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COUNCIL OF MINISTERS REGULATION NO.__ /2021

COUNCIL OF MINISTERS REGULATIONS TO AMEND
THE INCOME TAX REGULATIONS

WHEREAS, certain provisions of the Council of Ministers Federal Income Tax
Regulations No. 410/2016 lack sufficient clarity for application;

WHEREAS, it is necessary to amend certain provisions of the Regulation that are
found to entail negative impact on some economic activities;

WHEREAS, for the above-mentioned reasons, it has become necessary to amend the
Regulation;

NOW THEREFORE, the Council of Ministers issued this Regulation pursuant to the
power vested in it under Article 99 of the Federal Income Tax Proclamation No.
979/2016.

1. SHORT TITLE

This Regulation may be cited as “Council of Ministers Federal Income Tax
Regulation (Amendment) No. 20217,

2. AMENDMENT

Council of Ministers Federal Income Tax Regulations No. 410/2016 is amended
as follows:

1. Article 34 of the Regulations is deleted and replaced by the following new
Article 34.

“34. Deduction allowed for Business Asset held under Capital Lease
Agreement

1. Lease payment made for business asset held under Financial Lease or
Operating Lease Agreement is deductible business expenditure from
gross business income.

2. In the case of a Hire Purchase Agreement, the Lessee shall have
depreciation allowance on the asset.

3. A person realizing deduction under sub-article (1) of this Article shall
not be entitled to depreciation on the asset.

4. For the purpose of this Article, the terms Financial Lease, Operating
Lease and Hire Purchase shall have the meanings ascribed to them
under the Capital Goods Leasing Business~Proclamation No.
103/1998.” N

1
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2. Article 40 of the Regulations is deleted and replaced by the following new
Article.

“40.

Deplreciation Allowed on a Building used Partially as a Business

Asset

Depreciation on a fully completed building used partially as a business
asset shall be allowed only in proportion to the portion of the building
used as a business asset. ”

3. Article 42(1) of the Regulations is deleted and replaced by the following new
Article 42(1):

“42 (1) If a taxpayer has a loss carried forward under Articles 26, 38 and 46 of

the Income Tax Proclamation for more than one tax year, the loss of
the carlier year shall be deducted first. However, the loss shall only be
deducted if the taxpayer has a taxable income and the loss shall not in
any circumstance be forwarded beyond the period prescribed by the
Proclamation.”

4. The following new sub -article 5 is added after sub-article 4 of Article 42;

“5. The Minister may for good cause allow a third loss suffered by a taxpayer
engaged in the manufacturing sector to be carried forward. ”

5. Article 44(2) of the Regulation shall be deleted and replaced by the following
new Article 44(2):

“44(2) Subject to the provisions of sub-article 3 of this Article:

a) If a taxpayer incurs a foreign currency exchange loss during a tax

b)

year; and

if the loss is related with the purchase of capital goods, the
expenditure shall be made part of the value of the capital good used
as a basis for depreciation;

if the loss is incurred for operating expenses other than those under
sub-article 1 of this Article, such loss shall be made part of the
expenses of the fiscal year.

The tax payer has the obligation to prove the loss by submitting
evidences to be prescribed in a directive issued by the Tax Authority.”

6. Article 56(1) of the Regulation is deleted and replaced by the following new

Article 56(1):
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“56(1) The cost of Class “A” and Class “B” taxable asset provided in the
Proclamation shall be adjusted for inflation as determined under a directive
issued by the Minister ”

7. Atrticle 68 of the Regulation is deleted and replaced by the following new
Article 68:

“68.  Business Loss Carried Forward
=220 L08s Larried Forward

A taxpayer who has a business loss under the repealed Proclamation that has
not been fully deducted under the repealed Proclamation shall continye to be
deducted in accordance with the repealed Proclamation, >

3. EFFECTIVE DATE

1. This Regulation shal] enter into force on the date of its publication in the
Federal Negarit Gazette.

2. Notwithstandihg the provisions of sub-article 1 of this Article tax arrears

resulting from tax matters provided under this Regulation shall be settled
in accordance with this Regulation,

Addis Ababa day of 2021

Abiy Ahmed (PhD)
Prime Minister of the Federal
Democratic Republic of
Ethiopia
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