on
by a natural person, be carried on essentially as a
private recreati9nal pursuit or hobby; or

(b) an activity to the extent that the activity

involves the making of exempt supplies.'

5. Tax on Imports of Goods
1) Except where the Proclamation provides to the

contrary, the provisions of the Customs
Proclamation, relating to the import, transit, coas-
twise carriage, clearance of goods, and payment and
recovery of duty, with such exceptions,
modificatins, and adaptations as the Ministermay by
directive prescribe, shall apply, so far as relevant, to
the tax charged under the Proclamation on the import
of goods.

2) Where tax is payable on an import of goods, the

importer shall, upon such entry, furnish the Customs
Authority with an import declaration and pay the tax

..
due on the import.

3) The import declaration sh'tll-
(a) be in the form prescribed by the Customs

Authority ,
(b) state the information necessary to calculate the

tax payable in respect of the import, and
(c) be furnished in the manner specified by the

Customs Authority.
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4) The Customs Authority-

(a) shall collect at the time of import and on behalf

of the Authority, any tax due under the

Proclamation on an import of goods and, at the

time, obtain the name and the taxpayer iden-

tification number, if any, of the importer, and

the invoice values in respect of the import; and
(b) shall make arrangements with the Ethiopia

Postal Services to perform functions on behalf

of th Customs Authority in respect of tax on
imports that arrive through the Postal Services.

5) Goods covered by an export trade duty incentive

scheme under Proclamation No. 249/2001 are not

subject to tax at the time of import, except that tax is

payable upon import if the importer is covered by the

duty draw-back scheme.

Time of Supply

1) Article 3, Sub-Article (6) of these Regulations, treats

the repossession of goods under a credit agreement

as a supply of the goods. The supply occurs:

(a) on the day that the goods are repossessed, or

(b) when the debtor may, under any law, be

reinstated in his rights and obligations under the

credit agreement, on the day after the last day of
any period during which the debtor may under

such law be so reinstated.
2) Article 4, su1r-Article (9) of the Proclamation treats,

as a supply of goods, the transfer of a taxable activity
(or a portion of a taxable activity) as going concern.

The supply occurs when the transfer under that sub-

Article (9) occurs.
3) Article 3, sub-Article (8) of the Regulations, treats

the removal of goods subject to an export trade duty

incentive scheme under Proclamation No. 249/2001
(incluqing a sale into the domestic market) as a

supply of those goods in the course or furtherance of

a taxable activity in Ethiopia. The supply of those
goods occurs when the goods are supplied in the

domestic market, or when the goods are exported, if
they are supplied for export.

7. Value of a Supply

1) The value of a supply may be reduced by any price

discounts or rebates allowed and accounted for at the

time of the supply of goods or the rendition of
services. Post-supply price adjustments must be

accounted for in accordance with Article 13 of the
Proclamation.

2) Where a portion of the price of a supply represents

tax imposed by the Proclamation that is not accoun-

ted for separately, the value of the supply is the price

reduced by an amount equal to the product of the tax.
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3) It' a registered person converts a portion of, or an
entire good or service from use in a taxable activity
to a different use and the person was allowed a tax
credit in respect of the acquisition of those goods or
services, Article 4, Sub-Article (2) of the
Proclamation treats the change in use as a supply of
the goods or services in the course or furtherance of
a taxable activity. The Minister of Revenue may
issue directives on the value of a supply resulting
from a change in use under this Sub-Article,

4) The value of a supply of goods under an installment
sale or finance lease (a credit agreement) is the cash
value of the supply. The "cash value" , in relation to
supplyof goodsunder a credit agreement,means -

(a) where the seller or lessor is a bank or other
financial institution, an amount equal to the sum
of:
(i) the consideration paid by the bank or other

financial institution for the goods, or the
market value of the goods, whichever is
the greater, and

(ii) any consideration for erection, construc-
tion, assembly, or installation of the goods
borne by the bank or other financial

. institution; or
(b) where the seller or lessor is a supplier, an

amount equal to the sum of:
(i) the consideration for which the goods are

normally sold by the supplier for cash; and
(ii) any consideration for erection, construc-

tion, assembly, or installation of the goods
borne by the supplier.

