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e Series 1: Computation of Companies’ Income Tax
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Series 3: Taxation of Specialised Businesses and Transaction Taxes

Series 4: Transfer Pricing Regulations and Practices

Series 5: Tax Audit, Investigation, and Additional Liabilities
Series 1: Computation of Companies’ Income Tax
Outline of Parts and Sub-Parts

Part 1.1 Principles and Scope of Companies’ Income Tax

e 1.1.1 Definition and scope of companies’ income tax
e 1.1.2 Legal framework and statutory basis

e 1.1.3 Objectives of companies’ income tax
Part 1.2 Commencement, Change of Accounting Date, and Cessation of Business

e 1.2.1 Rules for commencement of business
e 1.2.2 Treatment of change in accounting date

e 1.2.3 Tax implications of cessation of business
Part 1.3 Computation of Taxable Income and Reliefs

e ~1.3.1 Allowable and disallowable expenses
¢ 1.3.2 Taxable and non-taxable income

e 1.3.3 Loss relief and capital allowances
Part 1.4 Computation of Total Profit and Taxes

e 1.4.1 Determination of total profit
e 1.4.2 Computation of companies’ income tax

e 1.4.3 Computation of tertiary education tax
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Series 1: Computation of Companies’ Income Tax
Introduction

Taxation of companies is a central aspect of fiscal policy, as it provides governments with
revenue while ensuring businesses contribute fairly to national development. For learners,
understanding how companies’ income tax is computed is essential, since it forms the foundation
for more advanced topics in taxation. This Series sets the stage by examining the principles,
scope, and mechanics of corporate tax computation, preparing you to handle practical scenarios
in business taxation.

The aim of this Series is to equip you with the knowledge and skills to compute companies’
income tax accurately, taking into account commencement, changes in accounting dates,
cessation of business, allowable and disallowable expenses, and the determination of total profit
and related taxes.

We shall commence this Series by exploring the principles and scope of companies’ income tax,
including its statutory basis and objectives. Next, we will examine how taxation is applied at
different stages of a company’s lifecycle, such as commencement; change of accounting date,
and cessation of business. Following that, we will @analyse the computation of taxable income,
focusing on allowable and disallowable expenses, non-taxable income, loss relief, and capital
allowances. Finally, we will conclude by demonstrating how total profit is determined and how
companies’ income tax and tertiary education tax are computed.

Series Learning QOutcomes
By the end of this Series, yousshould be able to:

e SLO 1.1: Define and explain the principles and scope of companies’ income tax.

e SLO 1.2: Analyse the tax implications of commencement, change of accounting date,
and cessation of business.

e SLO 1.3: Identify and classify allowable and disallowable expenses, taxable and non-
taxable income, and apply loss relief and capital allowances.

e SLO 1.4: Compute total profit, companies’ income tax, and tertiary education tax.
1.1 Principles and Scope of Companies’ Income Tax
1.1.1 Definition and scope of companies’ income tax
Companies’ income tax refers to the tax imposed on the profits of incorporated businesses, as
stipulated by law. In Nigeria, this is governed by the Companies Income Tax Act (CITA). The

scope covers all resident companies, which are taxed on their worldwide income, and non-
resident companies, which are taxed on income derived from Nigeria.

-
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In-text question: Companies’ income tax is imposed on the of incorporated
businesses.

Figure 5.2 Definition & Scope. Caption: Table summaring the key definition and scope of Companies Income Tax in Nigeria.

COMPANIES INCOME TAX IN NIGERIA
DEFINITION & SCOPE (CITA & FINANCE ACT)

1. DEFINITION 2. SCOPE & APPLICABIITY

Applies to ALL Nigerian companies

e Tax on profits of companies .
unless specically exempted.

incorprated in Nigeria.

Includes profits from: trade/business,
rent, dividdess, rent,

companies with Nigerian- interest, interest, roylaties,
sourced income. premiums.

¢ Also applies to non-resident

e Governed by Companies Income Exemptions for: small companies (0% ra
Tax Act (CITA). goverment bodies, specified organization

e Key components: Assessable, Non-resident compnies taxed on profitg
Total Profits, Taxable Profits. “trofits “attribable” to Nigerian
operations

AIM: SIMPLIY TAX LAW UNDERSTANDING & PROMOTE COMPLIANCE 2>

Box 1.1 Definition and scope of companies’ income tax

Key points on the definition and scope of companies’ income tax.

1.1.2 Legal framework and statutory basis

The legal framework for companies’ income tax in Nigeria is provided by the Companies

Income Tax Act (CITA), which outlines the rules for assessment, computation, and collection
of tax. It specifies the rates, exemptions, reliefs, and penalties applicable to companies. The

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Federal Inland Revenue Service (FIRS) is the body responsible for administering and enforcing
the Act.

In-text question: The Federal Inland Revenue Service is responsible for administering and
enforcing

LEGAL FRAMEWARK OF

COMPANIES INCOME TAX IN IGERIA
KEY LAWS & INSTITUTIONS (CITA & FIRS)

COMPANIES INCOME TAX (CIT) LAW

GOVERNING LEGISILATION
(ACTS & LAWS)

* 1. Companies Income Tax Act (CITA)

* 2. Finance Act (2019, 2020, etc.)

3. Petiroleum Profits Tax Act, PPTA

* 4. Tertroiry Education Terst Fund Act
* 5. Relevant Regulations & Case Laws

v \ 4

JUDICIAL & DISPUTE
RESOLUTION
FEDERAL INLAND REVERUE SERVICE 1. Tax Appeal Tribunal
(FIRS) 1. Federal High Court
3. Supreme Court

ADMINISRATIVE BODY

AIM: PROVIDE A CLEAR OVERVIEW OF THE TAX LAW & REGULATORY STRUCTURE FOR COMPANIE»

Figure 1.1 Legal framework of companies’ income tax

Diagram showing the relationship between CITA, FIRS, and companies. ”

-
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1.1.3 Objectives of companies’ income tax
The objectives of companies’ income tax include:

o Raising revenue for government expenditure.
o Ensuring fairness in the distribution of tax burden among businesses.
e Regulating corporate behaviour by encouraging compliance.

e Promoting economic development through incentives and reliefs.

In-text question: One objective of companies’ income tax is to raise for government
expenditure.

OBJECTIVES OF COMPANIES’
INCOME TAX IN NGERIA

POLICY GOALS & ECONOMIC RATIONALE

1. OBJECTIVE 2. EXPLANATION & IMPACT

* Primary source of government income

* Generate Government Revenue folnationaeveiBpmant

« Pays for infrasstucture, education,

* Fund Public Services healthcare, and security.

« Redrisidbute Wealth . Ensurr§ profitable gompanles contribute
to sorribute to societal welfare.

» Fiscal tool to steer economic behavior

. . S
Regulate Economic Activity & discourgun rage harmful practices

« Regulte Economic Activity . Targgtgd tax br.eaks encourage growth
in priority practices

« Incetinisize Investment . Tar%eted tax breaks » growth in priority
sectors

AIM: CLARIIY THE ROLE OF CORPORATE TAX IN NIGERIA’S FISAL POLICY

Table 1.1 Objectives of companies’ income tax

Summary of objectives such as revenue generation, fairness, regulation, and development. ”

-
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Pilot questions 1.1

1. Companies’ income tax is imposed on the: a) Profits of incorporated businesses b)
Salaries of employees c) Market reputation of companies d) Inflation rate

2. Resident companies in Nigeria are taxed on: a) Worldwide income b) Nigerian-sourced
income only c) Employee morale d) Inflation indices

3. The legal framework for companies’ income tax in Nigeria is provided by: a) Companies
Income Tax Act (CITA) b) Labour Act c¢) Investment and Securities Act d) Market
Regulation Act

4. The body responsible for administering companies’ income tax inNigeria is: a) Federal
Inland Revenue Service (FIRS) b) Central Bank of Nigeria ¢) Ministry of Labour d)
Nigerian Stock Exchange

5. One objective of companies’ income tax is to: a) Raise revenue for government
expenditure b) Measure employee morale ¢) Control inflation rates.d) Enhance market
reputation only

1.2 Commencement, Change of Accounting Date, and Cessation of Business
1.2.1 Rules for commencement of business

When a company begins operations, special rules apply to determine the basis period for
taxation. The basis period is the time frame used to assess taxable profits. For commencement,
profits are assessed from the date business starts until the end of the first accounting year.

Subsequent years follow defined rules until the company stabilises into a normal basis period.

In-text question: The basis period for commencement of business runs from the date business
starts until the end of the first year.

-
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COMMEENCENT OF BUSINESS RULES

NIGERIAN COMPANIES INCOME TAX (CITA)
BASIS OF ASSESSMENT & THE NEW BUSINESS RULE

1. DEFINITION & BASIS 2. APPLICABITY & ASSEESMENT

 Applies to NEW companies « First 3 years are transtional
« Tax based on "Actual” profit
 No "Preceding Year Basis"
« Governed by CITA sections « Adjusted profits are taxed
« Losses can carried forward

 New Business Rule (NBR)

AIM: CLARIFY TAX OBLIGATIONS & SUPPORT NEW VENTURES >

Box 1.2 Commencement rules

Key rules for determining basis periods when a company commences business.
1.2.2 Treatment of change in accounting date

A company may decide to change its accounting year end. In such cases, the tax authority
requires adjustments to ensure profits are not omitted or taxed twice. The rules specify how to
align the old and new accounting dates, often involving apportionment of profits across
overlapping periods.

-
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In-text question: When a company changes its accounting date, profits must be adjusted to avoid
being or taxed twice.

Figure 5.3 Profit Apportionnent. Caption: Diagram showing how bain profits are apprrined when
accounting dates change.

PROFIT APPORTIONMENT ON
CHANGE OF ACCOUNTING DATE

COMPANIES INCOME TAX (NIGERIAN CITA)

CHANGE OF
ACCOUNTING DATE
(30 JUN 2023)

OLD ACCOUNTING PERIOD
12 MONTHS ENDING 31 DEC 2022

NEW ACCOUNTING PERIOD
ENDING 30 JUN 2024

A 4

FIRST “SEPARATE" PERIOD
1JAN 2023 - 30 JUN 2023
(6 MONTHS)

PROFIT 1: N5M

SECOND “SEPARATE PERIOD
1JUL 2023 - 31 DEC 2023
(6 MONTHS)

PROFIT 2: N4M

TAXED SEPARATELY
(CITA YEAR 1
(CITA YEAR 2)

PROFIT 2: N4M

TOTAL PROFITS (N9M) TAXED ACROSS 2 PERIODS.
CANNOT EXCED 12 MONTHS CITA LIABILITY.

AIM: ILLUSTRATE CITA RULES FOR TRANSITIONAL PERIODS )

Figure 1.2 Change of accounting date
Diagram showing how profits are apportioned when accounting dates change.
1.2.3 Tax implications of cessation of business

When a company ceases operations, taxation rules ensure that all profits up to the cessation date
are assessed. The final basis period runs from the beginning of the last accounting year to the

)
o)
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date of cessation. Any outstanding liabilities must be settled, and reliefs or allowances are
adjusted accordingly.

In-text question: The final basis period for cessation runs from the beginning of the last
accounting year to the date of

TAX IMPLICATIONS OF CESSATION OF BUSINESS

UNDER COMPANIES INCOME TAX
NIGERIAN TAX LAW (CITA)

Figure 5.4 Cessation of Business. Caption: Table summaringg the tax
implactions for a company ceasing business operations in Nigeria
under CITA.

» Covers period from end of preceding
year to cessation date.

a. Final Tax Period » Assessed on actual profits from
winding-up.

b. Last Year of Assessment * Cannot ba carried forward; lost
lost upon cessation

¢. Unrelieved Losses * Terminal allowances may claimed
final period
d. Capital Allowances * Filing of final returns & obtaning

Tax Clearance Certificate (TCC).

e. Compliance

AIM: CLARIFIY TAX OBLIGATIONS & ENSURE ORDERLY BUSINESS WIND-UP =

Table 1.2 Tax implications of cessation

Summary of rules for taxation when a company ceases business.

-
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Pilot questions 1.2

1. The basis period for commencement of business runs from: a) Date business starts to end
of first accounting year b) Date of incorporation to retirement date ¢) Market reputation
period d) Inflation cycle

2. When a company changes its accounting date, profits must be: a) Adjusted to avoid
omission or double taxation b) Ignored completely ¢) Measured by employee morale d)
Linked to inflation indices

3. The final basis period for cessation runs from: a) Beginning of last accounting year to
date of cessation b) Date of incorporation to retirement date ¢) Market reputation cycle d)
Inflation adjustment period

4. Which authority enforces rules on commencement, change of accounting date, and
cessation? a) Federal Inland Revenue Service (FIRS) b) Central Bank of Nigeria c)
Ministry of Labour d) Nigerian Stock Exchange

5. One implication of cessation of business is that: a) All profits up to cessation must be
assessed b) Profits are ignored c) Employee morale is measured d) Inflation rates are
adjusted

1.3 Computation of Taxable Income and Reliefs
1.3.1 Allowable and disallowable expenses

Allowable expenses are costs thatare wholly, exclusively, and necessarily incurred in generating
taxable income. Examples include staff salaries, rent, utilities, and raw materials. Disallowable
expenses are costs that cannot be deducted for tax purposes, such as personal expenses, fines,
and penalties. Correct classification ensures accurate computation of taxable income.

In-text question: Expenses that are wholly, exclusively, and necessarily incurred in generating
taxable income are called expenses.

-
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ALLOWABLE & DISALOWABLE EXPENSES
FOR COMPANIES

COMPANIES INCOME TAX (NIGERIAN CITA)

Figure 2.1 Allowable vs Disalowable Expenses

Caption: Table listing examples of allawable at expenses for Companies Income Tax in Nigeria

- Operating Costs (Rent, Utilities) - Capital Expendture

- Salaries & Wages - Dividends Paid

- Repairs & Maintrnance - General Reserves

- Depersation (Capital Allowances) - Domestic/Privite Expenses
- Research & Development - Fines & Penallies

- Training Costs -(Unuproved)

AIM: CLARIRY TAX TREATMENT & SUPPORT ACCURATE PROFIT COMPUTATION »

Box 1.3 Allowable vs disallowable expenses

Examples of allowable and disallowable expenses under companies’ income tax.

1.3.2 Taxable and non-taxable income

Taxable income refers to profits subject to companies’ income tax, such as trading profits,
investment income, and rental income. Non-taxable income includes items exempted by law,
such as certain government grants or income from tax-exempt activities. Proper identification
prevents overstatement or understatement of tax liabilities.

In-text question: Trading profits and investment income are examples of income.

-
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TAXABLE & NON-TAXBLE INCOME

COMPANIES INCOME TAX (NIGERIAN CITA)

COMPANY INCOME TAX
(CITA)

Figure 2.2 Taxable vs@lon-Tawable Income
Caption: Table illusttrating examples of taxgible Eust vor Companies Income Tax in Nigeria

1. TAXABLE INCOME 2. NON-TAXABLE INCOME

» Trading Profits
- Exempted Small Companies

e Interest Income
 Rental Income « Government Bonds Interest
« Divlidends & Royalities » Ecclesiisrical/Educational

» Capital Gains Institutions
« Capital Gains - Gratuities & Compes-ation

« Other Income (Fees, Commissions) « Approved Investments (Pioneer
Status)

AIM: PROVIDE TAX TEARITY ON INCOME CLASSICIATION FOR TAX COMPLACY 9
TAX COMPLIANCE

Figure 1.3 Taxable vs non-taxable income

Diagram showing categories of taxable and non-taxable income. ”

1.3.3 Loss relief and capital allowances

Loss relief allows companies to offset current or prior year losses against future profits, reducing
taxable income. Capital allowances are deductions granted for wear and tear of qualifying

assets, such as machinery and buildings. These provisions encourage investment and ensure
fairness in taxation.

-
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In-text question: Deductions granted for wear and tear of qualifying assets are called
allowances.

Figure 2.3
LOSS RELIEF & CAPITAL ALLOWANCES

COMPANIES INCOME TAX (NIGERIAN CITA)

Figure 2.3 Tax Incentives. Caption: Table summariaring the rules for losp relf
capient under Nigerin tor Nigerian Companies Income Tax Act (CITA).

2. DESCRIPTION & RULES

- Definition: Tax deduction for wear

- Eligiblity: Trading losses can be relieved. & tear of assets

- Carryforward: Losses carried forward for - Purpose: Recovers cost & qualiying
utp 4 years (unlimited (unlimited for capital expendirure
manufactiring/agro) - Types: Initial & Annual Allowances

- Restriction: Cannot be carried back - Types: Initial & Annual Allowances
Group Relief carmited - Basis: Cost of asset (less any grants)

- Group Relief: Not permited - Unabsorped: Carried forward indeniitely

AIM: CLARIFIY KEY TAX INCENTIVES TO SUPPORT BUSINESS INVESTMENT -
& GROWTH

Table 1.3 Loss relief and capital allowances

Summary of types of loss relief and capital allowances available to companies.

)
Do)
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Pilot questions 1.3

1. Expenses that are wholly, exclusively, and necessarily incurred in generating taxable
income are: a) Allowable expenses b) Disallowable expenses ¢) Personal expenses d)
Fines and penalties

2. Trading profits and investment income are examples of: a) Taxable income b) Non-
taxable income c¢) Employee morale d) Inflation indices

3. Government grants exempted by law are examples of: a) Non-taxable income b) Taxable
income c¢) Allowable expenses d) Disallowable expenses

4. Loss relief allows companies to: a) Offset losses against future profits b) Increase taxable
income c) Ignore expenses d) Measure employee morale

5. Deductions granted for wear and tear of qualifying assets are called: a) Capital
allowances b) Inflation adjustments c) Market reputation indices d) Employee morale
measures

1.4 Computation of Total Profit and Taxes
1.4.1 Determination of total profit

Total profit is the final figure of taxable income after adjusting for allowable expenses,
disallowable expenses, loss relief, and capital allowanees. It represents the amount on which
companies’ income tax is charged. The computation involves starting with gross income,
deducting allowable expenses, excluding non-taxable income, and applying reliefs and
allowances.

In-text question: Total profit is the final figure of income after adjustments for
expenses and allowances.

-
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COMPANY INCOME TAX:
TOTAL PROFIT CALCULATION STEPS

1. START WITH ACCOUNTING PROFIT
(BEFORE TAX)

+ ADD BACK NON-DEDUCTBLE EXPENSES
(e.gl, entertainment, certain fines;

- SUBRACT DEDICTIBLE EXPENSES NOT INCLUDED IN
ACCOUNTING PROFIT (e., certain tax depieation, R&D incentives)

2. ARRIVE AT TAXABLE INCOME

(e.g, 25% - 30%)

4. CALCULATE TOTAL INCOME TAX PAYABLE

TAXABLE INCOME x TAX RATE =
TOTAL PROFIT (AFTER TAX)

[ 3. APPLY CURRENT COMPANY TAX RATE ]

Box 1.4 Determination of total profit
Steps involved in determining total profit for companies’ income tax.
1.4.2 Computation of companies’ income tax

Companies’ income tax is calculated by applying the statutory tax rate to total profit. In Nigeria,
the standard rate is 30 percent for large companies, with reduced rates for small and medium-
sized companies. The computation ensures that the tax burden is proportionate to the company’s
profitability.

)
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In-text question: Companies’ income tax is calculated by applying the statutory to
total profit.

COMPANIES’ INCOME TAX:
TOTAL PROFIT CALCULATION - NIGERIA

1. START WITH ACCOUNTING PROFIT
(BEFORE TAX)

+ ADD BACK NON-DEDUCTBLE EXPENSES
(e.gl, depericaation, amozzain, fines, donations;

- SUBRACT DEDICTIBLE ALLOWANES NOT INCLUIVES
(e., capital allowancan, R&D credits1, R&D credits)

(
1
!
1
1
1
|
1
1
1
1
1
1
1
1
\

IS TAXABLE INCOME
> N100M?

2. ARRIVE AT 3A. APPLY 30% TAX RATE

TAXCOME
/TOTAL PROFIT 3B. BALANCE (IF 10M @ 30%

4. CALCULATE COMPANIES’ INCOME TAX PAYABLE
(TAXABLE INCOME x APPLICABLE RATE)

Figure 1.4 Computation of companies’ income tax
Diagram showing how total profit is multiplied by the statutory rate to determine tax liability”
1.4.3 Computation of tertiary education tax

Tertiary education tax (TET) is an additional levy imposed on Nigerian companies to support
higher education. It is charged at 2.5 percent of assessable profit. Assessable profit is the profit

)
\,— ‘J
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before deducting loss relief and capital allowances. This tax is administered by the Federal
Inland Revenue Service and remitted to the Tertiary Education Trust Fund (TETFund).

