hCa APHHT 9ot #°7C 3
45th Year — No. 6

tRATEES LRfE

"I
NEGARIT

[ B B SR

S

IH M
GAZETA

th34.- P2 0.60

MLHEE OFLLe AMTARC 2C7

CPIATETF SR AF aA,
KLt AT FmONEEY fom

02 ey rc SRS (1031)

7 m o
THREZ 9. 9.

APE dTC ERIE/IRFEE 9

PYAE P RPE . . .. (L]

CONTENTS -
1986

Proclamation No. 205 of 1986

Petroleum Operations Proclamation .. .... .... Page 62

hPF ®PC FRIE/TAERE 9.9°
PIAE. 2¢-PTY ACINVESAC Pam APE

« hIEKS 1TPLI° »

fU1CR CAF VN FAAT NTPP° AL NIA@A
P4 nn&.m\- PATCXE MmN PARSTL, 4£715 NA
815 W5 ANFPRA 2928020 ookt

CIRE 12¢PT ISP ENTHET Naom$bds vA
7 AN NoemNP aocy oowlF PoLhSoy 2§ €U
1617 PYA% U AATTI NLNAT A"1@P 07900 A
oo} WAAGTa-1

Y88 LhTAR b P7iP0AN1T vid N7
@FFr eofhe CUIC @D PAD BLAS @wit A
1 LB DAYLLNEAT T

ATHOT FATIPT W ATIL4N PI8E 24P
N72amAht O FAP w9 “Tm-a)l- hNEA1, PS on)s ki

CLHLEE ®FL6P ANVFALC LCTIS P30T
NC 01T 2ANS SALY NTR1S Aot foma-
APE  RTC REI[IDERR 9. 9. WIPR F/§ mwld
L hi-Am- ,-t-w-?:-w\ u

1 APC ChhI
LU AP «PI80 /7L PF hPE BTG gm;-/mms
3.9°.» -MlA* Ambh LFAA =

g1 rcael
MY APE @aer
5 «hIFLnIC» MAYT haewyar .an P8
NPT UL IO Ao o |

PROCLAMATION No. 295/1986

A PROCLAMATION TO REGULATE PETROLEUM -
OPERATIONS

“ETHIOPIA TIKDEM”

.WHEREAS, the exploitation of petroleum resources of the -
country will greatly contribute to the economic growth and wel-

| fare of the Ethiopian broadmasses;

WHEREAS,petroleum operations should be carried out in
accordance with modern technology and sound principles of
resource conservation and should provide a hetter knowledge of

the petroleum polential of the nation;

WHEREAS, it is necessary to develop domestic expertise and
petroleum infrastructure by fostering the acquisition of petro-
leum technology;

WHEREAS, to achieve these ends, it is essential .io promul-
gate a special law on petrelenm operations;

NOW, THEREFORE, in accordance with Article 5(6) of
the Redefinition of Powers and Responsibilities. of the Provisional
Military Administrative Council and the Council of Ministers
Proclamation No. 110/1977, it is hereby proclaimed as follows:

1. Short Title

This Proclamation ﬁny be cited as the “Petroleum Opera-
tions Proclamation No. 295/1986”.

. 2. Definitions
For the purposes of this Proclamation:

1) “contractor” . meany, any person ‘with whom the
Government establishes a petroleum agrecment;
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2) ‘“crude oil” means all hydrocarbons regardless of sbe‘
cific gravity which are produced at the wellhead in ¢
liquid state at atmospheric pressure, asphalt and ozoke
rites and the liquid hydrocarbons known as distillate
or condensate obtained from natural gas by condensa-
tion or extraction;

3) “Government” means the Govemmen! of Soculmt
Ethiopia;

4) “Minister” or “Ministry” means the Minister or Minis-
. try of Mines and Energy, respectively, or any succes-
sors in jurisdiction thereto;

51 ' “natural gas” means hydrocarbons that are in a
gaseous phase at atmospheric conditions of temperature
and pressure, including wet mineral gas, dry mineral
gas, casinghead gas and residue gas remaining after the
extraction or separation of liquid hydrocarbons from
wet gas, and non-hjdrocarbon gas produced in assoeia--
tion with liquid or gaseous hydrocarbons;

6) “person” means any natural or juridical person;

7) “petroleum” means crude oil and natural ges and
includes hydrocarbons produced from oil shales or tar
sands; ‘ 7 i

8) “petroleum agreement” means a contract or other
arrangement between the Government and a contractor
to conduct petroleum operations;

9) “petroleum operations” means the operations involv-
ing and related to the exploration, development, extrac-
tion, production, field separation, treatment (Imt exclu-
ding refining) , storage, transpoxtahon up to the point
of cxporiation or entry into a system for domestic con-
sumption and marketing of petroleum, excluding
refining of crude ofl, but including the processing of .
natural gas;

10)" *“‘subcontractor” means any person with whom a con-
tractor establishes a contractual relationship for the
provision of services required for performance under
a petroleum agreement;

. 11) “Territory of Ethiopia™ means its land territory, inter-

nal waters, islands, archipelogic waters, territorial sea
and its beds and subsoil, exclusive economic zone and
" continental shelf.

" 3. Scope

‘l) This Proclamation shall govern petroleum operations
carried out hy a contractor within the Territory of
Ethiopia.

