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TAX 213: Business Taxation I (3 Units C: LH 45) 

Course Code: TAX 213 

Course Title: Business Taxation I 

Course Unit: 3 Units C 

 

   SERIES 1    Taxation of Specialized and Non-Resident Companies 

   SERIES 2  Pioneer Legislation and Industrial Development 

   SERIES 3 Taxation in Financial Institutions and Agricultural Businesses 

   SERIES 4     Education Tax and Administrative Procedures 

   SERIES 5 Company Accounts, Capital Gains, and Relationship with CITA & 

PPTA 

 

Series 1 Taxation of Specialised and Non-Resident Companies 

• Part 1: Taxation of Insurance Companies 

1.1: Principles of taxation in insurance businesses 

1.2: Computation of taxable income for insurance companies 

• Part 2: Taxation of Unit Trusts and Corporate Restructuring 

2.1: Tax treatment of unit trusts 

2.2: Tax implications of mergers, acquisitions, and takeovers 

• Part 3: Taxation of Non-Resident Companies 

3.1: Tax rules for air transportation businesses 

3.2: Tax rules for shipping companies 

• Part 4: Administrative Procedures and Appeals for Specialised Companies 
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4.1: Determination and assessment of taxes 

4.2: Objections and appeal procedures 

 

Introduction 

Taxation plays a crucial role in shaping the operations of companies, especially those that fall 

under specialised categories or operate across borders. Insurance companies, unit trusts, and 

businesses involved in mergers or acquisitions face unique tax challenges. Similarly, non-

resident companies engaged in air transportation and shipping must comply with specific tax 

rules that differ from those applied to resident companies. Understanding these distinctions is 

vital for anyone studying business taxation. 

The aim of this Series is to equip you with the knowledge and analytical skills required to 

compute, assess, and evaluate taxation in specialised and non-resident companies. 

We shall commence this Series by examining the taxation of insurance companies, focusing on 

how their unique business models affect taxable income. Next, we will explore the taxation of 

unit trusts and the implications of corporate restructuring such as mergers and acquisitions. 

Following that, we will analyse the taxation of non-resident companies, with particular attention 

to air transportation and shipping businesses. Finally, we will wrap up by considering the 

administrative procedures involved in determining, assessing, and appealing taxes for specialised 

companies. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 1.1 define the principles of taxation as they apply to insurance companies, 

• SLO 1.2 compute taxable income for insurance companies using appropriate methods, 

• SLO 1.3 explain the tax treatment of unit trusts, 

• SLO 1.4 analyse the tax implications of mergers, acquisitions, and takeovers, 

• SLO 1.5 evaluate the taxation rules governing non-resident companies in air 

transportation and shipping, and 

• SLO 1.6 describe the procedures for determination, assessment, objections, and appeals 

in specialised company taxation. 
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Part 1 Taxation Of Insurance Companies 

1.1 Principles of taxation in insurance businesses 

Insurance companies are subject to unique taxation rules because their operations differ from 

those of ordinary businesses. An insurance company is a financial institution that provides risk 

coverage to individuals and organisations in exchange for premiums. The taxation of insurance 

companies is guided by the principle that their income is derived not only from premiums but 

also from investments and reserves. 

The taxable income of an insurance company is generally calculated by considering 

underwriting profits, investment income, and allowable deductions. Unlike manufacturing firms, 

insurance companies must account for claims paid, outstanding claims, and technical reserves 

when determining taxable profits. 
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Figure 1.1: Income and expense structure of insurance companies 

 

Fill-in-the-blank: 

Insurance companies derive their taxable income from premiums, investments, and ________. 

1.2 Computation of taxable income for insurance companies 

The computation of taxable income for insurance companies requires careful adjustment of their 

financial statements. Tax computation refers to the process of determining the amount of tax 

payable by applying statutory rules to the company’s income. For insurance companies, this 

involves recognising premium income, deducting allowable expenses, and adjusting for reserves. 
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Life insurance companies may be taxed differently from general insurance companies. Life 

insurers often maintain long-term reserves, which affect the timing of income recognition. 

General insurers, on the other hand, deal with short-term claims and must adjust for outstanding 

claims at the end of each financial year. 

 

Table 1.1: Taxation differences between life and general insurance companies 

 

 

Feature Life Insurance Business General (Non-Life) Insurance 

Gross Income 

Base 

Investment income (interest, 

dividends, rents) and 

fees/commissions. 

Gross premiums plus investment 

income and commissions. 

Treatment of 

Premiums 

Premiums are generally excluded 

from "Investment Income" for tax 

purposes. 

Gross Premiums are the primary 

taxable income source. 

Key 

Deductions 

Claims paid and relevant 

management expenses (WREN). 

Claims paid, management 

expenses, and Reinsurance 

premiums. 

Statutory 

Reserves 

Actuarial Reserves: Based on the 

valuation of future liabilities. 

Unexpired Risk (AUR): Often 

45% for general and 25% for 

marine/aviation. 

Loss Relief 
Losses can be carried forward 

indefinitely against life profits. 

Losses can be carried forward 

indefinitely against general 

profits. 

Minimum Tax 
0.5% of Gross Premium or 

Investment Income. 
0.5% of Gross Premium. 

 

Fill-in-the-blank: 

Life insurance companies are distinguished from general insurance companies in taxation 

because they maintain ________ reserves. 

Pilot questions 1.1 

1. Which of the following is a primary source of taxable income for insurance companies? 

a. Premiums 



 

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

b. Salaries 

c. Donations 

d. Grants 

2. What is the term used to describe the process of determining the amount of tax payable 

by an insurance company? 

a. Tax computation 

b. Tax evasion 

c. Tax avoidance 

d. Tax exemption 

3. Which type of insurance company maintains long-term reserves that affect income 

recognition? 

a. General insurance company 

b. Life insurance company 

c. Marine insurance company 

d. Health insurance company 

4. Outstanding claims are considered in the taxation of which type of insurance company? 

a. Life insurance company 

b. General insurance company 

c. Both life and general insurance companies 

d. None of the above 

5. Investment income of insurance companies is treated as: 

a. Non-taxable income 

b. Taxable income 

c. Exempted income 

d. Deferred income 

 

Part 1.2 Taxation Of Unit Trusts And Corporate Restructuring 

1.2.1 Tax treatment of unit trusts 

A unit trust is a collective investment scheme where investors pool their funds to purchase a 

diversified portfolio of assets. Each investor holds units that represent a proportionate share of 

the trust’s assets. The taxation of unit trusts is distinctive because the trust itself is not always 

taxed as a company, but rather as a pass-through entity where income is distributed to unit 

holders. 
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Tax rules generally require that income distributed to unit holders be taxed in their hands, while 

the trust may enjoy exemptions on certain investment gains. This ensures that taxation occurs at 

the level of the investor rather than the trust itself. 

Box 1.1: Key features of unit trust taxation 

Feature 
Direct Investment 

(Individual) 

Investment via Unit Trust 

(Mutual Fund) 

Dividend 

Income Tax 

10% Withholding Tax (WHT) 

deducted at source. 

Treated as Franked Investment 

Income; no further tax at the fund 

level. 

Interest Income 

Tax 

Taxed at the individual's 

progressive rate (up to 25%). 

Exempt at the fund level if derived 

from Gov. Securities. 

Capital Gains 
Subject to thresholds (exempt 

if gain < ₦10m). 

Typically exempt at the fund level 

due to "reinvestment relief." 

Management 

Costs 

None (but requires personal 

time/research). 

Deductible: Fund manager fees are 

subtracted before tax is calculated. 

WHT on 

Distribution 
N/A 

10% WHT on the final distribution 

(usually the final tax). 

Tax Efficiency 
Moderate: Investor must track 

and claim reliefs manually. 

High: The trust acts as a "tax 

shield" by pooling exemptions. 

 

Fill-in-the-blank: 

Income distributed by a unit trust is taxable in the hands of ________. 

1.2.2 Tax implications of mergers, acquisitions, and takeovers 

Corporate restructuring through mergers, acquisitions, and takeovers often leads to significant 

tax consequences. A merger occurs when two companies combine to form a single entity, while 

an acquisition involves one company purchasing another. A takeover refers to the acquisition of 

control over another company, often through the purchase of a majority of its shares. 

Tax implications may include capital gains tax on the disposal of shares, stamp duties on transfer 

of assets, and adjustments to the tax base of the new entity. In some jurisdictions, tax reliefs are 

provided to encourage restructuring, such as rollover relief, which allows deferral of capital 

gains tax. 



 

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

 

Figure 1.2: Tax consequences of corporate restructuring 

 

Fill-in-the-blank: 

A merger occurs when two companies combine to form a ________ entity. 

Pilot questions 1.2 

1. What is a unit trust primarily designed to achieve? 

a. Collective investment 
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b. Tax evasion 

c. Government borrowing 

d. Insurance coverage 

2. Income distributed by a unit trust is taxed in the hands of: 

a. The trust itself 

b. The government 

c. The unit holders 

d. The trustees 

3. Which of the following refers to the combination of two companies into one? 

a. Acquisition 

b. Merger 

c. Takeover 

d. Joint venture 

4. Which tax is commonly triggered by the disposal of shares during a corporate 

restructuring? 

a. Value added tax 

b. Capital gains tax 

c. Excise duty 

d. Customs duty 

5. What is rollover relief designed to achieve in taxation of restructuring? 

a. Immediate taxation of gains 

b. Deferral of capital gains tax 

c. Exemption from stamp duty 

d. Reduction of corporate tax rate 

 

Part 1.3 Taxation Of Non-Resident Companies 

1.3.1 Tax rules for air transportation businesses 

Non-resident companies engaged in air transportation are subject to specific taxation rules 

because they operate across multiple jurisdictions. A non-resident company is a business entity 

that is incorporated outside a country but earns income within that country. For air 

transportation, taxation is often based on the principle of source, meaning that income derived 

from flights originating or terminating in a country is taxable in that jurisdiction. 
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The taxable income of non-resident airlines is usually calculated on the proportion of revenue 

earned within the country. Expenses directly related to operations in that country may be 

deducted, but global expenses are not always allowable. Some countries also have double 

taxation agreements (DTAs) that prevent the same income from being taxed twice in different 

jurisdictions. 