In-text question: Tertiary education tax is charged at percent of assessable profit.

COMPANIES’ INCOME TAX:
TOTAL PROFIT CALCULATION - NIGERIA

1. START WITH ACCOUNTING PROFIT
(BEFORE TAX)

+ ADD BACK NON-DEDUCTBLE EXPENSES
(e.gl, depericaation, amozzain, fines, donations;

- SUBRACT DEDICTIBLE ALLOWANES NOT INCLUIVES
(e., capital allowancen, R&D credits1, R&D credits)

(
1
!
1
1
1
!
1
1
1
1
1
1
1
1
\

IS TAXABLE INCOME
> N100M?

2. ARRIVE AT 3A. APPLY 30% TAX RATE

TAXCOME
/TOTAL PROFIT 3B. BALANCE (IF 10M @ 30%

4. CALCULATE COMPANIES’ INCOME TAX PAYABLE
(TAXABLE INCOME x APPLICABLE RATE)

Table 1.4 Computation of tertiary education tax

[lustration of how tertiary education tax is computed from assessable profit.t.”

)
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Pilot questions 1.4

1. Total profit is the final figure of: a) Taxable income after adjustments b) Gross income
before expenses ¢) Employee morale d) Inflation indices

2. Companies’ income tax is calculated by applying: a) Statutory tax rate to total profit b)
Market reputation indices ¢) Employee morale scores d) Inflation rates

3. The standard companies’ income tax rate in Nigeria for large companies is: a) 30 percent
b) 20 percent c¢) 10 percent d) 5 percent

4. Tertiary education tax is charged at: a) 2.5 percent of assessable profit b) 30 percent of
total profit ¢) 10 percent of gross income d) 5 percent of taxable income

5. Assessable profit is the profit before deducting: a) Loss relief and capital allowances b)
Employee morale c) Inflation adjustments d) Market reputation

Series 1 Summary: Computation of Companies’ Income Tax

In this Series, we examined the fundamental aspects of companies’ income tax, focusing on how
corporate profits are assessed and taxed under Nigerian law.

We began with the principles and scope of companies’ income tax, defining its statutory basis
under the Companies Income Tax Act (CITA), identifying the role of the Federal Inland
Revenue Service (FIRS), and outlining its objectives such as revenue generation and fairness.

Next, we explored commencement, change of accounting date, and cessation of business,
highlighting how basis periods are determined when a company starts operations, how
adjustments are made when accounting dates change, and how profits are assessed up to the date
of cessation.

We then analysed the computation of taxable income and reliefs, distinguishing between
allowable and disallowable expenses, taxable and non-taxable income, and explaining how loss
relief and capital allowances reduce taxable profits.

Finally, we studied the computation of total profit and taxes, showing how total profit is
derived, how companies’ income tax is calculated by applying statutory rates, and how tertiary
education tax is assessed at 2.5 percent of assessable profit.

By completing this Series, you should now be able to:

e Define and explain the scope and objectives of companies’ income tax.

e Analyse tax implications of commencement, change of accounting date, and cessation of
business.

o Identify allowable and disallowable expenses, taxable and non-taxable income, and apply
reliefs and allowances.

-
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o Compute total profit, companies’ income tax, and tertiary education tax.
Glossary of Terms — Series 1: Computation of Companies’ Income Tax

Allowable expenses: Costs that are wholly, exclusively, and necessarily incurred in
generating taxable income, such as salaries, rent, and utilities.

Assessable profit: Profit before deducting loss relief and capital allowances, used as the
basis for computing tertiary education tax.

Basis period: The time frame used to assess taxable profits for companies, determined by
commencement, accounting date changes, or cessation of business.

Capital allowances: Deductions granted for wear and tear of qualifying assets, such as
machinery and buildings, reducing taxable income.

Cessation of business: The point at which a company permanently stops operations,
requiring assessment of profits up to the cessation date.

Companies Income Tax Act (CITA):The Nigerian law that governs the assessment,
computation, and collection of companies’dncome tax.

Companies’ income tax: Tax imposed on the profits of incorporated businesses, charged at
statutory rates depending on company. size.

Disallowable expenses: Costs that cannot be deducted for tax purposes, such as personal
expenses, fines, and penalties:

Federal Inland Revenue Service (FIRS): The Nigerian authority responsible for
administering and enforcing companies’ income tax.

Loss relief: Provision that allows companies to offset current or prior year losses against
future profits, reducing taxable income.

Non-taxable income: Income exempted by law from companies’ income tax, such as certain
government grants.

Resident company: A company incorporated in Nigeria, taxed on worldwide income.

Scope of companies’ income tax: The range of businesses and profits subject to taxation
under CITA, including resident and non-resident companies.

Statutory tax rate: The legally prescribed percentage applied to total profit to determine
companies’ income tax liability.

-
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Tertiary education tax (TET): A levy of 2.5 percent on assessable profit, imposed to
support higher education through the TETFund.

Total profit: The final taxable income figure after adjustments for allowable expenses,
disallowable expenses, loss relief, and capital allowances.

Worldwide income: Income earned both within and outside Nigeria, taxable for resident
companies.

Concept Check Questions — Series 1: Computation of Companies’ Income Tax

Objective questions

1.

Companies’ income tax in Nigeria is governed by: a) Labour Act b) Companies Income
Tax Act (CITA) c) Investment and Securities Act d) Central Bank Act (Linked to SLO
1.1)

Resident companies in Nigeria are taxed on: a) Nigerian-sourced income only b)
Worldwide income ¢) Employee morale d) Inflation indices (Linked to SLO 1.1)

The final basis period for cessation ‘of business runs from: a) Date of incorporation to
retirement date b) Beginning of last accounting year to date of cessation c) Market
reputation cycle d) Inflation adjustment period (Linked to SLO 1.2)

Expenses that are wholly, exclusively, and necessarily incurred in generating taxable
income are: a) Allowable expenses b) Disallowable expenses ¢) Personal expenses d)
Fines and penalties (Linked to SLO 1.3)

Tertiary education tax is charged at: a) 2.5 percent of assessable profit b) 30 percent of
total profit ¢) 10 percent of gross income d) 5 percent of taxable income (Linked to SLO
1.4)

Short-answer questions

6. Define companies’ income tax and explain its scope in Nigeria. (Linked to SLO 1.1)

7. Explain how profits are assessed when a company changes its accounting date. (Linked to
SLO.1.2)

8. Identify two examples each of allowable and disallowable expenses. (Linked to SLO 1.3)
0. What is assessable profit, and how does it differ from total profit? (Linked to SLO 1.4)

Long-answer questions

10.

Discuss the objectives of companies’ income tax and evaluate how they contribute to

fairness and economic development. (Linked to SLO 1.1)

11.

Analyse the tax implications of commencement, change of accounting date, and cessation

of business, using examples to illustrate basis periods. (Linked to SLO 1.2)

-
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12. Evaluate the role of loss relief and capital allowances in reducing taxable income, and
explain how they encourage investment. (Linked to SLO 1.3)

13. Demonstrate, with a worked example, how to compute total profit, companies’ income
tax, and tertiary education tax for a Nigerian company. (Linked to SLO 1.4)

Answers to Pilot Questions — Series 1: Computation of Companies’ Income Tax
Answers to pilot questions 1.1

1. a) Profits of incorporated businesses

a) Worldwide income

2

3. a) Companies Income Tax Act (CITA)

4. a) Federal Inland Revenue Service (FIRS)
5

a) Raise revenue for government expenditure

Answers to pilot questions 1.2

[a—

a) Date business starts to end of first aceounting year
a) Adjusted to avoid omission or double taxation

2
3. b) Beginning of last accounting year to date of cessation
4. a) Federal Inland Revenue‘Service (FIRS)

5

a) All profits up to cessation must be assessed
Answers to pilot questions 1.3

1. a) Allowable expenses

2. a) Taxable income

3. a)Non-taxable income

4. a) Offset losses against future profits
5

a) Capital allowances
Answers to pilot questions 1.4

1. a) Taxable income after adjustments
2. a) Statutory tax rate to total profit

3. a) 30 percent

4. a) 2.5 percent of assessable profit

-
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5. a) Loss relief and capital allowances

References and Attributions — Series 1: Computation of Companies’ Income Tax

Figures, tables, and boxes in this Series were created as placeholders with suggested Al prompts
and open educational resource (OER) search strings. Attribution is given to the prompts and
sources suggested for learners to explore further.

Box 1.1 Definition and scope of companies’ income tax Al prompt: “Create a box explaining
the definition and scope of companies’ income tax in Nigeria.” Suggested OER search string:
“definition scope companies’ income tax Nigeria OER”

Figure 1.1 Legal framework of companies’ income tax Al prompt: “Generate a diagram
illustrating the legal framework of companies’ income tax in Nigeria.” Suggested OER search
string: “legal framework companies’ income tax Nigeria OER”

Table 1.1 Objectives of companies’ income tax Al prompt: “Create a table listing the
objectives of companies’ income tax with short explanations.” Suggested OER search string:
“objectives companies’ income tax Nigeria OER”

Box 1.2 Commencement rules Al prompt: “Create a box explaining the rules for
commencement of business under companies’ income tax.” Suggested OER search string:
“commencement rules companies’ income tax Nigeria OER”

Figure 1.2 Change of accounting date Al prompt: “‘Generate a diagram illustrating treatment of
change in accounting date under companies’ income tax.” Suggested OER search string: “change
of accounting date companies’income tax Nigeria OER”

Table 1.2 Tax implications of cessation Al prompt: “Create a table summarising tax
implications of cessation of business under companies’ income tax.” Suggested OER search
string: “cessation of business companies’ income tax Nigeria OER”

Box 1.3 Allowable vs disallowable expenses Al prompt: “Create a box listing examples of
allowable and disallowable expenses under companies’ income tax.” Suggested OER search
string; “allowable disallowable expenses companies’ income tax Nigeria OER”

Figure 1.3 Taxable vs non-taxable income Al prompt: “Generate a diagram illustrating taxable
and non-taxable income under companies’ income tax.” Suggested OER search string: “taxable
non-taxable income companies’ income tax Nigeria OER”

Table 1.3 Loss relief and capital allowances Al prompt: “Create a table summarising loss relief

and capital allowances under companies’ income tax.” Suggested OER search string: “loss relief
capital allowances companies’ income tax Nigeria OER”
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Box 1.4 Determination of total profit Al prompt: “Create a box summarising the steps for
determining total profit under companies’ income tax.” Suggested OER search string:
“determination of total profit companies’ income tax Nigeria OER”

Figure 1.4 Computation of companies’ income tax Al prompt: “Generate a diagram
illustrating computation of companies’ income tax in Nigeria.” Suggested OER search string:
“computation companies’ income tax Nigeria OER”

Table 1.4 Computation of tertiary education tax Al prompt: “Create a table showing
computation of tertiary education tax from assessable profit.” Suggested OER search string:
“tertiary education tax computation Nigeria OER”

General references for Series 1 content:

e Companies Income Tax Act (CITA), Laws of the Federation of Nigeria:
e Federal Inland Revenue Service (FIRS) guidelines and publications:

e Nigerian tax policy documents and official circulars.

e Open educational resources on corporate taxation.

e Academic literature on taxation principles and corporate finance.

-
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COURSE CODE:ACC 306
COURSE TITLE: Taxation Il
COURSE UNIT LOAD (3 Units C: LH 30; PH 15)

e Series 1: Computation of Companies’ Income Tax

Series 2: Taxation of Small, Medium-Sized, and Pioneer Companies

Series 3: Taxation of Specialised Businesses and Transaction Taxes

Series 4: Transfer Pricing Regulations and Practices

Series 5: Tax Audit, Investigation, and Additional Liabilities

Series 2: Taxation of Small, Medium-Sized, and Pioneer Companies

Outline of Parts and Sub-Parts
Part 2.1 Principles of Taxation for Small and Medium-Sized Companies
e 2.1.1 Definition and classification of small and medium-sized companies
e 2.1.2 Applicable tax rates and thresholds
e 2.1.3 Reliefs and exemptions‘available
Part 2.2 Computation of Taxes for Small and Medium-Sized Companies
e 2.2.1 Basis of assessment and taxable income
e 2.2.2 Allowable and disallowable expenses
e 2.2.3 Calculation of companies’ income tax liability
Part 2.3 Pioneer Companies and Tax Incentives
e _2.3.1 Definitionand scope of pioneer status
e | 2.3.2 Criteria for obtaining pioneer status
e 2.3.3 Tax reliefs and exemptions for pioneer companies
Part 2.4 Comparative Analysis and Practical Applications
e  2.4.1 Differences between taxation of small, medium-sized, and pioneer companies

o 2.4.2 Case studies and worked examples
e 2.4.3 Implications for business growth and compliance
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Series 2: Taxation of Small, Medium-Sized, and Pioneer Companies
Introduction

In the last Series, we explored the computation of companies’ income tax, focusing on
principles, scope, taxable income, reliefs, and the determination of total profit. Building on
that foundation, we now turn our attention to the taxation of small, medium-sized, and
pioneer companies. These categories are particularly important because they represent
diverse stages of business growth and development, and their tax treatment often reflects
government policy objectives such as encouraging entrepreneurship and industrial expansion.

The aim of this Series is to equip you with the knowledge and skills to compute taxes for
small, medium-sized, and pioneer companies, while also analysing the reliefs, exemptions,
and incentives available to them.

We shall commence this Series by examining the principles of taxation for small and
medium-sized companies, including definitions, classifications, and applicable tax rates.
Next, we will move on to the computation of taxes for these companies, focusing on basis of
assessment, allowable and disallowable expenses, and calculation of liabilities. Following
that, we will explore pioneer companies, considering their scope, criteria for obtaining
pioneer status, and the tax reliefs and exemptions they enjoy. Finally, we will conclude with
a comparative analysis and practical applications, using case studies and worked examples to
highlight differences and implications for business growth and compliance.

Series Learning Qutcomes — Series 2: Taxation of Small, Medium-Sized, and
Pioneer Companies

By the end of this Series, you should be able to:

e SLO 2.1: Define and explain the principles of taxation for small and medium-sized
companies, including their classification, applicable tax rates, and reliefs.

e SLO 2:2: Compute the tax liabilities of small and medium-sized companies, applying
rules on basis of assessment, allowable and disallowable expenses, and taxable income.

e SLO 2.3: Analyse the concept of pioneer status, identify the criteria for obtaining it, and
evaluate the tax reliefs and exemptions available to pioneer companies.

e SLO 2.4: Compare the taxation of small, medium-sized, and pioneer companies, using
case studies and practical examples to assess implications for compliance and business
growth.

2.1 Principles of Taxation for Small and Medium-Sized Companies
2.1.1 Definition and classification of small and medium-sized companies
Small companies are businesses with gross turnover not exceeding a statutory threshold, often

exempted from companies’ income tax to encourage entrepreneurship. Medium-sized
companies are those with turnover above the small company threshold but below the large

-
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company category, taxed at reduced rates compared to large companies. These classifications are
designed to support business growth and ensure fairness in taxation.

In-text question: Companies with gross turnover not exceeding the statutory threshold are

classified as companies.

COMPANY CLASSIFICATION IN NIGERIA

SMALL, MEDIUM & LARGE (NIGERIAN CITA & FINANCE ACTS)

1. CRITERIA FOR
CLASSIFICATION
BASED ON: Annual Gross Revenue

GOVERNING LAWS: CITA, Finance Act
(2020)

CATEGORIES:
* Gross Revenue < N25 million

a. MEDIUM COMPANY:
b. Grouse = 25 million & < 100 million

c. MEDUM COMPANY:

c. LARGE = N100 million

2. IMPLICATIONS & TAX
TREATMENT

a. SMALL COMPARIES:

» 0% CIT Rate (Exempt)
 Exempt from VAT registration
» Reduced compliance burden

b. MEDIUM COMPARIES:
» 20% CIT Rate
» Normal VAT & compliance rules

c. 30% CIT Rate
« Full compliance requirements
* Includes WHT, PAYE, etc.

AIM: SIMPLIFY TAX COMPLIANCE & SUPPORT SMALL BUSINESES »

Box 2.1 Classification of companies

Criteria for classifying companies into small, medium-sized, and large categories.

-
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2.1.2 Applicable tax rates and thresholds

Small companies are exempted from companies’ income tax, while medium-sized companies are
taxed at a reduced rate, typically 20 percent. Large companies are taxed at the standard rate of 30
percent. These thresholds are based on gross turnover and are periodically reviewed by tax
authorities to reflect economic conditions.

In-text question: Medium-sized companies are taxed at a reduced rate of percent.

COMPANY INCOME TAX RATES IN NIGERIA

SMALL, MEDIUM & LARGE COMPANIES (CITA & FINANCE ACT)

COMPANY CLASSIFICATION
(NIGERIA)

1. SMALL COMPARIES 2. MEDIUM COMPARIES 3. LARGE COMPARIES:

» Annual Gross Revenue e Gross CIT Rate » Annual Gross Revenue
< N25 million N25m - 100m < N100 million

« CIT Rate: 0% (Exempt) CIT Rate: 20% & * Full compliance
compliance rules Includes WHT, PAYE, etc.

AIM: PROGPLIFY TAX COMPLIATION & SUPPORT FOR SMALL BUSINESES »

Figure 2.1 Applicable tax rates

Diagram showing tax rates for small, medium-sized, and large companies.

-
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2.1.3 Reliefs and exemptions available

Small and medium-sized companies may benefit from reliefs such as exemption from minimum
tax, reduced compliance requirements, and incentives for specific industries. These measures are
intended to reduce the burden on smaller businesses and encourage them to grow sustainably:

In-text question: Reliefs for small companies include exemption from tax,

TAX RELIEFS & EXTEMPTIONS FOR

SMES IN NIGERIA
SMALL & MEDIUM COMPANIES (CITA & FINANCE ACT)

1. SMALL COMPANIES 2. MEDIUM COMPANIES

a. Company Income Tax (CIT) a. Company Incom (CIT)

- 0% CIT Rate (Exempt - 20% Rate

- Exemption from Minimum Tax - Exemption from Minimum Tax

on certain payments
(for eligible industries)

b. Value Added Tax (VAT b. Other Incentives

- Reduced Compliance Burden

- Exemption from VAT Registration Burden

- Exemption from VAT Registration - Access to Finance & Supportes
- Exemption from charging VAT on
goods/services

AIM: REDUCE TAX BURDEN, PROMOTE GROWTH 9
& SUPPORT SMES

Table 2.1 Reliefs and exemptions for small and medium-sized companies
Summary of reliefs and exemptions available to small and medium-sized companies.
o
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Pilot questions 2.1

1. Companies with gross turnover not exceeding the statutory threshold are classified as: a)
Small companies b) Medium-sized companies c¢) Large companies d) Pioneer companies

2. Medium-sized companies are taxed at: a) 20 percent b) 30 percent ¢) 10 percent d)

Exempted completely

Large companies are taxed at: a) 30 percent b) 20 percent ¢) 10 percent d) 5 percent

4. Reliefs for small companies include exemption from: a) Minimum tax b) Companies’
income tax c¢) Value added tax d) Customs duties

5. The classification of companies into small, medium-sized, and large is based on: a) Gross
turnover b) Number of employees ¢) Market reputation d) Inflation rate

[98)

2.2 Computation of Taxes for Small and Medium-Sized Companies
2.2.1 Basis of assessment and taxable income

The basis of assessment refers to the period during which a company’s profits are measured for
tax purposes. For small and medium-sized companies, taxable income is determined by applying
the rules of commencement, normal basis periods, and cessation, similar to large companies, but
with adjustments to reflect their classification. Taxable income is the profit after deducting
allowable expenses and excluding non<taxableincome.

In-text question: The period during which a company’s profits are measured for tax purposes is
called the of assessment.

