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COURSE CODE:ACC 306 

COURSE TITLE: Taxation II 

COURSE UNIT LOAD (3 Units C: LH 30; PH 15) 

•  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 1: Computation of Companies’ Income Tax 

Outline of Parts and Sub-Parts 

Part 1.1 Principles and Scope of Companies’ Income Tax 

• 1.1.1 Definition and scope of companies’ income tax 

• 1.1.2 Legal framework and statutory basis 

• 1.1.3 Objectives of companies’ income tax 

Part 1.2 Commencement, Change of Accounting Date, and Cessation of Business 

• 1.2.1 Rules for commencement of business 

• 1.2.2 Treatment of change in accounting date 

• 1.2.3 Tax implications of cessation of business 

Part 1.3 Computation of Taxable Income and Reliefs 

• 1.3.1 Allowable and disallowable expenses 

• 1.3.2 Taxable and non-taxable income 

• 1.3.3 Loss relief and capital allowances 

Part 1.4 Computation of Total Profit and Taxes 

• 1.4.1 Determination of total profit 

• 1.4.2 Computation of companies’ income tax 

• 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 Outcomes 

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

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

• SLO 1.2: Analyse the tax implications of commencement, change of accounting date, 

and cessation of business. 

• SLO 1.3: Identify and classify allowable and disallowable expenses, taxable and non-

taxable income, and apply loss relief and capital allowances. 

• 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. 

 
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 
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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 __________. 

 
Figure 1.1 Legal framework of companies’ income tax  

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

 



 

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

1.1.3 Objectives of companies’ income tax 

The objectives of companies’ income tax include: 

• Raising revenue for government expenditure. 

• Ensuring fairness in the distribution of tax burden among businesses. 

• Regulating corporate behaviour by encouraging compliance. 

• Promoting economic development through incentives and reliefs. 

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

expenditure. 

  

Table 1.1 Objectives of companies’ income tax  

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

 



 

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

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 in Nigeria is: a) Federal 

Inland Revenue Service (FIRS) b) Central Bank of Nigeria c) 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 c) 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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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 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 



 

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

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 __________. 

 
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 c) 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 c) 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 c) 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 that are 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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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. 



 

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

 
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. 

 
Table 1.3 Loss relief and capital allowances  

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

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 
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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. 

Table 1.4 Computation of tertiary education tax  

Illustration 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 c) Employee morale d) Inflation indices 

2. Companies’ income tax is calculated by applying: a) Statutory tax rate to total profit b) 

Market reputation indices c) 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 c) 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: 

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

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

business. 

• Identify allowable and disallowable expenses, taxable and non-taxable income, and apply 

reliefs and allowances. 
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• 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’ income 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) 

2. Resident companies in Nigeria are taxed on: a) Nigerian-sourced income only b) 

Worldwide income c) Employee morale d) Inflation indices (Linked to SLO 1.1) 

3. 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) 

4. Expenses that are wholly, exclusively, and necessarily incurred in generating taxable 

income are: a) Allowable expenses b) Disallowable expenses c) Personal expenses d) 

Fines and penalties (Linked to SLO 1.3) 

5. Tertiary education tax is charged at: a) 2.5 percent of assessable profit b) 30 percent of 

total profit c) 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) 

9. 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 

2. a) Worldwide income 

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 

1. a) Date business starts to end of first accounting year 

2. a) Adjusted to avoid omission or double taxation 

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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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: 

• Companies Income Tax Act (CITA), Laws of the Federation of Nigeria. 

• Federal Inland Revenue Service (FIRS) guidelines and publications. 

• Nigerian tax policy documents and official circulars. 

• Open educational resources on corporate taxation. 

• Academic literature on taxation principles and corporate finance. 
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COURSE CODE:ACC 306 

COURSE TITLE: Taxation II 
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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 

• 2.1.1 Definition and classification of small and medium-sized companies 

• 2.1.2 Applicable tax rates and thresholds 

• 2.1.3 Reliefs and exemptions available 

Part 2.2 Computation of Taxes for Small and Medium-Sized Companies 

• 2.2.1 Basis of assessment and taxable income 

• 2.2.2 Allowable and disallowable expenses 

• 2.2.3 Calculation of companies’ income tax liability 

Part 2.3 Pioneer Companies and Tax Incentives 

• 2.3.1 Definition and scope of pioneer status 

• 2.3.2 Criteria for obtaining pioneer status 

• 2.3.3 Tax reliefs and exemptions for pioneer companies 

Part 2.4 Comparative Analysis and Practical Applications 

• 2.4.1 Differences between taxation of small, medium-sized, and pioneer companies 

• 2.4.2 Case studies and worked examples 

• 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 Outcomes – Series 2: Taxation of Small, Medium-Sized, and 

Pioneer Companies 

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

• SLO 2.1: Define and explain the principles of taxation for small and medium-sized 

companies, including their classification, applicable tax rates, and reliefs. 