2) Any agreement relating to petroleum operations ente-
red into prior to the effective date of this Proclamation
shall be governed by the laws existing on the effective
date of the agreement unless otherwise mutually agreed

_ to by the parties thereto.
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4. Ownership of Petroleum
1) Ownership of petroleum existin_g in its natural condi-
-tion on, in and under the Territory of Ethiopia is vested
in the State.
2) Ownership of petroleum when produced shall be deter-
mined in accordance with the provisions of the appli-
cable petroleum agreement.

5. Undertaking of Petroleum Operatians

The Government may undertake petroleum
through contractors in accordance with a petroleum agree-

ment.

operations

6. The Minisier to Represent the Governmeni

1) For purposes of this Proclamation, the Minister shall
represent the Government in its dealings with a con-
tractor and shall alsp be responsible for the effective
implementation of this Proclamation.

2) The Minisler may delegate in writing any of his powers
under this Proclamation, except his powers to issue
regulations or to sign or revoke a petroleum agreement.

7. Powers of the Minister
The Minister has the power to:

1) issue regulations necessary for the effective implemen-
tation of the provisions of this Proclamation;

2) ensure that a coptractor has the requisite financial
resqurees, {echnigal competence and professional skills
necessary to fulfil his obligations under the applicable
petroleum agreement;

3) prepare model petroleum agreements, including Pro-
duction Sharing or Modern Congession agreements,
which will serve as basis for the negotiation of a petro-
leum agreement;

4) cither by compelitive bidding or, subject to the directi-
ves of the Council of Ministers, by direct negotiation
enter info:

a) an exclusive petroleum agreement which autho-
rizes the contractor to carry out petroleum opera-
tions in a particular area; or

b) a non-exclusive petroleum agreement which autho-
rizes the contractor to carry out geological and geo-
physical surveys in a particular area;

5) inspect and ensure that the activities of the contractor
arg carried put in accordance with the provisions of the
petroleum ‘agreement;

6) grant to a party other than the contractor a permit
for the exploration or production of minerals or natural
resources other than petroleum within an area subject
to the petroleum agreement, provided that such explo-
ration or production activities shall not unreasonably
interfere wuh petroleum operations;
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9. Particulars in a Petroleum Agreemeni

Any petroleum agreement shall provide, inter alu, for the
following particulars :

1) royaliies, surface fees, bonuses, rentals or any other
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2)

payment to the State, excluding taxes levied pursuant
to the Income Tax laws of Ethiopia;’
L ]

safety requirements and progmmmes.nnd other matters
related to the working conditions of employees engaged
in petroleum operations;
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3) minimum work obligations, minimum cxpenditures
and periodic surrender of areas subject to a petroleum
agreement;

rights and obligations of the contractor;
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to be submitted to the Minister;

procedures for assignment or transfer of rights or obli-
gations of the contractor under a petroleum agree-
ment;

conditions for revocation or termination of petroleum
agreements and Procedures for the settlement of dis-
putes;

9) the terms and conditions of State Participation in some

i/ eTPPL 15T NG %I “INY  FmAl$ or all phases of petroleum operations;
nATLEL0tT vid  (0FNALRT? haroal) 10)  stabilization provision of the rjg_htg and obligations of
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' 11)
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requirements relating to environmental protection;
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10.

11.

12,

- ]

12) accounting procedures;

13) sanctions for failure by a contractor to fulfil obligatior
contained in a petroleum agreement;

14) manner of employment, rights and obligations and, i
particular, the training, of Ethiopian nationals; and

15) any other matters of relevance: to the Proper executior
of petroleum operations.

Areas Precluded from Petroleum perations

The Minister shall, in consultation with the nppropriate
state organs, determine the areas in which petroleum
operalions may not be permitted for reasons of national
interest and security.

1)

The determination made under sub-Article (1) of this
Article shall be without prejudice to existing rights
in such areas as established by a petroleum agreement.

2)

Duration. of Petroleum Agreements

1) The periods under a petroleum agreement shall be :

a) upto Iwo years for activities under non-exclusive
petroleum agreements;
b) upto four years for exploration under exclusive

pelro]eun_; agreements; and

upto iwenty-five years for development and pfo—
duction under exclusive petrolenm agreements,

¢)

The Minister may, where circumstances justify, grant
the following maximum extensions to the initial periods
set forth in sub-Article (1) of this Article:

a)

2)

two years for activities under non-exclusive petro-
leum agreements;

four years for exploration under exclusive petro
leum agreements; and

ten years for development and production under
cxclusive petroleum agreements.

b)
e)

3) The Minister may.grant a further extension to the
periods set forth in sub-Article (2) of this Article for
the purpose of allowing a contractor to complete dril-
ling, logging, testing or plugging of any well which is
actuslly being drilled, logged, tested or plugged at the
expiry of the applicable period or for the completion
of the appraisal programme of a discovery.

In addition to the extension periods set forth above, the
Min_ister may grant a further extension as may be neces-
sary for purposes of evaluating a natural gas discovery.

4)

Preferences énd Training
A coniractor shall :

1) give preference to the employment of Ethivpian natio-
nals to the fullest extent possible; provided, such natio-
nals have the required qunlificatioz_u and experience;
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13,

14.

15.

16.

17.

2) give preference to domestic materials, products and
services where such materials, products and services
are readily available at competitive pnces and are of
comparable quality;

3) train Etluoplan nationals in petroleum operations in

accordance with a petroleum agreement.

Trensfer and Assignment
1) A contractor may transfer, assign or otherwise dispose
* of all or ahy part of his rights, obligations and inte-
rests under a petroleum agreement only with the prior
wrillen consent of the Minister, which consent shall
not be unreasonably withheld.