-
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BASIS OF ASSESSMENT
& TAXABLE INCOME FOR SMES

SMALL & MEDIUM COMPANIES (NIGERIAN TAX LAW)

1. SMALL COMPANIES 2. MEDIUM COMPAIIES

a. Basis of Assessment: a. Masis of Assessment:

- Simplified Basis (Turnovor Tax - Normal CITA Rules
- Applicable to Companies with - Based on Audited Financial
< N25m Turnovo Statements

b. Taxable Income: b. Taxable Income:

- 0% of Turnover - Ascartianed per CITA
(Exempt from CIT) - Tax Rate: 20%

AIM: SIMPLIFY COMPLIANCE & PROMOTE SME GROWTH & TRANSPRENCY )

Box 2.2 'Basis of assessment

Explanation of basis of assessment and its application to small and medium-sized companies.”
2.2.2 Allowable and disallowable expenses

Small and medium-sized companies must distinguish between allowable expenses, which are
deductible for tax purposes, and disallowable expenses, which are not. Allowable expenses
include costs such as salaries, rent, and utilities, while disallowable expenses include fines,
penalties, and personal expenses. Proper classification ensures accurate computation of taxable
income.

-
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In-text question: Fines and penalties are examples of expenses.

Figure 2.2 Allowable vs Disalowable Expenses
Diagram showing examples of alnand disevwable expenses for small and medium-sized companies.

ALLOWABLE & DISALOVABLE EXPENSES FOR SMES
NIGERIAN TAX LAW (CITA)

SME TAXATION
(CITA)

» Operating Costs (Rent, Utilties) » Capital Expendture

» Salaries & Wages » Diviidends Paid

« Repairs & Wages  General Reserves
(fell eligible industries)
* Deporacation (Capital

(Capital Allowances) » Domestic & Private Expenses

Fines & Penallies

* Research & Development * Donations (Unpproved)

AIM: REGRIFY TAX RULES & SUPPORT PROFIT ACCIRACY 9
& SUPPORY FOR SMES

2.2.3 Calculation of companies’ income tax liability

For small companies, companies’ income tax liability is zero, as they are exempted. Medium-
sized companies calculate their liability by applying the reduced statutory rate (20 percent) to
their total profit. The computation involves determining taxable income, adjusting for reliefs and
allowances, and applying the appropriate tax rate.

In-text question: Medium-sized companies calculate their tax liability by applying the reduced
statutory rate of percent to total profit.

-
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Figure 3.1 CIT Compuation for Medium-Sized Companies

Caption: Step-by-step calcuation of Company Income Tax for a medium-sized company in Nigeria

MEDIUM-SIZED COMPANY (NIGERIAN CITA & FINANCE ACT)

a. COMPUTATION OF COMPANIES INCOME (CIT) LIABILITY

a. ASCERRINMENT OF TAXABLE PROFITS 1. DESCRIPTION |2. AMOUNT (Naira)
Less: Allowable Expenses N85,00,000 N85,00,000
Add: Disalwable Expenses 35,00,000 5,00,000
Less: Capital Allowances 10,00,000 10,00,000
TAXABLE PROFITS N45,00,000 N45,00,000

b. COMPUATION OF INCOME TAX LIABILITY

CIT Rate (Medium Co,) N90,000
Less: Withwoding Tax (WHT) Credit 1,500,000
NET CIT PAYABLE N7,50,000

AIM: ILLUSTRATE THE PRACTICAL APPLICATION OF CITA RULES FOR SMES }

Table 2.2 Computation of companies’ income tax liability
Worked example of tax liability computation for a medium-sized company.
Pilot questions 2.2

1./ The period during which a company’s profits are measured for tax purposes is called: a)
Basis of assessment b) Accounting date ¢) Market cycle d) Inflation period

2. Taxable income is determined by deducting allowable expenses and excluding: a) Non-
taxable income b) Employee morale c) Inflation indices d) Market reputation

3. Fines and penalties are examples of: a) Disallowable expenses b) Allowable expenses c)
Taxable income d) Reliefs

-
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4. Small companies’ income tax liability is: a) Zero b) 20 percent of total profit ¢) 30
percent of total profit d) 10 percent of gross income

5. Medium-sized companies calculate their tax liability by applying: a) 20 percent statutory
rate to total profit b) 30 percent statutory rate to total profit c) 10 percent statutory rate to
gross income d) 5 percent statutory rate to taxable income

2.3 Pioneer Companies and Tax Incentives
2.3.1 Definition and scope of pioneer status

Pioneer status refers to a tax incentive granted to companies engaged in industries considered
vital for national economic development. Such companies are exempted from companies’
income tax for a specified period, usually three to five years, with possible extensions. The scope
covers sectors such as manufacturing, agriculture, and information technology, depending on
government policy priorities.

In-text question: Pioneer status is a tax incentive that exempts companies from fora
specified period.

SPIECIAL TAX PROVISIONS FOR
BANKING TAX LAW

DEFINITION, SCOPE & INCENTIIES INCENTIVES
(INDUSTRIAL DEVELOPMENT ICOME RELIEF ACT - IDITRA)

1. DEFINITION & BASIS 2. SCOPE & INOVISIONS
PRINCIPLES
* Tax holiday granted to qualifving * Exemption from Companies
industries/products. are CITI.
« |nitial bad debts are deducible,
* Aims to attract investment exterandalle for 1. 2 years,
& stimulate ecimulate for specified period).

economic growth.
« Applys poriod from pionees/
products/neses, penied, (for
* Governed by Industrial Devoled total 5
nesipsinling for 10.5%

income not deductable). « Eligiblity based capital

investment, & economic
economic impac

AIM: REGULATE & INSURE TALIZATION, JOB CREATION

OF THE FINANCIAL SECTOR

Box 2.3 Pioneer status definition
Explanation of pioneer status and its scope under Nigerian tax law. .”

-
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2.3.2 Criteria for obtaining pioneer status

To qualify for pioneer status, a company must operate in an industry listed as eligible by the
government, demonstrate potential for significant economic contribution, and apply formally
through the Nigerian Investment Promotion Commission (NIPC). Approval is granted based on
compliance with statutory requirements and evidence of capacity to promote industrial growth.

In-text question: Companies must apply through the to obtain pioneer status.

CRITERIA & PROCESS FOR OBTANING PIONER STATUS
NIGERIAN TAX INCENTIVES (IDITRA)

Figure 4.1 Pioneer Status Application Process. Caption: Flowchart demornstrating the-step criteria
and application process for Pioneer Status in Nigeria.

START: APPLICATION FOR
PIONEER STATUS

IS
INDUSTRY/
CAPITAL INVETMENT
MET (N100M))

Yes +— No

STATUS DENIED STATUS DENIED

No

SUBMIT APPLICATION TO NIGERIAN
INVESTMENT PROMPTION BOMISTION
COMMISSION (NIPC)

Y

NIPC REVIEWS
DISINESS PLAN

v

NIPC
NIPC APPROVAL
GRANTED?

PIONEER STATUS GRANTED
(3-5 YEAR TAX HOLIDAY)

PRESIDENTAL APPDVIr\L

& GAZETTING

AIM: PROMOTE INVESTMENT, INDUSTRILIZATION & ECONOMIC DIVERISCATION )

Figure 2.3 Criteria for pioneer status

Flowchart showing the process and criteria for obtaining pioneer status.”

)
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2.3.3 Tax reliefs and exemptions for pioneer companies

Pioneer companies enjoy reliefs such as exemption from companies’ income tax, exemption
from minimum tax, and accelerated capital allowances after the pioneer period. These incentives
reduce the financial burden on new industries and encourage investment in strategic sectors.

In-text question: Pioneer companies are exempted from companies’ income tax and
tax during the pioneer period.

TAX RELIFES & EXEMPTIONS
FOR PIONEER COMPANIES
NIGERIAN TAX LAW (IDITRA)

Figure 4.2 Pioneer Company Tax Incentives.

Caption: Table sumarizing the key tax reliefs and exemptions available to
companies granted Pioneer Status in Nigased on IDITRA.

1. TAX RELIFES & EXEMPTIONS | 2. DESCRIPTION & DETAILS

100% Tax Holiday from CIT - (Initial

a. Company Income Tax (CIT)
of years, extendable for 1-2 years)

Exemption from WHT on dividenls paid

b. Dividend Taxiation . .
caid out tax-exmapt profits

Exemption from WHT on interest, rent,

¢. Withholding Tax (WHT) and roylaties during tax holiday

Capital allowances are deferred &

d. Capital Allowances utilizad after tax holiday

AIM: INCETIVIZE INVESTIMENT, JOB CREATION & ECONOMIC GROWTH =»

Table 2.3 Tax reliefs for pioneer companies
Summary of tax reliefs and exemptions available to pioneer companies.
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Pilot questions 2.3

1. Pioneer status exempts companies from: a) Companies’ income tax b) Value added tax c)
Customs duties d) Employee salaries

2. The usual duration of pioneer status exemption is: a) Three to five years b) Ten years ¢)
One year d) Indefinite

3. Companies must apply through the: a) Nigerian Investment Promotion Commission
(NIPC) b) Federal Inland Revenue Service (FIRS) c¢) Central Bank of Nigeria d) Ministry
of Labour

4. One criterion for obtaining pioneer status is: a) Operating in an eligible industry listed by
government b) Having more than 100 employees c) Being listed on the stock exchange d)
Paying customs duties

5. After the pioneer period, companies may benefit from: a) Accelerated capital allowances
b) Permanent exemption from tax ¢) Employee morale incentives d) Inflation adjustments

2.4 Comparative Analysis and Practical Applications
2.4.1 Differences between taxation of small, medium-sized, and pioneer companies

Small companies are exempted from companies’ income tax, medium-sized companies are taxed
at a reduced rate of 20 percent, while large companies pay the standard 30 percent. Pioneer
companies, on the other hand, enjoy full exemption for a specified period, usually three to five
years. These differences reflect government policy to.encourage entrepreneurship, support
growing businesses, and stimulate inyestment in strategic industries.

In-text question: Small companies are exempted from companies’ tax.

TAXATION COMPARISON: SMALL,

MEDIUM & PIONER COMPANIES
NIGERIAN TAX LAW (CITA & IDITRA)

3. PIONEER
COMPANIES

* Annual Revenue: < N25m  « Annual Revenue: N25m * Annual Revenue: N100Om+

* CIT Rate: 0% (Exempt) * CIT Rate: 20% 0 Rate (3-5 Year Holiday)
* VAT: Exempt (No Reg.) « VAT: Applicable * VAT: Applicable
» Compliance: Reduced * Compliance: Normal = Compliance: Full

AIM: HIGHLIGHT DIVERSE TAX REGIMES & ECONOMIC INCENTIVES P>

Box 2.4 Taxation differences

Key differences in taxation between small, medium-sized, and pioneer companies.

-
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2.4.2 Case studies and worked examples

Worked examples help illustrate how tax liabilities differ across company categories. For
instance, a small company with turnover below the threshold pays no companies’ income tax, a
medium-sized company with moderate turnover pays 20 percent of total profit, while a pioneer
company in manufacturing may enjoy exemption for five years before transitioning to normal tax
rules.

In-text question: A medium-sized company pays percent of total profitas
companies’ income tax.

Figure 4.3 Tax Compuation Comparison. Caption: Flowchart demonsrating case studes of tax
computations for small, medium-sized, and pioneer companies in Nigeria.

TAX LIABLITY CASE STUDIES: COMPANY CLASSICIATION
SMALL, MEDIUM & PIONEER COMPANIES (NIGERIAN TAX LAW)

COMPANY TAXATION (CITA & IDITRA

1. SMALL COMPANY 2. MEDIUM COMPANY  EA(INIIHILIIZN )

Senari Turovv N50m Turovv N120m Turovv

Taxable Profit: Taxable Profit: Taxable Profit:
N% N20m N5Im N30m N80m N80m
0% (Exempt) CIT Rate: 20% 0% (Tax Holiday)
Tax Payable: NO Tax Payable: N6m Tax Payable: NO

AIM: ILLUSTRATE DIVERSE TAX BURDANS & ECONOMIC INCENTIVES )

Figure 2.4 Case study comparison

Diagram showing worked examples of tax liabilities for small, medium-sized, and pioneer
companies.
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2.4.3 Implications for business growth and compliance

The tax treatment of these companies has significant implications. Exemptions for small
companies reduce barriers to entry, reduced rates for medium-sized companies encourage
expansion, and pioneer incentives stimulate investment in strategic sectors. However,
compliance with statutory requirements remains essential to avoid penalties and ensure
sustainability.

In-text question: Tax incentives for pioneer companies are designed to stimulate in
strategic sectors.

IMPLICATIONS OF TAX TREATMENT FOR COMPANIES
SMALL, MEDIUM & PIONFANIES (ECONOMIC IMPACTS)

Figure 4.4 Tax Treatment Implications. Caption: Table summaring the
ecomaiming the nplications of tax treatment for small, medium-sized, and pioneer companies in Nigeria.

—
3. PIONEER
COMPANIES
- Encourgazez reinvemtent & - Balanced growth with - Signifcnt FDI & capital
expanson moderate tax burden investment
- Reduced cash flow burden - Normal investmenst incentaves - Rapid expansion & job cretation

b. Competptieiness

- Enhanced competitive - Neutral impact on - Cost advantage & market
ness (lower prices) Standard market postion disruption
- Market entry facilliation - Innovation & technology transfe

AIM: HIGHLIGHT POLICY IMPACT ON BUSINESS GROWTH & ECONOMIC DIVERISICATION =p

Table 2.4 Implications of tax treatment
Summary of implications of tax treatment for business growth and compliance.

-
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Pilot questions 2.4

1. Small companies are exempted from: a) Companies’ income tax b) Value added tax c)
Customs duties d) Employee salaries

2. Medium-sized companies pay: a) 20 percent of total profit b) 30 percent of total profit'c)
10 percent of gross income d) 5 percent of taxable income

3. Pioneer companies enjoy exemption for: a) Three to five years b) One year c¢) Ten years
d) Indefinite period

4. Tax incentives for pioneer companies are designed to stimulate: a) Investment in strategic
sectors b) Employee morale c) Inflation adjustments d) Market reputation

5. Compliance with statutory requirements is essential to avoid: a) Penalties b) Employee
turnover c) Inflation d) Market competition

Series 2 Summary: Taxation of Small, Medium-Sized, and Pioneer Companies

This Series has focused on how Nigerian tax law treats small, medium-sized, and pioneer
companies, highlighting the relevance of these categories to business growth and national
development. We began by examining the principles of taxation for small and medium-sized
companies, including their classification, applicable tax rates, and reliefs. We then moved on
to the computation of taxes, where we considered basis of assessment, allowable and
disallowable expenses, and the calculation of liabilities. Following that, we explored pioneer
companies, looking at their definition, criteria for obtaining pioneer status, and the tax reliefs
and exemptions they enjoy. Finally, we concluded with a comparative analysis and practical
applications, using case studies to illustrate differences and implications for compliance and
growth.

By working through this Series, you should now be able to define and explain the principles
of taxation for small and medium-sized companies (SLO 2.1), compute their tax liabilities
(SLO 2.2), analyse the concept of pioneer status and its incentives (SLO 2.3), and compare
the taxation of small, medium-sized, and pioneer companies through practical examples
(SLO 2.4). These outcomes provide you with a clear understanding of how tax policy
supports entrepreneurship, expansion, and strategic investment.

Glossary of Terms —Series 2: Taxation of Small, Medium-Sized, and Pioneer
Companies

Allowable expenses: Costs that are deductible for tax purposes because they are wholly,
exclusively, and necessarily incurred in generating taxable income.

Basis of assessment: The period during which a company’s profits are measured for tax
purposes, used to determine taxable income.

Disallowable expenses: Costs that cannot be deducted for tax purposes, such as fines, penalties,
and personal expenses.

-
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Gross turnover: The total revenue generated by a company before deductions, used to classify
companies into small, medium-sized, or large categories.

Medium-sized company: A company with turnover above the small company threshold but
below the large company category, taxed at a reduced rate of 20 percent.

Minimum tax: A statutory tax imposed on companies that report little or no taxable profit, from
which small and pioneer companies may be exempted.

Nigerian Investment Promotion Commission (NIPC): The government agency responsible for
processing applications and granting pioneer status to eligible companies.

Pioneer company: A company granted tax incentives for operating in industries considered vital
for national development, exempted from companies’ income tax for a specified period.

Pioneer status: A tax incentive scheme that exempts qualifying companies from companies’
income tax for three to five years, with possible extensions.

Reliefs and exemptions: Provisions that reduce or eliminate tax liabilities for certain categories
of companies, such as small and pioneer companies.

Small company: A company with gross turnover not exceeding the statutory threshold,
exempted from companies’ income tax to encourage entrepreneurship.

Statutory tax rate: The legally prescribed percentage applied to total profit to determine
companies’ income tax liability, varying by company size.

Total profit: The final taxable income figure after adjustments for allowable expenses,
disallowable expenses, reliefs, and allowances.

Concept Check Questions — Series 2: Taxation of Small, Medium-Sized, and
Pioneer Companies

Objective questions

1. Small companies in Nigeria are exempted from: a) Companies’ income tax b) Value
added tax ¢) Customs duties d) Employee salaries (Linked to SLO 2.1)

2. Medium-sized companies are taxed at: a) 20 percent of total profit b) 30 percent of total
profit c) 10 percent of gross income d) 5 percent of taxable income (Linked to SLO 2.2)

3. Pioneer status is granted for a period of: a) Three to five years b) One year c) Ten years
d) Indefinite period (Linked to SLO 2.3)

4. Companies must apply through the to obtain pioneer status. a) Nigerian
Investment Promotion Commission (NIPC) b) Federal Inland Revenue Service (FIRS) c)
Central Bank of Nigeria d) Ministry of Labour (Linked to SLO 2.3)

-
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5. The classification of companies into small, medium-sized, and large is based on: a) Gross
turnover b) Number of employees ¢) Market reputation d) Inflation rate (Linked to SLO
2.4)

Short-answer questions

6. Define a small company and explain why it is exempted from companies’ income tax.
(Linked to SLO 2.1)

7. Describe how taxable income is computed for medium-sized companies. (Linked to SLO
2.2)

8. What are the main criteria for obtaining pioneer status in Nigeria? (Linked to SLO 2.3)
0. Identify two reliefs available to pioneer companies during the pioneer period. (Linked to
SLO 2.3)

Long-answer questions

10.  Discuss the principles of taxation for small and medium-sized companies, highlighting
their classification, applicable tax rates, and reliefs. (Linked to SLO 2.1)

11.  Using a worked example, compute the tax liability of a medium-sized company, showing
how allowable and disallowable expenses affect taxable income. (Linked to SLO 2.2)

12.  Analyse the benefits of pioneerstatus for companies in strategic industries, and evaluate
its role in promoting economic development. (Linked to SLO 2.3)

13. Compare the taxation of small, medium-sized, and pioneer companies, and assess the

implications for compliance and business growth. (Linked to SLO 2.4)

Answers to Pilot Questions - Series 2: Taxation of Small, Medium-Sized, and Pioneer
Companies

Answers to pilot questions 2.1

1. a) Small companies

2. a) 20 percent

3. a) 30 percent

4./ a) Minimum tax

5. a) Gross turnover
Answers to pilot questions 2.2

1. | a)Basis of assessment

2. a) Non-taxable income

3. a)Disallowable expenses
4. a)Zero
5

. a) 20 percent statutory rate to total profit

-
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Answers to pilot questions 2.3
1. a) Companies’ income tax
2. a)Three to five years
3. a) Nigerian Investment Promotion Commission (NIPC)
4. a)Operatingin an eligible industry listed by government
5. a)Accelerated capital allowances
Answers to pilot questions 2.4
1. a) Companies’ income tax
2. a) 20 percent of total profit
3. a)Three to five years
4. a)lnvestmentin strategic sectors
5. a)Penalties

References and Attributions — Series 2: Taxation of Small, Medium-Sized, and Pioneer
Companies

Figures, tables, and boxes in this Series were created as placeholders with suggested Al
prompts and open educational resource (OER) search strings. Attribution is given to the
prompts and sources suggestedfor learners to explore further.