• 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. 

• 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. 

• 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. 

 
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. 

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. 

Table 2.1 Reliefs and exemptions for small and medium-sized companies  

Summary of reliefs and exemptions available to small and medium-sized companies.  
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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 c) 10 percent d) 

Exempted completely 

3. Large companies are taxed at: a) 30 percent b) 20 percent c) 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 c) Market reputation d) Inflation rate 

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-taxable income. 

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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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. 

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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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 c) 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 c) 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 __________ for a 

specified period. 

  

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. 

 
Figure 2.3 Criteria for pioneer status  

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



 

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

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. 

 
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 c) 

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 c) 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 investment in strategic industries. 

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

  

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 profit as 

companies’ income tax. 

 

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. 

  

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 c) 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 c) 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) 

9. 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 pioneer status 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) Operating in 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) Investment in 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 AI 
prompts and open educational resource (OER) search strings. Attribution is given to the 
prompts and sources suggested for learners to explore further. 

Box 2.1 Classification of companies AI 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 AI 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 AI 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 AI 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 AI prompt: “Generate a diagram 
illustrating allowable and disallowable expenses for small and medium-sized companies.” 
Suggested OER search string: “allowable disallowable expenses Nigeria OER” 
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Table 2.2 Computation of companies’ income tax liability AI 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 AI 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 AI 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 AI 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 AI 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 AI prompt: “Generate a diagram 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 AI 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: 

• Companies Income Tax Act (CITA), Laws of the Federation of Nigeria. 

• Federal Inland Revenue Service (FIRS) guidelines and publications. 

• Nigerian Investment Promotion Commission (NIPC) documents on pioneer status. 

• Nigerian tax policy documents and official circulars. 

• Open educational resources on corporate taxation and incentives. 

• Academic literature on taxation principles, SMEs, and industrial development. 
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COURSE CODE:ACC 306 

COURSE TITLE: Taxation II 

COURSE UNIT LOAD (3 Units C: LH 30; PH 15) 

•  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 

• 3.1.1 Overview of petroleum profits tax (PPT) 

• 3.1.2 Basis of assessment and computation rules 

• 3.1.3 Allowable deductions and incentives in the petroleum sector 

Part 3.2 Taxation of Banking Companies 

• 3.2.1 Special provisions for banks under companies’ income tax 

• 3.2.2 Treatment of interest income, bad debts, and reserves 

• 3.2.3 Compliance and reporting requirements for banking institutions 

Part 3.3 Taxation of Insurance Companies 

• 3.3.1 Distinction between life and non-life insurance taxation 

• 3.3.2 Basis of assessment and treatment of premiums and claims 

• 3.3.3 Regulatory compliance and tax implications for insurers 

Part 3.4 Comparative Analysis and Practical Applications 

• 3.4.1 Key differences in taxation across petroleum, banking, and insurance sectors 

• 3.4.2 Case studies and worked examples 

• 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 this Series, you should be able to: 

• SLO 3.1: Explain the principles and framework of petroleum profits tax, including basis 

of assessment, computation rules, and allowable deductions. 

• SLO 3.2: Analyse the special provisions for banking companies, focusing on treatment of 

interest income, bad debts, reserves, and compliance requirements. 

• SLO 3.3: Distinguish between the taxation of life and non-life insurance companies, and 

evaluate the treatment of premiums, claims, and regulatory obligations. 

• 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. 

  

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. 

 
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. 

  

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) c) 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 c) 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. 
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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. 

  

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. 

 
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, claims 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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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. 

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 

__________. 

 
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 c) Employee salaries d) Inflation adjustments 

3. Claims paid by non-life insurance companies are treated as: a) Allowable expenses b) 

Disallowable expenses c) 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 and 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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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 __________ and written 

off. 

 
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. 

