
Issues raised by Foreign Investors on Public-Private Dialogue and MoR Remarks 

Taxation and Auditing Issues 

No. Issue Practical Solutions/Best 

Practices 

MoR Remarks 

1 Penalty Calculation:  

Non-recognition of headquarters 

expenses. This profit enhancement is 

therefore subject to a withholding tax 

of 15% (TNR) + 15% (VAT) to 

which is added an annual rate 

penalty on the amount owed and 

interest (as MOR does not 

communicate the applied 

calculation). According to other 

similar markets, this very high 

penalty exceeds the rates of inflation 

and currency cumulated. 

1.    Improved communication around 

the penalty calculation so that 

companies are aware of what they will 

be penalized for. 

2.     Apply the clause for international 

donors contracts that implicitly 

exclude the reinstatement of taxes and 

to   not Impose an additional  tax on  

these  projects. 

Relevant implementing government 

body: MOR 

HQ expenses are recognized once the 

appropriateness of the expense is assessed-penalty 

applies when the expenses are rejected and the tax 

amoun is not paid 

- Its a policy issue and by principle the cost of 

penalty should be higher than inflation rate  and 

bank lending rate to discourage the use of tax 

money 

2 Non- Resident Tax: 

Non-Resident Tax is clearly 

cataloged as withholding. If  

company is originating from a 

country that has signed the non-

double taxation treaty with Ethiopia, 

then this agreement should be upheld 

in their business transactions in 

Ethiopia. 

Ethiopian authorities should 

automatically apply this convention 

to companies who come from 

countries who have signed a bilateral 

treaty with Ethiopia. 

Relevant implementing government 

body: MOR 

Staff has been trained to strengthen understanding 

of the issue and this has been cleared ( eg with 

France companies) and expenses related with treaty 

are exempted. 

3 Tax Appeal Result Delay: 

As per Article 56/2 of the tax 

administration proclamation no. 

983/2016, once deposit of 50% of the 

disputed tax amount is made, it takes 

considerable amount of time for the 

appeal commission to respond, unlike 

one stipulated on the same 

proclamation (article 91).  

The establishment of tax appeal 

commission needs to be made as soon 

as possible. 

Relevant implementing government 

body: MOR 

Apeals were addressed by a committee but now its 

has a structure  and dedicated personell 

However, some aspects of the delay beyond MoR 

jurisdiction- including the Private sector itself 

remaining cases will be cleared out by December 



4 Gratuitous rejection of business- 

related expenses 

 Store rent not being accepted as a 

business cost unless the home owner 

homeowner declares this cost in his 

income taxes 

MOR auditors should not use 

subjective assessments to deny 

otherwise legitimate business 

expenses. In this case, verifying the 

tax returns of an owner cannot be part 

of the prerogatives of a company.  

Relevant implementing government 

body: MOR 

Legitmate expenses are accepted as long as the 

Owner (leasor) is within the tax system and have a 

tin number and VAT egisterd and this should be 

included in the list of documents submitted 

5 Frequently changing tax 

regulations and directives 

Company A hired a professional and 

deducted 2% withholding tax. MOR 

recently issued a new directive that 

stated that the you can only deduct 

2% withholding if the person also 

has a company. This is a new 

directive that many companies are 

not aware of. Company had to pay 

penalty, interest, etc. 

To develop a strategy for 

communication on new developments 

regarding regulations and directives 

that reaches as many stakeholders as 

possible. This can be achieved by 

creating a database of email addresses 

of stakeholders and sending them 

updates/notifications before a change 

in policy is effective. 

Relevant implementing government 

body: MOFEC / MOR 

The 2% exemption will balance out its taxes at the 

end of the year and the individual should have a 

TIN number and License otherwise 30% tax will be 

levied and this is applied for both to domestic and 

foreign businesses 

6 Excise taxCategorization of  cost of 

manufacturing and other types of 

costs and companies pay (e.g. 

Beverage companies). pay a penalty, 

interest, etc. The reason for the 

confusion is that it is not clear what 

costs are considered a cost of sales. 

A solution could be to create a clear 

guideline to calculate the cost of 

manufacturing. This could be 

calculated based on ad valorem. 

Another solution could be, adopting a 

specific tax approach where a fixed 

amount of excise tax is levied 

irrespective of the quantity or volume 

of the products. These help to avoid 

the confusion and quarrels.MOFEC 

- Expense categories  with cost of production and 

administration costs, the categorization is 

contextual.  What ever goes to the administrative 

expense will reduce the tax base  minimize the tax 

amount,- The excise tax law is being revised 

proclamation passed to Council of Ministers and 

once approved it is expected to be applied in the 

next fiscal year to fix the base- However, 

categorization is based on the consensus if the 

accountant of the company and the auditor  from 

MoR 



7 Capacity MOR Auditors 

Car rental expenses  (with receipts) 

outside Addis Ababa not accepted as 

expense when MOR audited 

company A they didn’t accept the 

expense and they didn’t give a clear 

reason for refusing the expense.  