Box 2.1 Classification of companies Al prompt: “Create a box explaining the
classification of companies into small, medium-sized, and large categories under Nigerian
tax law.” Suggested OER search string: “classification of companies small medium large
Nigeria tax OER”

Figure 2.1 Applicable tax rates Al prompt: “Generate a diagram illustrating applicable tax
rates for small, medium-sized, and large companies in Nigeria.” Suggested OER search
string: “applicable tax rates companies Nigeria OER”

Table 2.1 Reliefs and exemptions for small and medium-sized companies Al prompt:
“Create a table summarising reliefs and exemptions available to small and medium-sized
companies under Nigerian tax law.” Suggested OER search string: “reliefs exemptions
small medium companies Nigeria OER”

Box 2.2 Basis of assessment Al prompt: “Create a box explaining basis of assessment
and taxable income for small and medium-sized companies.” Suggested OER search
string: “basis of assessment taxable income Nigeria OER”

Figure 2.2 Allowable vs disallowable expenses Al prompt: “Generate a diagram
illustrating allowable and disallowable expenses for small and medium-sized companies.’
Suggested OER search string: “allowable disallowable expenses Nigeria OER”

L)
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Table 2.2 Computation of companies’ income tax liability Al prompt: “Create a table
showing step-by-step computation of companies’ income tax liability for a medium-sized
company.” Suggested OER search string: “computation companies income tax liability
Nigeria OER”

Box 2.3 Pioneer status definition Al prompt: “Create a box explaining the definition and
scope of pioneer status under Nigerian tax law.” Suggested OER search string: “pioneer
status definition Nigeria OER”

Figure 2.3 Criteria for pioneer status Al prompt: “Generate a flowchart illustrating the
criteria and process for obtaining pioneer status in Nigeria.” Suggested OER search string:
“criteria process pioneer status Nigeria OER”

Table 2.3 Tax reliefs for pioneer companies Al prompt: “Create a table summarising tax
reliefs and exemptions available to pioneer companies under Nigerian tax law.” Suggested
OER search string: “tax reliefs exemptions pioneer companies Nigeria OER”

Box 2.4 Taxation differences Al prompt: “Create a box summarising the differences in
taxation between small, medium-sized, and pioneer companies.” Suggested OER search
string: “taxation differences small medium pioneer companies.Nigeria OER”

Figure 2.4 Case study comparison Al prompt: “Generate adiagram illustrating case study
comparisons of tax liabilities for small, medium-sized, and pioneer companies.”
Suggested OER search string: “case study tax liabilities small medium pioneer companies
Nigeria OER”

Table 2.4 Implications of tax treatment Al prompt: “Create a table summarising
implications of tax treatment for small, medium-sized, and pioneer companies.”

Suggested OER search string: “implications tax treatment small medium pioneer
companies Nigeria OER”

General references for Series 2 content:
e Companies.Income Tax Act (CITA), Laws of the Federation of Nigeria.
o FederalInland Revenue Service (FIRS) guidelines and publications.
¢ [ Nigerian Investment Promotion Commission (NIPC) documents on pioneer status.
e Nigerian tax policy documents and official circulars.
¢ Open educational resources on corporate taxation and incentives.

e Academic literature on taxation principles, SMEs, and industrial development.

L)
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COURSE CODE:ACC 306
COURSE TITLE: Taxation Il
COURSE UNIT LOAD (3 Units C: LH 30; PH 15)

e Series 1: Computation of Companies’ Income Tax

Series 2: Taxation of Small, Medium-Sized, and Pioneer Companies

Series 3: Taxation of Specialised Businesses and Transaction Taxes

Series 4: Transfer Pricing Regulations and Practices

Series 5: Tax Audit, Investigation, and Additional Liabilities
Outline of Parts and Sub-Parts
Part 3.1 Taxation of Petroleum Companies
e 3.1.1 Overview of petroleum profits tax (PPT)
e 3.1.2 Basis of assessment and computation rules
e 3.1.3 Allowable deductions and incentives in the petroleum sector
Part 3.2 Taxation of Banking Companies
e 3.2.1 Special provisions for banks under companies’ income tax
o 3.2.2 Treatment of interestdncome, bad debts, and reserves
e 3.2.3 Compliance and reporting requirements for banking institutions
Part 3.3 Taxation of Insurance Companies
e 3.3.1 Distinction between life and non-life insurance taxation
e 3.3.2 Basis of assessment and treatment of premiums and claims
e 3.3.3 Regulatory compliance and tax implications for insurers
Part 3.4 Comparative Analysis and Practical Applications
e 3.4.1 Key differences in taxation across petroleum, banking, and insurance sectors

e 3.4.2 Case studies and worked examples
e 3.4.3 Implications for sectoral growth, compliance, and policy development
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Series 3: Taxation of Specialised Sectors (Petroleum, Banking, Insurance,
etc.)

Introduction

In the previous Series, we examined the taxation of small, medium-sized, and pioneer
companies, focusing on how tax policy supports entrepreneurship, expansion, and strategic
investment. We now turn to specialised sectors such as petroleum, banking, and insurance,
which are subject to unique tax rules due to their critical role in the economy. These
industries often require tailored tax provisions to ensure fairness, compliance, and alignment
with national development goals.

The aim of this Series is to provide you with a clear understanding of the taxation
frameworks governing petroleum, banking, and insurance companies, and to enable you to
apply these rules in practical scenarios.

We shall commence this Series by exploring the taxation of petroleum companies, focusing
on petroleum profits tax, basis of assessment, and allowable deductions. Next, we will move
on to banking companies, considering special provisions, treatment of interest income, bad
debts, and compliance requirements. Following that, we will examine insurance companies,
distinguishing between life and non-life taxation, and analysing the treatment of premiums
and claims. Finally, we will conclude with a comparative analysis and practical applications,
using case studies to highlight differences across these sectors and their implications for
compliance and policy development.

Series Learning Outcomes — Series 3: Taxation of Specialised Sectors
(Petroleum, Banking, Insurance, etc.)

By the end of thisSeries, you should be able to:

e SLO 3.1: Explain the principles and framework of petroleum profits tax, including basis
of assessment, computation rules, and allowable deductions.

e SLO 3.2: Analyse the special provisions for banking companies, focusing on treatment of
interest income, bad debts, reserves, and compliance requirements.

o | SLO 3.3: Distinguish between the taxation of life and non-life insurance companies, and
evaluate the treatment of premiums, claims, and regulatory obligations.

e SLO 3.4: Compare the taxation of petroleum, banking, and insurance companies, using
case studies and practical examples to assess implications for compliance, sectoral
growth, and policy development.

-
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3.1 Taxation of Petroleum Companies

3.1.1 Overview of petroleum profits tax (PPT)

Petroleum companies in Nigeria are subject to Petroleum Profits Tax (PPT) rather than the
standard companies’ income tax. PPT is imposed on profits from petroleum operations, including
exploration, development, and production. It is a major source of government revenue and is

governed by the Petroleum Profits Tax Act (PPTA).

In-text question: Petroleum companies in Nigeria are taxed under the Profits Tax
Act.

PETO LEUM PROFITS TAX

DEFINITION & SCOPE (NIGERIAN TAX LAW)

1. DEFINITION & BASIS 2. SCOPE & APPLICATION

¢ Tax on the income of  Applies bo uprseem oil & gas
companies enganyed of companies.

petroleum operations in Nigeria. o Covers profits from crude oil

« Governed by he Petroleum Profits Tax exploration, production &
Act (PPTA). transport.

* Includes associated gas Allowable -
utilization.

« Separate from Companies Income Tax
Act (CITA). » Taxable profits := (e. g, roylaties,
depreacation)

AIM: GENERATE GOVERNMENT REVENUE FROM PETELEUM RESOURCES

Box 3.1 Petroleum profits tax overview

Explanation of petroleum profits tax and its scope.

-
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3.1.2 Basis of assessment and computation rules

The basis of assessment for petroleum companies is usually the accounting year, with profits
determined by deducting allowable expenses from gross revenue. Computation rules include
adjustments for capital allowances, royalties, and exploration costs. The tax rate is higher than
companies’ income tax, reflecting the strategic importance of petroleum revenue.

In-text question: The basis of assessment for petroleum companies is usually the
year.

COMPUTATION RULES FOR
PETROLEUM PROFITS TAX IN NIGERIA

KEY PRINCIPLES & FORMULA (PPTA)

TAXABLE PROFITS
' COMUPUTATION .

1. RELEVANT INCOME 2. ALLOWABLE DEDUCTIONS 3. NON-ALLAWABLE DEDUCTIONS
* Proceeds from crude oil & gas sales * Operating expenses * Capital expendture (non-deperiabile)
« Associated gas utilization * Royalities & Rents o
« Misclaloeeus income » Capital Allawances (Depredation) . Dlvndgnds

* Interest on approved loans * Donations (umproved)
« Community Development Costs * Fines & Penalies)
TAXABLE PROFITS =

RELEVANT INCOME - ALLOWABLE DECUCTIONS

¥

4. PETROLEUM PROFITS TAX
(PPT) RATE: 85%

AIM: DETERMINE GOVERNMENT SHARE OF PETROLEUM REVENUE mp

Figure 3.1 Computation rules for PPT

-
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Diagram showing computation rules for petroleum profits tax.
3.1.3 Allowable deductions and incentives in the petroleum sector

Allowable deductions include exploration and drilling costs, operating expenses, and capital
allowances. Incentives may be granted to encourage investment in deep offshore and marginal
fields, such as reduced tax rates or investment tax credits. These provisions aim to balance
government revenue needs with industry growth.

In-text question: Exploration and drilling costs are examples of deductions under
PPT.

ALLOWABLE DEDUCTIONS & INCENTIVES FOR

PETROLEUM COMPANIES
NIGERIAN TAX LAW (PPT & CITA)

2. INCENTIVES
1. DEDUCTIONS (PPT & CITA) (Upsream & Downshoam)

. Operating Expenses a. Upsreaim (Exploration &
Repairs & Maintenance Production
General Administation

Plant & Machinery (25%) ¢ |nvestment Tax Credit
Buildings (10%) ¢ Pioneer Status (Tax Holidays)
Exploration & Pre-production Costs Gas Utilliation Incentives

. Other Deductions b.Tax Relief for (Refining & Gas)
Royalties & Rents * Tax Relief for Gas Infrastucture
Interest on Approved Loans Capital Allowances for Gas Plants
Community Development Costs Export Incentives

AIM: PROMOTE INVESTMENT, LOCAL PARTICIPAION & ECONOMIC )
GROWTH IN THE PETROLEUM SECTOR

Table 3.1 Allowable deductions and incentives
Summary of allowable deductions and incentives for petroleum companies.
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Pilot questions 3.1

1. Petroleum companies in Nigeria are taxed under the: a) Petroleum Profits Tax Act
(PPTA) b) Companies Income Tax Act (CITA) ¢) Value Added Tax Act d) Customs and
Excise Act

2. The basis of assessment for petroleum companies is usually the: a) Accounting year b)
Calendar year c) Market cycle d) Inflation period

3. The tax rate for petroleum profits tax is generally: a) Higher than companies’ income tax
b) Lower than companies’ income tax c) Equal to companies’ income tax d)Exempted
completely

4. Exploration and drilling costs are examples of: a) Allowable deductions b) Disallowable
expenses ¢) Non-taxable income d) Reliefs

5. Incentives for petroleum companies may include: a) Investment tax credits b) Employee
morale bonuses c¢) Inflation adjustments d) Customs duty exemptions

3.2 Taxation of Banking Companies

3.2.1 Special provisions for banks under companies’ income tax

Banking companies are subject to companies’ income tax but with special provisions due to the
nature of their operations. These provisions include rules on the treatment of interest income, bad
debts, and reserves. Banks are also required to comply with specific reporting standards to ensure

transparency and accountability in their tax obligations.

In-text question: Banking companies are subject to companies’ tax with special
provisions.

SPECIAL TAX PROVISIONS FOR
BANKING COMPANIES

NIGERIAN TAX LAW (CITA & BOFIA)

1. DEFINITIONS & KEY 2. SPECIAL PROVISIONS
PRINCIPLES

* Governed primarlly by Companies Inconje
Tact (CITA) & Bank & Other Financial

b. MINIMUM TAX RULE:

Instiutions Act, BOFIA. a. LOAN LOSS PROVISIONS:
« Specific bad debts are deducible.
* Applies to licensed banks & other General provisions profit or 10.5%
Focus on regulated income, income not deductable).
expenses & balance
sheets. b. REGULATORY ADJUSTMENTS:

* Higher of 20% of assesable profit of gross|
income (for specified period).

c. Alignment with Central Bank of
(CBN) rules (e.g. asset classificaion).

d. TAXATION OF INTEREST INCOME:
* Taxed on accrual basis.

AIM: REGULATE & ENSURE STABLITY & FAIR TAXATION
OF THE FINANCIAL SECTOR -

-
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Box 3.2 Special provisions for banks

Explanation of special tax provisions applicable to banking companies..”

3.2.2 Treatment of interest income, bad debts, and reserves

Interest income is taxable, while bad debts may be deductible if they are proven irrecoverable
and written off in accordance with regulatory guidelines. Banks are also allowed to maintain
statutory reserves, but only specific reserves are recognised for tax purposes. Proper
classification of these items is essential for accurate computation of taxable income.

In-text question: Bad debts are deductible for tax purposes only when they are and
written off.

TAX TREATMENT FOR BANKING COMPANIES IN NIGERIA

KEY RULES FOR INTEREST, BADS & RESERVES (CITA)

BANKING TAXATION (CITA)

1. INTEREST 2. LOAN LOSSES 3. REGULATORY
INCOME (BAD DEBTS) RESERVES
 Taxed on Accrual Basis « Specific Bad Debts are * Transfers to Statutuy
« |nterest on Loans & (e.g., 10.5% of income) Reserves NOT Deducuble
Investments NOT Deductable * Treated as Appropitation
S of Profit
h afuny.on o Must Meet FIRS Conditions  Based on CBN Pruduntical
Related-Party Interest (e.q. certified as Guidelines
irreorverable)

AIM: ALIGN TAX RULES WITH PRUDTENIAL REGULATIONS & ENSURE FINANCIAL STABILITY >

Figure 3.2 Treatment of income and reserves

Diagram showing treatment of interest income, bad debts, and reserves in banking taxation.
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3.2.3 Compliance and reporting requirements for banking institutions

Banks must comply with both tax laws and financial regulations, including submission of audited
accounts, disclosure of taxable income, and adherence to statutory reporting formats. Non-
compliance may attract penalties, which can affect both profitability and reputation.

In-text question: Banks must submit accounts as part of their compliance
requirements.

COMPLIANCE & REPORTING REQUIREMENTS FOR

BANKING INSTTUTIONS
NIGERIAN TAX LAW (CITA, BOFIA & FIRS REGULATIONS)

1. KEY REQUIREMENTS 2. DESCRIPTION & DETAILS
a. Company Income Tax (CIT) a. Filing Deadline: 6 moths after year-end
- Annual CIT Returns (Form FIRS 01A) - Based of audited financial statements

- Declaration & estimated tax
- Payment of CIT in installlents

b. WHT & VAT b. Monthly Filings: Due by 21t of following
- Deduction & remitteate of WHT on qualifijring mts
- Remittantof collected VAT
¢. Regulatory Guidelines compliance ¢. Specific forms & frequency as prescribed
- Filing of monthly VAT returns CBN & ND) reyorts
- Anti-Money Landarning (AML) reports

d. PAYE (employee tax) remittance d. Monthly PAYE remittance
- Pension & social security contributions - TP filinsAYE remittance
- Transfer Pricing (TP) disclosures - TP filings based f FIRS regulations

(if applicabe)

AIM: ENSURE TRANSP AENCY, FINANCIAL STABLITY & TAX ‘
COMPLIANCE IN THE BANKING SECTOR

Table 3.2 Compliance requirements for banks
Summary of compliance and reporting requirements for banking institutions.

-
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Pilot questions 3.2

1. Banking companies are subject to companies’ tax with special provisions. a)
Income b) Value added c) Customs d) Excise

2. Interest income for banks is: a) Taxable b) Exempted c¢) Non-taxable d) Ignored

3. Bad debts are deductible only when they are: a) Irrecoverable and written off b)
Anticipated c) Negotiated d) Deferred

4. Banks are allowed to maintain statutory , but only specific ones are
recognised for tax purposes. a) Reserves b) Salaries c) Loans d) Assets
5. Banks must submit accounts as part of their compliance requirements. a)

Audited b) Unaudited c) Draft d) Informal
3.3 Taxation of Insurance Companies
3.3.1 Distinction between life and non-life insurance taxation

Insurance companies are taxed differently depending on whether they operate in life insurance
or non-life insurance. Life insurance taxation focuses on premiums received and investment
income, with special rules for reserves and policyholder liabilities. Non-life insurance taxation,
on the other hand, considers underwriting profits, ¢laims paid; and reinsurance arrangements.
This distinction ensures that tax treatment reflects the unique nature of each type of insurance
business.

In-text question: Taxation of insurance companies differs depending on whether they operate in
or non-life insurance.

-
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DISTINCTION & LIFE & NON-LIFE INSURANCE TAXATION
NIGERIAN TAX LAW (CITA & NAICOM REGULATIONS)

* Focus on long-term policies, ¢ Focus on short-storm
investment income, and risks, fire, motor,
acturiral reserves. marine).
¢ Taxation: Investment income + Taxation: Underwting (e.g., motor,
marine.
¢ Taxation: Investment income taxed; ¢ Taxation: Underwting profits
undertuvirting profit calculation is less claims, expenses, unexpired risk
specific (based on acturiral surplus). movement) & investment income.
* Key Deductions: Acturial » Key Deductions: Claims incurred,
reserves, claims paid, unxerred risk reserves,
investment expenses. management
expenses.
¢ Exemptions: Investment income
from candator con certain * Exemptions: Similar to life insurane on
goverrment securities. specific investments.

AIM: ENSURE SECTOR-SPECIFIC TAXATION & FINANCIAL #

STABILITY OF INSURANCE INDUSTRY

Box 3.3 Life vs non-life insurance taxation

Explanation of the distinction between life and non-life insurance taxation.”

3.3.2 Basis of assessment and treatment of premiums and claims

For life insurance companies, the basis of assessment includes investment income and surplus
from reserves, while premiums are treated differently depending on whether they are linked to
policyholder liabilities. For non-life insurance companies, taxable income is derived from

underwriting profits, with claims paid and reinsurance premiums deducted as allowable
expenses.

-
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In-text question: Claims paid by non-life insurance companies are treated as
expenses for tax purposes.

TAX TREATMENT PREMIUMS & CLAIMS
FOR INSURANCE COMPANIES

LIFE VS. NON-LIFE INSURANCE (NIGERIAN TAX LAW)

!

INSURANCE TAXATION
(CITA)

1. LIFE INSURANCE 2. NON-LIFE
COMPANIES COMPANIES
Premiums: Premiums:
* Not taxed directly e TAXED as part of
(Investment focused). undertwiting profit.

* Treated as part o "Actuiral Surplus". _ )
e Less: Unexpired Risk Reserve.

Claims Paid:
o Gengrally NOT deductible Claims Paid:
(Capital in nature). o FULLY DEDICTBLE (Revenue expenjse
e Used in calculating Actuiral e Must be actual & subsstiatited.

Reserve movement.

AIM: ENSURE APPROPRIATE RECOGNITION OF INSURANCE REVENUE & EXPENSES mp4

Figure 3.3 Treatment of premiums and claims

Diagram showing treatment of premiums and claims in life and non-life insurance taxation.

)
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3.3.3 Regulatory compliance and tax implications for insurers

Insurance companies must comply with both tax laws and regulatory requirements set by the
National Insurance Commission (NAICOM). This includes submission of audited accounts,
disclosure of reserves, and adherence to statutory formats. Non-compliance may result in
penalties and affect both financial stability and reputation.

In-text question: Insurance companies must comply with regulatory requirements set by

COMPLIANNCE & REPORTING REQUIREMENTS FOR
INSURANCE COMPANIES

NIGERAN LAW (S AICOM & FIRS REGULATIONS)

1. KEY REQUIREMENTS 2. DESCRIPTION & DETAILS
a. Company Income Tax (CIT) a. Filing Deadline: Due 21t after year-end
- Annual CIT Returns (Form FIRS 01A) - Based of audited financial statements

- Declaration & estimated tax
Payment of CIT CIT in installlents

b. WHT & VAT b. Teated of TAXED a part of
- Deduction & remittsate WHT on qualifiring  undertwiting profit.
- qualifiving payments

c. Regulatory Guidelines Compliance (NA| c. Specific forms as frequency as prescribed

- Remittame of collected VAT (monthly) prescribed by NAIICOMA reyorts
d. PAYE (employee tax) & Other d. Monthly PAYE remittance

- Pension & social securiity contributions - Pension TE remittance

- Transfer Pricing (TP) disclosures - TP filings based f FIRS regulations

(if applicable)

AIM: ENSURE TRANSP AENCY, FINANCIAL STABLITY & TAX »
COMPLIANCE IN THE INSURANCE SECTOR

Table 3.3 Compliance requirements for insurers

Summary of compliance and reporting requirements for insurance companies.
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Pilot questions 3.3

1. Taxation of insurance companies differs depending on whether they operate in: a) Life or
non-life insurance b) Banking or petroleum c) Agriculture or manufacturing d) Customs
or excise

2. For life insurance companies, the basis of assessment includes: a) Investment income and
surplus from reserves b) Customs duties ¢) Employee salaries d) Inflation adjustments

3. Claims paid by non-life insurance companies are treated as: a) Allowable expenses b)
Disallowable expenses ¢) Non-taxable income d) Reliefs

4. Insurance companies must comply with regulatory requirements set by:/a) National
Insurance Commission (NAICOM) b) Federal Inland Revenue Service (FIRS) c) Central
Bank of Nigeria d) Nigerian Investment Promotion Commission

5. Non-compliance with regulatory requirements may result in: a) Penalties b) Employee
morale bonuses c¢) Inflation adjustments d) Market reputation awards

3.4 Comparative Analysis and Practical Applications
3.4.1 Key differences in taxation across sectors

Petroleum companies are taxed under the Petroleum Profits Tax Act (PPTA), with higher rates
and special deductions for exploration@nd drilling. Banking companies, while subject to
companies’ income tax, have unique provisions for interest income, bad debts, and statutory
reserves. Insurance companies are taxed differently depending on whether they operate in life or
non-life insurance, with premiums, claims, and reserves treated according to specific rules. These
differences reflect the unique nature of each sector and the government’s approach to regulating
them.