Figure 1.3 Taxation of income earned by non-resident airlines 

 

Fill-in-the-blank: 

Income derived from flights originating or terminating in a country is taxable in that ________. 

1.3.2 Tax rules for shipping companies 
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Shipping companies that are non-resident face similar taxation challenges. Income derived from 

shipping operations within a country is taxable in that jurisdiction. A shipping company is a 

business entity that transports goods or passengers by sea. Taxation is generally based on the 

proportion of voyages connected to the country, such as cargo loaded or unloaded at its ports. 

Some countries provide exemptions or reduced tax rates to encourage international shipping. For 

example, tonnage tax systems allow shipping companies to pay tax based on the size of their 

fleet rather than actual profits. This simplifies compliance and promotes maritime trade. 

 

Table 1.3: Taxation methods for non-resident shipping companies 

 

 

Feature 
Profit-Based (CIT / Nigeria 

S.14) 

Tonnage Tax (International 

Model) 

Tax Base 
Actual Profit or Deemed Profit 

(percentage of revenue/freight). 

Net Tonnage (the ship’s 

size/capacity) regardless of 

earnings. 

Calculation 

Method 

(Revenue × Deemed Profit Rate) 

× CIT Rate. Example: 20% of 

revenue taxed at 30% CIT. 

Fixed profit rate per 100 net tons 

× number of days in operation. 

Treatment of 

Losses 

Tax liability is reduced or 

eliminated if the company 

records a loss. 

Fixed Tax: The company must 

pay even if it makes a loss (since 

tax is based on tonnage, not 

profit). 

Predictability 

Low: Tax fluctuates with global 

freight rates and operational 

expenses. 

High: Tax is fixed and stable, 

allowing for precise long-term 

financial planning. 

Incentives for 

Investment 

Relies on capital allowances and 

tax credits for new vessels. 

Inherently encourages 

larger/newer fleets as the tax rate 

per ton often decreases with size. 

Administrative 

Burden 

Higher: Requires detailed 

reporting of global revenue, 

expenses, and audited accounts. 

Lower: Requires only evidence 

of vessel tonnage and operational 

days. 

Effective Tax 

Rate (ETR) 

Generally 2% to 6% of gross 

revenue (in Nigeria). 

Usually < 1% of actual 

commercial profits in high-

earning years. 
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Fill-in-the-blank: 

Under a tonnage tax system, shipping companies pay tax based on the size of their ________ 

rather than actual profits. 

Pilot questions 1.3 

1. What principle is commonly used to determine taxation of non-resident airlines? 

a. Residence principle 

b. Source principle 

c. Territorial principle 

d. Global principle 

2. Which of the following agreements helps prevent double taxation of non-resident 

companies? 

a. Trade agreements 

b. Double taxation agreements 

c. Customs agreements 

d. Maritime agreements 

3. Income of non-resident shipping companies is taxable based on: 

a. Global voyages 

b. Voyages connected to the country 

c. International treaties only 

d. None of the above 

4. What is the key feature of a tonnage tax system? 

a. Tax based on profits 

b. Tax based on fleet size 

c. Tax based on cargo value 

d. Tax based on passenger numbers 

5. Which expenses are generally deductible for non-resident airlines? 

a. Global expenses 

b. Expenses directly related to operations in the country 

c. Shareholder dividends 

d. Foreign investments 

 

Part 1.4 Administrative Procedures And Appeals For Specialised Companies 
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1.4.1 Determination and assessment of taxes 

The determination of taxes refers to the process of establishing the taxable income of a 

company based on statutory rules. For specialised companies, this involves careful consideration 

of their unique operations, such as insurance reserves, shipping revenues, or restructuring gains. 

Once taxable income is determined, the assessment stage follows, where the tax authority 

reviews company accounts and applies the relevant tax laws to compute the liability. 

Assessment ensures that companies pay the correct amount of tax and that deductions or 

exemptions claimed are valid. It also provides a legal basis for collection and enforcement. 

Figure 1.4: Steps in determination and assessment of taxes 
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Fill-in-the-blank: 

The determination of taxes involves establishing the ________ income of a company based on 

statutory rules. 

4.2 Objections and appeal procedures 

Companies may sometimes disagree with the tax assessment made by the authority. An 

objection is a formal request by a company to have its tax assessment reviewed. If the objection 

is not resolved, the company may proceed to an appeal, which involves presenting the case 

before a tax tribunal or court. 

The objection and appeal procedures are essential for maintaining fairness in the tax system. 

They provide companies with an avenue to contest assessments they believe are excessive or 

incorrect, while also reinforcing the authority of the tax administration. 

 

Box 1.4: Key stages in objection and appeal procedures 

Upstream Petroleum Insurance Companies 
Shipping & Airlines 

(NRCs) 

Field Development Plan 

(FDP): To justify capital 

expenditure disallowances. 

Actuarial Valuation 

Report: Certified by a 

NAICOM-approved 

actuary. 

Global Consolidated 

Accounts: Audited global 

statements (required for 

S.14). 

Cost Price Ratio (CPR) 

Schedule: Detailed 

breakdown of the 65% cost 

limit. 

Unexpired Risk Schedule: 

Proof of the 45% (General) 

or 25% (Marine) reserves. 

Nigerian Revenue 

Attestation: Financials for 

Nigerian operations attested 

by a local accountant. 

Production Sharing 

Contract (PSC): Evidence 

of royalty/profit oil splits. 

Claims Paid Register: 

Detailed list of settled 

claims net of reinsurance. 

Port/Airport Manifests: 

Detailed logs of outbound 

cargo and passenger counts. 

Hydrocarbon Tax (HT) 

Return: Evidence of 

current HT payments for 

the period. 

Reinsurance Treaties: 

Documentation of 

premiums ceded to 

foreign/local reinsurers. 

Reciprocity Evidence: 

Proof that Nigerian lines are 

exempt in the home country 

(for DTA relief). 

 

Fill-in-the-blank: 

When a company disagrees with a tax assessment, it may file an ________ with the tax authority. 

Pilot questions 1.4 
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1. What is the first step in the taxation process for specialised companies? 

a. Collection 

b. Determination 

c. Appeal 

d. Enforcement 

2. Which stage involves the tax authority reviewing company accounts to compute liability? 

a. Determination 

b. Assessment 

c. Objection 

d. Collection 

3. An objection is best described as: 

a. A refusal to pay tax 

b. A formal request for review of assessment 

c. A penalty imposed by the authority 

d. A tax exemption application 

4. If an objection is unresolved, the company may proceed to: 

a. Collection 

b. Appeal 

c. Enforcement 

d. Audit 

5. The objection and appeal procedures are designed to ensure: 

a. Tax evasion 

b. Fairness and transparency 

c. Reduction of tax rates 

d. Immediate collection of taxes 

 

Series Summary 

This Series has explored the taxation of specialised and non-resident companies, highlighting 

their unique features and the administrative procedures that govern them. We began by 

examining the taxation of insurance companies, focusing on principles and the computation of 

taxable income. We then moved on to unit trusts and corporate restructuring, considering the tax 

treatment of pooled investments and the implications of mergers, acquisitions, and takeovers. 

Following that, we analysed the taxation of non-resident companies, with particular attention to 
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air transportation and shipping businesses. Finally, we considered the determination, assessment, 

objections, and appeals that ensure fairness in specialised company taxation. 

By engaging with these topics, you should now be able to define the principles of taxation for 

insurance companies, compute taxable income, explain the tax treatment of unit trusts, analyse 

the tax implications of corporate restructuring, evaluate taxation rules for non-resident 

companies, and describe the procedures for determination, assessment, objections, and appeals. 

These outcomes align directly with the Series Learning Outcomes and provide you with a strong 

foundation for understanding taxation in complex business contexts. 

 Glossary Of  Terms 

• Acquisition: The process by which one company purchases another, gaining control over 

its operations. 

• Appeal: A formal process of contesting a tax assessment before a tribunal or court. 

• Assessment: The stage where tax authorities review company accounts and apply tax 

laws to compute liability. 

• Capital gains tax: A tax levied on the profit realised from the sale of assets such as 

shares. 

• Insurance company: A financial institution that provides risk coverage in exchange for 

premiums. 

• Merger: The combination of two companies into a single entity. 

• Non-resident company: A business entity incorporated outside a country but earning 

income within that country. 

• Objection: A formal request by a company to have its tax assessment reviewed by the 

authority. 

• Tonnage tax: A taxation system for shipping companies based on fleet size rather than 

actual profits. 

• Unit trust: A collective investment scheme where investors pool funds to purchase a 

diversified portfolio of assets. 

Concept Check Questions 1 

Objective questions 

1. Which principle is commonly used to determine taxation of non-resident airlines? 

(Linked to SLO 1.5) 

2. Income distributed by a unit trust is taxed in the hands of whom? (Linked to SLO 1.3) 

3. Which type of insurance company maintains long-term reserves affecting income 

recognition? (Linked to SLO 1.2) 

Short-answer questions 

4. Define an objection in the context of taxation. (Linked to SLO 1.6) 

5. Explain why investment income is considered taxable for insurance companies. (Linked to 

SLO 1.1) 
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Long-answer questions 

6. Analyse the tax implications of mergers, acquisitions, and takeovers, highlighting possible 

reliefs available. (Linked to SLO 1.4) 

• Basic response: Mergers, acquisitions, and takeovers may trigger capital gains tax, stamp 

duties, and adjustments to tax bases. Reliefs such as rollover relief may defer capital 

gains tax. 

• Value-added response: Outstanding learners may also discuss how restructuring affects 

shareholder value, the role of tax incentives in promoting corporate growth, and 

international variations in restructuring taxation. 

1. Evaluate the taxation rules governing non-resident shipping companies, comparing profit-

based taxation with tonnage tax. (Linked to SLO 1.5) 

• Basic response: Profit-based taxation requires calculating actual profits, while tonnage 

tax simplifies compliance by taxing fleet size. 

• Value-added response: Outstanding learners may also assess how tonnage tax promotes 

maritime trade, reduces administrative burden, and aligns with international shipping 

practices. 

Answers to Concept Check Questions 1 

1. Source principle 

2. Unit holders 

3. Life insurance company 

4. An objection is a formal request by a company to have its tax assessment reviewed. 

5. Investment income is taxable because it contributes to the overall profits of the insurance 

company. 