 
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 c) 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, claims, 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 

Excise Act (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 c) 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) 



 

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

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) 

9. 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 

1. a) Petroleum Profits Tax Act (PPTA) 

2. a) Accounting year 

3. a) Higher than companies’ income tax 

4. a) Allowable deductions 

5. a) Investment tax credits 

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 

1. a) Life or non-life insurance 

2. a) Investment income and surplus from reserves 

3. a) Allowable expenses 

4. a) National Insurance Commission (NAICOM) 

5. a) Penalties 
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Answers to pilot questions 3.4 

1. a) Petroleum Profits Tax Act (PPTA) 

2. a) Irrecoverable and written off 

3. a) Premiums, claims, and reserves 

4. a) Sectoral growth and policy objectives 

5. a) Differences in computation rules and compliance requirements 

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

Figures, tables, and boxes in this Series were created as placeholders with suggested AI 
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 AI 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 AI prompt: “Generate a diagram 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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: 

• Petroleum Profits Tax Act (PPTA), Laws of the Federation of Nigeria. 

• Companies Income Tax Act (CITA), Laws of the Federation of Nigeria. 

• Federal Inland Revenue Service (FIRS) guidelines and publications. 

• National Insurance Commission (NAICOM) regulatory documents. 

• Central Bank of Nigeria (CBN) directives for banking institutions. 

• Nigerian tax policy documents and official circulars. 

• Open educational resources on sectoral taxation and compliance. 

• Academic literature on petroleum, banking, and insurance taxation frameworks. 
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COURSE CODE:ACC 306 

COURSE TITLE: Taxation II 
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•  Series 4: Transfer Pricing Regulations and Practices 
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• 4.1.1 Overview of cross-border taxation principles 

• 4.1.2 Double taxation and relief mechanisms 

• 4.1.3 Withholding tax on international payments 

Part 4.2 Transfer Pricing Framework 

• 4.2.1 Definition and importance of transfer pricing 

• 4.2.2 OECD guidelines and Nigerian regulations 

• 4.2.3 Methods of determining arm’s length pricing 

Part 4.3 Compliance and Documentation Requirements 

• 4.3.1 Mandatory disclosures and reporting standards 

• 4.3.2 Penalties for non-compliance 

• 4.3.3 Role of tax authorities in monitoring international transactions 

Part 4.4 Comparative Analysis and Practical Applications 

• 4.4.1 Case studies on double taxation and transfer pricing disputes 

• 4.4.2 Worked examples of transfer pricing adjustments 

• 4.4.3 Implications for multinational companies and Nigerian tax policy 

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 Outcomes – Series 4: Taxation of International Transactions and 

Transfer Pricing 

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

• SLO 4.1: Explain the principles of taxation for international transactions, including 

cross-border rules, double taxation, and withholding tax. 

• SLO 4.2: Analyse the framework of transfer pricing, highlighting its definition, 

importance, OECD guidelines, and Nigerian regulations. 

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

• SLO 4.4: Evaluate compliance and documentation requirements for multinational 

companies, including mandatory disclosures and penalties for non-compliance. 

• SLO 4.5: Compare taxation and transfer pricing practices through case studies, and 

assess their implications for multinational companies and Nigerian tax policy. 

4.1 Taxation 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. 

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. 



 

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

In-text question: Double taxation agreements are designed to prevent the same income from 

being taxed in __________ countries. 

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. 

Table 4.1 Withholding tax rates on international payments Caption: Summary of 

withholding tax rates on dividends, interest, royalties, and fees.  

Pilot 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 c) 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 
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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. 

  

Box 4.2 Transfer pricing definition and importance  
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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 

__________. 

 

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: 

• Comparable Uncontrolled Price (CUP) method 

• Resale Price Method 

• Cost Plus Method 

• Transactional Net Margin Method (TNMM) 

• Profit Split Method 

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

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

known as the __________ principle. 

 

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 c) 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 c) 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 c) 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 Nigeria 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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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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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. 

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 c) 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 occur when two __________ claim taxing rights 
over the same income. 
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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, if a 
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 profits in 
Nigeria are not understated. 
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In-text question: Transfer pricing adjustments ensure that related-party transactions 
reflect the __________ principle. 

 
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 __________ while encouraging 
foreign investment. 

 
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. A Nigerian 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 c) Customs duties d) Employee morale 

5. Effective international tax policy balances fairness, competitiveness, and 
__________ generation. a) Revenue b) Inflation c) 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 for multinational companies and Nigerian tax policy. 

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

• Explain principles of international taxation (SLO 4.1). 

• Analyse the framework of transfer pricing (SLO 4.2). 

• Apply methods of determining arm’s length pricing (SLO 4.3). 