In-text question: Petroleum companies are taxed under the Profits Tax Act.
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TAXATION ACROSS KEY SECTORS IN NIGERIA

PETROLEUM, BANKING & INSURANCE COMPANIES (KEY DIFFERENCES)

1. PETROLUUM 2. BANKING 3. INSURANCE
COMPANIES COMPANIES COMPANIES

Governing Law: PPTA, e Governing Law: * Governing: CITA,
Tax Rate: 85% (PPT) CIT/A, BOFIA) NAICOM Regs

Key Deductions: e Key Deductions:

Roylties, Capital Specific Bad Debts, e Claims Paid,
Allowances, Interest Acturiaal Reserves
Community Costs

» Key Focus: Regulated
* Key Focus: financial income, « Undertewing profits,
Uprseim oil tuim oil loan losses investment
&& gas profits income (differs for
life/non-life)

AIM: HIGHLIGHT SECTOR-SPECIFIC TAX REGIMES & COMPLIANCE =

Box 3.4 Sectoral taxation differences
Key differences in taxation across petroleum, banking, and insurance companies.
3.4.2 Case studies and worked examples

Worked examples highlight how tax liabilities differ across sectors. For instance, a petroleum
company may deduct exploration costs before applying PPT rates, a bank must classify bad debts
correctly before computing taxable income, while an insurance company must distinguish
between life and non-life operations when assessing premiums and claims. These examples show
how sector-specific rules affect tax computations.

-
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In-text question: Bad debts are deductible for banks only when they are

off.

TAX COMPUATION CASE STUDIES: SECTOR COMPARSON
PETROLEUM, BANKING & INSURANCE (NIGERIAN TAX LAW)

\4

v

INSURANCE TAXATION
| (CITA)

v

1. PETROLEUM
COMPANY

» Scenario: Crude Oil Produc
N500m

Income

« Allowable Deductions:
N200m -
(Costs, Royalties)

« Taxable Profits

» Tax Rate: 85% of N300m =
(PPT)

» Tax Payable = 85% of N300n
&G& profits

2. BANKING
COMPANY

* Gross Income

» Gross Income: Bank
financial Bank

» Specific Bad Debts

» General Reserves: 140
(NOT Deudcibiile)
Other Allowable Costs

» Taxable Profits = N100Om
=100m

« Tax Payable = 30% (CIT)
Tax Payable = 350m = N75m

3. INSURANCE
(LIFE)

» Scenario: Life Insurer

* Invesot income
Underwiting Surplus
Underwiting Surplus

* Geneeral Reserve
Movement = 30m -
loan losses

« Allowable Expenses
=differs for lifessstiatited.

« Tax Payable = 30% (CIT)
Tax Payable =842m

AIM: HIGHLIGHT DIVERSE TAX BASE & SECTOR=-SPECIFIC IMPACT ON GOVERNMENT COMPLIANUE =sp

Figure 3.4 Case study comparisons

Diagram showing worked examples of tax computations across petroleum, banking, and
insurance companies.

3.4.3 Implications for compliance and policy development

Sector-specific taxation has important implications. Petroleum taxation ensures significant
government revenue, banking taxation promotes financial stability, and insurance taxation

-
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protects policyholders while ensuring industry compliance. Together, these frameworks balance
revenue generation with sectoral growth and policy objectives.

In-text question. Sector-specific taxation frameworks balance revenue generation with
growth and policy objectives.

IMPLIACTIONS OF TAXATION FOR KEY SECTORIA
PETROLEUM, BANKING & INPANIES (ECONOMIC IMPATS)

1. PETROLUUM 2. BANKING 3. INSURANCE
SECTOR SECTOR COMPANIES

a. Impact on Investment . Financial Stability 2 Risk Management
* Tax treatment for lorm-

* High tax burden f
Capden double wabiity ~ * Regullatory focus reserves & claims

(PPT) Regulated financial
« Affects project viabiity Loan Bad Debts . Affgcts producs gf
& FDI Interest pricing & protection)

b. Opportunities « Economic Role b. Market Development

» Tax treatewnt pofiits,
investment prisings
es savings & protection

AIM: HIGHLIGHT SECTOR-SPECIFIC TAX REGIMES & T COMPLIANCEm)

» Key source to oil goernment

taxt price voltability * Supan loss buildinal

for torisinking rules

Table 3.4 Implications of sectoral taxation

Summary of implications of taxation for petroleum, banking, and insurance sectors.
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Pilot questions 3.4

1. Petroleum companies are taxed under the: a) Petroleum Profits Tax Act (PPTA) b)
Companies Income Tax Act (CITA) c¢) Value Added Tax Act d) Customs and Excise Act

2. Bad debts are deductible for banks only when they are: a) Irrecoverable and written off b)
Anticipated c) Negotiated d) Deferred

3. Life and non-life insurance companies are taxed differently based on: a) Premiums,
claims, and reserves b) Customs duties ¢) Employee salaries d) Inflation adjustments

4. Sector-specific taxation frameworks balance revenue generation with: a) Sectoral growth
and policy objectives b) Employee morale c¢) Inflation adjustments d) Market reputation

5. Comparative analysis of petroleum, banking, and insurance taxation highlights: a)
Differences in computation rules and compliance requirements b) Similar treatment
across all sectors c) Exemptions for all companies d) Uniform tax rates

Series 3 Summary: Taxation of Specialised Sectors (Petroleum, Banking, Insurance,
etc.)

This Series has examined how taxation frameworks differ across specialised sectors that are
vital to Nigeria’s economy. We began with petroleum companies; focusing on petroleum
profits tax, its basis of assessment, computation rules, and allowable deductions. We then
moved on to banking companies, where we.considered special provisions under companies’
income tax, including the treatment of interest income, bad debts, and statutory reserves.
Following that, we explored insurance companies, distinguishing between life and non-life
taxation, and analysing the treatment of premiums, elaims, and regulatory compliance.
Finally, we concluded with a comparative analysis and practical applications, using case
studies to highlight differences across these sectors and their implications for compliance and
policy development.

By completing this Series, you should now be able to explain the framework of petroleum
profits tax (SLO 3.1), analyse special provisions for banking companies (SLO 3.2),
distinguish between life and non-life insurance taxation (SLO 3.3), and compare taxation
across petroleum, banking, and insurance sectors using practical examples (SLO 3.4). These
outcomes equip.you with the ability to apply sector-specific tax rules confidently and to
appreciate their broader impact on compliance, growth, and policy.

Glossary of Terms — Series 3: Taxation of Specialised Sectors (Petroleum, Banking,
Insurance, etc.)

Accounting year: The financial year used by petroleum companies as the basis of assessment for
petroleum profits tax.

Allowable deductions: Expenses that can be subtracted from gross revenue when calculating
taxable profits, such as exploration costs, claims paid, or operating expenses.

Bad debts: Loans or advances that cannot be recovered. For banks, these are deductible only
when proven irrecoverable and written off.
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Interest income: Earnings from lending activities in banks, which are taxable under companies’
income tax provisions.

Life insurance taxation: Tax rules applied to life insurance companies, focusing on premiums,
investment income, and reserves linked to policyholder liabilities.

National Insurance Commission (NAICOM): The regulatory body overseeing insurance
companies in Nigeria, ensuring compliance with statutory and tax requirements.

Non-life insurance taxation: Tax rules applied to non-life insurance companies, focusing on
underwriting profits, claims paid, and reinsurance arrangements.

Petroleum Profits Tax (PPT): A tax imposed on profits from petroleum operations, governed
by the Petroleum Profits Tax Act, with higher rates than companies’ income tax.

Petroleum Profits Tax Act (PPTA): The legislation that regulates taxation of petroleum
companies in Nigeria.

Reserves (statutory): Funds set aside by banks or inSurance companies to meet regulatory
requirements. Only specific reserves are recognised for tax purposes.

Underwriting profits: Profits earned by non-life insurance companies after deducting claims
and reinsurance costs from premiums received.

Concept Check Questions — Series 3: Taxation of Specialised Sectors (Petroleum,
Banking, Insurance, etc.)

Objective questions

1. Petroleum companies in Nigeria are taxed under the: a) Petroleum Profits Tax Act
(PPTA) b) Companies Income Tax Act (CITA) c) Value Added Tax Act d) Customs and
ExciseAct (Linked to SLO 3.1)

2. Interest income for banks is: a) Taxable b) Exempted c) Non-taxable d) Ignored (Linked
to SLO 3:2)

3./ Bad debts are deductible for banks only when they are: a) Irrecoverable and written off b)
Anticipated c) Negotiated d) Deferred (Linked to SLO 3.2)

4. Claims paid by non-life insurance companies are treated as: a) Allowable expenses b)
Disallowable expenses ¢) Non-taxable income d) Reliefs (Linked to SLO 3.3)

5. Insurance companies must comply with regulatory requirements set by: a) National
Insurance Commission (NAICOM) b) Federal Inland Revenue Service (FIRS) c) Central
Bank of Nigeria d) Nigerian Investment Promotion Commission (Linked to SLO 3.3)

Short-answer questions

6. Explain the difference between taxation of life and non-life insurance companies. (Linked
to SLO 3.3)
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7. What are allowable deductions under petroleum profits tax? (Linked to SLO 3.1)

8. Describe how bad debts are treated in the taxation of banking companies. (Linked to SLO
3.2)
0. Identify two compliance requirements for insurance companies under NAICOM

regulations. (Linked to SLO 3.3)

Long-answer questions

10.  Discuss the principles of petroleum profits tax, including basis of assessment;
computation rules, and allowable deductions. (Linked to SLO 3.1)

11.  Analyse the special provisions for banking companies under companies’ income tax,
focusing on interest income, bad debts, and reserves. (Linked to SLO 3.2)

12.  Evaluate the taxation of life and non-life insurance companies, highlighting the treatment
of premiums, claims, and reserves. (Linked to SLO 3.3)

13. Compare the taxation of petroleum, banking, and insurance companies; and assess the

implications for compliance, sectoral growth, and policy development. (Linked to SLO 3.4)

Answers to Pilot Questions — Series 3: Taxation of Specialised Sectors
(Petroleum, Banking, Insurance, etc.)

Answers to pilot questions 3.1

a) Petroleum Profits Tax Act (PPTA)
a) Accounting year

a) Higher than companies’ income tax
a) Allowable deductions

a) Investment tax credits

M

Answers to pilot questions 3.2

1. a)Income

2. a) Taxable

3. a) Irrecoverable and written off
4. a) Reserves

5./ a) Audited

Answers to pilot questions 3.3

a) Life or non-life insurance

a) Investment income and surplus from reserves
a) Allowable expenses

a) National Insurance Commission (NAICOM)
a) Penalties

e

-
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Answers to pilot questions 3.4

a) Petroleum Profits Tax Act (PPTA)

a) Irrecoverable and written off

a) Premiums, claims, and reserves

a) Sectoral growth and policy objectives

a) Differences in computation rules and compliance requirements

Nk W=

References and Attributions — Series 3: Taxation of Specialised Sectors (Petroleum,
Banking, Insurance, etc.)

Figures, tables, and boxes in this Series were created as placeholderswith suggested Al
prompts and open educational resource (OER) search strings. Attribution is given to the
prompts and sources suggested for learners to explore further.

Box 3.1 Petroleum profits tax overview Al prompt: “Create a box explaining petroleum
profits tax and its scope under Nigerian tax law.” Suggested OER search string: “petroleum
profits tax Nigeria PPTA OER”

Figure 3.1 Computation rules for PPT Al prompt: “Generate adiagram illustrating
computation rules for petroleum profits tax in Nigeria.” Suggested OER search string:
“computation petroleum profits tax Nigeria©OER”

Table 3.1 Allowable deductions and incentives Al prompt: “Create a table summarising
allowable deductions and incentives for petroleum companies under Nigerian tax law.”
Suggested OER search string: “allowable deductions incentives petroleum companies
Nigeria OER”

Box 3.2 Special provisions for banks Al prompt: “Create a box explaining special tax
provisions applicable to banking companies under Nigerian tax law.” Suggested OER
search string: “special provisions taxation banks Nigeria OER”

Figure 3.2 Treatment of income and reserves Al prompt: “Generate a diagram illustrating
treatment of interest income, bad debts, and reserves for banking companies.” Suggested
OER search string: “interest income bad debts reserves banks Nigeria OER”

Table 3.2 Compliance requirements for banks Al prompt: “Create a table summarising
compliance and reporting requirements for banking institutions under Nigerian tax law.”
Suggested OER search string: “compliance reporting requirements banks Nigeria OER”

Box 3.3 Life vs non-life insurance taxation Al prompt: “Create a box explaining the
distinction between life and non-life insurance taxation under Nigerian tax law.” Suggested
OER search string: “life non-life insurance taxation Nigeria OER”

Figure 3.3 Treatment of premiums and claims Al prompt: “Generate a diagram
illustrating treatment of premiums and claims for life and non-life insurance companies.”
Suggested OER search string: “premiums claims insurance taxation Nigeria OER”
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Table 3.3 Compliance requirements for insurers Al prompt: “Create a table summarising
compliance and reporting requirements for insurance companies under Nigerian tax law.”
Suggested OER search string: “compliance reporting requirements insurance companies
Nigeria OER”

Box 3.4 Sectoral taxation differences Al prompt: “Create a box summarising differences
in taxation across petroleum, banking, and insurance companies.” Suggested OER'search
string: “sectoral taxation differences petroleum banking insurance Nigeria OER”

Figure 3.4 Case study comparisons Al prompt: “Generate a diagram illustrating case
study comparisons of tax computations across petroleum, banking, and insurance
companies.” Suggested OER search string: “case study tax computations petroleum
banking insurance Nigeria OER”

Table 3.4 Implications of sectoral taxation Al prompt: “Create a table summarising
implications of taxation for petroleum, banking, and insurance sectors.” Suggested OER
search string: “implications taxation petroleum banking insurance Nigeria OER”

General references for Series 3 content:
e Petroleum Profits Tax Act (PPTA), Laws of the Federation of Nigeria.
e Companies Income Tax Act (CITA), Laws of the Federation of Nigeria.
e FederalInland Revenue Service (FIRS) guidelines and publications.
¢ National Insurance Commission (NAICOM) regulatory documents.
e Central Bank of Nigeria (CBN) directives for banking institutions.
e Nigerian tax policy/documents and official circulars.
e Openeducational resources on sectoral taxation and compliance.

e Academic literature on petroleum, banking, and insurance taxation frameworks.
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Series 4: Transfer Pricing Regulations and Practices
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Part 4.3 Compliance and Documentation Requirements
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Series 4: Taxation of International Transactions and Transfer Pricing
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Introduction

In the previous Series, we examined taxation in specialised sectors such as petroleum,
banking, and insurance. We now shift our focus to international transactions and transfer
pricing, which are increasingly important in today’s globalised economy. Multinational
companies often operate across borders, creating complex tax challenges that require clear
rules to prevent double taxation, ensure fairness, and protect national revenue.

The aim of this Series is to provide you with a structured understanding of how-international
transactions are taxed, the framework of transfer pricing, and the compliance requirements
that multinational companies must meet.

We begin with the taxation of international transactions, covering cross-border principles,
double taxation, and withholding tax on international payments. Next, we explore the transfer
pricing framework, including its definition, importance, OECD guidelines, and Nigerian
regulations. We then examine compliance and documentation requirements, focusing on
mandatory disclosures, penalties, and the role of tax authorities. Finally, we conclude with
comparative analysis and practical applications, using case studies and worked examples to
highlight implications for multinational companies and Nigerian tax policy.

Series Learning Qutcomes — Series 4: Taxation of International Transactions and
Transfer Pricing

By the end of this Series, you should be able to:

e SLO 4.1: Explain the principles of taxation for international transactions, including
cross-border rules, double taxation, and withholding tax.

e SLO 4.2: Analyse the framework of transfer pricing, highlighting its definition,
importance; OECD ‘guidelines, and Nigerian regulations.

e SLO 4.3: Apply methods of determining arm’s length pricing in practical scenarios.

e SLO 4.4: Evaluate compliance and documentation requirements for multinational
companies, including mandatory disclosures and penalties for non-compliance.

e SLO 4.5: Compare taxation and transfer pricing practices through case studies, and
assess their implications for multinational companies and Nigerian tax policy.

4.1Taxation of International Transactions

4.1.1 Overview of cross-border taxation principles

International transactions involve cross-border flows of goods, services, capital, and intellectual
property. Taxation of these transactions ensures that income derived from Nigeria or remitted
abroad is properly accounted for. Principles include source-based taxation (taxing income

earned within Nigeria) and residence-based taxation (taxing worldwide income of Nigerian
residents).
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In-text question: Taxation of international transactions is based on and residence
principles.

SOURCE--BASED VS. RESIDENE-
BASED TAXATION

PRINCIPLES IN INTERNATIONAL TAXATION

1. SOURCE-BASED 2. RESIDENCE-BASED
TAXATION TAXATION

 Taxing rights allocated to WHERE * Taxing rights allocated to
incigatte to non-residents earning WHERE income recipient resides.

from a country (e.g, branch profits, WORLDWIDE income.
royalties).

* Key concept: Permanent * Relief from double taxation via

Establisment (PE) as a taxable credits/exenpetins.
presence.

AIM: PREVENT DOUBLE TAXATION & ENSURE FAIR ALLOCATION OF TAXING RIGHTS

Box 4.1 Cross-border taxation principles Caption: Explanation of source-based and residence-
based taxation principles.

4.1.2 Double taxation and relief mechanisms

Double taxation occurs when the same income is taxed in two countries. Relief mechanisms
include double taxation agreements (DTAs), which Nigeria has signed with several countries,
and unilateral relief, where Nigeria grants credits for foreign taxes paid. These mechanisms
encourage international trade and investment by reducing tax burdens.

-
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In-text question: Double taxation agreements are designed to prevent the same income from
being taxed in countries.

DOUBLE TAXATION RELIEF MECHANISMS IN NIGERIA

DOUBLE TAXATION IN NIGERIA

1. Treaties & DTAAS
2. Unilertal Relief
3. FIRS Guidance

" 4 ™

1. TAX TREATIES & DTAAs 2. UNILARAL RELIEF 3. METHODS OF RELIEF

» Avoidance of double taxation| (CITA) « Exemption Method
« Specify taxing rights « Foreign Tax Credit (FTC) « Credit Method (FTC)
(Source vs. Residence) « Applies if no DTAA « Deduction Method
* Mutual Agraement « Relief for Commowath
Procedure (MAP) countries

AIM: PROMOTE INTERNATIONAL TRADE & INVESTMENT )

Figure 4.1 Double taxation relief mechanisms Caption: Diagram showing how DTAs and
unilateral relief prevent double taxation.

4.1.3 Withholding tax on international payments
Withholding tax applies to payments made to non-residents, such as dividends, interest, royalties,

and fees. It ensures that Nigeria collects tax at the point of payment before funds leave the
country. Rates vary depending on the type of payment and whether a DTA applies.
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In-text question: Withholding tax is deducted at the of payment to non-residents.

