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PROCLAMATION NO.103/1998
CAPITAL GOODS LEASING BUSINESS
PROCLAMATION

WHEREAS, for those investors who have the desire,
knowledge and profession to participate in various invest-
ment activities but could not act due to lack of capital it is
necessary to create an enabling environment for the establish-
ment of alternative sources of financing;

WHEREAS, it is believed that lessors of capital goods
can fill the existing gap which is not addressed by the existing
financial institutions;

WHEREAS, the existing laws concerning capital goods
leasing business are found incomplete;

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

PART ONE
General

1. Short Title .
This Proclamation may be cited as the ‘‘Capital Goods
Leasing Business Proclamation No.103/1998.”’

2. Definitions
In this Proclamation, unless the context requires
otherwise:

Y261 UM gl iy
Negarit G.P.O.Box 80,001




:
f

o

b

oy}

a-

sl
.

o

Pl

IR AR Aol 1IGT DA BTC R, OVET K 47 10 g.g°.

Comeel” TAT hhe-f RILT enThA 0F
148570 N.6-8 089° NAC LI @md?Le Wé-8

®L9° (L0 “FIr O9°9°y avw it PAI°YI°® av 0

N0y NEA LI CULLAY° NEL Ke-HPOA The-¢

ATOAY LIL ACTS ARIANT ahmcT GA%T
RIS.MPINT CoLLP LT 19871 £91.0.47 €48
IO APCIVE Yo
“en.e- AR 09 A9’ “Iat (ILY
APP: @T RILATL 24-2570 heB:
ChPC LIL @ mPoLe We-L @B 50 NI I
Y- ' .
“P4.2570 -8 Il hine-R:
V)  PLI°NA LI CTLTOT CNLI) A 0P BRY°
A)  (FNee ol T Rbe-, PR NTLnd-o-
s @173 oMoy PN A 0.
Thee FOAY CLIL @0 FNGAe COLeAP
nv-ak @5T (99t ehony Neg et
Ny LI NP R9° RIS.ade0t €90
SO gL Ok A N71420T LI
@O Ahé-& VLA 0P AL ao-f COAN
J94 @) Lp 7S L0TS CNe-L NP
AL0NF vk 0T Wiaeteo hee
eneaA ooy M CPUTFANT LS
9851 Ym-:
“eol, ML’ AT AhG-2S he-g LT
NICICY L aow LA hhé-8 N E@AY LIL £U1.8.L NP
KeNLAD K7L etoay ST A 09T Pl
AIE.mPNT COLLP 0T REIETS CTLe-& NES
0N-+Len kPC ARG Lo- sfavnayy Wy oo fF A
AFNEE CAALTYT A0 CTLHANGNES The-f
Pav ol @] NEY 7\'7.(‘.{7-0"9" NI A 0@ AL
mo-fe COANAYT ool 08 Larr ¢ LS RTIER
N8 9L T T
“ORSPC LI ®@mPole 1687 CINT NANE-& P
eo1Y K e eFmAY OWEIA 027 e (Ut
@15 APPYE CToNT e-L NPhdA oAt
g’ AANAM ‘LI APE.me0tE £ohe-20T
£ 98T Y@
“pne-2” Nt NLe-2 G99 T aow et AtonY
LI RTLY ONTHA 08 he-f Rehda acemdbd®
hAa7L Ahé-£ AL 7N e-L Ao 1o
“hhe-£” TN (L0 09°9rT avwdT AHoNT
LI RIET ONTHA 09 We-8 ROThé.Am- RIS
e RILANANT 900068 G- ja-:
“engA 027 CINT (AT s (LY
H (FOm@- 2AMNT CATa0 T 0CS 07LE
oM@ avav /@ avw /o] U007 b 1@
“RPeN” CINT hANGS OB Fhd-S MA PT
N A 02 PTT ooy 1L e AL N
Q- y-:
CORIUNTa T 1P’ PN CRTANT T hPE:
PG W[THE 0890 SRR LT
PoLL N ICT 9PNC (1 L0 RTC T/ THEE 089°
U-0-:9° Y-

eam @

Federal Negarit Gazeta — No. 27 5" March, 1998—Page 708

1)