5) Where the debtor is deemed to make a supply of
goods under Article 3, Sub-Article (6) of the
Regulations as a result of the repossession of goods
under a credit agreement, the value of the supply is
an amount equal to the balance of the cash value of
the supply that has not been recovered at the time of
the supply.

6) The balance of the cash value of the supply under
sub-Article (5) is the amount remaining after deduc-
ting from the cash value so much of the sum of the
payments made by the debtor under the credit
agreement as, on the basis of an apportionment in
accordance with the rights and obligations of the
parties to such agreement, may properly be regarded
as having been made in respect of the cash value of
the supply.

7) The value of goods subject to an export trade duty
incentive scheme under Proclamation No. 249/
2001:

(a) that are removed for export, or
(b) are supplied but not exported is the market

value of the goods
8) Article 4, Sub-Article (11) of the Proclamation provides

that where the recipient of a zero-rated transfer of a going
concern under Article 7, Sub-Article (2)(d) of the
Proclamation, acquired some.of the good~in that transfer
for a pUI1loseother than to make taxable transactions, the
acquistion of those goods is treated as a supply of goods
by the recipient in'the course or furtherance of a taxable
activity.

9) The value of the supply under Article 7, Sub-Article (8)
of these Regulations shall be the ,consideration for the
acquisition of the taxable activity, reduced by an amount
which bears to the amount of'such cOl1sideratinthe same
ratio as the intended use or application of the taxable
activity for making taxable tral;1sactions.bears to the total
inten~ed use or application ofti)e. taxable activity.
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8. Obligatory or Voluntary Registration and Procedure
1) The Authority may waive the requirement under

Article 16of the Proclamation to register where the
Authority is satisfied that the value of a person's
taxable transactions exceeds or will exceed the
amount specified under Article 16, Sub-Article (1)
of the Proclamaton solely as a consequence of-
(a) a cessation, or substantial and pennanent

reduction in the size or scale, of a taxable
activity carried on by the person; or

(b) the supply of capital goods that are being

replaced with other capital goods to be used
in the taxable activity carried on by that
person.

2) Article 18, Sub-Article (4) of the Proclamation

provides for the date that registration becomes
effective. While the registering person may select
the date that the registration is to become effective,
the Authority, in its sole discretion, may change
that date to the beginning of an ~~so~n~i9gpe,riQd.,

9. Divisional Registration
1) A registered person and its separately-registered

division, and separately-registered divisions of a
head office registered person, are "related per-
sons" for purposes of the Proclamation.

2) A separately-registered division must file a VAT

return for each accounting period (Article 26 of the
Proclamation). Each separately registered part of
the entity is subject to all of the obligations imposed
on a registered person, but it remains a part of the
entity.

3) A registered person may apply for divisional

registraton if a single registration requiring a single
VAT return imposes an onerous compliance bur-
den on the registered person. The Authority, in its
sole discretion,' shall decide if the applicant will
experience real difficulties in submitting a single
VAT return.

4) A registered person may request that some, but not

all divisions be registered separately, and those not
registered separately treated as part of the entity's
registration. . .

5) The Authority may withhold any refund under

Article 27, Sub-Article (5)(a) of the Proclamation
to a separately-registered division in order to satisfy
the tax, levy, interest, or penalty payabl~ by the
entity or another division.

6) Supplies made by a separately-(egi$tered division

to the head office or between separately~egistered
divisions are treated assupplies between related
persclnsfor tax purposes, the supplier must issue tax
invoices for those transactions in aecotda11cewith
the Proclamation, and the" r~ipl~nt can claim tax
credits 0\\ the purchases to the extent"provided
under Article 21 of the Proclamation. .
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7) Expenses allocated by the head office to a separately-

registered division may be treated as taxable supplies
by the head office.

8) Transactions between the head office and separately-
registered divisions, or between separately-regis-
tered divisions may be closely scrutinized by the
Authority to prevent the use divisional registration to
obtain unintended tax benefits referred to in Article
60 of the Proclamation.