2) Subject to sub-Article (1) of this Article the terms
and conditions of said transfer, assignment or disposal
shall be governed by the provisions of the petroleum

agreement.

Operating Standards

Contractors shall conduct petroleum operations in accor-
dance with generally accepted international petroleum
industry standards and practices and in a manner which is
compatible with the conservation of petroleum and other
resources and the protection of human life, property and -
the environment.

Disposal ;f Assets

1) The contractor shall transfer, at no cost to the Govern-
ment, plants, appliances and installations in an area
which i: subject to surrender or termination pursuant
to the terms of a petroleum agreement; provided that
the said area or part thereof:

a) has been determined to be capable of commercial
production as sct forth in the npphcable petroleum
agreement; or

b) is currently producing or has previously produced
petroleuin commercially. ;

2) The Minister may decline the transfer and may require .
the contractor to remove all or some of the plants,
appliances and installations at no cost to the Govern
ment,

Access to Property
If a contractor requires the use of property in connectior
with petroleum operations, the Government may acquire

the rights or interests thereon necessary for said operations;
provided that the contractor shall pay fair compensation fo
the person holding such rights or interests,

Protection of Historical Sites and other Minerals
A contractor shall :

1) conduct petroleum operations in a manner designed
to protect anthropological, archaeological and histori-
cal cbjects and sites; ,

/
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' 2) notify the Minister, as soon as practicable, in the event
of discovery of anthropological, archaeological or
historical objects or sites or other minerals;

3)  not remove from their locations, any anthropological,
archaeological and historical objects or other minerals
discovered, without the prior authorization of the
Minister.

18.‘ Books and Records
1) A coniractor shall :
a) keep in Ethiopia complete and accurate books of

accounts on petroleum operations;

b) -annnally submit to the Minister and other appro-
priate authorities financial statements, including
balance sheets and profit and loss accounts, audit-
ed by a reeogmzed, independent anditor acceptable
to the Minister. .

2) A coniractor shall keep records of his petroleum ope-
rations, including drilling, geophysical and geological
data; and shall submit such data, reports and notices to
the Minister in accordance with regulations issued by
the Mmmter or, in the ahsence of such regulations, in
accordance with the petroleum agreement.

19. Insurance and Indemnity

1) A coniractor shall, prior to commencin.g' petroleum
operations, obtain and maintain in force workmen’s
compensation, property and third party liability insu-
rance in such réasonable amounts and coverage as has
heen approved in writing by the Minister.

2) A contractor shall indemnify, defend and save the
Government harmless against all claims, losses and
damage of any nature whatsoever, including without
limitation, claims for loss of or damage to property, or
death of or injury to persons caused by, or resulting
fromi, any operations conducted by, or on behalf of, the
contractor under the terms of the applicable petro-

leum agreement.

20. Supply of Domestic Market
1) - The Miuister may require the contractor in writing to
supply crude oil, for domestic consumption, to the Gov-
ernment from the contractor’s share of production.

2) The price, quantity and any other relevant terms of
said supply shall be agreed upon by the two parties.
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21. Exemption from Customs Duties and Levies

. 1) A contractor and a subcontractor shall be entitled‘ lo

geological,
geophysical, production, treating, processing, transport-

import into Ethiopia any and all drilling,

_ation and other machinery and equipment necessary
in peh'o]euml operations, including aircraft, véssels, .
vehicles and other transportation equipment and parts

' therefor (other than sedan car and fuel therefor) , fuels,
chemicals, lubricants, films, seismic tapes, house trai-
lers, office trailers, disassembled prefabricated struc-
lures and other materials necessary for petroleum ope-
rations free of import duties, taxes, levies and imposts
of any kind.

2) Expairiate employees of a contractor and a subcontra-
ctor shall be entitled to import into Ethiopia household
goods and i!ersonnl effects, including one sedan car,
free of import duties, taxes, levies and imposts of any
kind, in accordance with prevailing regulations.

3) All.items imported  under sub-Articles (1) and (2)

- of this Article and taken out of Ethiopia shall be
exempt from export duties and other taxes levied on -
exports; provided, however, that if these items are
disposed of within Ethiopia, the contractor, subcontrac-
tor or their expatriate employees, as the case may be,
shall pay customs duties and levies in accordance with'
the applicable laws.

* 4) 'Bhe contractor shall be entitled to export petroleum
produced free of export duties, taxes or imposts of any
kind.

22. Royalties
1) A contractor shall pay royalty for pettoleum produced.
2) The petroleum agreement shall fix the amount of
royalty and the method of payment.

(i

23. Income Tazxes and other Payments

1) A contractor and a subcontractor shall pay income
tax in accordance with the applicable Income Tax laws
of Ethiopia. :

2) The salaries and other benefits in cash or in kind of
expalriate employees of a contractor and a subcontrac-
tor derived from activities required for performance
under a petroleum agreement shall be exempt from
personal income tax.