6. See basic and value-added responses above. 

7. See basic and value-added responses above. 

Answers to Pilot Questions 1 

Part 1: 1a, 2a, 3b, 4b, 5b 

Part 2: 1a, 2c, 3b, 4b, 5b 

Part 3: 1b, 2b, 3b, 4b, 5b 

Part 4: 1b, 2b, 3b, 4b, 5b 

References and Attributions 1 

Below is the compiled list of references and attributions used or suggested in Series 1: Taxation 

Of Specialised And Non-Resident Companies. These include open educational resource (OER) 

search strings, AI prompt suggestions for illustrations, and general references relevant to taxation 

principles. 

Illustration references and prompts 
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• Figure 1.1: Income and expense structure of insurance companies 

• AI prompt: “Generate a labelled diagram showing income sources and expenses 

of an insurance company for taxation purposes.” 

• Suggested OER search string: “insurance company income and expense diagram 

OER” 

• Table 1.1: Taxation differences between life and general insurance companies 

• AI prompt: “Create a table comparing taxation rules for life insurance vs general 

insurance companies.” 

• Suggested OER search string: “life insurance vs general insurance taxation OER” 

• Box 2.1: Key features of unit trust taxation 

• AI prompt: “Create a box summarising key taxation features of unit trusts.” 

• Suggested OER search string: “unit trust taxation features OER” 

• Figure 2.1: Tax consequences of corporate restructuring 

• AI prompt: “Generate a diagram showing tax implications of mergers, 

acquisitions, and takeovers.” 

• Suggested OER search string: “corporate restructuring tax implications diagram 

OER” 

• Figure 3.1: Taxation of income earned by non-resident airlines 

• AI prompt: “Generate a diagram showing how non-resident airlines are taxed 

based on flights originating or terminating in a country.” 

• Suggested OER search string: “non-resident airline taxation diagram OER” 

• Table 3.1: Taxation methods for non-resident shipping companies 

• AI prompt: “Create a table comparing profit-based taxation and tonnage tax for 

shipping companies.” 

• Suggested OER search string: “tonnage tax vs profit-based shipping taxation 

OER” 

• Box 4.1: Key stages in objection and appeal procedures 

• AI prompt: “Create a box summarising objection and appeal procedures for 

education tax.” 

• Suggested OER search string: “education tax objection appeal procedures OER” 

• Figure 4.1: Steps in determination and assessment of taxes 

• AI prompt: “Generate a flowchart showing determination and assessment of taxes 

for specialised companies.” 

• Suggested OER search string: “tax determination and assessment process OER” 

• AI prompt: “Create a box summarising objection and appeal procedures for specialised 

companies.” 

• Suggested OER search string: “tax objection appeal procedures OER” 

General references for Series 1 content 

• Companies Income Tax Act (CITA) and Petroleum Profit Tax Act (PPTA) – statutory 

frameworks governing corporate taxation in Nigeria. 

• Federal Inland Revenue Service (FIRS) guidelines on education tax and specialised 

company taxation. 
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• Open educational resources on taxation principles for insurance, unit trusts, non-resident 

companies, and corporate restructuring. 

 

 

TAX213 Series 2  Pioneer Legislation And Industrial Development 

• Part 1: Concept And Objectives Of Pioneer Legislation 

2.1.1 Definition and scope of pioneer legislation 

2.1.2 Objectives and rationale for industrial development 

• Part 2: Eligibility And Application For Pioneer Status 

2.2.1 Criteria for qualifying industries 

2.2.2 Application procedures and approval process 

• Part 3: Tax Incentives And Reliefs Under Pioneer Legislation 

2.3.1 Tax holidays and exemptions 

2.3.2 Impact on corporate taxation and investment decisions 

• Part 4: Administration And Compliance 

2.4.1 Monitoring and enforcement of pioneer status 

2.4.2 Revocation and penalties for non-compliance 

 

Introduction 

Industrial development is a cornerstone of economic growth, and governments often use taxation 

policies to encourage investment in strategic sectors. One such policy is pioneer legislation, 

which provides tax incentives to companies engaged in industries considered vital for national 

development. By granting pioneer status, governments aim to stimulate innovation, attract 

foreign investment, and accelerate industrialisation. 

The aim of this Series is to introduce you to the concept of pioneer legislation, explain its 

objectives, and equip you with the knowledge to analyse its role in promoting industrial 

development. 
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We shall commence this Series by defining pioneer legislation and examining its objectives. 

Next, we will explore the eligibility criteria and application process for obtaining pioneer status. 

Following that, we will analyse the tax incentives and reliefs available under pioneer legislation, 

considering their impact on corporate taxation. Finally, we will conclude by discussing the 

administration and compliance procedures, including monitoring, enforcement, and penalties for 

non-compliance. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 2.1 define pioneer legislation and explain its objectives in industrial development, 

• SLO 2.2 describe the eligibility criteria and application process for obtaining pioneer 

status, 

• SLO 2.3 analyse the tax incentives and reliefs available under pioneer legislation, 

• SLO 2.4 evaluate the impact of pioneer legislation on corporate taxation and investment 

decisions, and 

• SLO 2.5 explain the administration, monitoring, and compliance procedures associated 

with pioneer status. 

 

Part 2.1 Concept And Objectives Of Pioneer Legislation 

2.1.1 Definition and scope of pioneer legislation 

Pioneer legislation refers to a set of laws enacted by government to encourage investment in 

industries considered vital for national development. A company granted pioneer status enjoys 

tax incentives, usually in the form of tax holidays, for a specified period. The scope of pioneer 

legislation covers industries that are strategic to economic growth, such as manufacturing, 

agriculture, and technology. 

The purpose of granting pioneer status is to stimulate industrialisation, attract foreign investment, 

and promote innovation. By reducing the tax burden, governments make it easier for companies 

to reinvest profits into expansion and development. 
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Figure 2.1: Industries covered under pioneer legislation 

 

Sector Qualifying Activities / Products 

Manufacturing 
Processing of agricultural produce, textiles, chemicals, pharmaceuticals, 

and renewable energy equipment. 

Agriculture 
Large-scale crop production, specialized livestock farming, and deep-sea 

fishing/aquaculture. 

Technology 
Software development, E-commerce platforms, Data centers, and 

Telecommunications infrastructure. 

Infrastructure 
Waste management, independent power generation (IPPs), and 

specialized healthcare facilities. 

 

Fill-in-the-blank: 

A company granted pioneer status enjoys tax incentives, usually in the form of ________. 

2.2 Objectives and rationale for industrial development 

The objectives of pioneer legislation are closely tied to national economic goals. One key 

objective is to accelerate industrial development, which refers to the growth of industries that 

contribute to economic diversification and job creation. Another objective is to encourage 

investment in sectors that may otherwise be neglected due to high start-up costs or long gestation 

periods. 
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The rationale for pioneer legislation lies in the belief that tax incentives can act as a catalyst for 

growth. By reducing the financial burden on companies, governments create an enabling 

environment for industries to thrive. This, in turn, leads to increased employment, improved 

infrastructure, and greater competitiveness in the global market. 

Box 2.1: Objectives of pioneer legislation 

Feature 
Legacy Pioneer Status 

(PSI) 

New Economic Development Incentive 

(EDTI) 

Primary Benefit 
Tax Holiday: 100% 

exemption from CIT. 

Tax Credit: 5% annual credit on 

Qualifying Capital Expenditure (QCE). 

Duration 
3 years (Initial) + up to 2 

years (Extension). 

5 years (Standard period for claiming 

credits). 

Investment 

Threshold 

Minimum ₦100 million in 

tangible assets. 

Sector-specific thresholds (generally 

higher). 

Small Company 

Status 
Included in general pool. 

Exempt: Small companies (Turnover < 

₦50m) are already at 0% tax. 

Application 

Window 

Within 1st year of 

production. 

Must be approved before or during the 

investment cycle. 

Carry Forward 
Losses carried forward to 

post-pioneer. 

Unused credits carry forward for 5 

additional years. 

 

Fill-in-the-blank: 

One key objective of pioneer legislation is to accelerate ________ development. 

Pilot questions 2.1 

1. What does pioneer legislation primarily aim to encourage? 

a. Tax evasion 

b. Industrial development 

c. Import restrictions 

d. Currency devaluation 

2. Which of the following is a benefit enjoyed by companies with pioneer status? 

a. Tax holidays 

b. Increased tariffs 

c. Higher interest rates 



 

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

d. Reduced production capacity 

3. Pioneer legislation is designed to attract: 

a. Foreign investment 

b. Tax penalties 

c. Currency depreciation 

d. Labour strikes 

4. Which of the following industries is most likely to be covered under pioneer legislation? 

a. Manufacturing 

b. Gambling 

c. Entertainment 

d. Tourism 

5. The rationale for pioneer legislation is based on the belief that: 

a. Tax incentives act as a catalyst for growth 

b. Higher taxes promote industrialisation 

c. Reduced investment leads to diversification 

d. Employment decreases with tax holidays 

 

Part 2.2 Eligibility And Application For Pioneer Status 

2.2.1 Criteria for qualifying industries 

Not all industries are eligible for pioneer status. Governments usually identify qualifying 

industries based on their potential to drive economic growth, create employment, and promote 

innovation. Examples include manufacturing, agriculture, mining, and technology-driven sectors. 

The criteria often emphasise industries that require high capital investment, have long gestation 

periods, or are considered strategic for national development. 

Companies seeking pioneer status must demonstrate that their operations fall within these 

identified industries and that they contribute meaningfully to industrial development. 
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Figure 2.2: Qualifying industries under pioneer legislation 

 

Fill-in-the-blank: 

Industries with long ________ periods are often considered for pioneer status. 

2.2 Application procedures and approval process 

The process of obtaining pioneer status involves submitting an application to the relevant 

government authority, often the ministry of industry or investment promotion agency. The 

application typically includes details of the company’s operations, projected investments, and 

expected contributions to industrial development. 
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Once submitted, the application is reviewed to ensure compliance with eligibility criteria. If 

approved, the company is granted pioneer status and enjoys tax incentives for a specified period, 

usually between three to five years. Renewal may be possible if the company continues to meet 

the requirements. 