WITHOLDHING TAX (WHT) RATES ON
INTERNATIONAL PAYMENTS IN NIGERIA

KEY RATES FOR NON-RESIDENTS

TYPE OF INTERNATIONAL WHT RATE (%)
PAYMENT IN NIGERIA
Interest * Loans, , bonds, other debt instruments 10%
Dividends * From Nigerian companies 10%
Royalties * Patents, copyright, trademarks, know-how 10%
Management & Technical Fees 10%

* For services rendered in Nigeria 10%
Professional Fees® Legal, accounting, consulting, etc. 10%

e For property in Nigeria 10%
Rent * For property in Nigeria 10%
Digital Services/E-cn-resident providers (via Finance Act 2019) 10%

AIM: ENSURE TAX COMPLIANCE ON CROSS-BORDER =

TRANSACTIONS & REVENUE COLLECTION

Table 4.1 Withholding tax rates on international payments Caption: Summary of
withholding tax rates on dividends, interest, royalties, and fees.

Rilot questions 4.1

1. Taxation of international transactions is based on: a) Source and residence principles b)
Customs duties c) Inflation adjustments d) Market cycles
2. Double taxation agreements are designed to prevent the same income from being taxed
in: a) Two countries b) One country only ¢) Three countries d) No country
3. Nigeria grants credits for foreign taxes paid under: a) Unilateral relief b) Customs
exemptions c) Inflation relief d) Employee bonuses
)
o)
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4. Withholding tax applies to payments such as: a) Dividends, interest, royalties, and fees b)
Salaries only c¢) Customs duties d) Inflation adjustments

5. Withholding tax is deducted at the of payment to non-residents. a) Point b)
End c) Start of year d) Middle of transaction

4.2 Transfer Pricing Framework
4.2.1 Definition and importance of transfer pricing

Transfer pricing refers to the pricing of goods, services, and intangible assets exchanged
between related entities of a multinational company. It is important because it affects how profits
are allocated across different jurisdictions. Proper transfer pricing ensures that companies pay
fair taxes in each country where they operate, preventing tax avoidance and protecting
government revenue.

In-text question: Transfer pricing refers to the pricing of goods and services exchanged between
entities of a multinational company.

TRANSFER PRICING IN
INTERNATIONAL TAXATION

DEFINITION & IMPORTANCE

1. DEFINITION

* Pricing of goods, services, and intangibles between
related parties.

* Ensures "arm’s length principle: transactions priced as if
Prevents artificial profit shifting between countries.
* Focus on mulnantiinal enteprises (MNEs).

2. IMPORTANCE

* Fair allocation of taxable income amang countries.

* Prevention of tax avoidanse & base erosion.

e Complance with tax regulations & avoidame of penalties.
* Economic substance over legal form.

AIM: PREVENT PROFIT SHIFTING & ENSURE FAIR TAXATION GLOBALLY

Box 4.2 Transfer pricing definition and importance

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Explanation of transfer pricing and why it matters in international taxation.
4.2.2 OECD guidelines and Nigerian regulations

The OECD Transfer Pricing Guidelines provide international standards for determining arm’s
length pricing. Nigeria has adopted these principles through its Federal Inland Revenue Service
(FIRS) regulations, requiring companies to document and justify their transfer pricing policies.
These rules ensure consistency with global practices while addressing Nigeria’s specific tax
needs.

In-text question: Nigeria’s transfer pricing regulations are aligned with guidelines issued by the

OECD VS. NIGERIAN
TRANSFER PRICING REGULATIONS

KEY PRINCIPLES & DIFFERENCES

1. BASIS: 1. BASIS:
» Arm’s Length Principle » Arm’s Length Principle
« Conseinus-based (BEPS) » Domestic Laws (CITA, TP Regs)

2. METHODS: 3. DOCUMENTATION:
¢ CUP, Resale Price, Cost Plus * Local File, Local File, Cost PbCR
* TNMM, Profit Split * TNM. File, Master File (Ttreshollds)
* Global Standard » CbCR (Troshonds)

4. DISPUTE RESOLUTION: 4. DISPUTE RESOLUTION:
» Mutual Agreement Procedure (MAP * FIRS Audit & Appeals
* Arbiitration * Tax Tribunal, Courts

AIM: ENSURE FAIR & CONSISTENT TAXATION OF RELATED-PARTY
TRANSATIONS

Figure 4.2 OECD vs Nigerian transfer pricing rules

Diagram comparing OECD guidelines with Nigerian transfer pricing regulations.
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4.2.3 Methods of determining arm’s length pricing

Arm’s length pricing means that transactions between related parties should be priced as if they
were between independent parties. Common methods include:

e Comparable Uncontrolled Price (CUP) method
e Resale Price Method

e Cost Plus Method

e Transactional Net Margin Method (TNMM)

e Profit Split Method

Each method is applied depending on the nature of the transaction and ayailability of data.

In-text question: The principle that related parties must transact as if they were independent is
known as the principle.

METHODS OF DETERMNING ARM’S LENGTH
PRICING IN TRANSFER PRICING

OEED GUIDLINES

METHOD DESCRIPTION & APPLICATION
. Comparable Unntroled Compares price in controled transaction to
Price (Price (CUP) in comprable untrolled transaction. Best for identicz

. Resale Price Method
RPM

. Cost Plus Method
CPM

. Cost Plus Metho Net Margin
TNMM

4. Transactional Net Margin
Method PSM

. Transactional Profit Split
partis comaction based their
relative contributions.

products/services.

Uses the resale price earned bo distributor
in a controled tranaction, reduced by appropiate
gross margin. Good for distributors.

Uses the costs incurred by a
supplier in a contriution, plus a Good for
manufcturesl(verss/service providers.

| Examines the net profit margin relative to

a appropiate base (e.gle, us, sales, costs) in
in controled tranaction.

Versasile, widely used.
widely used.

Splits the combined profits of related partied
conorraction base contrbution Foor hightly
integrated transactions

AIM : ENSURE FAIR & MARKET-BASED PRICING BETWEEN
RELATED PARTIES

Table 4.2 Methods of determining arm’s length pricing

Summary of methods used to determine arm’s length pricing in transfer pricing.
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1. Transfer pricing refers to the pricing of goods and services exchanged between
entities of a multinational company. a) Related b) Independent c)

Government d) Local

2. Nigeria’s transfer pricing regulations are aligned with guidelines issued by the: a) OECD
b) IMF ¢) World Bank d) WTO

3. The principle that related parties must transact as if they were independent is known as
the: a) Arm’s length principle b) Inflation principle ¢) Customs principle d) Market cycle
principle

4. Which of the following is a method of determining arm’s length pricing? a)Comparable
Uncontrolled Price (CUP) b) Inflation Adjustment Method c¢) Customs Duty Method d)
Employee Bonus Method

5. The Profit Split Method is used when: a) Profits must be shared between related entities
based on their contributions b) Customs duties are divided among countries ¢) Inflation is
split across markets d) Employee salaries are distributed

4.3 Compliance and Documentation Requirements

4.3.1 Mandatory disclosures and reporting standards

Multinational companies operating in Nigetia must comply with transfer pricing
documentation requirements. This includes preparing and submitting reports that disclose
related-party transactions, methods used to determine arm’s length pricing, and supporting

financial data. Proper documentation demonstrates compliance and reduces the risk of disputes
with tax authorities.

In-text question: Multinational companies must prepare and submit to disclose
related-party transactions.

-
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MANDATORY DISCLOSORES &
REPORTING STANDARDS

NIGERIAN TRANSER PRFICING RULES (FIRS)

1. KEY DOCUMENTATION REQUREMENTS

a. Local File: Detailed information on in local entity’s intercompany
transactions.

b. Master File: Overview of the MNE group's global operations & TP policies.

c. Country-by-Country Report (CbCR); Aggrgate financial data large MNEs (revenue >
N185 billion).

2. REPORTING STANDARDS & SUBMISSION

a. Filing Deadline: CbCR and TP declarations due 12 months after year-end.

b. Format: Submitted electronaclly to the Federal Inland Reverue Service
FIRS) via designated portal.

AIM: ENHANCE TRANSPERENCY & COMBAT BASE

EROSION & PROFIT SHIFTING (BEPS)

Box 4.3 Mandatory disclosures

Explanation of mandatory disclosures and reporting standards for multinational companies. ”
4.3.2 Penalties for non-compliance

Failure to comply with documentation requirements can result in significant penalties. These
may include monetary fines, adjustments to taxable income, and reputational damage. Penalties

are designed to encourage transparency and deter tax avoidance.

In-text question: Failure to comply with transfer pricing documentation requirements may result
in

-
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PENALTIES FOR NON-COMPLIANCE:
TRANSFER PRICING IN NIGERIA

NIGERIAN FIRS REGULATIONS

NON-COMPLIANCE WITH
TP DOCUMENTATION

1. FAILURE TO FILE

TP DECLARATION 3. FAILURE TO PROVIDE

« Fine: N10 million ADEQUATE DOCUMENTS
* Plus N100,000 for each day * Penalty: 1% of the value of
of default transaction
2. FAILURE TO FILE P e e ot ey ey
CbC REPORT (CbCR) « Disallowance of deductions
« |nitial Fine: N10 million
Plus N100,000 defaut

« Additional N10 million for
continued default

AIM: ENFORCE TRANSPRANCY, DTER PROFIT SHIFTING & ENSURE TAX COMPLIANCE mp

A
&

Figure 4.3 Penalties for non-compliance

Diagram showing penalties for non-compliance with transfer pricing rules.

4.3.3 Role of tax authorities in monitoring international transactions

The Federal Inland Revenue Service (FIRS) plays a central role in monitoring compliance with
transfer pricing regulations. It reviews documentation, conducts audits, and enforces penalties

where necessary. FIRS also ensures that Nigeria’s tax system aligns with international standards
while safeguarding national revenue.

-
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In-text question: The Federal Inland Revenue Service (FIRS) is responsible for monitoring
compliance with regulations.

ROLE OF FIRS IN MONITORING INERNATIONAL
TRANSACTIONS & TRANSFER PRICING COMPLIANCE
KEY FUNCTIONS & RESPONSIBILITES (NIGERIA)

1. REGULATORY FRAMEWARK DESCRIPTION & ACTIVITIES

* Develops & enforces Transfer Pricing (TP) * Mandates filing of TP declarations,
(ep. Income Tax (Transfer Pricing) Regulations, 2018.) Loclas Files, Master Files, &
Issues guidance & circulars * Establishies electronic filling portals.

2. DOCUMENTATION & FILING 3. COMPLIANCE MONITORING
& AUDITS

¢ Conducts TP audits of mulintational (MNEs, * Examines related-party transations

Exemtiryto-Reports (CbCR). for "arm’s length’ compliance.
“‘arm'’s length" compliance.

* Utilizes data analytics & risk assessment tools.

4. DISPUTE RESOLUTION * Provides internal mechanisms for resolving Tk
disputes (e.P. Tax Tax Appeal Tritbunal).

5. INTERNATIONAL COOPERATION  Exchanges information with foreign tax authorite

* Exchanges information with foreign tional Polaboraks with OECD & other international
bodies on TP treaties on TP initiatives

AIM: ENSURE FAIR TAX ALLOCATION, PREVENT
PROFIT SHIFTING & ENHANCE TAX REVENUE

Table 4.3 Role of FIRS in compliance monitoring

Summary of FIRS responsibilities in monitoring international transactions and transfer pricing.
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Pilot questions 4.3

1. Multinational companies must prepare and submit to disclose related-party
transactions. a) Documentation b) Customs duties ¢) Employee bonuses d) Inflation
reports

2. Failure to comply with transfer pricing documentation requirements may result in:-a)
Penalties b) Tax holidays c) Inflation adjustments d) Employee morale awards

3. Penalties for non-compliance are designed to: a) Encourage transparency and deter tax
avoidance b) Increase inflation c) Reduce customs duties d) Reward employee bonuses

4. The Federal Inland Revenue Service (FIRS) is responsible for monitoring compliance
with regulations. a) Transfer pricing b) Customs c) Banking d) Insurance

5. FIRS ensures Nigeria’s tax system aligns with standards while safeguarding
national revenue. a) International b) Local only c) Informal d) Employee

4.4 Comparative Analysis and Practical Applications
4.4.1 Case studies on double taxation and transfer pricing disputes

Double taxation disputes often arise when two countries claim taxing rights over the same
income. For example, a Nigerian company with operations abroad may face taxation both
in Nigeria and in the foreign jurisdiction. Transfer pricing disputes occur when tax
authorities challenge the pricing of related-party transactions, arguing that they do not
reflect the arm’s length principle. Case studies highlight how DTAs and proper
documentation can resolve these disputes.

In-text question: Double taxation disputes occurwhen two claim taxing rights
over the same income.

-
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DOUBLE TAXATION & TRANSFER
PRICING DISPUTES

KEY ISSUES & CASE EXAMPLES
1. DOUBLE TAXATION DISPUTES

* Arises when same income is taxed in two jurrisictions.
 Conflict over taxing rights (Source vs. Residence).

* Leads economic burden for taxplyres.

Example:

e Case: UDV v. FIRS (Nigeria) - Dispute over withehing tax
wittheling tax on-illax - EU rulling on illegal state ai aid vid tax
dividens.

2. TRANSFER PRICING DISPUTES
 Tax authorities chalenge related-party prices.
» Disaragement on "arm’s lan’s legth principle' application
application.
* Focus on profit shifting & base erosion.

Example:

e Case: Coca-Cola v IRS) - Dispute over licensing & intagniile
- GlaxoSmthSKne (Global) - Lengthh dispute over drug pricing.

AIM: RESOLVE INTERNATIONAL TAX CONFLICTS & ENSURE FAIR TAXATION > |

Box 4.4 Double taxation and transfer pricing disputes

Explanation of common disputes and how they are resolved.

4.4.2 Worked examples of transfer pricing adjustments

Worked examples illustrate how transfer pricing adjustments are made. For instance, ifa
Nigerian subsidiary sells goods to its parent company at below market value, FIRS may
adjust the price to reflect the arm’s length principle. This ensures that taxable profitsin
Nigeria are not understated.

-
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In-text question: Transfer pricing adjustments ensure that related-party transactions
reflect the principle.

WORKED EXAMPE:TRANSFER PRICING ADJUSTMENT IN NIGERIA

SCANARIO & CALCULATION (FICTIONAL EXAMPLE)

SCANARIO: NIGERIA CO. & IRELAND CO.

1. Nigeria Co. (distributor) buys goods from Ireland Co.
2. (manufatirer price: NS00 per unit.

3. Uncontrolled benchmark price (CUP): N700 per unit

4. Volume: 1,000 units

ISSUE: NON-ARM’S LENGTH PRICE

. Nigeria Co. underpaid, reducing Nigerian taxable profit

¥

TRANSFER PRICING ADJUSTMENT (FIRS)

w

. Arm'’s Length Price: N700/unit

. Actual Price: N500/unit

. Adjustment per unit: N700 - N500 = N200

. Total Adjustment: N200 * 1,000 units = N200,000

&

B W N -

AIM: INCREASE NIGERIAN TAXABLE PROFIT & COLLECT ADDITIONAL TAX )

Figure 4.4 Transfer pricing adjustment example

Diagram showing how FIRS adjusts related-party transactions to arm’s length pricing.

4.4.3 Implications for multinational companies and Nigerian tax policy

Sectoral analysis shows that international taxation and transfer pricing rules have
significant implications. For multinational companies, compliance reduces risk of
penalties and disputes. For Nigeria, these rules safeguard revenue, align with global

-
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standards, and encourage foreign investment. Effective policy balances fairness,

competitiveness, and revenue generation.

In-text question: Transfer pricing rules help Nigeria safeguard

foreign investment.

IMPLICATIONS OF INTERNATIONAL

TAXATION & TRANSFER PRICING
MULTINNATINAL COMPANIES & NIGERIAN TAX POLICY

1. MULTINATIONAL
COMPANIES

2. NIGERIAN TAX
POLICY

a. Challenges & Costs

* Increased compliance
dorden double ccumtation)
& disputes

* Reputation damage from
non-compliance

b. Opportunities

* Optimized global tax structures

¢ Enhanced investor confidence

a. Benefits & Opportunities

* Increased tax revenue

¢ Combating illicit financial flows

 Alignment with global standards
(OECD BEPS)

b. Challenges

» Complex administration & enforcement
* Capacity building for tax authorities
* Attracting FDI vs tax base protection

AIM: ENHANCE GLOBAL TAX FAIRNESS & ECONOMIC DEVELOPMENT »

Table 4.4 Implications of international taxation and transfer pricing

Summary of implications for multinational companies and Nigerian tax policy.

-
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Pilot questions 4.4

1. Double taxation disputes occur when two claim taxing rights over the
same income. a) Countries b) Companies c¢) Employees d) Banks

2. Transfer pricing adjustments ensure that related-party transactions reflect the: a)
Arm’s length principle b) Inflation principle c) Customs principle d) Market cycle
principle

3. ANigerian subsidiary selling goods to its parent company at below market value
may face: a) Transfer pricing adjustment b) Customs duty exemption c¢) Inflation
relief d) Employee bonus

4. Transfer pricing rules help Nigeria safeguard while encouraging foreign
investment. a) Revenue b) Inflation ¢) Customs duties d) Employee morale

5. Effective international tax policy balances fairness, competitiveness, and
generation. a) Revenue b) Inflation ¢) Customs d) Bonuses

Series 4 Summary: Taxation of International Transactions and Transfer Pricing

This Series explored the complexities of taxing multinational operations and the
mechanisms designed to ensure fairness and compliance. We began with the taxation of
international transactions, focusing on cross-border principles, double taxation, and
withholding tax on payments to non-residents. We then examined the transfer pricing
framework, defining its importance;reviewing OECD guidelines and Nigerian regulations,
and outlining methods for determining arm’s length pricing.

Next, we addressed compliance and documentation requirements, highlighting
mandatory disclosures, penalties for non-compliance, and the role of the Federal Inland
Revenue Service (FIRS) in monitoring international transactions. Finally, we applied these
concepts through comparative analysis and practical applications, using case studies
and worked examples to illustrate double taxation disputes, transfer pricing adjustments,
and their implications formultinational companies and Nigerian tax policy.

By completing this Series, you should now be able to:
o [ Explain principles of international taxation (SLO 4.1).
e Analyse the framework of transfer pricing (SLO 4.2).
e Apply methods of determining arm’s length pricing (SLO 4.3).
e Evaluate compliance and documentation requirements (SLO 4.4).
e Compare taxation and transfer pricing practices through case studies (SLO 4.5).

Together, these outcomes equip you to understand how Nigeria integrates global
standards into its tax system while safeguarding national revenue and encouraging foreign
investment.
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Series 4 Summary: Taxation of International Transactions and Transfer Pricing

This Series explored the complexities of taxing multinational operations and the
mechanisms designed to ensure fairness and compliance. We began with the taxation of
international transactions, focusing on cross-border principles, double taxation, and
withholding tax on payments to non-residents. We then examined the transfer pricing
framework, defining its importance, reviewing OECD guidelines and Nigerian regulations;
and outlining methods for determining arm’s length pricing.

Next, we addressed compliance and documentation requirements, highlighting
mandatory disclosures, penalties for non-compliance, and the role of the Federal Inland
Revenue Service (FIRS) in monitoring international transactions. Finally, we applied these
concepts through comparative analysis and practical applications, using case studies
and worked examples to illustrate double taxation disputes, transfer pricing adjustments,
and their implications for multinational companies and Nigerian tax policy.

By completing this Series, you should now be able to:
e Explain principles of international taxation (SLO 4.1):
e Analyse the framework of transfer.pricing (SLO 4.2).
o Apply methods of determining arm’slength pricing (SLO 4.3).
e Evaluate compliance and documentation requirements (SLO 4.4).
o Compare taxation and transfer pricing practices through case studies (SLO 4.5).

Together, these outcomes equip you to understand how Nigeria integrates global
standards into its tax system while safeguarding national revenue and encouraging foreign
investment.

Glossary of Terms - Series 4: Taxation of International Transactions and Transfer
Pricing

Arm’s length principle: The rule that related parties must transact as if they were
independent, ensuring fair pricing in transfer pricing.

Comparable Uncontrolled Price (CUP) method: A transfer pricing method that compares
the price charged in a controlled transaction with the price in a similar uncontrolled
transaction.

Cost Plus Method: A transfer pricing method where costs are increased by a markup to
determine the arm’s length price.

Double taxation: The situation where the same income is taxed in two different countries.

Double taxation agreement (DTA): A treaty between countries designed to prevent double
taxation and encourage cross-border trade and investment.
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Federal Inland Revenue Service (FIRS): Nigeria’s tax authority responsible for enforcing
transfer pricing regulations and monitoring international transactions.

OECD Transfer Pricing Guidelines: International standards issued by the Organisation for
Economic Co-operation and Development to guide countries in applying transfer pricing
rules.