3) A contractor shall pay any additional payment, whe-
ther characterized as tax or otherwise, specified under
any applicable petroleum agreement.
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24. Exchange regulations

(1) Contractors and Subcontractors shall be subject to the
applicable exchange control legislation and directives
in effect from time to time in Ethiopia: provided,
however, that Contractors and Subcontractors shall
have the following rights afier mecting all their
respective payments and tax obligations under any
applicable Peuoleum Agreement and  under the
applicable incomie tax laws of Ethiopia :

(a) to retain or dispose of any funds outside Ethiopia
including such funds as may result from
Petroleum Operations:

(b) 1o pay foreign Subconuractors and expatriate
employees of the Contractor outside Ethiopia;
provided.  however, that  such  foreign
Subcontractors and expatnate employees shall be
required 1o bnng into Ethiopia such forcign
exchange as rnrequired 10 meet payment of
Ethiopian waxes and living expenses:

(¢) to export such funds as Contractors or
Subconuaciors shall have imported into Ethiopia
or denved from Petroleum Opcrations or the
sale or lease of goods or performance of services
under a Pevolesm Agreement.

(2) Contractors and Subcontractors shall make regular
reponts to the National Bank of Ethiopia regarding all
currency received. imponed. emitted and maintained
abroad. The manner of reporung shall be speaified in
the applicabic Petroleum Agreement.

¥
5

. Arbitration

(1) Any dispute. conuoversy or clam bemween the
Government and the Contactor arising out of, or
relaung 10, the Petroleum  Agreement or  the
interprewanion, breach or terminagon thereof shall. to
the extent possible. be resolved through negotatons.

(2) In the event tha: agreement cannot be reached through
negoniations, the case shall be settled by arbitration in
accordance with the procedures specified in the
Peuolevm Agreement.

26. Applicable law

Without prejudice to Ardcle 25 of this Proclamation. all
Pevoleum Agreements and Pevoleum Operations shall be
governed by the laws of Ethiopia.

27 . Conflict With Other Laws

No laws or rules, whether written or customary, shall apply
o matters expressly provided for in this Proclamation. In

particular, the following laws are inapplicable to Petroleum
Operations :

(a) Mining Proclamation No. 282/1971;

(b) Mining Regulations No. 396/1971; and

(c) Joint Venture Establishment Proclamation No.
235/1983.

28. Effective date

This Proclamation shall enter into force on the date of its
publication in the Negarit Gazeta.

Done at Addis Ababa, this 26 day of March, 1986
- THE PROVISIONAL MILITARY
ADMINISTRATIVE COUNCIL
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PROCLAMATION No. 296/1986

A PROCMHDN TO PROVIDE FOR
PAYMENT OF INCOME TAX
ON PETROLEUM OPERATIONS

“ETHIOPIA TIKDEM”

WHEREAS, it is necessary to regulate the payment of tax
on income from petroleum operations;
WHEREAS, the nature of petroleum operations calls for a

"| special law to regulate the payment of income tax thereon;

NOW, THEREFORE, in accordance with Article 5(6) of
the Redefinition of Powers and Responsibilities of the Provisional
Military Administrative Council and the Council of Ministers
Proclamation No. 110/1977, it is hereby proclaimed as follows:

1. Short Title
This Proclamation may be cited as the “Petroleum Opera-
tions Income Tax Proclamation No. 296/1986.”

2. Definitions
For purposes of this Proclamation, unless the context other-
wise requires:

1) “accounting year” means the calendar year ending
December 31, according to the Gregofinn Calendar;
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1#95@#5;

2)

3)

4)

5)

6)

)

8)

9)

10)

11)

12)

13)

“affilinted person” means any person directly or in-
direetly controlling or controlled by, or under direct or
indirect oommonoontrﬁlof.mtborpuson. For the.
purposes of this definition, “control” means the power
to direct, administer or dictate the management and
policies of such person, or the ownership of fifty percent
(50%) or more voting rights in such person; and the
{erms “controlling” and “controlled” shall have mean-
ings correlative fo the foregoing;

“calendar quarter” means the quarter euding March
31, June 30, September 30 and December 31 accord-
ing to the Gregorian Calendar;

“capital expenditure” means expenditure, other than
pre-production costs, the benefit of which extends
beyond the ‘accounting year in which the expenditure
is incurred; '

“gommencement of regular production” means the
commencement of regular production from the first
development area developed by the contractor;

“contracior” means any person with whom the Govern-
ment establishes a petroleum agreement;

“development area” means an area comtaining a com-
mercial discovery of petroleum, the development of
whiehhubeennpprovedhythelﬁnisterofulnu-md ’
Energy;

g .
“first accounting year” means the accounting year in
which regular production commences from the first
development area developed by the contraclor;

“income” means every sort of revenue, from whatever
" source derived and in whatever form paid, credited or
received, which has its origin within Ethiopia, irrespec-
tive of whether it is -paid, credited or received within
or outside Ethiopia; »

“person” means any natural or juridical person; -
“petzoleum“mpmomdaoillndmtunlgpandin-:

cludes hydrocarbons produced from oil shales or tar
sands; \

“petrolcum agreement” means a comtract or other ar-’
rangement between the Government and a contractor
to conduct petroleum operations; '

“petroleum operations” means the operations involving,
and related to, the exploration, development, extrac-

_tion, production, field separation, treatment (but ex-

cluding refining), storage, transportation up to the
pointofexporuﬁonmehtryinmasymmfordommﬁo.
consumption and marketing of petroleum, excluding
refining of crude oil but including the processing of
natural gas;
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14) “petroleum operations costs” means all the costs and

expenses incurred for the purposes of petroleum opera-

- tions including both capital expenditure and revenue
expenditure;

15) “pre-production costs” means all petroleum operations

costs incurred before the commencement of regular pro-

duction;

16) “revenue expenditure” means expenditure other than

capital expenditure and pre-production costs;

17) “bubcontractor” means any person with whom a con-
tractor establishes a contractual relationship for the pro-
vision of services required for performance under a pet-
roleum agreement;

18) “faxable income” means the amount of income, cal-

" culated in accordance with the provisions of this Procla-
mation, on which tax shall be charged, levied and col-
lected. -

3. ‘Levying of Tax

1) Any person engaged in petroleum operations under a
petroleum agreement shall pay fifty percent (50%)
inconie 1ax on its taxable inicome.