 

Box 2.2: Steps in applying for pioneer status 

Service Category Fee Item Amount (₦) 

Basic Registration New NIPC Business Registration 150,000 

 Annual Renewal Fee (Foreign 

Entities) 
50,000 

 Certificate Replacement Fee 100,000 

New Incentive 

(EDTI/PSI) 
Application Fee 500,000 

 Due Diligence Fee (Inspection) 1,000,000 

 Service Charge (On Approval) 3,000,000 

 Annual Service Charge 
1.5% of Actual 

Profits 

Extensions Extension Application Fee 250,000 

Compliance Penalties Default Penalty (New Application) 200,000 

 Default Penalty (Extension) 100,000 

 

Fill-in-the-blank: 

The application for pioneer status is usually submitted to the ________ authority responsible for 

industry or investment. 

Pilot questions 2.2 

1. Which of the following industries is most likely to qualify for pioneer status? 

a. Gambling 

b. Manufacturing 

c. Entertainment 

d. Tourism 
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2. What is the main reason industries with long gestation periods are considered for pioneer 

status? 

a. They require high capital investment 

b. They are easy to establish 

c. They generate immediate profits 

d. They avoid government regulation 

3. The application for pioneer status must include: 

a. Company operations and projected investments 

b. Employee personal details 

c. Shareholder voting records 

d. Customer complaints 

4. How long is the typical tax holiday granted under pioneer legislation? 

a. One year 

b. Three to five years 

c. Ten years 

d. Indefinite period 

5. Renewal of pioneer status is possible if: 

a. The company continues to meet requirements 

b. The company changes industry 

c. The company avoids taxation 

d. The company reduces investment 

 

Part 2,3 Tax Incentives And Reliefs Under Pioneer Legislation 

2,3.1 Tax holidays and exemptions 

A tax holiday is a temporary period during which a company is exempted from paying certain 

taxes. Under pioneer legislation, companies granted pioneer status enjoy tax holidays that 

typically last between three and five years, with possible extensions depending on government 

policy. This exemption allows companies to reinvest profits into expansion, research, and 

development without the immediate burden of taxation. 

Tax holidays are designed to encourage investment in industries that are considered strategic for 

national development. They reduce the financial risk associated with establishing new ventures 

and make industries more attractive to both local and foreign investors. 

Figure 3.1: Tax holiday benefits under pioneer legislation 
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Fill-in-the-blank: 

A tax holiday is a temporary period during which a company is ________ from paying certain 

taxes. 

2.3.2 Impact on corporate taxation and investment decisions 

The tax incentives provided under pioneer legislation have a direct impact on corporate 

taxation and investment behaviour. By reducing or eliminating tax liabilities, companies can 

allocate more resources to capital projects, innovation, and workforce expansion. This creates a 

multiplier effect in the economy, as increased investment leads to job creation and industrial 

growth. 



 

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

From an investor’s perspective, pioneer status reduces the cost of doing business and improves 

profitability. This makes industries covered under pioneer legislation more attractive compared 

to those without such incentives. However, governments must balance these incentives with 

revenue needs, ensuring that tax holidays do not undermine long-term fiscal stability. 

 

Table 3.1: Impact of pioneer legislation on corporate taxation 

Feature 
Companies with Pioneer/EDTI 

Status 

Companies WITHOUT 

Pioneer/EDTI Status 

Corporate 

Income Tax 

(CIT) 

EDTI: Taxed at 30%, but can 

apply a 5% annual tax credit on 

qualifying investment. 

Large Co (>₦100m turnover): 

30% flat rate. Small Co 

(≤₦100m turnover): 0% CIT. 

Capital Gains 

Tax (CGT) 

Subject to 30% CGT 

(harmonized with CIT), but may 

use credits. 

Large Co: 30% on gains. Small 

Co: Fully exempt. 

Development 

Levy 

4% of assessable profits 

(though credits may be 

applicable to the net payable). 

4% of assessable profits 

(exempt for small and non-

resident companies). 

Minimum 

Effective Tax 

(ETR) 

15% ETR for large MNEs. 

EDTI credits cannot be used to 

offset top-up taxes. 

15% ETR for companies with 

revenue over ₦20 billion. 

Withholding Tax 

(WHT) 

Exemptions on dividends may 

apply during the incentive 

period. 

Standard rates (typically 5%–

10%) apply to all qualifying 

payments. 

Dividends 
Dividends paid from pioneer 

profits are generally tax-exempt. 

Dividends are subject to WHT 

(usually a final tax for 

individuals). 

 

Fill-in-the-blank: 

Pioneer status reduces the cost of doing business and improves ________ for investors. 

Pilot questions 3.1 

1. What is the typical duration of a tax holiday under pioneer legislation? 

a. One year 

b. Three to five years 

c. Ten years 
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d. Indefinite period 

2. Tax holidays are designed to: 

a. Increase government revenue immediately 

b. Encourage investment in strategic industries 

c. Reduce industrialisation 

d. Limit foreign investment 

3. Which of the following is a direct impact of pioneer legislation on corporate taxation? 

a. Increased tax liability 

b. Reduced or eliminated tax liability 

c. Higher interest rates 

d. Increased tariffs 

4. Pioneer status makes industries more attractive to investors because: 

a. It reduces the cost of doing business 

b. It increases tax rates 

c. It limits profitability 

d. It discourages innovation 

5. Governments must balance tax incentives with: 

a. Revenue needs 

b. Employment strikes 

c. Currency depreciation 

d. Import restrictions 

Part 2.4 Administration And Compliance 

2.4.1 Monitoring and enforcement of pioneer status 

Once a company has been granted pioneer status, it is subject to monitoring by government 

agencies to ensure compliance with the conditions of the legislation. Monitoring refers to the 

continuous review of company operations to confirm that they remain within the qualifying 

industry and contribute to industrial development. Enforcement involves applying sanctions or 

corrective measures if companies fail to comply with the requirements. 

Monitoring may include periodic submission of reports, audits of company accounts, and 

inspections of facilities. These measures ensure that tax incentives are not abused and that 

companies genuinely contribute to national development. 
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Figure 4.1: Monitoring and enforcement of pioneer legislation 

 

Fill-in-the-blank: 

Monitoring of pioneer status involves continuous review of company ________ to confirm 

compliance. 

2.4.2 Revocation and penalties for non-compliance 

If a company fails to comply with the conditions of pioneer legislation, its pioneer status may be 

revoked. Revocation is the withdrawal of tax incentives previously granted, while penalties may 

include repayment of taxes avoided, fines, or disqualification from future applications. 
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Revocation usually occurs when companies misrepresent information in their applications, fail to 

operate within the qualifying industry, or misuse the tax incentives. Penalties serve as deterrents, 

ensuring that only genuine companies benefit from pioneer legislation. 

 

Box 4.2: Common reasons for revocation of pioneer status 

 

Fill-in-the-blank: 

Revocation of pioneer status occurs when companies fail to operate within the ________ 

industry. 
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Pilot questions 4.1 

1. Monitoring of pioneer status involves: 

a. Continuous review of company operations 

b. Immediate revocation of status 

c. Reduction of tax rates 

d. Currency devaluation 

2. Which of the following is NOT a method of monitoring pioneer status? 

a. Submission of reports 

b. Audits of accounts 

c. Facility inspections 

d. Tax evasion 

3. Revocation of pioneer status means: 

a. Withdrawal of tax incentives 

b. Increase in tax holidays 

c. Reduction of penalties 

d. Automatic renewal of status 

4. Which of the following may lead to revocation of pioneer status? 

a. Misrepresentation of information 

b. Compliance with reporting requirements 

c. Operating within qualifying industry 

d. Proper use of tax incentives 

5. Penalties for non-compliance may include: 

a. Repayment of avoided taxes 

b. Fines 

c. Disqualification from future applications 

d. All of the above 

 

Series Summary 

This Series has examined pioneer legislation and its role in promoting industrial development. 

We began by defining pioneer legislation and exploring its objectives, which include 

accelerating industrial growth and encouraging investment in strategic sectors. We then 

discussed the eligibility criteria and application process for obtaining pioneer status, followed by 

an analysis of the tax incentives and reliefs available, such as tax holidays and exemptions. 
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Finally, we considered the administration and compliance aspects, including monitoring, 

enforcement, and penalties for non-compliance. 

By engaging with these topics, you should now be able to define pioneer legislation and explain 

its objectives, describe eligibility and application procedures, analyse tax incentives and reliefs, 

evaluate their impact on corporate taxation and investment decisions, and explain the 

administration and compliance procedures. These outcomes align directly with the Series 

Learning Outcomes and provide you with the skills to critically assess the role of pioneer 

legislation in industrial development. 

Glossary Of  Terms 

• Application process: The formal procedure through which companies apply for pioneer 

status, including submission of documents and review by authorities. 

• Eligibility criteria: The conditions that industries must meet to qualify for pioneer status, 

such as being strategic for national development. 

• Industrial development: The growth and expansion of industries that contribute to 

economic diversification and job creation. 

• Monitoring: Continuous review of company operations to ensure compliance with 

pioneer legislation. 

• Pioneer legislation: Laws enacted to encourage investment in strategic industries by 

granting tax incentives. 

• Pioneer status: The designation given to companies that qualify under pioneer 

legislation, allowing them to enjoy tax holidays. 

• Revocation: Withdrawal of pioneer status due to non-compliance with conditions. 

• Tax holiday: A temporary exemption from paying certain taxes, usually lasting three to 

five years. 

Concept Check Questions 2 

Objective questions 

1. Pioneer legislation is primarily designed to: 

1. Increase government revenue immediately 

2. Accelerate industrial development 

3. Limit foreign investment 

4. Reduce employment 

(Linked to SLO 2.1) 

2. Which of the following industries is most likely to qualify for pioneer status? 

1. Manufacturing 

2. Gambling 

3. Entertainment 

4. Tourism 

(Linked to SLO 2.2) 

3. What is the typical duration of a tax holiday under pioneer legislation? 
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1. One year 

2. Three to five years 

3. Ten years 

4. Indefinite period 

(Linked to SLO 2.3) 

Short-answer questions 

4. Define pioneer status and explain its significance for companies. (Linked to SLO 2.1) 

5. Describe the main steps in applying for pioneer status. (Linked to SLO 2.2) 

Long-answer questions 

6. Analyse the impact of tax incentives under pioneer legislation on corporate taxation and 

investment decisions. (Linked to SLO 2.4) 

• Basic response: Tax incentives reduce corporate tax liability, allowing companies to 

reinvest profits and attract investors. 

