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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 invesi
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/ 3
of the Constitution of the Federal Democratic Renublic of
Ethiopia, it is hereby proclaimed

as follows

In this Proclamation, unless the coniexl reguire

otherwise:
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1)

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

 financial or operating lease or hirepurchase agreement

2)

3

4}

5)

Ry

8}

9

24}

g ¥

Sriiey

basis, without requirement of collateral, for a specified
period of time and collects in turn a certain amount of
installment in periodical payments over ihe specitied
period;
“Lease agreement’’ or **agreement’” means tinancial
lease, operating iease or hire-purchase agreement as
defined in this Proclamation; :
“Financial lease’” means a type of leasing by which a
lessor provides a lessee against payment of mutualiy
agreed installments ovet a specified period with the
use of specified capital goods which is:
(a) either already acquired by the lessor; or
{t) purchased by the lessor from a thtrd parly,
known as the supplier, chosen and specificd by
the lessee;
and wnder which the lessor shall retain fuh
ownership right on the capital goods during the
period of the lease agreement, and, subject (o
agreement between the two parties, the lessee
may have an option 10 purchase the capital good
outright after the termination of th- 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 specified
capital goods, against payment of mutually agreed
nstaliments over a specified period under which, with
eaxch lease paymenr, an equal percentage of the
ownership is transferred to the lesses and, upon
sffecting of the last payment, the ownership ol the
capital godds shall automatically be transferred to 1he
lessee;
“*Operating lease’” means a lype of leasing for o
period of time not exceeding two years, by which o
lessor provides a lessee against payment of mutual”
agreed rent with the use of specified capital gonds hat
the lessor has at hand; '
“Leasee” means a person who.
agreement, obtains capital goods from a lessoe and has
the right to use the capital goods, against puvinent of
rent for aim agreed period of time;
“lessor’” means a person who,
agreement, provides o & lessee the right & v th
capital goods in return for rent for an ag'reed perio
time;
“Capital goods'™ means poods designated as such
under the Investment law and diractives issued hy b
Investrnent Board pursuant to the powsrs vested i &
by the Investment Law;
“‘Supplier’” mneans a person, ather than the fesse. o
the lessee, who is in the business of selling goads
“Investment Law’ means either the Invest
Proclamation No.37/1996, or the Ivestment e
tives Council of Ministars Regulations No 77w
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, Featurs of Lease Agreements and
Rights and Obligations of the Centracting
Parties

Issuance of License

) 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.

Gencral 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, sufticient 1o
identify it, a statment of the full price of the capital
goods and the total Jease rent payab[e under the lease
agreement, ’

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

4) aprovision showing the responsibility of the lessec
for repairing damages caused to the capital goods hy
third parties during the time the agreemenl is in
force; :

5) a provision showing the right of the lessee 10
terminate the agreement and return the leased capttal
800ds to the lessor, where, at the time of ts transfer
t him, the capital goods is found 10 nave a defec

which diminishes its usefulness 1o the lessee;
6) astatement that the lessor undertakes 1o trnsler 1
the lessee the rights and benelits derving from the

sales contract between the lessor and the supplier o
the capital goods;

7Y & suatement that the lessee shall have tee aehi s
enjoy quiet possession of the feased capral v
during the entire period of the lease as prosded 1
the agreement;

8) astalement ihat the jessor may Not, In s capa i, |
4 lessor, be liable for death, personal g .
damage to the property of third parties caused duse
the use of the capital goods hy the lessee

Specific Features of Lease A greeimnents

1} Inthe case of a financial lease agreement:

{a) the lessee shall hold the capilat £00US 48 5 L0
bailee of the fessor and he shali nost have .-
0w1ﬂr9’up right on the capial goods i i

entire periad of the te
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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 tiable for defects in and for
unfitness for intended use of the capital goods he
purchases in conformity with the spcc1ﬁc.al:ons
given by the lesses.

4) The lessor has the right o 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 irrepafablc damage to the capital goods feased,

8. Bankrupicy

1) The obligations and conditions of the agreement
shall continue with an organ legally subrogated to
the judiciaily 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 goeds leased eventhough the lessee is
Judicially bankrupt.

9. Damages

) 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 dama-e gwing 1o
default on the part of the lessee prior to the iransfer of
the ieased capital goods from the lessor to the lessee,
the latter shall make good such damage to the former
50 long as the lessor acted in good faith and costs
were incurred by him for purchase of the capital
goods ai the request of the lessee.

3} Where, in the case of financial lcase o operating
lease agreemeat, the lessee fails 1o rewrn the cara!
gouds on the expiry of the agreement, ihe lessor has
the right (o repossess the leased ca il goods an

claim related damages unless otherwise arovioed o
the agreament.
(& Tramsfer of Right
The lessor has the urilatera! righi 1o asslgn s ghi
under the lease agreement to third parties, fat withous
infrigement of the lessee’s right to the quiet enjoymen.
of the capital goods leased.
1. Clamm by Third Parties
i Any action by a third party ciainting 5 dah

\{_‘4

zapilal goods shall ha beorgha aguing o e
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2) The ownership right of the lessor on the capital

goods leased under the lease agreemerit 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 he 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 ~n the date
agreed upon by the parties. '

2) Unless otherwise provided in the lease agreement,
the agreement shall not be terrninated by the death
ot incapacity of the [essce.

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 1o have extendad untit
such time as one of the patties demand the
termination of the agreement.

Lessee not o Create Chasges On Capital Goods

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

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

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

Custody and Preservation of the Capital Goods

I} The lessee shall take care of and preserve the capia

[N

goods as fong as it is in his custodsy
2 The lessee may not charge the mann

atilization of the capital goods withows i cinaeny

of the lessor,

PART THREE
Miscelianeous Provisions

Incentives
The lessor shali be exempted from customs duues o,
capital goods he imports in accordance wub b
Investment Law and the dirsctives issued &y .

frvestment Board pursuant o the POWETS vestzd in i

the Invesiment law
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Depreciation Allowance and Income Tax

1) In case of financial lease or operating lcase.
depreciation allowance for capittal 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 ol a hire-purchasc
agreement,

2) The rent received by'the lessor through the leasc
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 Minisiry

The Ministry shall:

1) register lease agreements;

2) take appropriate measures in order io.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) issue other directives required for the implemen-
tation of this Proclamation,

Applicability of Other Laws

Unless  otherwise expressly  provided by this

Proc!'.atmat:'on, the relevant provisions of the Civil Code

and the Commercial Code shall

agreement,

Effective Date . "

This Proclamation shal] enter into force as of the 5™ day

of March, 1998,

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

apply to lease

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