2) Tax on income from petroleum operations shall be im-
posed on a person’s taxable income of the current

. accounting year.

. Determination of Income

1) In determining the income of a person From petro-
leum operations, there shall be brought inio account
the valie of all petrolenm produced and saved and not

~ used in petroletim operations to which that person is
entitled under a petroleum agreement.

2) The value of petroleum produced and saved shall be
calculated in accordance with the provisions of the
petroleum agreement and shall be communicated by the
Minister of Mines and Energy to the Minister of Fin-
ance. o '

3) Where a person is entitled to petroleum under more
than one petroleum agreement, the value of petroleum
produced and saved under each agreement shall be con-
solidated in determining income.

. Dediciions

1) In determining the taxable income of A person from
petrolenn operations, »ll pétroleum operations costs
shall be deducted in accordance with the provisions of
this Article.

2) Where 4 person iticurs costs under more than one pet-
roleum agreement, the costs shall be consolidated and
be deducted in accordance with the following provisions
of this Article. '

3) Pre-production costs shall be capitalized and a fraction
tqual to one-fifth of the capitalized costs shall be de-
ducted in the first accounting yest ‘aind each of the
four succeeding accounting years; provided that:

a) pre-production costs incurred in 4h area surren.
dered prior to the commencement ‘of regular pro-
duction; and '
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4)

5)

1)

2)

3)

4)

M
b) pre-production costs in respect of a well abandoned
_ prior to the commencement of regular production;
shall be deducted in full in the first accounting year.
In an accounting year in which capital expenditure is
incurred and in each of the four succeeding account-
ing years there shall be deducted a fraction equal to
onefifih of the capital expenditure incurred in that
year.
In each accounting year in which revenue expenditure
is incurred there shall be deducted an amount equal to
the revenue expenditure incurred.

. Period of Payments

Any person conducting petroleum operations in Ethio-
pia. shall make quarterly payment on account at the
end of each calendar quarter of each accounting year
of petroleum operations. .

Each quarterly payment on account shall be calcula-
ted as one quarter of the tax estimated to be payable
for that accounting year. The estimates shall be based
on budgets submitted by the person to, and verified by,
the Minister of Mines and Energy.

The sum of these quarterly payments shall satisfy the
Liability of that person for the tax due on that person’s
declared taxable income for the accounting year com-

cerned.

In the event that the sum of the quarterly payments
is less than the tax due on the declared taxable income
for the accounting year concerned, the difference shall
be Paid with the submission ‘of the declaration of in-
come.. In the event that the sum of the quarterly pay-
ments is greater than the tax due on the declared tax-
able income for the accounting year concerned, the
difference shall be refunded within 30 days from the
date of mnotification of the assessment. '

. Capital Expenditure. .

1) Capital expenditure shall include, but shall not be li-

mited to, expenditure on the following:

a) * wells drilled in any development ares during thev
development and production period;

b) wells drilled outside a development area which re-
sult in a commercial discovery; "

¢) plunts, platforms and other production facilities,
. machinery, fixtures, pumps and the installation
thereof;

d) pipelines and storage tanks and the installation
thereof;

e) the construction of industrial buildings, struc-
tures and works of a permanent nature;

f) major enhancement expenditure on any produc-
tion facility;

g) the acquisition of, or of rights in or over, petro-
leum deposits.



1% 2% 1240 onm $vC § @O0 7L 7 IXEE 9. 7.

Negarit Gazeta — No. 7 — 5th April, 1986 — Page 75

g/ Oh74x € F0-n Kre&k § etovAbia- ChT
A @ A7 L.SCP& t WA o9 1°Lh
F it AL OHLL1T O KEARIPCI )

v) haF TEANTD oisf Nht+C 0TS POLC
0FPF 1 '

A) AFCFe 8T+ ATINNT hEA ¢ ALE AT
AmSLE LT RININCT Poloeh H1IPT s

£1 PLAr OPPT 1
5/ ecir o 0oLhiaT AF  ALONT hHY

NFF eFHLHGTT LRFEA 1 '

U) ALMCENAS ARALHNA TS PPA NS
AT£AL R4-C NIET A%LLS P171C-4NT

- PEAICEN PPN OTRL O T

A) AT ¢ NTLhA L0 hAA hLTF 18
32F MNFPC ATIL N"Lo-A LLE 1AF AR
ATV @ TLALT #4C OTRLT OF 1

h) AISE TETE A ¢ CIIFG RS
£H (IR0 CTRLTY BPC * IAE AT
¢ 2L ANT OPPT 1 AhETT ¢n
TTAS PoImshe 77¢ C1RLTY OF ALA
C 1 ATIS ' ADEATS OFPTE Ao
12l @ 1 '

- av) K123 TEAR NG CPCT av1s £ hied™ Ny
U PI°C Aavtar WI5.0-9 iioa hAd
ARED RNISLIATP A®1£:47] ¢ P°CT aovilsP
7 hhAd A"13AT6 Aha0a<d Alh-thha