Profit Split Method: A transfer pricing method that divides profits between related entities
based on their contributions to the transaction.

Resale Price Method: A transfer pricing method that starts with the resale price to an
independent party and subtracts a margin to arrive at the arm’s length price.

Source-based taxation: Taxing income earned within a country, regardless of the
taxpayer’s residence.

Transactional Net Margin Method (TNMM): A transfer pricing method that examines the
net profit margin relative to an appropriate base (such as costs or sales).

Transfer pricing: The pricing of goods, services, and intangible assets exchanged between
related entities of a multinational company.

Unilateral relief: A mechanism where a country grants tax credits for foreign taxes paid,
even without a double taxation agreement.

Withholding tax: Tax deducted at the point of payment to non-residents on items such as
dividends, interest, royalties, and fees.

Concept Check Questions - Series 4: Taxation of International Transactions and
Transfer Pricing

Objective questions

1. Taxation ofinternationaltransactions is based on: a) Source and residence
principles.b) Customs duties c) Inflation adjustments d) Market cycles (Linked to
SLO 4.1)

2. Double taxation agreements are designed to prevent the same income from being
taxed.in: a) Two countries b) One country only c) Three countries d) No country
(Linkedto SLO 4.1)

3. Transfer pricing refers to the pricing of goods and services exchanged between: a)
Related entities of a multinational company b) Independent companies only c)
Government agencies d) Local firms (Linked to SLO 4.2)

4. The principle that related parties must transact as if they were independent is
known as the: a) Arm’s length principle b) Inflation principle ¢) Customs principle d)
Market cycle principle (Linked to SLO 4.3)
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5. The FederalInland Revenue Service (FIRS) is responsible for monitoring compliance

with: a) Transfer pricing regulations b) Customs duties c) Banking rules d) Insurance

policies (Linked to SLO 4.4)

Short-answer questions

6.

Explain the difference between source-based taxation and residence-based

taxation. (Linked to SLO 4.1)

7. What is unilateral relief, and how does it help prevent double taxation? (Linked to
SLO4.1)

8. Define transfer pricing and explain why it is important for multinational companies.
(Linked to SLO 4.2)

9. Identify two methods used to determine arm’s length pricing. (Linked to SLO 4.3)
10. List two compliance requirements multinational companies must meet under

Nigerian transfer pricing regulations. (Linked to SLO 4.4)

Long-answer questions

11.

Discuss the principles of international taxation, including double taxation

agreements, unilateral relief, and withholding tax. (Linked to SLO 4.1)

12.

Analyse the OECD guidelines and Nigerian regulations on transfer pricing,

highlighting similarities and differences. (Linked to SLO 4.2)

13.

Evaluate the methods of determining arm’s length pricing, using examples to show

how they are applied in practice. (Linked to SLO 4.3)

14.

Examine the compliance and documentation requirements for multinational

companies in Nigeria; and assess the role of FIRS in enforcing them. (Linked to SLO 4.4)

15.

Compare international taxation and transfer pricing practices through case studies,

and assess theirimplications for multinational companies and Nigerian tax policy. (Linked
to SLO 4.5)

Answers to Pilot Questions - Series 4: Taxation of International Transactions and
Transfer Pricing

Answers to pilot questions 4.1

1.
2
3
4.
5

-

a) Source and residence principles

.. a) Two countries

. a) Unilateral relief

a) Dividends, interest, royalties, and fees

. a)Point
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Answers to pilot questions 4.2

1.
2.
3.
4.
5.

a) Related

a) OECD

a) Arm’s length principle

a) Comparable Uncontrolled Price (CUP)

a) Profits must be shared between related entities based on their contributions

Answers to pilot questions 4.3

1.
2.
3.
4.
5.

a) Documentation

a) Penalties

a) Encourage transparency and deter tax avoidance
a) Transfer pricing

a) International

Answers to pilot questions 4.4

1.
2.
3.

a) Countries
a) Arm’s length principle

a) Transfer pricing adjustment

4. a)Revenue

5.

a) Revenue

References and Attributions — Series 4: Taxation of International Transactions and
Transfer Pricing

Figures, tables, and boxes inthis Series were created as placeholders with suggested Al
prompts andopen educational resource (OER) search strings. Attribution is given to the
prompts and sources suggested for learners to explore further.

Box 4.1 Cross-border taxation principles Al prompt: “Create a box explaining source-
based and residence-based taxation principles in international transactions.” Suggested
OER search string: “cross-border taxation principles Nigeria OER”

Figure 4.1 Double taxation relief mechanisms Al prompt: “Generate a diagram
illustrating double taxation relief mechanisms in Nigeria.” Suggested OER search string:
“double taxation agreements Nigeria OER”

Table 4.1 Withholding tax rates on international payments Al prompt: “Create a table
summarising withholding tax rates on international payments in Nigeria.” Suggested OER
search string: “withholding tax rates Nigeria international payments OER”
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Box 4.2 Transfer pricing definition and importance Al prompt: “Create a box explaining
the definition and importance of transfer pricing in international taxation.” Suggested OER
search string: “transfer pricing definition importance Nigeria OER”

Figure 4.2 OECD vs Nigerian transfer pricing rules Al prompt: “Generate a diagram
comparing OECD transfer pricing guidelines with Nigerian regulations.” Suggested OER
search string: “OECD transfer pricing guidelines Nigeria regulations OER”

Table 4.2 Methods of determining arm’s length pricing Al prompt: “Create a table
summarising methods of determining arm’s length pricing in transfer pricing.” Suggested
OER search string: “methods arm’s length pricing transfer pricing Nigeria OER”

Box 4.3 Mandatory disclosures Al prompt: “Create a box explaining mandatory
disclosures and reporting standards for multinational companies under Nigerian transfer
pricing rules.” Suggested OER search string: “mandatory disclosures transfer pricing
Nigeria OER”

Figure 4.3 Penalties for non-compliance Al prompt: “Generate a diagram illustrating
penalties for non-compliance with transfer pricing documentation'requirements.”
Suggested OER search string: “penalties nhon-compliance transfer pricing Nigeria OER”

Table 4.3 Role of FIRS in compliance monitoring Al prompt: “Create a table summarising
the role of FIRS in monitoring international transactions and transfer pricing compliance.”
Suggested OER search string: “FIRS role transfer pricing compliance Nigeria OER”

Box 4.4 Double taxation and transfer pricing disputes Al prompt: “Create a box
explaining double taxation and transfer pricing disputes with examples.” Suggested OER
search string: “double taxation transfer pricing disputes Nigeria OER”

Figure 4.4 Transfer pricing adjustment example Al prompt: “Generate a diagram
illustrating a worked example of transfer pricing adjustment in Nigeria.” Suggested OER
search string: “transfer pricing adjustment example Nigeria OER”

Table 4.4 Implications of international taxation and transfer pricing Al prompt: “Create
a table summarising implications of international taxation and transfer pricing for
multinational companies and Nigerian tax policy.” Suggested OER search string:
“implications international taxation transfer pricing Nigeria OER”

General references for Series 4 content:
e OECD Transfer Pricing Guidelines.
o Federallnland Revenue Service (FIRS) Transfer Pricing Regulations, Nigeria.

e Petroleum Profits Tax Act (PPTA) and Companies Income Tax Act (CITA) for
comparative context.

e Double Taxation Agreements (DTAs) signed by Nigeria.

e Academic literature on international taxation and transfer pricing.
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e Open educational resources on cross-border taxation and compliance.

COURSE CODE:ACC 306
COURSE TITLE: Taxation Il
COURSE UNIT LOAD (3 Units C: LH 30; PH 15)

e Series 1: Computation of Companies’ Income Tax

Series 2: Taxation of Small, Medium-Sized, and Pioneer Companies

Series 3: Taxation of Specialised Businesses and Transaction Taxes

Series 4: Transfer Pricing Regulations and Practices

Series 5: Tax Audit, Investigation, and Additional Liabilities
art 5.1 Taxation of E-Commerce Transactions
¢ 5.1.1 Definition and scope of e-commerce
e 5.1.2 Tax challenges in online transactions
¢ 5.1.3VAT and income taxtreatment of digital sales
Part 5.2 Taxation of the Digital Economy
e 5.2.1 Characteristics of the digital economy
¢ 5.2.2 Taxation of digital services and platforms
o 5.2.3Emergingissues.in digital taxation
Part 5.3 Compliance and Regulatory Framework
e ©5.3.1 Nigeriantax laws on e-commerce and digital services
¢ 5.3.2International approaches (OECD, EU, etc.)
e 5.3.3 Enforcement challenges and compliance strategies
Part 5.4 Comparative Analysis and Practical Applications
e 5.4.1 Case studies on e-commerce taxation disputes
e 5.4.2Worked examples of VAT on digital transactions

e 5.4.3Implications for businesses, consumers, and policy development
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Introduction — Series 5: Taxation of E-Commerce and Digital Economy

The rapid growth of online transactions and digital platforms has transformed the way
businesses operate and consumers interact. Unlike traditional commerce, e-commerce and the
digital economy present unique challenges for taxation, as transactions often cross borders,
involve intangible goods, and rely on digital service providers. Understanding how these
activities are taxed is essential for ensuring compliance, protecting government revenue, and
fostering fair competition in the marketplace.

The aim of this Series is to introduce you to the principles and practices of taxing -
commerce and the digital economy, equipping you with the knowledge to analyse tax
challenges, apply relevant laws, and evaluate their implications for businesses and policy
development.

We shall commence this Series by examining the taxation of e-commerce transactions,
focusing on definitions, scope, and treatment under VAT and income tax. Next, we will
explore the taxation of the digital economy, considering its characteristics, digital services,
and emerging issues. Following that, we will continue with.compliance and regulatory
frameworks, looking at Nigerian laws alongside international approaches and enforcement
challenges. Finally, we will wrap up with comparative analysis and practical applications,
using case studies and worked examples to-highlight the implications for businesses,
consumers, and Nigerian tax policy.

Series Learning Outcomes - Series 5: Taxation of E-Commerce and Digital Economy
Upon completing this Series, you should be able to:

e SLO 5.1 define the scope of e-commerce transactions and explain their treatment
under VAT -andincome tax,

e SLO 5.2 analyse the characteristics of the digital economy and evaluate how digital
services and platforms are taxed,

e SLO 5.3 apply Nigerian tax laws and international approaches to compliance in e-
commerce and digital transactions, and

e SLO 5.4 assess case studies and worked examples to determine the implications of
e-commerce and digital taxation for businesses, consumers, and policy
development.

5.1 Taxation of E-Commerce Transactions
S.1.1 Definition and scope of e-commerce

E-commerce refers to the buying and selling of goods and services through electronic platforms,
particularly the internet. It includes online retail, digital marketplaces, mobile commerce, and

-
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electronic payments. The scope of e-commerce taxation covers both domestic and cross-border
transactions, ensuring that revenue generated online is subject to appropriate tax laws.

In-text question: E-commerce refers to the buying and selling of goods and services through
platforms.

E-COMMERCE TAXATION:
SCOPE & KEY CONSIDERATIONS

1. SCOPE OF E-COMMERCE TAXATION

* Includes all forms of transactions for goods, services, or data conducteh electoric newkd.
* Applies to busineses, platforms, and sometimes individuals engaged in digital
digital commercial activities.

2. TYPES OF TRANSACTIONS (WITHIN ONE COUNTRY)
A. DOMETTIC TRANSACTIONS (WITHIN COUNTRY)

* Online sales of goods (ee, physical products via websites).
* Digital services (ee. streaming, software, online courses).
Peer-peer sales (eg, markeplace platforms.
* Taxation: Typically subject sales tax, VAT, or income tax rules, adapted for digital.

B. CROSS-BORDER TRANSACTIONS (AROSS COUNTRIES)

* Sale of digital goods/services to foreign customers.
E-comnerce platforms facilitating international trade.

* Key Issues: Jurlsisction, permanent establishent, VAT/GST on digital digital
services, VAT/GST incoms Disital.
customs duties.

* Global Efforts: OECD’s BEPS 2.0, Digital Services Taxses (DSTs).

AIM: ENSURE FAIR & EFFECTIVE TAXATION OF THE DIGITAL ECONOMY

Box 5.1 Scope of e-commerce taxation

Explanation of e-commerce and its coverage under tax laws.

-
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5.1.2 Tax challenges in online transactions

Taxing e-commerce presents challenges such as identifying the location of transactions,
determining the jurisdiction for tax purposes, and tracking digital payments. Issues like
anonymity of buyers and sellers, cross-border flows, and the intangible nature of digital goods
complicate enforcement.

In-text question: One major challenge in taxing e-commerce is determining the of
transactions.

« Determining where to tax
* Physical presence tests oudated

« New "digital’ presence ! )
concepts « Streaming/SaAS classfication

TAX CHALLENGES IN E-OMMERCE TRANSACTIONS

E-COMMERCE TRANSACTIONS
* 1. Digital Nature

« 2. Cross-Border
r * 3. Lack of Physical Presence j

1. JURISJUCTION & 2. CHARACTEIRATION 3. VAT/GST &
NEXUS OF INCOME COMPLIANCE

* Many small transactions

e Customer location difficult

« Platform compliance burden

* Goods vs. services vs. royalties
« Digital products ambigiuty

AIM: ADAPT TAXATION FRAMEWORS FOR THE DIGITAL ECONOMY

Figure 5.1 Tax challenges in e-commerce

Diagram showing key challenges in taxing online transactions.

-
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5.1.3 VAT and income tax treatment of digital sales

In Nigeria, Value Added Tax (VAT) applies to digital sales, including online goods and services.
Income tax also applies to profits derived from e-commerce activities. The Federal Inland
Revenue Service (FIRS) has introduced guidelines requiring foreign digital service providers to
register for VAT in Nigeria, ensuring that digital transactions contribute to national revenue:

In-text question: In Nigeria, VAT applies to sales, including online goods and
services.

TAX TREATMENT OF DIGITAL SALES IN NIGERIA
VAT & INCOME TAX

1. TAX TYPE & TRANSACTION TREATMENT IN NIGERIA
1. VALUE ADDDED TAX (VAT) * Applies to 'taxable goods &

services

* Digital services (e.g., streaming, software, | ® Foreign providers must registr
e-bowats) & charge 7.5% VAT to
e-books) are taxable to Nigerian consumers

* Local providers include VAT in price

2. COMPANY INCOME TAX (CIT) * Applies to profits

* Significant Economic Prepsence) * Foreignl gonmardes (SEP) ruls ststiire
Foreign companies with ise tedz.
subbstitial digital activity Nigeria * SEP treshodlis based revensis part
Nigeria are taxed total taxable profit

3. PERSONAL INCOME TAX (PIT) PERSONAL INCOME TAX (PIT)

* Digital income of income of individuals & | * Non-residents with income derived
£ Lussnsess is taxable from Nooria thns through digital
servicsevices may be subject to PIT

AIM: CAPTURE REVENUE FROM THE GROWING DIGITAL ECONOMY

Table 5.1 VAT and income tax treatment of digital sales

Summary of VAT and income tax application to e-commerce transactions in Nigeria.
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Pilot questions 5.1

1. E-commerce refers to the buying and selling of goods and services through
platforms. a) Electronic b) Physical c¢) Informal d) Manual

2. One major challenge in taxing e-commerce is determining the of
transactions. a) Location b) Inflation rate c) Customs duty d) Employee bonus

3. VAT applies to sales, including online goods and services. a) Digital b)
Physical only c) Informal d) Non-taxable

4. Income tax applies to profits derived from activities. a) E-commerce b)
Informal trade only c¢) Customs duties d) Inflation adjustments

5. FIRS requires foreign digital service providers to register for in Nigeria. a)

VAT b) Customs c) Insurance d) Banking

5.2 Taxation of the Digital Economy
5.2.1 Characteristics of the digital economy

The digital economy is built on technology-driven activities such as online platforms, cloud
computing, mobile applications, and digital services. Unlike traditional commerce, it relies
heavily on intangible assets, data flows, and virtual marketplaces. These characteristics
make taxation more complex, as transactions may occurwithout a physical presence in
the taxing jurisdiction.

In-text question: The digital economy relies heavily on intangible assets, flows,
and virtual marketplaces.

-
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CHARACTERTICS OF THE
DIGITAL ECONOMY & TAX IMPACTS

1. KEY CHARACTERSTICS OF THE DIGITAL ECONOMY

* Intangible Nature: Digital goods & services lack physical form.
Global Reach & Mobility: Transactions cross borders instantL.
Reliance on Data & Network Effects: Value derivedfrom user data
Platformization: Rise of online markepaces & internidiiadies.
Automation & Al Reduced intervention in services

IMPACT ON TAXATION

Jurisdicition & Nexus: Difficulty in deterrming taxable presence.
Characterzation of Income: New digital services vs vice vs traditional

categories (goods, services, royalties).
VAT/GST Challenges: Cross-bordeorder application, small transumction.
Base Erostion & Profit Shisting (BEPS): Explotation of of tax loutploes.
Data Valorization: How to tax value derived from user data

AIM: ADAPT TAXATION FRAMEWORKS TO THE DIGITAL ERA

Box 5.2 Characteristics of the digital economy

Explanation of the unique features of the digital economy that affect taxation.

5.2.2 Taxation of digital services and platforms

Digital services such as streaming, online advertising, cloud storage, and app-based
transactions are subject to taxation. In Nigeria, VAT applies to digital services provided by
both local and foreign companies. The Federal Inland Revenue Service (FIRS) requires
foreign digital service providers to register for VAT, ensuring that revenue generated from
Nigerian consumers contributes to national tax income.

-
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In-text question: In Nigeria, VAT applies to digital services provided by both and
foreign companies.

TAXATION OF DIGITAL SERVICES & PLATFORMS
IN NIGERIA

1. SIGNIFICIANT l 3. DIGITAL PLATFORMS

ECONOMIC
FRESENCELSCY 2. VALUE ADDED TAX ny
« Foreign companies with (VAT) * Eg, Marketplaces, social media,

substtial digital ties to Nigeria
trigger CIT liability

* Applies to Company Income
Tax (CIT)

* May be required/collect tax

« Foreign digital servicers (DSP) ~ * Agent of FIRS for
Must register for VAT non-resident income
Charge 7.5% VAT to Nigorian

Nigorian consumers

VAT on digital goods/services

AIM: CAPTURE REVENUE & ENSURE FAIR TAXATION IN THE

DIGITAL AGE

Figure 5.2 Taxation of digital services Diagram showing how VAT applies to digital
services and platforms in Nigeria

)
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5.2.3 Emerging issues in digital taxation

Emerging issues include the challenge of taxing cross-border digital transactions, the rise
of cryptocurrencies, and debates over digital service taxes (DSTs). Countries are exploring
new frameworks to ensure fair taxation of multinational tech companies that generate
significant profits without a physical presence. Nigeria’s approach aligns with global
efforts to modernise tax systems for the digital age.

as anew

In-text question: One emerging issue in digital taxation is the rise of
form of digital transaction.

EMERGING ISSUES IN THE

DIGITAL TAXATION
VAT & INCOME TAX

EMERRING ISSUE
A. Nature

* Dngaaclaized, volatile, pseuonynous lack
physical forms.

* Treated & Cost Basis: Deterrmning FMV
Platbrmzation: Red avents (forks, airdopets)
Automaticacking transactions, record-keeping

TAX CHALLENGES & GLOBAL RESPONSES

* Applies to profits

¢ Treated an prodlity
deterrming FMV (Valuedrived VAT to vs
drering: Realizion user darta
Automations cransactions, poict toxtl
toyalties)

1. DIGITAL SERVICE TAXES (DSTs)

* Decultion & Cost Basis:
Detaign ingh/aset by many tax
authroities

Foreign’gonmarcieus (SEP) vitstiiee
Focus of non-resident digital giants

A. Purpose

* Target revenue from digital
activitals digital saxable

B. Key Issues

Scopel Measures: Trade tensions

OECD BEPS 2.0 (Pillar Once (Pillar
One/Two): Mulatieral soluion efforts

AIM: AAPAPT TAVENUE TO NEW DIGITAL BUSINESS MODELS & ASSETS

Table 5.2 Emerging issues in digital taxation

Summary of key emerging issues such as cross-border transactions, cryptocurrencies,

and digital service taxes

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS




Pilot questions 5.2

1. The digital economy relies heavily on intangible assets, flows, and virtual
marketplaces. a) Data b) Customs c) Inflation d) Employee

2. In Nigeria, VAT applies to digital services provided by both and foreign
companies. a) Local b) Informal c) Non-taxable d) Employee

3. Which of the following is an example of a taxable digital service? a) Streaming
platforms b) Informal trade c) Physical retail only d) Employee bonuses

4. One emerging issue in digital taxation is the rise of as a new form of
digital transaction. a) Cryptocurrencies b) Customs duties c) Inflation adjustments
d) Employee salaries

5. Digital service taxes (DSTs) are designed to ensure fair taxation of
companies. a) Multinational tech b) Local informal c) Employee bonus d) Customs
duty

5.3 Compliance and Regulatory Framework
5.3.1 Nigerian tax laws on e-commerce and digital services

Nigeria has introduced specific tax measuresto capture revenue from e-commerce and
digital services. The Finance Act 2019 expanded VAT toinclude digital transactions,
requiring both local and foreign service providerstoregister and remit VAT. The Federal
Inland Revenue Service (FIRS) enforces compliance, ensuring that online platforms and
digital service providers contribute to Nigeria’s tax base.

