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Ethiopia’s startup ecosystem has long operated without a dedicated legal framework. Entrepreneurs were previously regulated under
general laws such as the Commercial Code, the Investment Proclamation, and other relevant laws. These instruments were designed
for businesses in general and did not accommodate the rapid growth models, high risk, and innovative nature of startups. Consequently,
startups have lacked enabling environment to flourish, limiting their potential to serve as catalyst for innovation, job creation and
economic growth. The longawaited Startup Proclamation No. 1396/2025 (the “Startup Proclamation”) tries to fill this gap, by
creating a unified framework that specifically addresses the needs of startups & ecosystem actors.

SETTING THE SCENE

In today’s global economy, startups serve as engines of innovation, job creation, and sustained economic growth.
Ethiopia, with its large and dynamic youth population, is well-positioned to harness this potential. However,
in the absence of targeted support, local startups have faced significant challenges, including regulatory and
bureaucratic hurdles, weak ecosystem support and limited access to finance. These challenges have contributed
to the closure of startups and, in some cases, their relocation abroad. The enactment of the Startup Proclamation
is an important step in addressing these challenges.

StARTUPS & STARTUP ECOSYSTEM BUILDERS

A Startup is defined under the Startup Proclamation as a person or group engaged in
creating economic value through the introduction, creation, transplantation, or reverse
engineering of a product, service, or process that implements innovation, technology
enabled scalability, and market-changing mechanisms. A Startup Ecosystem Builder
(“Ecosystem Builder”), on the other hand, is a person who actively contributes to the
establishment, development, and sustainability of Startups. It includes incubators,
accelerators, co-working spaces, private equity funds, venture capitals, angel investors,
financial and higher education institutions, technical and vocational education
and training institutes, research and development agencies, and non-governmental
organizations.

To benefit from the provisions of the Startup Proclamation, a person should be designated
as a Startup and will subsequently be granted a certificate by the Ministry of Innovation
and Technology (“Ministry”) evidencing its status. A certificate of designation is valid for
two years (renewable, up to a maximum of eight years).

To qualify for designation as a Startup, an applicant must be an owner of the product or
service, has at least twenty-five percent of its capital held by the founder, and cannot be
a public company. An existing organization with a valid license established for no more
than five years can also apply and obtain designation.

Designation may be suspended or revoked for non-compliance, false representation, or
misuse of incentives. The application for designation is done through the digital startup
portal and where relevant the National Startup Designation Committee may conduct an
in-person observation.
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REGULATORY AUTHORITY

The Ministry is the primary regulatory
authority. It has the power to designate
Startups and Ecosystem Builders, manage
the Startup Grant Program and monitor
compliance. It also conducts capacity-building
initiatives and ensures proper utilization of
incentives.

FOREIGN STARTUPS

A foreign Startup is a startup that is a
designated as such and is fully owned by a
foreign national or jointly owned by a foreign
national and an Ethiopian national, where
the foreign national owns more than half
of the capital. Foreign Startups enjoy all the
incentives granted to local startups except
those under the grant program. Further, a
foreign Startup is not required to allocate
the minimum capital required for investing
in Ethiopia prescribed under the Investment
Proclamation.
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Startups often have limited access to finance during the early stages. To address
such challenges, the Startup Proclamation establishes a Startup Grant Program
to cover costs associated with the research, implementation, development, and
operation (commercialization) of designated Startups in their initial phases. The
Grant is strictly limited to expenses directly related to the startup and its approved
grant application. It will be administered by the Ministry and the budget required
to launch the grant will be funded by the government and from support made by
development partners. Grants, gifts, and donations given to a startup, which do

FINANCING & INCENTIVES

not involve conversion into equity or debt, are considered as non-income proceed
and will not be considered as taxable incomes subject to tax.

To ease financing challenges, the Startup Proclamation also creates a National
Credit Guarantee Fund (NCGF), which is supervised by the National Bank of
Ethiopia. The purpose of NCGF includes issuing credit guarantees to Startup
and Ecosystem Builders. These guarantees enable access to financing without the
need for traditional collateral, thereby reducing barriers to funding.

Further, the Startup Proclamation provides tax incentives. Startups are exempt
from income tax, dividend income distributed to shareholders, and withholding
tax, for the duration of their designation period. In addition, Startups benefit
from duty-free privileges to import capital goods necessary for operation upon
approval from the Ministry of Finance (MoF), with refund arrangements available
when such goods are procured locally. Ecosystem Builders are also eligible for
duty-free privileges. They are allowed to import duty free capital goods necessary
for the establishment of a new facility or the expansion or upgrading of an existing
facility upon approval from the MoF.

Startups and Ecosystem Builders are also eligible for incentives available under
other applicable investment incentives laws. Notably, the draft Investment
Incentive Regulation introduces incentives, including a reduced income tax rate
for Startups for a certain period, and for Ecosystem Builders, exemption from
capital gains tax realized from the sale of ownership interests in a startup and
exemption from dividend tax for a certain period when such dividend is received
from a startup.

CONCLUDING REMARKS

Ethiopian startups have long grappled with persistent
challenges, often leading to business closures and, in
some cases, relocation abroad. The enactment of the
Startup Proclamation is a step in the right direction.
Successfully addressing the challenges Startups
have been facing, however, will depend largely on
effective coordination among relevant governmental
institutions, and strong collaboration between public
and private actors (including Ecosystem Builders)
within the startup landscape.
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Disclaimer

The information contained in this legal update is only for general information purposes.
Nothing herein shall be considered and relied upon as a legal advice or a substitute thereto.
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