• Value-added response: Outstanding learners may also discuss how these incentives 

influence long-term fiscal stability, international competitiveness, and government 

revenue planning. 

1. Evaluate the administration and compliance procedures associated with pioneer 

legislation, including monitoring, enforcement, and penalties. (Linked to SLO 2.5) 

• Basic response: Monitoring ensures compliance, enforcement applies sanctions, and 

penalties deter misuse of tax incentives. 

• Value-added response: Outstanding learners may also assess how transparency in 

compliance builds investor confidence and strengthens governance. 

Answers to Concept Check Questions 2 

1. Accelerate industrial development 

1. Manufacturing 

1. Three to five years 

•  Pioneer status is a designation granted to companies under pioneer legislation, allowing them 

to enjoy tax holidays and incentives.  

•  The main steps include identifying eligibility, preparing and submitting an application, review 

by authorities, and approval.  

•  See basic and value-added responses above.  

•  See basic and value-added responses above.  

Answers to Pilot Questions 2 
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Part 2.1: 1b, 2a, 3a, 4a, 5a 

Part 2.2: 1b, 2a, 3a, 4b, 5a 

Part 3.1: 1b, 2b, 3b, 4a, 5a 

Part 4.1: 1a, 2d, 3a, 4a, 5d 

 

References and Attributions 2 

Below is the compiled list of references and attributions used or suggested in Series 2: Pioneer 

Legislation And Industrial Development. These include open educational resource (OER) 

search strings, AI prompt suggestions for illustrations, and general references relevant to taxation 

and industrial development. 

Illustration references and prompts 

• Figure 2.1: Industries covered under pioneer legislation 

• AI prompt: “Generate a diagram showing industries covered under pioneer 

legislation such as manufacturing, agriculture, and technology.” 

• Suggested OER search string: “pioneer legislation industries diagram OER” 

• Box 2.1: Objectives of pioneer legislation 

• AI prompt: “Create a box summarising the objectives of pioneer legislation.” 

• Suggested OER search string: “objectives of pioneer legislation OER” 

• Figure 2.2: Qualifying industries under pioneer legislation 

• AI prompt: “Generate a diagram showing industries eligible for pioneer status 

such as manufacturing, agriculture, and technology.” 

• Suggested OER search string: “qualifying industries pioneer legislation OER” 

• Box 2.2: Steps in applying for pioneer status 

• AI prompt: “Create a box summarising the steps in applying for pioneer status.” 

• Suggested OER search string: “application process pioneer status OER” 

• Figure 3.1: Tax holiday benefits under pioneer legislation 

• AI prompt: “Generate a diagram showing how tax holidays benefit pioneer 

companies by reducing tax burden and encouraging reinvestment.” 

• Suggested OER search string: “tax holiday benefits pioneer legislation OER” 

• Table 3.1: Impact of pioneer legislation on corporate taxation 

• AI prompt: “Create a table comparing corporate taxation for companies with 

pioneer status versus those without.” 

• Suggested OER search string: “impact of pioneer legislation corporate taxation 

OER” 

• Figure 4.1: Monitoring and enforcement of pioneer legislation 

• AI prompt: “Generate a flowchart showing monitoring and enforcement steps for 

companies with pioneer status.” 

• Suggested OER search string: “monitoring enforcement pioneer legislation OER” 

• Box 4.2: Common reasons for revocation of pioneer status 

• AI prompt: “Create a box summarising reasons for revocation of pioneer status.” 
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• Suggested OER search string: “revocation penalties pioneer legislation OER” 

General references for Series 2 content 

• Federal Inland Revenue Service (FIRS) guidelines on pioneer status and industrial 

development. 

• Companies Income Tax Act (CITA) provisions relating to tax incentives and pioneer 

industries. 

• Open educational resources on industrial development and taxation policies. 

• Institutional publications on investment promotion and industrialisation strategies. 

 

 

TAX213 Series 3 Taxation In Financial Institutions And 

Agricultural Businesses 

• Part 3.1: Taxation Of Financial Institutions 

3.1.1 Principles of taxation in banks and other financial institutions 

3.1.2 Computation of taxable income for financial institutions 

• Part 3.2: Taxation Of Agricultural Businesses 

3.2.1 Tax incentives and reliefs for agricultural enterprises 

3.2.2 Special considerations in computing taxable income for agricultural businesses 

• Part 3.3: Comparative Analysis Of Taxation In Financial And Agricultural Sectors 

3.3.1 Key similarities and differences in taxation approaches 

3.3.2 Policy implications for economic development 

• Part3. 4: Administration And Compliance In Specialised Sectors 

3.4.1 Monitoring and enforcement of tax obligations 

3.4.2 Penalties and dispute resolution mechanisms 

Introduction 

Financial institutions and agricultural businesses play a central role in national economic 

development. Banks and other financial institutions mobilise savings and provide credit, while 
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agricultural enterprises ensure food security and contribute to export earnings. Given their 

importance, governments design specific taxation policies to regulate and support these sectors. 

The aim of this Series is to equip you with the knowledge to analyse taxation in financial 

institutions and agricultural businesses, and to evaluate how these policies influence investment, 

compliance, and economic growth. 

We shall commence this Series by examining the principles and computation of taxation in 

financial institutions. Next, we will explore tax incentives and reliefs available to agricultural 

businesses, followed by special considerations in computing their taxable income. Subsequently, 

we will conduct a comparative analysis of taxation in both sectors, highlighting similarities, 

differences, and policy implications. Finally, we will conclude with a discussion on 

administration and compliance, including monitoring, enforcement, and dispute resolution 

mechanisms. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 3.1 define the principles of taxation in financial institutions, 

• SLO 3.2 demonstrate how to compute taxable income for financial institutions, 

• SLO 3.3 explain tax incentives and reliefs available to agricultural businesses, 

• SLO 3.4 apply special considerations in computing taxable income for agricultural 

enterprises, 

• SLO 3.5 analyse similarities and differences in taxation approaches between financial 

and agricultural sectors, 

• SLO 3.6 evaluate the policy implications of taxation in these sectors for economic 

development, and 

• SLO 3.7 describe administration, monitoring, enforcement, and dispute resolution 

mechanisms in specialised sectors. 

 

Part 3.1 Taxation Of Financial Institutions 

3.1.1 Principles of taxation in banks and other financial institutions 

Financial institutions, such as banks, insurance firms, and investment companies, are subject to 

specific taxation rules because of the unique nature of their operations. A financial institution is 

an organisation that provides financial services, including lending, deposit-taking, and 

investment management. The principles of taxation in these institutions are designed to ensure 

fairness, transparency, and alignment with national economic goals. 

Taxation in banks is often based on their net interest income, fees, and other financial services. 

Unlike manufacturing companies, banks deal primarily with financial transactions, so their 

taxable income is derived from interest earned, commissions, and trading profits. Governments 
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impose taxes to regulate financial activities, generate revenue, and promote stability in the 

financial sector. 

 

Figure 3.1: Taxable income sources in banks and financial institutions 

 

Fill-in-the-blank: 

Taxable income in banks is derived from interest earned, commissions, and ________ profits. 

3.1.2 Computation of taxable income for financial institutions 
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The computation of taxable income in financial institutions involves adjusting gross income to 

account for allowable deductions and expenses. Gross income includes interest received on 

loans, service charges, and investment returns. Allowable deductions may include interest paid 

on deposits, operating expenses, and provisions for bad debts. 

One unique aspect of financial institutions is the treatment of provisions for doubtful debts. 

These provisions are often deductible, recognising the risk inherent in lending activities. Tax 

authorities also pay close attention to transfer pricing and cross-border transactions in 

multinational banks to prevent tax avoidance. 

Table 3.1: Computation of taxable income in banks 

 

 

Category Items Tax Treatment / Description 

Gross Income Interest Income 
Income from loans, advances, overdrafts, and 

mortgages. 

 Fees & 

Commissions 

Charges for account maintenance, transfers, credit 

cards, and advisory services. 

 Trading Profits 
Gains from foreign exchange (FX) trading and the 

sale of securities (Bonds, Equities). 

 Investment 

Income 

Rental income from properties and dividends (if not 

from franked investment income). 

 Bad Debt 

Recoveries 

Amounts previously written off as bad debts and 

allowed as a deduction, but subsequently recovered. 

Allowable 

Deductions 

Interest 

Expense 

Interest paid on customer deposits, inter-bank 

borrowings, and long-term loans. 

 Personnel 

Costs 

Salaries, wages, and pension contributions (subject to 

statutory limits). 

 Bad Debt 

Write-offs 

Debts proved to have become bad during the year. 

Note: General provisions are not deductible; only 

specific write-offs are allowed. 

 Operating 

Expenses 

Rent, utilities, insurance premiums, software licenses, 

and marketing costs. 

 Capital 

Allowances 

Deductions in lieu of accounting depreciation for 

equipment, furniture, and motor vehicles. 
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Category Items Tax Treatment / Description 

 Professional 

Fees 

Audit fees, legal fees, and consultancy costs related 

to income-generating activities. 

 Statutory 

Levies 

Contributions to the Industrial Training Fund 

(ITF) and the National Social Insurance Trust 

Fund (NSITF). 

 

Fill-in-the-blank: 

Provisions for doubtful debts are often treated as ________ in computing taxable income for 

banks. 

Pilot questions 3.1 

1. Which of the following is a primary source of taxable income for banks? 

a. Salaries 

b. Interest earned 

c. Donations 

d. Grants 

2. Taxation in financial institutions is designed to promote: 

a. Industrialisation 

b. Stability in the financial sector 

c. Agricultural development 

d. Currency depreciation 

3. Gross income in banks includes: 

a. Interest received, service charges, and investment returns 

b. Employee wages and salaries 

c. Government subsidies 

d. Customer complaints 

4. Provisions for doubtful debts are often treated as: 

a. Taxable income 

b. Allowable deductions 

c. Capital gains 

d. Non-taxable reserves 

5. Tax authorities closely monitor cross-border transactions in multinational banks to 

prevent: 
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a. Tax avoidance 

b. Currency appreciation 

c. Inflation 

d. Customer defaults 

 

Part 3.2 Taxation Of Agricultural Businesses 

3.2.1 Tax incentives and reliefs for agricultural enterprises 

Agricultural businesses are often granted special tax incentives to encourage investment in food 

production and rural development. An agricultural enterprise is any business engaged in 

farming, livestock rearing, fisheries, or agro-processing. Governments provide incentives such as 

tax holidays, reduced corporate tax rates, and exemptions from certain duties to promote growth 

in this sector. 