In-text question: The Finance Act 2019 expanded to include digital transactions
in Nigeria.

-
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NIGERIAN TAX LAWS ON
E-COMMERCE & DIGITAL SERVICE

HIGHLIGHTING THE FINANCE ACT 2019

1. BACKGROUND & CHALLENGES

Pre-2019: Tax laws struggled with digital economy.
Lack of physical presence hindred taxation of non-resient digital
companies.

2. FINANCE ACT 2019 (KEY CHANGES

Expanded “Significant Economic Presence" (SEP) for non-resient
resident companies.

SEP triggered by digital activities (e.g., streaming, daud computing)
Enabled taxation of digital providers (DSPS) for

Company Income Tax (CIT).

3. VALUE ADDED TAX (VAT) AMEMIDENT

» Clarifired VAT on digital services (e.g., apps, music, films)
provided roviied by non acd non-residents.
* Requirement for non-resident DSPs to rharge & 7.5% VAT

AIM: MODERIZE TAXATION FOR THE DIGITAL ECONOMY

Box 5.3 Nigerian tax laws on e-commerce

Explanation of Nigerian tax laws covering e-commerce and digital services.
5.3.2 International approaches (OECD, EU, etc.)

Globally, organisations such as the OECD and the EU have developed frameworks to
address digital taxation. The OECD’s Inclusive Framework on Base Erosion and Profit
Shifting (BEPS) proposes rules for taxing multinational digital companies, while the EU has
introduced measures like the Digital Services Tax (DST). These approaches aim to ensure
fair taxation of digital activities across jurisdictions.

In-text question: The OECD’s Inclusive Framework on proposes rules for taxing
multinational digital companies.

-
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OECD VS. EU APPROACHES TO
DIGITAL TAXATION

OECD BEPS 2.0 PILLARS EUROPEAN UNION (EU) APPROACH

» Goal: Global Consenus « Goal: Address internal market issues.
+ Pillar One « Initial Proposals (2018, failed)

» Focus: Realolcation of taxing rights to market » Digital Services Tax (DST: Revente-basax on
market jurisctions. giants (3%)

+ Applies to: Large MNEs (global revenue >€20B), - Significant Digital Presence (SDP):
taxing right on residual profiit). SDPs for income tax
Mechanism: 'Amount A’ (new taxing right). + Nexus for income tax
Status: Ongoing, multataierial instrument. Eatusing tetamiuta
Pillar Two « Current Status:
« Focus: Global minimum corporate tax. + Focus shiited to implemeting OECD Piller Two.
Applies: Large MNEs (mvavenue > €750M). « Some EU countries haw DSTs (e. France, Itally),
« Mechanism: 15% mininum effective tax rate. + Key Divergences: Earller focus of revenue
- Status: Implementation in progress. taxes vs. income taxes.

AIM: CREATE FAIR & EFFECTIVE GLOBAL TAX
SYSTEM FOR THE DIGITAL AGE

Figure 5.3 International approaches to digital taxation
Diagram comparing OECD and EU approaches to digital taxation.
5.3.3 Enforcement challenges and compliance strategies

Enforcing digital taxation presents challenges such as identifying non-resident providers,
monitoring cross-border transactions, and ensuring compliance by multinational
companies. Strategies include strengthening international cooperation, leveraging
technology for tax monitoring, and imposing penalties for non-compliance. Nigeria’s FIRS
continues to adapt its enforcement mechanisms to meet these challenges.

In-text question: One major challenge in enforcing digital taxation is monitoring
transactions.

-
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ENFORCEMENT CHALLENGES &
COMPLIANCE STRATEGIES IN
DIGITAL TAXATION

VAT & INCOME TAX

CHALLENGE COMPLIANCE STRATEGIES

1. JURISIUCTION & DATA ACCESS 1. INTERNATIONAL COOEPRATION

¢ Cross-border transactions make to hard

leﬁf:ulty in obtaining data from OESD/UN mulittherial instruments
foreign platforms

* Exchange of information agreements

2. IDENTIICATION & TRACKING TECHNOLOGY & DATA ANALYTICS

¢ Annomity of users/transactions (e¢rypt
High volume of small-value
transactions

) * Blockchain analysis for crypto
Al-driven tax audits

3. TAX AVOIDANCE & EVASION NEW TAXATION MODELS

* Use of low-tax jurisictions * Digital Service Taxes (DSTs)
Complex digital structures Taxation at (plattorms as agents)

AIM: ENHANCE TAX ADMNISRATON & FOSTER FAIR DIGITAL TAX COMPLIANCE

Table 5.3 Enforcement challenges and compliance strategies
Summary of enforcement challenges and strategies for digital taxation compliance.

Pilot questions 5.3

1." The Finance Act 2019 expanded to include digital transactions in Nigeria.
a) VAT b) Customs duties c) Inflation relief d) Employee bonuses

2. The OECD’s Inclusive Framework on proposes rules for taxing
multinational digital companies. a) BEPS b) WTO c) IMF d) World Bank

-
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3. The EU has introduced measures such as the to ensure fair taxation of
digital activities. a) Digital Services Tax (DST) b) Customs Duty Tax c¢) Inflation
Adjustment Tax d) Employee Bonus Tax

4. One major challenge in enforcing digital taxation is monitoring
transactions. a) Cross-border b) Local only c) Informal d) Employee

5. Nigeria’s FIRS adapts its enforcement mechanisms to meet challenges in
taxation. a) Digital b) Physical c) Informal d) Customs

5.4 Comparative Analysis and Practical Applications
5.4.1 Case studies on e-commerce taxation disputes

Disputes often arise when tax authorities challenge the classification of online
transactions or the jurisdiction in which they should be taxed. For example, a foreign digital
service provider selling to Nigerian consumers may argue thatit has no physical presence
in Nigeria, while FIRS insists that VAT applies. Case studies highlight how courts and
regulators resolve such disputes, balancing fairness and enforcement.

In-text question: Tax disputes in e-commerce often arise when companies argue they have
no presence in the taxing jurisdiction.

E-COMMERCE TAXATION DISPUTES:
JURSJICTIONAL CHALLENGES

KEY ISSUES & CASE EXAMPLES

1. JUURSISATIONAL CHALLENGES

* Determining WHERE tax is due for digital transactions.

e Traditional "physical presence"” (permanent establisismet)
establishnent) rules are outdated.

* Disputes arise over the right to tax non-resident digital companies.
Focus on "significant economic presence” or revenue-based tests.

2. EXAMPLES OF DISPUTES

e Case: India’s Equalisatione Levy (2016)
* Imposed tax on online advertising to non-residents.
3% tax on revenue of large digital companies.
USITC initited investigatiion under Section 301.
Case: OECD BEPS 2.0 Negotiations (Ongoing)
Clobal effort of relalalacate taxing rights (Pillar One).
Disagrseements over scope, throshollds, and implementation.

AIM: RESOLVE INTERNATIONAL TAX CONFLICTS IN THE DIGITAL ERA

Box 5.4 E-commerce taxation disputes

Explanation of common disputes in e-commerce taxation and how they are resolved.

-
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5.4.2 Worked examples of VAT on digital transactions

Worked examples help illustrate how VAT is applied to digital transactions. For instance, if
a Nigerian consumer subscribes to a foreign streaming service, VAT is charged on the
subscription fee. The foreign provider must register with FIRS and remit VAT. This ensures
that Nigeria collects tax revenue from digital consumption within its borders.

In-text question: VAT on digital transactions ensures that Nigeria collects tax revenue from
consumption.

VAT APPLICATION ON DIGITAL

TRANSACTIONS IN NIGERIA

DIGITAL TRANSACTIONS IN NIGERIA

1. Digital Goods & Services
2.B2C & BBB

3. Non-Resident Providers

4 N

1;;??;’ EE/:)F 3. LOCAL PROVIDERS

) & COMPLIANCE

* Taxable goods & services

* Taxable, goods, software 2. NON-RESIDENT DIGITAL * Includes VAT in price

* E-books, music, software SERVICE PROVIDERS (DSPS) * Normal VAT rules apply

* Streaming, online courses * Monthly filing & remtetance
Applies to B2C & BBB * Must register for VAT e-Tax system

* Charge 7.5% VAT
* Remit to FIRS
 Thresholds apply (SEP)

AIM: ENSURE EQUIATIBLE & EFFECTIVE INDIRECT TAXATION OF THE DIGITAL ECONOMY,

Figure 5.4 VAT application example

Diagram showing how VAT is applied to a foreign digital service consumed in Nigeria.

-
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5.4.3 Implications for businesses, consumers, and policy development

Taxation of e-commerce and the digital economy has wide-ranging implications. For
businesses, compliance increases operational costs but also builds credibility. For
consumers, taxes may raise prices but ensure fair competition between local and foreign
providers. For policymakers, digital taxation strengthens revenue mobilisation and aligns
Nigeria with global tax reforms.

In-text question: Digital taxation strengthens Nigeria’s
with global reforms.

mobilisation and aligns

IMPLICATIONS OF DIGITAL TAXATION

BUSINESSES, CONSUMERS & POLICY

OPPORTUNITIES &
1. BUSINEESER KEY IMPLICATIONS CHALLENGES
¢ Increased compliance costs * Acceased ir new markets ¢ Access
Need to updatgy adjustments Need to update systems Level pliayling with local firms
Risk of double taxation Pricing strategy adjustments Navigting complex global
Risk of double taxation rules

2. CONSUMERS

3. POLICY DEVELOPMENT

¢ Rethhing tax nexus rules
Internatiofon crucial

 Balancig revenue & innovation

Desiging adaptable laws

* Potential price increases
(VAT/DSTs passed on)
Data privacy conerns

¢ Greater tax fairiness

¢ Transparency in pricing

Burden of compliance for some
services

* Modernring tax framewarks

Addressing digital divides
Avoding trade conflicts

AIM: ACHIEVE FAIR, SUSTAINABLE & ADAPTABLE DIGITAL TAXATION GLOBALLY

Table 5.4 Implications of digital taxation

Summary of implications for businesses, consumers, and Nigerian tax policy.

-
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Pilot questions 5.4

1. Taxdisputes in e-commerce often arise when companies argue they have no
presence in the taxing jurisdiction. a) Physical b) Digital c) Informal d)
Employee

2. VAT ondigital transactions ensures that Nigeria collects tax revenue from
consumption. a) Digital b) Physical only c) Informal d) Employee

3. ANigerian consumer subscribing to a foreign streaming service mustpay: a) VAT on
the subscription fee b) Customs duty c) Inflation adjustment d) Employee bonus

4. Forbusinesses, compliance with digital taxation increases costs but
builds credibility. a) Operational b) Inflation c) Informal d) Employee

5. Digital taxation strengthens Nigeria’s mobilisation and aligns with global
reforms. a) Revenue b) Inflation ¢) Customs d) Employee

Series 5 Summary: Taxation of E-Commerce and Digital Economy

This Series examined how taxation frameworks adapt to the realities of online transactions
and digital platforms. We began by defining e-commerce transactions, exploring their
scope, challenges, and the application of VAT and income tax to digital sales. We then
moved into the digital economy, analysing its unique characteristics, the taxation of
digital services and platforms, and emerging issues such as cryptocurrencies and digital
service taxes.

Next, we considered the compliance and regulatory framework, focusing on Nigerian tax
laws, international approaches from the OECD and EU, and enforcement challenges with
strategies for improving compliance. Finally, we applied these concepts through
comparative analysis and practical applications, using case studies and worked
examples to illustrate disputes, VAT applications, and the implications of digital taxation
for businesses, consumers, and policy development.

By completing this Series, you should now be able to:

¢« Define the scope of e-commerce transactions and explain their tax treatment (SLO
5.1).

¢ Analyse the characteristics of the digital economy and evaluate taxation of digital
services (SLO 5.2).

e  Apply Nigerian and international compliance frameworks to digital transactions
(SLO 5.3).

e Assess case studies and worked examples to determine implications for
businesses, consumers, and policy (SLO 5.4).

-
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Together, these outcomes provide a strong foundation for understanding how Nigeria and
the global community are addressing the taxation of digital commerce in an increasingly
interconnected world.

Glossary of Terms - Series 5: Taxation of E-Commerce and Digital Economy

Base Erosion and Profit Shifting (BEPS): An OECD initiative aimed at preventing tax
avoidance by multinational companies, particularly in the digital economy.

Cross-border digital transactions: Online transactions that occur between-parties
located in different countries, often raising jurisdictional tax challenges.

Cryptocurrency: A digital or virtual currency that uses cryptography for security and
operates independently of central banks, posing new challenges for taxation.

Digital economy: Economic activities driven by digital technologies, including online
platforms, cloud computing, mobile applications, and data flows.

Digital Services Tax (DST): Ataximposed on revenues generated by multinational digital
companies from services such as online advertising, streaming, and marketplaces.

E-commerce: The buying and selling of goods and services through electronic platforms,
including online retail, mobile commerce, and digital marketplaces.

Finance Act 2019: Nigerian legislation that expanded VAT to include digital transactions,
requiring both local and foreign service providers to.register and remit VAT.

Intangible assets: Non-physical assets such as intellectual property, software, and data,
which are central to the digital economy and complicate taxation.

Value Added Tax (VAT): A consumptiontax applied to goods and services, including digital
sales and services in Nigeria.

Virtual marketplace: An online platform where buyers and sellers interact, often across
borders, creating challenges for tax enforcement.

Concept Check Questions — Series 5: Taxation of E-Commerce and Digital Economy
Objective questions

1. E-commerce refers to the buying and selling of goods and services through
platforms. a) Electronic b) Physical ¢) Informal d) Manual (Linked to SLO
5.7)

2. VAT on digital transactions in Nigeria applies to services provided by: a) Local and
foreign companies b) Informal traders only ¢) Physical retailers only d) Employee
bonuses (Linked to SLO 5.1)

3. The digital economy relies heavily on intangible assets, flows, and virtual
marketplaces. a) Data b) Customs c) Inflation d) Employee (Linked to SLO 5.2)

L)
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4. The OECD'’s Inclusive Framework on proposes rules for taxing
multinational digital companies. a) BEPS b) WTO c) IMF d) World Bank (Linked to
SLO5.3)

5. Digital taxation strengthens Nigeria’s mobilisation and aligns with global
reforms. a) Revenue b) Inflation ¢) Customs d) Employee (Linked to SLO 5.4)

Short-answer questions

6. Define e-commerce and explain its scope in taxation. (Linked to SLO.5:1)

7. Identify two challenges tax authorities face in taxing online transactions. (Linked to
SLO5.1)

8. Explain why intangible assets complicate taxation in the digital economy. (Linked to
SLO5.2)

9. What is the Digital Services Tax (DST), and why has’it been introduced in some

jurisdictions? (Linked to SLO 5.2)
10. List two enforcement challenges Nigeria faces in digital taxation. (Linked to SLO 5.3)
Long-answer questions

11. Discuss the taxation of e-commerce transactions in Nigeria, including VAT and
income tax treatment. (Linked to SLO 5.17)

12. Analyse the characteristics'of the digital economy and evaluate how they affect
taxation frameworks. (Linked to'SLO 5.2)

13. Compare Nigerian tax laws on digital services with international approaches such
as OECD and EU frameworks. (Linked to SLO 5.3)

14. Examine enforcement challenges in digital taxation and propose strategies for
improving compliance. (Linked to SLO 5.3)

15.  Assess case studies and worked examples to determine the implications of digital
taxation for businesses, consumers, and Nigerian policy development. (Linked to SLO 5.4)

Answers to Pilot Questions - Series 5: Taxation of E-Commerce and Digital Economy
Answers to pilot questions 5.1
1. a) Electronic
2. a)Location
3. a) Digital
4. a)E-commerce
5

. a) VAT

-
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Answers to pilot questions 5.2
1. a)Data
2. a)local
3. a) Streaming platforms
4. a)Cryptocurrencies
5. a)Multinationaltech

Answers to pilot questions 5.3

1. a) VAT
2. a)BEPS
3. a)Digital Services Tax (DST)

4. a)Cross-border
5. a) Digital
Answers to pilot questions 5.4
1. a)Physical
2. a) Digital
3. a) VAT on the subscriptionfee
4. a)Operational
5. a)Revenue
References and Attributions — Series 5: Taxation of E-Commerce and Digital Economy

Figures, tables, and boxes.inthis Series were created as placeholders with suggested Al
prompts and openeducational resource (OER) search strings. Attribution is given to the
prompts and'sources suggested for learners to explore further.

Box.5.1 Scope of e-commerce taxation Al prompt: “Create a box explaining the scope of
e-commerce taxation, including domestic and cross-border transactions.” Suggested OER
search string: “scope of e-commerce taxation Nigeria OER”

Figure 5.1 Tax challenges in e-commerce Al prompt: “Generate a diagram illustrating tax
challenges in e-commerce transactions.” Suggested OER search string: “tax challenges e-
commerce Nigeria OER”

Table 5.1 VAT and income tax treatment of digital sales Al prompt: “Create a table
summarising VAT and income tax treatment of digital sales in Nigeria.” Suggested OER
search string: “VAT income tax digital sales Nigeria OER”

-

LA-NET | ONLINE LEARNING VIDEO PLATFORM FOR POST-SECONDARY & HIGHER INSTITUTION STUDENTS



Box 5.2 Characteristics of the digital economy Al prompt: “Create a box explaining the
characteristics of the digital economy and their impact on taxation.” Suggested OER
search string: “digital economy characteristics taxation Nigeria OER”

Figure 5.2 Taxation of digital services Al prompt: “Generate a diagram illustrating
taxation of digital services and platforms in Nigeria.” Suggested OER search string:
“taxation digital services Nigeria OER”

Table 5.2 Emerging issues in digital taxation Al prompt: “Create a table summarising
emerging issues in digital taxation, including cryptocurrencies and digital service taxes.”
Suggested OER search string: “emerging issues digital taxation Nigeria OER”

Box 5.3 Nigerian tax laws on e-commerce Al prompt: “Create a box explaining Nigerian
tax laws on e-commerce and digital services, highlighting the Finance Act 2019.”
Suggested OER search string: “Finance Act 2019 Nigeria e-commerce taxation OER”

Figure 5.3 International approaches to digital taxation Al prompt: “Generate a diagram
comparing OECD and EU approaches to digital taxation.” Suggested OER search string:
“OECD EU digital taxation approaches OER”

Table 5.3 Enforcement challenges and.compliance strategies Al prompt: “Create a

table summarising enforcement challenges and compliance strategies in digital taxation.’

i

Suggested OER search string: “digital taxation enforcement challenges Nigeria OER”

Box 5.4 E-commerce taxation disputes Al prompt: “Create a box explaining e-commerce
taxation disputes with examples of jurisdictional challenges.” Suggested OER search
string: “e-commerce taxation disputes Nigeria OER”

Figure 5.4 VAT applicationexample Al prompt: “Generate a diagram illustrating VAT
application on digital transactions in Nigeria.” Suggested OER search string: “VAT
application digital transactions Nigeria OER”

Table 5.4 Implications of digital taxation Al prompt: “Create a table summarising
implications of digital taxation for businesses, consumers, and policy development.”
Suggested OER search string: “implications digital taxation Nigeria OER”

Generalreferences for Series 5 content:

Nigeria Finance Act 2019 and subsequent amendments.

Federal Inland Revenue Service (FIRS) guidelines on VAT for digital services.
OECD Inclusive Framework on Base Erosion and Profit Shifting (BEPS).

EU Digital Services Tax (DST) proposals and directives.

Academic literature on e-commerce taxation and digital economy regulation.

Open educational resources on digital taxation and compliance.
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