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Introduction  

 

The Value Added Tax Proclamation (VATP) which was promulgated in 2002 and has been in 

effect since the beginning of the year 2003 is among the laws revised in the current fiscal year. 

The Proclamation was amended two times in the past – one in 2008 and the second in 2016 

with the adoption of the Federal Tax Administration Proclamation effectively amending the 

administration parts of all tax laws. The House of Peoples Representatives (the Ethiopian 

Parliament) has just adopted the third amendment to the Value Added Tax Proclamation during 

the final days of its ordinary session for the fiscal year. We have summarized the major changes 

introduced by the current amendment as follows:  

 

Quarterly Filing 

 

The Amendment Proclamation introduced a quarterly filing (instead of a monthly filing) for 

suppliers of goods and services whose annual turnover is less than seventy million (70, 000, 

000) Birr in any twelve (12) month period. Suppliers whose annual turnover exceeds seventy 

million (70, 000, 000) shall continue to file VAT returns every month. This amendment will 

significantly reduce the cost of VAT compliance for most suppliers of goods and services in 

Ethiopia.  

 

Capital Goods defined 

 

The VATP did not define “capital goods” which gave rise to a number of disputes in practice 

in connection with requests for VAT refunds. The current amendment to the VATP defines 

“capital goods” as goods which include assets with a life time of more than one year and used 

directly or indirectly in the manufacture or rendition of goods and services. The definition also 

lists buildings, vehicles, machineries, equipment, and other similar tangible assets as an 

illustration. This definition is very important in relation to new VAT refund arrangements as 

will be discussed below. 

 

VAT Withholding  

 

The 2008 first amendment to the VATP in introduced the concept of VAT withholding in which 

government institutions as the buyers of goods and services have the obligation to withhold the 

applicable VAT and pay to the Tax Authority. The present amendment maintains this 

requirement but has decreased the amount of the VAT to be withheld to 50% of the VAT 

payable. This means that government institutions as withholding agents withhold only 50% of 

the VAT chargeable on the supplies while the suppliers to the government charge and pay 

directly the VAT on the remaining 50% of the suppliers. This amendment is expected to reduce 

the cash-flow constraints suppliers face in getting the appropriate VAT refund from the Tax 

Authority.  

 

 

 



Unlimited tax credit and shorter refund period for registered taxpayers with a turnover 

in excess of ETB 100, 000, 000 

 

Previously, registered taxpayers were entitled to a tax credit for VAT paid or payable on  goods 

(including capital goods) that are on hand on the date of registration, but only to the extent that 

the purchase or import of the goods occurred not more than six months prior to the date of 

registration. The new amendment has maintained this rule for most registered taxpayers except 

those whose annual turnover exceeds ETB one hundred million (100,000,000) Birr. Those 

whose annual turnover exceeds this threshold are now allowed a credit in the accounting period 

after the date of registration on the amount of VAT paid on capital goods at hand or purchased 

after the date of registration that are used or to be used for taxable transaction without the six 

months period limit.  

 

The waiting period for refund of excess VAT for registered taxpayers with annual turnover in 

excess of ETB one hundred million Birr (100,000,000) is reduced under the Amendment 

Proclamation from two months to one month. Other registered taxpayers are subject to the 

existing rule of having to use the excess VAT to offset any tax owed to the Tax Authority over 

the next five month period and if any amount still remains, they obtain a refund within a period 

of two months.   

Disclaimer 

The information contained on this legal update is based on the draft VAT Amendment 

Proclamation, which was released about a week ago. The official proclamation is yet to be 

published on Federal Negarit Gazette. The information is for general information purposes 

only. Nothing on this update is intended as legal advice. 

 