"Leasing’’ means a tinancing in kind for production
and service purpose by which a lessor provides
lessee with the use of specified capital goods on

~financial or operating lease or hirepurchase agreement

2)

basis, without requirement of collateral, for a specified
period of time and collects in turn a certain amount of
installment in periodical payments over the specitied
period;

““Lease agreement’” or ‘‘agreement’’ means financial
lease, operating lease or hire-purchase agreement as

~defined in this Proclamation;

4)

5)

6)

7)

8)

9)

10)

“‘Financial lease’” means a type of leasing by which a
fessor provides a lessee against payment of mutually
agreed installments over a specified period with the
use of specified capital goods which is:
(a) either already acquired by the lessor; or
(b) purchased by the lessor from a third party,
known as the supplier, chosen and specified by
the lessee; ' '
and under which the lessor shall retain full
ownership right on the capital goods during the
period of the lease agreement, and, subject to
agreement between the two parties, the lessee
may have an option to purchase the capital good
outright after the termination of the lease period
at an agreed price.
“‘Hire-purchase’” means a type of leasing by which a
lessor provides a lessee with the use of a specitied
capital goods, against payment of mutually agreed
installments over a specified period under which, with
cach lease payment, an equal percentage of the
ownership is transferred to the lessee and, upon
effecting of the last payment, the ownership of the
capital goods shall automatically be transferred to the
lessee;
‘Operating lease’” means a'type of leasing for a
period of time not exceeding two years, by which a
lessor provides a lessee against payment.of mutual’
agreed rent with the use of specified capital goods that
the lessor has at hand;
“Leasee’” means a person who, under a lcase
agreement, obtains capital goods from a lessor and has
the right to use the capital goods, against payment of
rent for an agreed period of time;
“lessor’” means a person who, under a lcase
agreement, provides to a lessee the nght to use the
Ldpltal goods in return for rent for an agreed period of
time;
““Capital goods”” means goods designated as such
under the Investment law and directives issued by the
Investment Board pursuant to the powers vested in it
by the Investment Law;
“‘Supplier’” means a person, other than the lessor or
the lessee, who is in the business of selling goods;
“Investment Law’’ means either the Investment
Proclamation No0.37/1996, or the Ivestment Incen-
tives Council of Ministers Regulatlons No.7/1996,
or both; '
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11) ““Non-cancelable Agreement’”” means a lease
agreement that is cancelable only by the operation
of the law or by mutual agreement;

12) “‘Person’’ means any natural or juridical person;

13)  “*Ministry’’ means Ministry of Trade and Industry;

PART TWO
Licensing, Featurés of Lease Agreements and
Rights and Obligations of the Contracting
Parties

Issuance of License

1) capital goods leasing business shall be operated only
by a lessor licensed by the Ministry.

2) The Ministry shall issue diredtives concerning the
criteria to be fulfilled to obtain leasing license.

General Features of Lease Agreements

Any lease agreement shall, among other things, contain:

1) astatement of the type of leasing;

2) a description of the capital goods, sufficient to
identify it, a statment of the full price of the capital
goods and the total lease rent payable under the lease
agreement;

3) the amount of each rent, the period within which the
total rent is to be paid, the date or the mode of
determining the date on which each installment is
payable and a statement that the lessee shall pay the
rent on the agreed date;

4) a provision showing the responsibility of the lessee
for repairing damages caused to the capital goods by
third parties during the time the agreement is in
force; ~

5) a provision showing the right of the lessee to
terminate the agreement and return the leased capital
goods to the lessor, where, at the time of its transfer
to him, the capital goods is found to have a defect
which diminishes its usefulness to the lessee;

6) a statement that the lessor undertakes to transfer to
the lessee the rights and benefits deriving from the
sales contract between the lessor and the supplier of
the capital goods; '

7) a statement that the lessee shall have the right to
enjoy quiet possession of the leased capital goods
during the entire period of the lease as provided in
the agreement;

8) astatement that the lessor may not, in his capacity as
a lessor, be liable for death, personal injury or
damage to the property of third parties caused during

“the use of the capital goods by the lessee.