Possible solutions could be 

continuous capacity building for the 

tax auditors. Also, a separate audit 

council/audit committee should be 

organized to check the quality of 

audits done.  

The rental expense is accepted as long as rental is 

relevant for the operation and it is backed by legal 

documents (Registered tax payer- TIN number/ 

VAT registration) 

MOR has a high turnover of 

auditors. The auditors that are 

working at MOR are mostly junior 

auditors. They don’t have the 

experience to take the reality on the 

ground in consideration. 

The following topics are where the 

most disputes are: 

'- sales return 

- Sales Discount 

'- Cost of manufacturing 

MOR could also considering hiring 

experienced external consultants who 

help with the audits for MOR. 

-Sales return and discounts won't be disputed as 

long as the reason for return or discount is justified 

-the issue of Capacity should not be related to (sales 

discount, etc.)-capacity gap is relate to international 

taxation system 

- the ministry recruits best perforrming students 

from Higher learning institution and  relevant 

training are provided.  

The Ministry has a training center and started a 

sector based approach (E.g. with LTO's) 

- To avoid VAT refund delays a risk based 

approach has been employed and the structure and 

systems there but there is still gap. If companies 

have under 70 million ETB they can do in three 

months 

  



 

Customs Related Issues 
  

  Issue Practical 

Solutions/Best Practices 

MOR Remarks 

1 Invoice Declaration: 

Assessment of custom duty based on 

the chamberized invoice. 

Accordingly, an ETB amount was 

paid. The Authority imposed 

additional customs duty based on the 

«value of identical goods sold for 

export to Ethiopia» rejecting the 

chamberized invoice.  

The chamberized invoice is a 

dependable source of evidence issued 

by a reputable institution (i.e. the 

Chamber of Commerce of the Seller’s 

Country) and shouldn’t require 

additional assessment. 

 Relevant implementing 

government body: MOR 

There are other evaluation methods apart from 

chamberized document and identical good’s value 

and recent market value could be checked and 10 % 

deviation is tolerated  but not more. 

2 Emergency Clearance SystemAir 

freighted import of urgent goods, 

such as spare parts for machinery 

takes long: inefficient customs 

clearance and original document 

transmission time from bank to bank 

leads to a longer clearing time for 

airfreighted shipment vs. sea 

shipment 

An emergency clearing 

process/system should be devised so 

that emergency imports can be dealt 

with much More efficiently.Relevant 

implementing government body: 

MOR 

There are issues with ease the clearance system of 

small volume airfreighted imports. The draft 

proclamation when approved will ease the process 

and also for Industrial parks, a system where the 

imports will be directly transferred to the parks 

leaving asides the procedures at the airport is being 

arranged but other companies will still have to clear 

at the airport. 



3 Coordination of Relevant 

Ministries with MOR 

Solution 1: A communication 

platform between multiple 

government ministries involved in the 

sector importing and the customs and 

excise officials. Communications 

must be aligned before the goods 

arrive. 

Assign manpower and equipment like 

vehicles on permanent basis. 

Train/aware pathologists in practical 

seed knowledge to expedite decision- 

making 

Moreover, regulations and staff from 

other relevant institutions should 

collaborate better to ease burden of 

regulatory confusion and overlap. 

Relevant implementing government 

body: MOR, Ministry of 

Agriculture and other relevant 

government authorities 

Coordination has two major problems. One is the 

various regulators are not present in the customs 

office and if the item imported is a restricted good 

It is mandatory to present the regulator's approval-

Second is the lack of clarity on who regulates what.  

Customs started the process of compiling the list of 

items with their respective regulators has been 

requested and documentation is to be finalized 

-single window project is expected to resolve it to 

have all inspections at the same time for 

coordinated inspection and result to commence 

January  

4 Clarity and Predictability of 

Import/Export Regulations and 

Procedures 

Hence, inconsistency of decisions 

from person to person from both 

MOR and Regulators side in clearing 

imports 

MOR to further align with every 

regulatory body to fine tune what is 

required from importers/exporters. 

Relevant implementing government 

body: MOR 

Discussion platforms to discuss issues of 

importance, it was evident in the process of drafting 

the new proclamation 

All directives are uploaded on the website and it the 

association should encourage companies to use it 

5 Export Promotion Proclamation 

unable to extend duration of inputs 

imported for export processing for 

above two years and unfair decision 

on unprocessed inputs stored in the 

warehouse of manufacturers 

Amend the export promotion 

proclamation to enable manufacturing 

exporters to extend the duration of 

imported inputs for above two years 

and to revise the penalty. 