9) Separate divisional registration is discretionary with

the Authroity and, to be eligible, the head office
applicant must satisfy all of the following con-
ditions: .

(a) The applicant must be a registered person for

VATpurposes, but not a person who volun-
tarily registered under Article 17 of the
Proclamation;

(b) The application must be in writing and include

the applicant'-s taxpayer identification number
and VAT certificate number;

(c) The applicant must conduct its operation as an

incorporated company;
(d) The applicant will experience an onerous com-

pliance burden if it must submit a single return
for its entire business operations. The applicant
must describe in detail the problems likely to be
encountered if divisional registration is not
approved, and the reasons why a consolidated

. VAT return for the entire business for each

accounting period cannot be submitted by the

due date for each .tax period;
(e) The division for which separate registration is

requested must maintain an independent ac-
counting system. This requires the division to
record its receipts and payments and produce
financial statements separate from its head
office and/or other divisions;

(f) The applicant must already be preparing

divisional accounts before consolidating them.
(g) The division for which separate registration is

requested must be separately identified by
reference to the nature of its activities or its
location;

(h) Each division must use the same accounting

period and the same year-end date as the entity.
10) The Authority may impose additional conditions before

approving an'"applicationfor divisional registration, or
may impose different conditions on a newly-registering
entity.

11) The registered person must file a separate application
for each division seeking separate registration on the
form and containing the information required by the
Authority, or a newly-registering person must submit

an applicaton for registration and an application for
divisional registration at the same time.
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12) Each separately-registered division will be issued a

taxpayer identification number and VAT certificate

number that identifies it as a division of the entity.

13) Each registered division must issue tax invoices

listing its unique taxpayer identification number

and VAT certficate number.

14) For purposes of the registration threshold under

Article 16 of the Proclamation, the supplies of each

separately-registered division are included as sup-

plies of the entity.

15) The Authority may require the allocation of tax

credits under Article 21, Sub-Article (22)(c) of the

Proclamation to be made on an entity basis, rather

than on a division-by-division basis.

16) The home office registered person may apply in

writing for the cancellation of the separate regis-

tration of a division, or the Authority may initiate a

cancellation of a divisional registration. The

following rules shall apply:

(a) Unless the Authority approves a shorter period,

the separate registration of a division must

remain in effect for not less than two years;

(b) If an entity or a division ceases to satisfy any of

the conditions imposed on divisional regis-

tration, the entity must notify the Authority in

writing of the change within 30 days of the date

any condition to be met;

(c) The Authority may cancel a divisional regis-

tration if the conditions are no longer satisfied

or if the Authority believes that cancellation is

necessary for the protection of the revenue;

(d) The Authority shall have sole discretion to

<;letermineif the divisional registration shall be

allowed to continue;

(e) The cancellation of divisional registration shall

be effective from the date specified by the

Authority .
10. Cancellation of Registration

1) A registered person must apply for cancellaiton of

registration within 30 days of the date the person

ceases to make taxable transactions.

2) The application for cancellation under sub-Article

(1) shall be in writing, shall state the date upon

which the person ceased to make taxable transac-

tions, and shall state whether or not that person

intends to make taxable transactions within 12

months trom that date.
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3) The Nlthority shall approve anapplicaiton for the
cancellation of registration under "(2) unless the
Authoirty has reasonable grounds to believe that the
person will make taxable transactions at any time
within 12 months from the date of cessation.

4) While the cancellation of registration generally takes
effect on the date of cessation, if .the Authoity is
satisfied that the registred person did not make
taxable transactions from the date the registration
took effect, the Authority can cancel the registration
retroactive to that effective' date.

5) When registration is cancelled, to the extent
provided, under Article 4, Sub-ArtiCle (4) of the
Proclamation, the registered person maybe deemed
to have sold" the goods onh~mQ in a, taxable
transaction.