These incentives are designed to reduce the financial burden on farmers and agribusinesses, 

making it easier for them to expand operations and adopt modern technologies. By supporting 

agriculture, governments aim to achieve food security, create employment, and stimulate 

exports. 

 

Box 3.1: Common tax incentives for agricultural businesses 
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Fill-in-the-blank: 

Governments provide tax incentives to agricultural businesses to promote ________ security and 

rural development. 

3.2.2 Special considerations in computing taxable income for agricultural businesses 

The computation of taxable income for agricultural businesses requires special consideration 

because of the seasonal and unpredictable nature of farming. Gross income includes sales of 

crops, livestock, and processed goods, while allowable deductions may cover costs such as 

seeds, fertilisers, labour, and equipment maintenance. 
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One unique aspect is the treatment of subsidies and grants. These may be taxable or exempt 

depending on government policy. Additionally, losses due to natural disasters may be recognised 

for tax relief, acknowledging the risks inherent in agriculture. 

Table 3.2: Computation of taxable income in agriculture 

 

 

Category Specific Items 2026 Tax Treatment / Notes 

Gross Income 
Sales of 

Produce 

Revenue from crops (cassava, maize, cocoa), 

livestock, poultry, and dairy. 

 Processing 

Income 

Value-added revenue from milling, canning, or 

packaging agricultural goods. 

 Export 

Proceeds 

Income from exporting agricultural commodities 

(0% VAT applies here). 

 By-product 

Sales 

Income from animal waste (fertilizer), husks, or 

skins/hides. 

 Insurance 

Payouts 
Indemnity received for crop failure or livestock loss. 

Allowable 

Deductions 
Input Costs 

Cost of seeds, seedlings, fertilizers, animal feeds, 

and vaccines. 

 Labour & 

Personnel 

Salaries, wages, and pension contributions. New: 

50% extra deduction for hiring new staff for 3+ 

years. 

 Capital 

Allowances 

Accelerated: 95% initial allowance for 

plant/machinery used in agric production. 

 R&D Expenses 
Research into improved seed varieties or pest control 

(up to 120% deduction in some cases). 

 Land 

Preparation 

Costs for clearing, ploughing, and irrigation 

infrastructure. 

 Interest 

Expense 

Interest on loans for agricultural purposes (often 

exempt from WHT for the lender). 

 Logistics & 

Storage 
Fuel, warehousing, and cold chain maintenance. 
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Fill-in-the-blank: 

Losses due to natural ________ may be recognised for tax relief in agricultural businesses. 

Pilot questions 3.2 

1. Which of the following is a common tax incentive for agricultural businesses? 

a. Reduced corporate tax rates 

b. Increased tariffs 

c. Higher interest rates 

d. Currency depreciation 

2. Tax incentives in agriculture are designed to promote: 

a. Food security and rural development 

b. Tax evasion 

c. Currency devaluation 

d. Industrial strikes 

3. Gross income in agricultural businesses includes: 

a. Sales of crops, livestock, and processed goods 

b. Employee wages 

c. Government penalties 

d. Customer complaints 

4. Losses due to natural disasters may be recognised for: 

a. Tax relief 

b. Increased taxation 

c. Capital gains 

d. Non-taxable reserves 

5. Subsidies and grants in agriculture may be: 

a. Taxable or exempt depending on policy 

b. Always taxable 

c. Always exempt 

d. Ignored in computation 

 

Part 3.3 Comparative Analysis Of Taxation In Financial And Agricultural 

Sectors 

3.3.1 Key similarities and differences in taxation approaches 
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Taxation in financial institutions and agricultural businesses reflects the unique nature of each 

sector, yet there are notable similarities. Both sectors are subject to corporate income tax, and 

both allow deductions for operating expenses. However, the basis of taxable income differs 

significantly. Financial institutions derive taxable income mainly from interest, fees, and trading 

profits, while agricultural businesses rely on sales of crops, livestock, and processed goods. 

A similarity is that both sectors may benefit from tax incentives. For instance, banks may enjoy 

deductions for provisions against doubtful debts, while agricultural enterprises may receive tax 

holidays or exemptions on farming equipment. The difference lies in the rationale: financial 

institutions are regulated to maintain stability, whereas agriculture is incentivised to ensure food 

security and rural development. 

Table 3.3: Similarities and differences in taxation approaches 

 

 

Feature 
Financial Institutions 

(Banks/Insurance) 

Agricultural Businesses 

(Farms/Agro-Processing) 

Corporate Income 

Tax (CIT) 
30% (if turnover > ₦100m). 

Exempt (0%) for the first 5 

years of commencement. 

Capital Allowances 
Restricted to 66.7% of 

assessable profit. 

Unrestricted (100%): Can 

fully offset profits. 

Development Levy 4% of assessable profits. 
Exempt if turnover is ≤ 

₦100m. 

Withholding Tax 

(WHT) 

Standard (5%–10%) on fees, 

commissions, and rent. 

Exempt from WHT deductions 

on all income. 

VAT Treatment 
7.5% on service fees and 

commissions. 

0% (Zero-rated) on basic 

foods and inputs. 

Minimum Tax 0.5% of gross income/premium. 
Exempt from Minimum Tax 

entirely. 

Asset Depreciation 
Standard Initial/Annual 

allowances. 

Accelerated: 95% Initial 

Allowance on plants. 

 

Fill-in-the-blank: 

Financial institutions derive taxable income mainly from interest and fees, while agriculture 

relies on sales of ________. 

3.3.2 Policy implications for economic development 
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The taxation of financial institutions and agricultural businesses has important policy 

implications. By taxing banks, governments regulate financial stability and generate revenue to 

fund public projects. At the same time, tax incentives for agriculture encourage investment in 

food production, reduce rural poverty, and promote exports. 

Balancing taxation between these sectors is crucial. Excessive taxation on banks may discourage 

lending, while inadequate incentives for agriculture may hinder food security. Effective policies 

ensure that both sectors contribute to national development in complementary ways. 

 

Box 3.3: Policy implications of taxation in financial and agricultural sectors 

Feature 
Financial Institutions 

(Banks/Insurance) 

Agricultural Businesses 

(Farms/Agro-Processing) 

Corporate Income 

Tax (CIT) 
30% (if turnover > ₦100m). 

Exempt (0%) for the first 5 

years of commencement. 

Capital Allowances 
Restricted to 66.7% of 

assessable profit. 

Unrestricted (100%): Can 

fully offset profits. 

Development Levy 4% of assessable profits. 
Exempt if turnover is ≤ 

₦100m. 

Withholding Tax 

(WHT) 

Standard (10%) on fees, 

commissions, and interest. 

Exempt from WHT deductions 

on all income. 

VAT Treatment 
7.5% on service fees and 

commissions. 

0% (Zero-rated) on basic 

foods and inputs. 

Minimum Effective 

Tax (ETR) 

15% ETR for groups with 

turnover ≥ ₦20bn. 

Exempt from minimum tax 

calculations. 

Asset Depreciation 
Uniform annual rates (10%, 

20%, or 25%). 

Accelerated: 95% Initial 

Allowance on plants. 

 

Fill-in-the-blank: 

Balanced taxation ensures that both financial institutions and agriculture contribute to national 

________. 

Pilot questions 3.3 

1. Which of the following is a similarity in taxation between financial institutions and 

agricultural businesses? 
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a. Both are exempt from corporate tax 

b. Both allow deductions for operating expenses 

c. Both derive income from trading profits 

d. Both rely on subsidies 

2. Financial institutions derive taxable income mainly from: 

a. Sales of crops 

b. Interest, fees, and trading profits 

c. Livestock sales 

d. Government grants 

3. Agricultural businesses often benefit from tax incentives to promote: 

a. Food security and rural development 

b. Currency depreciation 

c. Financial regulation 

d. Tax evasion 

4. Excessive taxation on banks may discourage: 

a. Lending 

b. Farming 

c. Exporting 

d. Subsidies 

5. Balanced taxation ensures that both sectors contribute to: 

a. National development 

b. Tax evasion 

c. Currency devaluation 

d. Industrial strikes 

 

Part3. 4 Administration And Compliance In Specialised Sectors 

3.4.1 Monitoring and enforcement of tax obligations 

Specialised sectors such as financial institutions and agricultural businesses require close 

monitoring to ensure compliance with tax laws. Monitoring refers to the continuous oversight of 

company operations, including the submission of tax returns, audits of accounts, and inspections 

of facilities. Enforcement involves applying sanctions or corrective measures when companies 

fail to meet their obligations. 
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Tax authorities often establish dedicated units to oversee these sectors, recognising their 

importance to national development. Monitoring ensures that tax incentives are not abused and 

that companies contribute fairly to government revenue. 

Figure 4.1: Monitoring and enforcement of tax obligations 

 

Fill-in-the-blank: 

Monitoring of specialised sectors involves continuous oversight of company ________ to ensure 

compliance. 

3.4.2 Penalties and dispute resolution mechanisms 
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When companies fail to comply with tax obligations, penalties may be imposed. Penalties can 

include fines, repayment of avoided taxes, or disqualification from future tax incentives. These 

measures serve as deterrents, ensuring that businesses adhere to the rules. 

Dispute resolution mechanisms are also available for companies that disagree with tax 

assessments. An objection is a formal request for review by the tax authority, while an appeal 

involves presenting the case before a tribunal or court. These procedures ensure fairness and 

transparency in tax administration. 

 

Box 4.2: Penalties and dispute resolution mechanisms 

Sector Primary Enforcement Body Key 2026 Trigger 

Banking NRS + Central Bank (CBN) TIN-BVN-NIN Linkage 

Petroleum NRS + NUPRC/NMDPRA Monthly Royalty Attestation 

Agriculture NRS + NIPC Annual Performance Report 

Digital/Crypto NRS + SEC VASP Transaction Logs 

 

Fill-in-the-blank: 

An objection is a formal request for ________ by the tax authority. 