CPRe1 O 1 i
w) PIRE 2P T AThhL NATERS PR
2T MPAAG PADTRLC o TPT 1 :
- &) hRAPRE o-P OFRLT mPANG PANTA
2C PP  + NIRU 0PPA o-mATY ¢
Ehihd S7CPFFIS AT aolEPTY DA
FAP @ ATIPINNG PHRLT1 OF s UTT I
(i) Po @ mm? MhATES o0 f7Lhd
Loy PIRE 1°¢ POLOoANTS AHU- 1¢
NThhAS A0 PFRALA @UPT KANT |

(i) oPo e+RL10 ONCIT AdOm  h7A
o=t P hANT 1 A78.09°

(iii) AT0A@ KA PHhéda- om0
@ANe v3d Taedds WNIAT  Ach
mr B AT 0312 PP T oL

- APF heLhiAF@ P2 IC Favmayt aory
hAOT # RS

0) hAFexP o Ak 0PT PoLhiAa?

O 1 P EYT 0L TCATTA hoLl?
oLy hEePT s Ui S
(i) Phsfa omm? OhAERS o PoLhd
La? PIRE ¢ PTLeANTS AHU- Poé.
OThhAS NA00 e1LALA @UY AANT 1
(i) ho d» @Ly® hEfo- e+LRLI@ QRGP
ATOm A1AMT T KANT 1 WISU-9
(iii) AT0A@ AAT PHhéAm om0
®ANE yid Al RIAMNT Ahmt
plddo. AT £FIR 120PTF OLP OPTF
heLhaAT@e P2 IC AFovams P} hA

1) u

;

2) Notwithstanding the definition of capital expenditure
in Article 2(4) sbove, capital expenditure shall not in-
clude expenditure on the following items:

a) furniture and office equipment excluding data pro-
cessing equipment; '

b) bu_ildiné; used as retail shop, showroom, offices
and dwelling houses.

8. Revenue Expenditure

1) Revenue expenditure shall include, but shall not be
limited to, expenditure on the following:

a) geological and geophysical studies and sin-veys,
and topographical and geographical surveys prepa-
ratory to drilling; .

b) drilled wells which do not result in commercial
discovery other than wells in any development
.area; _ '

¢) costs of production including pumping, transport-
ation, storage and handling of petroleum; repairs,
maintenance and replacement expenditure but
excluding major enhancement expenditure;

d) the costs of abandoning a well and the related
production facilities, if any, including the costs of .
making safe the sbandoned ares, removing the
production facilities and restoring the emvirom-
ments g

e) general and administ_l:ative expenses incurred in
Ethiopia for the purposes of petroleum operations;

f) general and administrative expenses incurred out-
-gide Ethiopia, and the costs of processing survey
results, technical reports and other data in a coun-
try outside Ethiopia; provided, however, that:
i) the amounts expended are attributable to

petroleum operations in Ethiopia and are fair-
. ly and reasonably allocated thereto:

ii)  the expenses incurred were for services actu-
ally rendered; and

iii) the amount paid for such seryices corres-
ponds to the normal rates paid by other busi-
nesses or persons similarly situated for simi-
lar services rendered in similar circumstan-
ces.

g) management or professional commissions or fees,
including those paid to persons outside Ethiopia;
provided, however, that:

i)  the amounts paid are attributable to petro-
leum operations in Ethiopia and are fairly
and reasonsbly allocated thereto; ‘

ii) such commissions or fees were paid for ser-
vices actually rendered; and ’

iii) the amount paid for such services corres-
ponds to the normal rates paid by other busi-
nesses or persons similarly situated for simi.
lar services rendered in similar circumstan-.
ces.
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10.

< h) interest payments on loans raised for the pur-
pose of conducting petroleum operations other than
exploration, including interest payments by a per-
son outside Ethiopia which are fairly and reason-
ably allocated to a branch, office or other division
maintained in Ethiopia by that person; provided,
howevef, that interest payments shall not be de-
ductible:

i) where the interest payment exceeds the
amount that would have been payable on a
loan concluded at arm’s length where the
loan, the repayment thereof and the interest
payable constitute the only consideration for
the making of the loan; .

ii) unless the loan proceeds, with respect to
which interest is paid, are applied to petro-
leum operations in Ethiopia. Where only part
of the loan proceeds are applied to petroleum
operations in Ethiopia, only the interest pay-
able with respect to that part of the loan
proceeds shall be deductible;
unless tax on interest payments has been
deducted and paid to the Income Tax Autho-
rity in accordance with Article 15(2) of this
Proclnmnnon, or
unless the loan which may have been obtain-
ed from a benk, insurance or other sources
with respect to which, interest is paid, has
been approved by ‘the Minister of Finance in
consultation, with the Minister of Mines and
% Energy. ' <

iii)

iv).

2) Revenue expendmu'e shall also mclude payments, ex-
cept income tax, made to the Government or any agency
thereof pursuant to any petroleum agreement, includ-
ing, as appropriate; royalties, annual rentals, bonuses

and supplementary revenue payments.

. Surrender or Abandonment

Where the contractor:

a) surrenders all or part of a contract area; or

b) abandons any well :

after the commencement of regular production, t,he balance
of any costs mcurred in the area surrendered or in respect
of the well abandoned not prenously deducted against in-
come shall be deducted in the accounting year of surrender

, or abandonment.