6) Any obligation or liability under the Proclamation,
including the furnishing ofret\lms, of any person in
respect of anything done by that person while the
person was a registered person, is not affected by
cancellation of th~ person's registration. '

11. Tax credit Rules
1. No tax credit is allowable under Article ,21 of the

Proclamation unless:
(a) a tax invoice, or debit or tax credit note, in

relation to the supply, has been provided in
accordance with Articles 22, 23, or 13 of the
Proclamation and the registered person

.claiming the tax credit is holding that suppor-

ting document (unless an invoice is not
required) at the time any-return in respect of the
supply is furnished; and

'

(b) a Customs Declaration as prescribed under the
Customs Proclatpation, or a document. issued
by the Customs Authority evidenci,ng payment
of, tax in relation to an, import is held by the
registered person claiming the credit at the time

'any return in,respect of ,the i~port is furnished.
2) The cost Incurred to begi~ or terminate a taxable or

exempt activity are, taken into account in cal-
culating the allowable tax credits under Article 21
of the Proclamation.'

3) Article 21, Sub-Article (3)(a)'of the Proclamaiton,
denying a tax' credit on the acquisition of a
passenger vehicle, dose not apply to a commercial
truck or other vehicle designed and used primarily
for the carriage of goods.

4) For purposes of Article 21, Sub-Article (3)(b) of the
Proclamation, a tax credit is not allowed for VA:}'

, Qnthepurch~ebya regisJeredpersonof;testaurant
, ., m~als fdt executives, employe~ 'Orcustomers, or

for.VAT on the rental of aI9dgeand the cl)'P'ge for
, food. at a retre~t for emRloyees. T,hedisaHowance

,rule <iQes IUi)t,apply \0 purchases of "t11tertain-
,r,nent"by fl ~registered,persoJ1;,enga.ged, in the

business Q(selling "entyrt~in~ent':. (sij,~h as a
.,

restauranti if th~ p.ur~b~,~<?s'ar~, ~se~' directly. ~n the

provisi'on of taxable entertainment.
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5) A person who registers after VAT becomes effective
can claim credit for tax on goods on hand when the
registration takes effect if the goods were acquired
within the six month period before the effective date,
and the goods are to be used in a taxable activity
carried on by the person after registration.

6) Where the total tax credits available to registered
person for an accounting period exceed the total
amount of tax chargeable on taxable transactions for
that period, the amount of the excess is dealt with in
accordance with the refund rules under Article 27 of
the Proclamation.

12. Reverse Taxation
1) The value of an import of services taxable under

Article 23 of the Proclamation generally is the
amount of the consideration that the recipient is
obliged to pay for the services, except that if the
supplier and the recipient are related persons, the
value of the import is its market value.

2) Where a portion of the consideration charged for
imported services taxable under Article 23 of the
Proclamation represents tax that is not accounted
for separately, the value of the import is the
consideration under (1), reduced by an amount
equal to the tax fraction multiplied by that con-
sideration. The tax fraction is r(100 + r), where' 'r"
is the rate of ta x applicable under Article 7, Sub-
Article (1) of the Proclamation.

13. Transactions by Agent
1) Where a taxable transaction has been made by an

agent on behalf of the agent's principal as specified
under Article 24, Sub-Article (1) of the
Proclamation, and the recipient of the taxable
transaction is a registered person, the agent may
issue a tax invoice in accordance with the
Proclamation in relation to the transaction; and the
principal shall not also issue a tax invoice in
relation to the taxable transaction.

2) Where a taxable transaction has been made to an
agent on behalf of the agent's principal and the
principal is a registered person, at the request of the
agent, a tax invoice in relation to the taxable
transaction may be issued to the agent; and a tax
invoice shall not also be issued to the principal in
relation to the taxable transaction.

14. Form and MannerofFiling Returns.
A return required by Arti~le 26 of the Proclamation
shall be in the form prescribed by the Authority, and
shall:-

(a) state the information necessary to calculate the
taxpayable for the accounting period in accor-
dance with Article 20 of the Proclamation, and

(b) be furnished in the manner prescribed by the
Authority.

15. V,ATRefund. .
1) Article 27, Sub-Article (5)(b) of the Proclamation

provides the Authority is not obliged to refund
excess credits if the amount to be refunded is not
more. than 50 Birr. If the amount eligible for refund is
~O Birr or l.~ss,thi.sa~ount can be carried forward
and credited against tax due in the subsequent
accounting period.