Relevant implementing government 

body: MOR and Ministry of Trade 

and Industry 

Customs is a stakeholder/ there are discrepancies 

b/n the proclamation and regulation and pushing for 

this mainly relies on the hands of EIC and MOTI as 

Customs is an implementer and has little role to 

play 

The cap on 2 years, have resolved a number of 

cases but issue needs to be assessed and the 

proclamation updated 



Problems in setting the input - output 

coefficients and reconciliation 

Design clear procedure for setting 

input- output coefficient and support 

the reconciliation process with 

information technology.Relevant 

implementing government body: 

MOR and MoTI 

Input output coefficient should be something to be 

addressed with MOFEC, EIC, MOTI and MOR as 

it is becoming seriously challenging  especially 

with the expansion of Industrial parks and EIC 

should push as well. It was drafted in 2007 for 

textile and leather but it was supposed to be 

updated every 3 months but it wasn’t and it needs to 

be revised 

6 Guarantee based import of 

shipments  

Implement differed payment 

procedure to clear import shipments 

using a guarantee. 

Relevant implementing government 

body: MOR 

Deferred payment has been approved in the new 

proclamation-based on the amount 

7 Setting the De-minimum value Set a regulation that would set 

minimum value of invoice. Any 

shipment that is beyond this would be 

set for a customs clearance.  

Relevant implementing government 

body: MoFEC 

The newly drafted proclamation doesn't set a 

minimum threshold value as it is not the mandate of 

customs to set it but rather it is MoFEC 

8 Export of Temporary Duty-Free 

Vehicles  

Issues with exported temporarily 

imported trucks in relation to 

exchange rate (an updated exchange 

rate being used instead of the 

exchange rate during the importation 

Customs Declarations should be  

based on the exchange rate on the 

date of issuance of declarations. 

Lack of clarity on regulations and 

directives of export of temporary 

duty-free vehicles/machines. 

Relevant implementing government 

body :Ministry of Revenue 

New proclamation has included even exporting it 

after project end by penalty 

It can be transferred to another duty free company 

but when exported there is tax for the services 

rendered within the country 



9 Delay of release of import 

shipments 

Problems in releasing shipments 

using few copy documents rather 

than having to fill out a number of 

forms. 

Design a procedure to allow 

importers to get release of their 

shipments based on few copy 

documents and to finalize the 

clearance after submission of full 

original required documents. This 

could be accomplished by creating a 

consolidated form that covers all 

required fields in one form with 

attached documents annexed. 

Relevant implementing government 

body: MoR 

 

this has changed and initial acceptance of copy 

documents is allowed 

10 Advance Tariff Ruling 

Lack of awareness and full 

implementation in the recently 

implemented procedures of advance 

tariff ruling and pre-arrival 

clearance. 

Follow up the full implementation of 

the newly implemented customs 

procedures and creating awareness to 

the trading community. 

This service is available as long as the imported 

item is the same as the one submitted in the 

documents in advance 

11 Lack of Uniformity of 

Implementation of Rules among 

Branches 

Reluctance to reduce the recently 

eliminated supporting documents in 

the import and export process and 

lack of uniform implementation 

among customs branch offices 

Follow up the full implementation of 

the recently eliminated supporting 

documents in all customs branch 

offices. 

Relevant implementing government 

body: MOR 

Issues of capacity as well as varying tax amount 

across branches was an issue. However, the tax 

amount has been made uniform throughout all 

branches 

12 Import license exemptionsReal-

estate companies not allowed to 

import building materials- brings up 

the costs and forces the company to 

deal with a third party that it is not 

familiar with. 

Companies should be able to import 

input materials needed for production 

without an import license, as it is not 

selling the materials to the market. A 

check and control system can be set 

up that such companies can comply 

with.Relevant implementing 

government body: MOR, Ministry 

of Trade 

There’s a book that has all the tariffs for various 

items by MoTI and an import license should be 

presented to customsReal state companies raise 2 

questions 1) On Franco Valuta as it not friendly 

their request and 2)they want to import their own 

finishing material without an import license This 

should be forwarded to MOTI as this is not 

Customs mandate 



13 Consolidation of Shipments for 

Export 

It would save considerable amount 

of time and cost if the products are 

consolidated at a secure container 

station. 

The establishment of container freight 

station (CFS) would alleviate this 

challenge by shortening the export 

process as well as cutting on freight 

costs, thereby making exports from 

Ethiopia MoRe competitive. 

Relevant implementing government 

body: MOFEC, ESLSE 

Design streamlined customs 

procedure for industrial parks. 

Relevant implementing government 

body: MOR 

the newly drafted law will address this issue 

via temporary warehouse to consolidate and export 

items 

 