Specific Features of Lease Agreements

1) In the case of a financial lease agreement:

(a) the lessee shall hold the capital goods as a mere
bailee of the lessor and he shall not have any
ownership right on the capital goods during the
entire period of the lease;
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(b) the agreement shall be a full pay-out and non-
cancelable agreement;

(c) the lessee may, by mutual agreement, have an
option to buy or return the capital goods to the
lessor on the termination of the lease agreement;

(d) astatement that the lessee undertakes to Insure
and maintain the capital goods.

In the case of an operating lease agreement:

(a) the capital goods leased shall remain the property
of the lessor to whom the lessee shall return on
the termination of the agreement, unless
otherwise the parties agree that the lease be
further renewed or the leased capital good be
purchased by the lessee;

(b) the lessee or the lessor shall have the right to
cancel the agreement provided that.the party
causing damage to the other by early ter-
mination of the agreement shall pay compen-
sation;

(c) a statement that the lessor undertakes to insure
and maintain the capital goods.

In the case of a hire-purchase agreement: .

(a) an equal percentage of the ownership, with each
installment payment, shall be transterred to the
lessee and, upon effecting of the last payment,
the ownership of the capital goods shall

, automatically be transferred to the lessee;

(b) the pérties shall provide, in the agreement, for
the manner by which ownership rights and
claims arising form the agreement shall be

* settled between the lessor and the lessee in casc
of early termination of the lease agreement by
either party;

(c) a statement that the lessee undertakes to insure
and-maintain the capital goods.

Deftaults ih Payment of Rent and Others

D

2)

D

Where the lessee defaults in the payment of the rent,
or commits another fault which may breach the
agreement, the lessor shall grant him a period of 30
days for remedying the default so far as the default
may be remedied. ‘

Where the lessee does not remedy the default within
the period specified in sub-Article (1) of this Article,
the lessor may rescind the agreement, repossess the
leased capital goods and claim related damages.
Where the lessee defaults in the payment of the rent,
the lessor may recover accrued unpaid rent together
with interest and damages, whether the default is
remedied or not.

" Defects on the Leased Capital Good

The lessor may not warrant against a defect which
was made known to the lessee on the making of the
agreement.
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I1.

2) The lessor shall make good any damage which the
lessee has suffered owing to the defect of the capital
goods where the lessor knew or should have known
of the defect on delivering the capital goods to the
lessee and failed to inform the latter accordingly.

3) Unless otherwise provided in the lease agreement,
the lessor shall not be liable for defects in and for
unfitness for intended use of the capital goods he
purchases in conformity with the specification.s
given by the lessee.

4) The lessor has the right to rescind the agreement,
with prior notice, and to repossess the leased capital
goods, where the lessee does not make use of the
capital goods in accordance with the lease agreement
or accepted norm or usage and such use entails risk
of irreparable damage to the capital goods leased.

Bankruptcy

1) The obligations and conditions of the agreement
shall continue with an organ legally subrogated to
the judicially bankrupt lessor as long as the lessee

_ performs his obligations in accordance with the
terms of the lease agreement.

2) The lessor shall not lose his ownership right on the
capital goods leased eventhough the lessee is
judicially bankrupt.

Damages

1) Where the agreement is rescinded by the lessee, and
the lessee does not deliver the capital goods after
having been given due notice to surrender the capital
goods to the lessor, the lessor has the right to
repossess the leased capital goods immediately and
claim damages.