Transfer or Asaignment of Rights

1) Where rights under a petroleum agreement are trans-
ferred or assigned, the consideration received by the
transferor or assignor shall be treated as a receipt de-
rived from petroieun; operutions; The transferee or
assignee shall in such cases be treated as having incur-
red eapitnl expenditure or, where appropriate, pre-pro-
duction costs of an amount equal to that consideration.
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11.

12.

13.

2) Where the transfer or assignment takes place before the
commencement of regular production, the transferor
or assigpor shall be eﬁtitled to deduct, frm‘n the receipt,
all the petroleum operations costs incurred in respect

of the rights transferred or assigned.

Valuation of Assets

1) If an asset representing capital expenditure i £ brought
. into use by being transferred or purchased ‘from an
affiliated person for use in petroleum operations, or if
an asset representing capital expenditure is brought into
use without being purchased or transferred, it shall be
deemed, for purpqsés of income tax, to have been trans-
ferred, purchased or brought inte use at the lowest of

the following:
a)

the market value of the asset at the date of pur-
chase or transfer; ' ¢

the actual cost of the asset to the person that
uses the asset in petroleum operations at the date

b).

of purchase or t.insfer;

the actual cost of the asset to any affiliate of the
perzon that uses the asset in petroleum operations.

¢)

Where an asset ceases to be used for the purposes of
petroleum operations, the value to be taken into account
for the purposes of income tax shall be: :

2)

in the case of a sale at arm’s length, the proceeds
therefrom; and

in any other case the market valug o tlw asset
at the date it ceases to be used. -

a)

b)

Except for income received in the form of getroleum,
the valuation of all other income received in the form
of a benefit in kmd shall be npproved by the Income
Tax Aulhonty

J

Dividend
No income tax shall be paid on dividends paid to share-
holders by a person out of income derived from petroleum

v

o?elfationp.

Tazation of Foreign Subcontractors

1) Foreign subcontractors engaged in performing services
in Ethiopia for a contractor in conﬁeetion with petro-
leum operations shall, commencing from the date of
adoption, by the Minister of Mines and Energy. of the
development plan in respect of a commercial discovery,
be deemed, tg have earped a taxable income equal to ‘
ten percent (10%) of all amounts paid by a contrac-
tor t to the foreign subcontractor. ,
Notwithstanding sub-Article (1) of Ihu Article, the
following payments shall be deducted in calculating the
taxable income of a foreign subcontractor:

2)
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a)r amounts paid for the movement of personnel
and equipment to Ethiopia prior to commence-
ment of petroleum operations in Ethiopia, and
from Ethiopia efter completion thereof; and

b) payment by a contractor to a foreign subcontractor
to reimburse that subcontractor for payments
made to a third party on behalf of the contractor
for goods and services which ate incidental to the
sub-contract and would not normally, under ge-
nerally accepted international petroleum industry
practice, be regarded as payment for services ren-
‘dered by the foreign subeontractor, and does mot
include a charge for handling or administration.

3) Where services are provided outside a development
area, the foreign subcontractor shall not be liable to
income tax in Ethiopia.

4) EortbepurposesofﬂﬁsArﬁclc,pnymentqmm.ieu;:dar
sub-Article (2) (a) sbove in excess of the amounts nor-
mally paid under generally accepted international pet-
rolenm industry practice, having regard to the circums-
tances of the agreement, shall not be deducted.

5) Payment made by, or on behalf of, a contractor to a fo-
reign subcontractor shall be deductible only where an
invoice has been issued therefor. The subcontractor

) sh:llineacheuuisumdifﬁnctmdaepnnteinvoiee '
the contractor with respeet to: :

a) payment for services;

b)  payments made for the movement of personnel
and equipment as stated under sub-Article (2)
(a) above; and

©)  payments made under sub-Article (2) '(b) above,
with copies of all supporting documents.

6) When paying an invoice rendered by a foreign subcon-
tractor, a contractor shall:

a) deduct an amount of tax payable by the subcon-
tractor at the rate of fifty percent (50% ) on the
taxable income calenlated in accordance with sub-
Articles (1) and (2) of this Article;

b) issue to the subcontractor a certificate showing
the gross amount of the invoice, the amount de-
ducted for tax and the net amount payable; and

"¢) retain a copy of the invoice and certificate for a '
period of three years. -
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a)r amounts paid for the movement of personnel
and equipment to Ethiopia prior to commence-
ment of petroleum operations in Ethiopia, and
from Ethiopia efter completion thereof; and

b) payment by a contractor to a foreign subcontractor
to reimburse that subcontractor for payments
made to a third party on behalf of the contractor
for goods and services which ate incidental to the
sub-contract and would not normally, under ge-
nerally accepted international petroleum industry
practice, be regarded as payment for services ren-
‘dered by the foreign subeontractor, and does mot
include a charge for handling or administration.

3) Where services are provided outside a development
area, the foreign subcontractor shall not be liable to
income tax in Ethiopia.

4) EortbepurposesofﬂﬁsArﬁclc,pnymentqmm.ieu;:dar
sub-Article (2) (a) sbove in excess of the amounts nor-
mally paid under generally accepted international pet-
rolenm industry practice, having regard to the circums-
tances of the agreement, shall not be deducted.

5) Payment made by, or on behalf of, a contractor to a fo-
reign subcontractor shall be deductible only where an
invoice has been issued therefor. The subcontractor

) sh:llineacheuuisumdifﬁnctmdaepnnteinvoiee '
the contractor with respeet to: :

a) payment for services;

b)  payments made for the movement of personnel
and equipment as stated under sub-Article (2)
(a) above; and

©)  payments made under sub-Article (2) '(b) above,
with copies of all supporting documents.