• Evaluate compliance and documentation requirements (SLO 4.4). 

• 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: 

• Explain principles of international taxation (SLO 4.1). 

• Analyse the framework of transfer pricing (SLO 4.2). 

• Apply methods of determining arm’s length pricing (SLO 4.3). 

• Evaluate compliance and documentation requirements (SLO 4.4). 

• 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 of international transactions 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 
(Linked to 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 c) Customs principle d) 
Market cycle principle (Linked to SLO 4.3) 
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5. The Federal Inland 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 
SLO 4.1) 

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 their implications 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. a) Source and residence principles 

2. a) Two countries 

3. a) Unilateral relief 

4. a) Dividends, interest, royalties, and fees 

5. a) Point 



 

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

Answers to pilot questions 4.2 

1. a) Related 

2. a) OECD 

3. a) Arm’s length principle 

4. a) Comparable Uncontrolled Price (CUP) 

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

Answers to pilot questions 4.3 

1. a) Documentation 

2. a) Penalties 

3. a) Encourage transparency and deter tax avoidance 

4. a) Transfer pricing 

5. a) International 

Answers to pilot questions 4.4 

1. a) Countries 

2. a) Arm’s length principle 

3. 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 in this Series were created as placeholders with suggested AI 
prompts and open 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI 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 AI prompt: “Generate a diagram illustrating 
penalties for non-compliance with transfer pricing documentation requirements.” 
Suggested OER search string: “penalties non-compliance transfer pricing Nigeria OER” 

Table 4.3 Role of FIRS in compliance monitoring AI 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 AI 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 AI 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 AI 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: 

• OECD Transfer Pricing Guidelines. 

• Federal Inland Revenue Service (FIRS) Transfer Pricing Regulations, Nigeria. 

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

• Double Taxation Agreements (DTAs) signed by Nigeria. 

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

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: 

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

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

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

• 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 

5.1.1 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. 

 
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. 

 
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. 

Table 5.1 VAT and income tax treatment of digital sales  

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



 

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

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 occur without 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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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. 

 
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. 

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

 
Table 5.2 Emerging issues in digital taxation  

Summary of key emerging issues such as cross-border transactions, cryptocurrencies, 
and digital service taxes 
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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 measures to capture revenue from e-commerce and 
digital services. The Finance Act 2019 expanded VAT to include digital transactions, 
requiring both local and foreign service providers to register 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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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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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. 



 

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

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 that it 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. 

 

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. 

 
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 __________ mobilisation and aligns 
with global reforms. 

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. Tax disputes 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 on digital transactions ensures that Nigeria collects tax revenue from 
__________ consumption. a) Digital b) Physical only c) Informal d) Employee 

3. A Nigerian consumer subscribing to a foreign streaming service must pay: a) VAT on 
the subscription fee b) Customs duty c) Inflation adjustment d) Employee bonus 

4. For businesses, 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 c) 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). 

• Apply Nigerian and international compliance frameworks to digital transactions 
(SLO 5.3). 

• 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): A tax imposed 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 consumption tax 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 c) Informal d) Manual (Linked to SLO 
5.1) 

2. VAT on digital transactions in Nigeria applies to services provided by: a) Local and 
foreign companies b) Informal traders only c) 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) 
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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 
SLO 5.3) 

5. Digital taxation strengthens Nigeria’s __________ mobilisation and aligns with global 
reforms. a) Revenue b) Inflation c) 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 
SLO 5.1) 

8. Explain why intangible assets complicate taxation in the digital economy. (Linked to 
SLO 5.2) 

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 5.1) 

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) Multinational tech 

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 subscription fee 

4. a) Operational 

5. a) Revenue 

References and Attributions – Series 5: Taxation of E-Commerce and Digital Economy 

Figures, tables, and boxes in this Series were created as placeholders with suggested AI 
prompts and open educational 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 AI 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 AI 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 AI 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” 
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Box 5.2 Characteristics of the digital economy AI 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 AI 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 AI 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 AI 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 AI 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 AI prompt: “Create a 
table summarising enforcement challenges and compliance strategies in digital taxation.” 
Suggested OER search string: “digital taxation enforcement challenges Nigeria OER” 

Box 5.4 E-commerce taxation disputes AI 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 application example AI 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 AI prompt: “Create a table summarising 
implications of digital taxation for businesses, consumers, and policy development.” 
Suggested OER search string: “implications digital taxation Nigeria OER” 

General references 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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