Pilot questions 3.4 

1. Monitoring of specialised sectors involves: 

a. Continuous oversight of company operations 

b. Immediate revocation of tax incentives 

c. Reduction of tax rates 

d. Currency devaluation 

2. Which of the following is NOT a method of monitoring tax compliance? 

a. Submission of tax returns 

b. Audits of accounts 

c. Facility inspections 

d. Tax evasion 

3. Penalties for non-compliance may include: 

a. Fines 

b. Repayment of avoided taxes 
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c. Disqualification from future incentives 

d. All of the above 

4. An objection is best described as: 

a. A refusal to pay tax 

b. A formal request for review of assessment 

c. A penalty imposed by the authority 

d. A tax exemption application 

5. Appeals in taxation involve: 

a. Presenting the case before a tribunal or court 

b. Ignoring the assessment 

c. Automatic renewal of incentives 

d. Reduction of penalties 

 

Series Summary 

This Series has focused on the taxation of financial institutions and agricultural businesses, 

highlighting their unique features and the policies that govern them. We began by examining the 

principles of taxation in banks and other financial institutions, followed by the computation of 

taxable income in these organisations. We then explored tax incentives and reliefs available to 

agricultural enterprises and considered special aspects of computing taxable income in 

agriculture, such as subsidies and disaster-related losses. Afterwards, we compared taxation 

approaches in both sectors, identifying similarities, differences, and their policy implications. 

Finally, we discussed administration and compliance, including monitoring, enforcement, 

penalties, and dispute resolution mechanisms. 

By engaging with these topics, you should now be able to define taxation principles in financial 

institutions, compute taxable income for banks, explain incentives for agricultural businesses, 

apply special considerations in agricultural taxation, analyse similarities and differences between 

the two sectors, evaluate policy implications for economic development, and describe 

compliance procedures. These outcomes align directly with the Series Learning Outcomes and 

provide you with practical knowledge for assessing taxation in specialised sectors. 

Series Glossary 

• Agricultural enterprise: A business engaged in farming, livestock rearing, fisheries, or 

agro-processing. 

• Allowable deductions: Expenses that can be subtracted from gross income to determine 

taxable income. 

• Financial institution: An organisation that provides financial services such as lending, 

deposit-taking, and investment management. 
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• Gross income: The total earnings of a business before deductions, including sales, 

interest, and fees. 

• Monitoring: Continuous oversight of company operations to ensure compliance with tax 

laws. 

• Objection: A formal request for review of a tax assessment by the authority. 

• Penalty: A fine or sanction imposed for non-compliance with tax obligations. 

• Subsidy: Financial support provided by government to encourage specific activities, 

sometimes taxable or exempt. 

• Tax holiday: A temporary exemption from paying certain taxes, often granted to 

encourage investment. 

• Taxable income: The portion of a business’s earnings subject to taxation after allowable 

deductions. 

Concept Check Questions 3 

Objective questions 

1. Taxable income in banks is primarily derived from: 

1. Salaries 

2. Interest, fees, and trading profits 

3. Government grants 

4. Subsidies 

(Linked to SLO 3.1) 

2. Which of the following is a common tax incentive for agricultural businesses? 

1. Reduced corporate tax rates 

2. Increased tariffs 

3. Higher interest rates 

4. Currency depreciation 

(Linked to SLO 3.3) 

3. Balanced taxation ensures that both financial institutions and agriculture contribute to: 

1. National development 

2. Tax evasion 

3. Currency devaluation 

4. Industrial strikes 

(Linked to SLO 3.6) 

Short-answer questions 

4. Define taxable income in the context of financial institutions. (Linked to SLO 3.2) 

5. Explain why subsidies in agriculture may be treated differently in taxation. (Linked to SLO 

3.4) 

Long-answer questions 

6. Analyse the similarities and differences in taxation approaches between financial institutions 

and agricultural businesses. (Linked to SLO 3.5) 
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• Basic response: Both sectors are subject to corporate tax and allow deductions, but banks 

derive income from interest and fees, while agriculture relies on sales of produce and 

livestock. 

• Value-added response: Outstanding learners may also discuss how incentives in 

agriculture promote food security, while deductions in banks maintain financial stability, 

and how these policies complement each other in national development. 

1. Evaluate the administration and compliance procedures in specialised sectors, including 

monitoring, enforcement, and dispute resolution. (Linked to SLO 3.7) 

• Basic response: Monitoring ensures compliance, enforcement applies sanctions, and 

objections or appeals provide fairness. 

• Value-added response: Outstanding learners may also assess how transparent 

compliance builds investor confidence, strengthens governance, and supports sustainable 

growth in both sectors. 

Answers to Concept Check Questions 3 

1. Interest, fees, and trading profits 

1. Reduced corporate tax rates 

1. National development 

•  Taxable income in financial institutions is the portion of earnings subject to tax after allowable 

deductions.  

•  Subsidies may be taxable or exempt depending on policy, ensuring fairness while supporting 

agricultural growth.  

•  See basic and value-added responses above.  

•  See basic and value-added responses above.  

Answers to Pilot Questions 3 

Part 3.1: 1b, 2b, 3a, 4b, 5a 

Part 3.2: 1a, 2a, 3a, 4a, 5a 

Part 3.3: 1b, 2b, 3a, 4a, 5a 

Part 3.4: 1a, 2d, 3d, 4b, 5a 

References and Attributions 3 

Illustration references and prompts 

• Figure 3.1: Taxable income sources in banks and financial institutions 

• AI prompt: “Generate a diagram showing taxable income sources in financial 

institutions such as interest, fees, and trading profits.” 
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• Suggested OER search string: “taxable income sources financial institutions 

diagram OER” 

• Table 3.1: Computation of taxable income in banks 

• AI prompt: “Create a table showing gross income items and allowable deductions 

in financial institutions.” 

• Suggested OER search string: “computation of taxable income banks OER” 

• Box 3.1: Common tax incentives for agricultural businesses 

• AI prompt: “Create a box summarising common tax incentives for agricultural 

businesses.” 

• Suggested OER search string: “tax incentives agricultural businesses OER” 

• Table 3.2: Computation of taxable income in agriculture 

• AI prompt: “Create a table showing gross income items and allowable deductions 

in agricultural businesses.” 

• Suggested OER search string: “computation of taxable income agriculture OER” 

• Table 3.3: Similarities and differences in taxation approaches 

• AI prompt: “Create a table comparing taxation approaches in financial institutions 

and agricultural businesses, highlighting similarities and differences.” 

• Suggested OER search string: “taxation comparison financial institutions 

agricultural businesses OER” 

• Box 3.3: Policy implications of taxation in financial and agricultural sectors 

• AI prompt: “Create a box summarising policy implications of taxation in financial 

and agricultural sectors.” 

• Suggested OER search string: “policy implications taxation financial agricultural 

sectors OER” 

• Figure 4.1: Monitoring and enforcement of tax obligations 

• AI prompt: “Generate a flowchart showing monitoring and enforcement steps for 

financial institutions and agricultural businesses.” 

• Suggested OER search string: “monitoring enforcement taxation specialised 

sectors OER” 

• Box 4.2: Penalties and dispute resolution mechanisms 

• AI prompt: “Create a box summarising penalties and dispute resolution mechanisms in 

specialised sectors.” 

• Suggested OER search string: “penalties dispute resolution taxation specialised sectors 

OER” 

General references for Series 3 content 

• Federal Inland Revenue Service (FIRS) guidelines on taxation of financial institutions 

and agricultural businesses. 

• Companies Income Tax Act (CITA) provisions relating to specialised sectors. 

• Open educational resources on taxation principles in agriculture and finance. 

• Institutional publications on compliance and dispute resolution in taxation. 
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TAX213 Series 4 Education Tax And Administrative Procedures 

• Part 1: Concept And Objectives Of Education Tax 

4.1.1 Definition and scope of education tax 

4.1.2 Objectives and rationale for national development 

• Part 2: Determination, Assessment, And Collection Of Education Tax 

4.2.1 Computation of education tax liability 

4.2.2 Assessment and collection procedures 

• Part 3: Administration And Utilisation Of Education Tax Fund 

4.3.1 Role of the Federal Inland Revenue Service (FIRS) 

4.3.2 Utilisation of education tax for tertiary education development 

• Part 4: Objection And Appeal Procedures 

4.4.1 Stages of objection to education tax assessment 

4.4.2 Appeal mechanisms and resolution 

 

Introduction 

Education is a cornerstone of national development, and governments often use taxation policies 

to support its growth. One such policy is the education tax, which requires companies to 

contribute a portion of their profits to a national education fund. This ensures that businesses 

play a role in financing the expansion and improvement of educational infrastructure. 

The aim of this Series is to introduce you to the concept of education tax, explain how it is 

determined and collected, and equip you with the knowledge to analyse its administration and 

dispute resolution procedures. 

We shall commence this Series by defining education tax and examining its objectives. Next, we 

will explore the determination, assessment, and collection of education tax liability. Following 

that, we will analyse the administration and utilisation of the education tax fund, focusing on its 

role in supporting tertiary education. Finally, we will conclude by discussing objection and 
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appeal procedures, ensuring that you understand how disputes are resolved fairly and 

transparently. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 4.1 define education tax and explain its objectives for national development, 

• SLO 4.2 demonstrate how to compute education tax liability for companies, 

• SLO 4.3 describe the assessment and collection procedures for education tax, 

• SLO 4.4 explain the role of the Federal Inland Revenue Service in administering 

education tax, 

• SLO 4.5 analyse how education tax funds are utilised for tertiary education development, 

and 

• SLO 4.6 outline the stages of objection and appeal procedures in education tax disputes. 

 

Part 4.1 Concept And Objectives Of Education Tax 

4.1.1 Definition and scope of education tax 

Education tax is a levy imposed on companies to contribute a portion of their profits towards 

the funding of education. In Nigeria, for example, it is charged at a fixed percentage of 

assessable profits and is administered by the Federal Inland Revenue Service (FIRS). The scope 

of education tax covers all incorporated companies, except those specifically exempted by law, 

ensuring that businesses play a role in supporting national education development. 

The tax is not intended to burden companies but rather to create a sustainable source of funding 

for educational infrastructure, research, and manpower development. By pooling resources from 

the corporate sector, governments can strengthen tertiary institutions and improve access to 

quality education. 
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Figure 4.1: Scope of education tax contributions 

 

Fill-in-the-blank: 

Education tax is charged at a fixed percentage of a company’s ________ profits. 