6) When paying an invoice rendered by a foreign subcon-
tractor, a contractor shall:

a) deduct an amount of tax payable by the subcon-
tractor at the rate of fifty percent (50% ) on the
taxable income calenlated in accordance with sub-
Articles (1) and (2) of this Article;

b) issue to the subcontractor a certificate showing
the gross amount of the invoice, the amount de-
ducted for tax and the net amount payable; and

"¢) retain a copy of the invoice and certificate for a '
period of three years. -
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7) The deduction by a contractor of tax from payments
to a foreign subcontractor in accordance with the pro-
visions of this Article shall discharge the full income
tax linbility of the foreign subcontractor. '

8) Any person conducting petroleum operations in Ethio-

14.

15.

16.

17.

pia, that engages a foreign subcontractor to perform
services in Ethiopia in connection with these petroleum
operations, shall pay to the Income Tax Authority the
tax owed by such subcontractor within fourteen (14)
days after the end of the calendar quarter in which
payment to the subcontractor takes place.

Carry Forward of Losses
A loss sustained by a person engaged in petroleum operations
in one accounting year may be carried forward for a maxi-

mum of ten (10) succeeding accounting years.

Tax on Interest Payments ‘

1) Where interest is paid on a loan, the lender shall be
liable to income tax at the rate of fifteen percent
(15%) on the interest.

2) The borrower shall deduct, from payments of interest,
income tax at the rate of fifteen percent (15%) and
shall pay to the Income Tax Authority the tax deducted
within fourteen (14) days after the end of the calen-
dar quarter in which the interest is paid, and shall make
a return of interest paid and tax deducted in such form
as the Income Tax Authority shall specify.

3) The deduction by the borrower of lax from interest
payments to the lender shall discharge in full the in-
come tax liability of the lender in respect of said inte-
rest. i

Drilling Costs

1) When for the purposes of Articles 7(1) (b) and 8(D)
(b) above, it is not possible to determine before the dec-
laralion of income is made for any accounting year
whether a well drilled during the accounting year has
resulied in a commercial discovery the expenditure on
drilling the well shall be treated as capital expenditure
under Article 7.

2) Where in any later accounting year it is determined
that a well to which sub-Article (1) of this Article
applies has not resulted in a commercial discovery, the
expenditure shall be reclassified as revenue expenditure
and a deduction shall be made in determining taxable
income for the later year of an amount equal to the
balance of the expenditure not previously allowed.

Conflict With Other Laws
The income tax laws presently in force in Ethiopia shall not
apply to maiters provided for in this Proclamation.
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72 1 £ eeIo-mi AT | 18. Power to Issua Regulitions
‘ ' The Minister of Finance shall have the power to issue regu-
P f’l)_h-]-{- g’p7 K?E.ﬂf’lﬂ! l,wd‘ ot A.’T’A lations mecessary for the effective im};le#lentéﬁon of this -
COLENLATYT KIF A10-MT AMT LTEPA | pigtariivion.

10 1 APH. PULASOE 1 19. Effective Date
; ; LT e This Proclamation shall enter into force on the date of its
ﬂ-l’ h?E ‘":’6:" | 3P hoand ._P" K"ﬂ' publication in the Negarit Gazeta.
fRT LUTA o .

‘ ' Done at Addis Ababa, this 5th day of April, 1986
ALA h0A ¢ o0 RE P TREER 9. 9 - o
| THE PROVISIONAL MILITARY
"LHEE oFLLP ANTRAC ACT ADMINI_STRATIVE COUNCIIL
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PROCLAMATION NO. 226/2000
A PROCLAMATION TO AMEND THE PETROLEUM
OPERATIONS INCOME TAX PROCLAMATION

WHEREAS, it has become to amend the
Petroleum Operations Inome Tax Proclamation
No.296/1986;

NOW, THEREFORE, in accordance with Article 55(1)
of the Constitution of the Federal Democratic Republic of
Ethiopia, it is hereby prolaimed as follows:

1. Short Title .

This Proclamation may be cited as the *‘Petroleum

Operations Income Tax (Amendment) Proclamation

No. 226/2000"".

Amendment

The Petroleum Operations Income Tax Proclamation

No. 296/1986 is hereby amended as follows:

1) Sub-Atticle (1) of Article 3 is deleted and replaced

by the following new Sub-Article (1):

(1) An person engaged in petroleum operations

a petroleum agreement shall pay thirty
pen.enl (30%) income tax on its taxable
income"’

Sub-Article 6(a) of Article 13 is deleted and repluced

by the following new Sub-Article 6(a):

*‘a) deduct an amount of tax payable by the Sub-
Contractor at the rate of thirty percent (30%) on
the taxable income calculated in accordance
with Sub-Articles (1) and (2) of this Article;"’

Article 15 of the Proclamation is deleted.

Articles 16, 17, 18 and 19 of the Proclamation are

rem:mbeud as Articles 15, 16, 17 and 18, respec-

tively

Effective Date

This Proclamation shall enter into force as of the 26" day

of December, 2000. .

Done at Addis Ababa, this 26* day of December, 2000.

NEGASO GIDADA (DR.)

PRESIDENT OF THE FEDERAL
DEMOCRATIC REPUBLIC OF ETHIOPIA

2)

J)
4)
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