2) Where the lessor suffers any damage owing to
default on the part of the lessee prior to the transfer of
the leased capital goods from the lessor to the lessee,
the latter shall make good such damage to the former
so long as the lessor acted in good faith and costs
were incurred by him for purchase of the capital
goods at the request of the lessee.

3) Where, in the case of financial lease or operating
lease agreement, the lessee fails to return the capital
goods on the expiry of the agreement, the lessor has
the right to repossess the leased capital goods and
claim related damages unless otherwise provided in
the agreement.

Transfer of Right

The lessor has the unilateral right to assign his rights

under the lease agreement to third parties, but without

infrigement of the lessee’s right to the quiet enjoyment

of the capital goods leased.

Claim by Third Parties

1) Any action by a third party claiming a right on the
capital goods shall be brought against the lessor.
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2) The ownership right of the lessor on the capital
goods leased under the lease agreement shall prevail
at all times over claims by third parties including
creditors of the lessee.

3) The lessee shall inform the lessor of any im-
pediments or disturbances by third parties to his
quiet enjoyment of the capital goods.

4) Where the lessee fails or delays to inform the lessor
as provided under sub-Article (3) of this Article, he
shall be responsible for any expenses or damages
incurred by the lessor.

5) Where the value of the capital goods has decreased as
a result of legal proceedings instituted by a third
party against the lessor, the lessee shall have the right
to demand the reduction of the rent according to the
new value or the cancellation of the agreement.

Termination of Lease Agreement

1) Any lease agreement shall terminate on the date
agreed upon by the parties.

2) Unless otherwise provided in the lease agreement,
the agreement shall not be terminated by the death
or incapacity of the lessee.

3) Where, on the expiration of an operating lease, the
lessee remains in possession of the capital goods
leased and the lessor does not claim its return, the
agreement shall be deemed to have extended until
such time as one of the parties demand the
termination of the agreement.

Lessee not to Create Charges On Capital Goods

1) The lessee shall not create any charge or encum-
brance on the capitl goods leased.

2) Any charge or encumbrance created on the capital
goods by the lessee shall be void.

3) Encumbrances created by the lessor and taxes
claimed on the leased capital goods shall be borne
by the lessor.

Custody and Preservation of the Capital Goods

1) The lessee shall take care of and preserve the capital
goods as long as it is in his custody.

2) The lessee may not change the manner of
utilization of the capital goods without the consent
of the lessor.

PART THREE
Miscellaneous Provisions

Incentives

The lessor shall be exempted from customs duties on

capital goods he imports in accordance with the

Investment Law and the directives issued by the

Investment Board pursuant to the powers vested in it by

the Investment law.
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16.

18.

19.

Depreciation Allowance and Income Tax

1) In case of financial lease or operating lcase,
depreciation allowance for capital goods shall he
deductible from the rental income received by the
lessor, as legal owner of the leased capital goods.
However, depreciation allowance shall be for the
benefit of the lessee in case of a hire-purchasc
agreement.

2) The rent received by ithe lessor through the lease
agreement shall be treated as income.

3) Rent paid by the lessee shall be treated as an
operating expense of the lessee and is deductible
from his income for the purpose of taxation.

Powers and Duties of the Ministry

The Ministry shall:

1) register lease agreements;

2) take appropriate measures in order to ensure the
return of the leased capital goods to the lessor,
where the lessee has the obligation to return the
leased capital goods to the lessor but fails to return
it and may order the police to facilitate the
execution;

3) 1ssue other directives required for the implemen-
tation of this Proclamation.

Applicability of Other Laws

Unless otherwise expressly provided by this

Procl?amation, the relevant provisions of the Civil Code

and the Commercial Code shall apply to lease

agreement.

Effective Date

This Proclamation shall enter into force as of the 5" day

of March, 1998.

Done at Addis Ababa, this 5" day of March, 1998.

NEGASO GIDADA (DR.)
PRESIDENT OF THE FEDERAL DEMOCRATIC
REPUBLIC OF ETHIOPIA