4.1.2 Objectives and rationale for national development 

The objectives of education tax are closely tied to national development goals. One major 

objective is to provide a steady stream of funding for tertiary education, ensuring that 

universities, polytechnics, and colleges of education have the resources to function effectively. 

Another objective is to promote research and innovation by financing projects that advance 

knowledge and skills. 
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The rationale behind education tax is that businesses benefit from an educated workforce, so it is 

fair for them to contribute to the system that produces skilled labour. This partnership between 

government and the private sector helps to bridge funding gaps in education and ensures that the 

nation remains competitive in a global economy. 

 

Box 4.1: Objectives of education tax 

Feature 
Legacy Framework 

(Pre-2026) 

New Framework (Effective Jan 1, 

2026) 

Tax Name 
Tertiary Education Tax 

(TET) 
Development Levy 

Consolidation Standalone tax 
Replaces TET, NITDA, NASENI, and 

Police Trust Fund levies. 

Applicable Rate 3.0% of assessable profit 4.0% of assessable profit 

Allocation to 

Education 
100% to TETFund 

50% of the Levy (effectively 2% of 

profit) to TETFund. 

Taxable Base Assessable Profit 
Assessable Profit (Tax profit before 

capital allowances). 

Small Co. 

Exemption 
Turnover < ₦25 million 

Turnover ≤ ₦100 million AND Fixed 

Assets ≤ ₦250 million. 

Due Date 
With Companies Income 

Tax (CIT) 
With Companies Income Tax (CIT) 

Penalties (Late 

Filing) 
Varies by assessment 

₦100,000 (1st month) + ₦50,000 

(subsequent months). 

 

Fill-in-the-blank: 

One key objective of education tax is to provide sustainable funding for ________ education. 

Pilot questions 4.1 

1. Education tax is charged at a fixed percentage of: 

a. Company turnover 

b. Assessable profits 

c. Employee salaries 

d. Government grants 
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2. Which of the following is NOT an objective of education tax? 

a. Promote research and innovation 

b. Provide sustainable funding for tertiary education 

c. Support manpower development 

d. Increase company profits 

3. The rationale behind education tax is that businesses benefit from: 

a. An educated workforce 

b. Reduced taxation 

c. Currency depreciation 

d. Import restrictions 

4. Education tax is administered by: 

a. Ministry of Education 

b. Federal Inland Revenue Service (FIRS) 

c. Central Bank 

d. National Assembly 

5. Education tax helps strengthen national competitiveness by: 

a. Supporting education and skills development 

b. Reducing company profits 

c. Limiting foreign investment 

d. Increasing tariffs 

 

Part 4.2 Determination, Assessment, And Collection Of Education Tax 

4.2.1 Computation of education tax liability 

The computation of education tax liability begins with the determination of a company’s 

assessable profits, which refers to the portion of profits calculated under the Companies Income 

Tax Act before any education tax is applied. Education tax is charged at a fixed percentage of 

these assessable profits, ensuring that contributions are proportional to the size and profitability 

of the company. 

For example, if a company records assessable profits of ₦100 million, and the education tax rate 

is 2.5%, the liability will be ₦2.5 million. This straightforward computation ensures transparency 

and fairness, while also providing a predictable source of funding for education. 

 

Table 4.1: Example of education tax computation 
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Company 

Scenario 

Assessable 

Profit (₦) 

Fixed Rate 

(%) 

Development 

Levy (₦) 

Allocated to 

Education (₦) 

Small 

Company 
50,000,000 

0% 

(Exempt) 
0 0 

Medium 

Company 
250,000,000 4% 10,000,000 5,000,000 

Large 

Corporation 
1,000,000,000 4% 40,000,000 20,000,000 

MNE Entity 5,000,000,000 4% 200,000,000 100,000,000 

 

Fill-in-the-blank: 

Education tax liability is computed as a fixed percentage of a company’s ________ profits. 

4.2.2 Assessment and collection procedures 

Once the liability is computed, the next step is assessment and collection. Assessment refers to 

the process by which the Federal Inland Revenue Service (FIRS) reviews company tax returns to 

confirm the accuracy of declared profits and the corresponding education tax liability. Collection 

involves the actual payment of the tax into designated government accounts. 

Companies are required to file returns annually, including details of their assessable profits and 

the computed education tax. The FIRS then issues a notice of assessment, which serves as an 

official confirmation of the amount payable. Timely payment is essential, as delays may attract 

penalties or interest charges. 

 

Box 4.2: Steps in assessment and collection of education tax 

Step Action Description / Statutory Requirement 

1 Registration 

Companies must register with the NRS and obtain a Tax 

Identification Number (TIN) linked to their corporate 

identity. 

2 
Profit 

Ascertainment 

Identify the Assessable Profit (taxable profit before 

capital allowances and losses) from the financial year. 
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Step Action Description / Statutory Requirement 

3 Self-Assessment 

The taxpayer computes the 4% Development Levy using 

the NRS e-portal. Small companies (turnover ≤ ₦100m) 

record their exemption. 

4 Filing of Returns 
Submit audited accounts and tax computations within 6 

months of the accounting year-end. 

5 Payment/Remittance 

Pay the assessed levy via the Integrated Tax 

Administration System (ITAS). Payment must be in the 

currency of transaction (Naira/USD). 

6 NRS Verification 

The NRS reviews the filing. They may issue an 

Administrative Assessment if the self-assessment is 

deemed inaccurate. 

7 Fund Partitioning 

The NRS electronically splits the 4% levy: 50% 

(effectively 2% of profit) is transferred to the TETFund 

account. 

8 Certification 

Upon full payment, a digital Tax Clearance Certificate 

(TCC) is issued, essential for government contracts and 

forex. 

 

Fill-in-the-blank: 

The Federal Inland Revenue Service issues a ________ of assessment to confirm the amount 

payable. 

Pilot questions 4.2 

1. Education tax liability is computed as a fixed percentage of: 

a. Company turnover 

b. Assessable profits 

c. Employee salaries 

d. Government grants 

2. Which body is responsible for assessing and collecting education tax? 

a. Ministry of Education 

b. Federal Inland Revenue Service (FIRS) 

c. Central Bank 

d. National Assembly 
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3. What document does the FIRS issue to confirm the amount of education tax payable? 

a. Tax clearance certificate 

b. Notice of assessment 

c. Payment voucher 

d. Audit report 

4. Companies are required to file education tax returns: 

a. Monthly 

b. Quarterly 

c. Annually 

d. Bi-annually 

5. Delays in paying education tax may attract: 

a. Penalties or interest charges 

b. Tax holidays 

c. Reduced liability 

d. Exemptions 

 

Part 4.3 Administration And Utilisation Of Education Tax Fund 

4.3.1 Role of the Federal Inland Revenue Service (FIRS) 

The Federal Inland Revenue Service (FIRS) is the government agency responsible for 

administering education tax. Administration in this context refers to the processes of managing, 

supervising, and ensuring compliance with education tax laws. The FIRS oversees the 

assessment, collection, and remittance of education tax into the designated education fund. 

Beyond collection, the FIRS ensures that companies comply with filing requirements and that 

penalties are applied where necessary. It also collaborates with other government agencies to 

ensure transparency and accountability in the management of education tax revenues. 

 

Figure 4.2: Role of FIRS in education tax administration 
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Fill-in-the-blank: 

The Federal Inland Revenue Service is responsible for administering and collecting ________ 

tax. 

4.3.2 Utilisation of education tax for tertiary education development 

The funds generated from education tax are channelled into the Tertiary Education Trust Fund 

(TETFund), which is tasked with supporting tertiary institutions. Utilisation refers to how these 

funds are allocated and spent to achieve educational development goals. 
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TETFund uses education tax revenues to finance infrastructure projects such as lecture halls, 

laboratories, and libraries. It also supports academic staff training, research grants, and the 

provision of teaching materials. By doing so, education tax directly contributes to improving the 

quality of tertiary education and enhancing national competitiveness. 

 

Box 4.3: Utilisation of education tax funds by TETFund 

Intervention Type 
Percentage of Total 

Allocation 
Description 

Annual Direct 

Disbursement 
50.00% 

Standard funds sent to all 271 beneficiary 

institutions for core needs. 

Special Direct 

Disbursement 
40.75% 

Targeted funds for high-impact projects 

(e.g., Medical Schools, AI Centers). 

Designated Projects 9.07% 
Specific federal directives or emergency 

infrastructure repairs. 

Stabilization Fund 0.18% 
Reserve for unforeseen institutional crises 

or national education emergencies. 

 

Fill-in-the-blank: 

Education tax funds are channelled into the ________ to support tertiary education development. 

Pilot questions 4.3 

1. Which agency is responsible for administering education tax? 

a. Ministry of Education 

b. Federal Inland Revenue Service (FIRS) 

c. Central Bank 

d. National Assembly 

2. Education tax funds are channelled into: 

a. Tertiary Education Trust Fund (TETFund) 

b. Ministry of Finance 

c. National Assembly budget 

d. Central Bank reserves 

3. Which of the following is NOT a use of education tax funds? 

a. Construction of lecture halls 
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b. Academic staff training 

c. Research grants 

d. Increasing company profits 

4. The FIRS ensures compliance with education tax laws by: 

a. Collecting taxes and applying penalties where necessary 

b. Providing subsidies to companies 

c. Reducing tax rates 

d. Ignoring filing requirements 

5. Education tax contributes to national competitiveness by: 

a. Improving the quality of tertiary education 

b. Reducing company profits 

c. Limiting foreign investment 

d. Increasing tariffs 

 

Part 4.4 Objection And Appeal Procedures 

4.4.1 Stages of objection to education tax assessment 

When a company disagrees with the education tax assessment issued by the Federal Inland 

Revenue Service (FIRS), it has the right to lodge an objection. An objection is a formal request 

for review of the assessment. The process begins with the company submitting a written notice 

of objection within a specified period, usually 30 days from the date of receiving the notice of 

assessment. 

The objection must clearly state the grounds of disagreement, such as errors in computation or 

misinterpretation of assessable profits. The FIRS then reviews the objection and may amend the 

assessment if the grounds are valid. This stage ensures fairness and provides companies with an 

opportunity to clarify any discrepancies before enforcement. 

 

Box 4.4: Stages of objection to education tax assessment 

Stage Action Timeline Requirement / Impact 

1. 

Assessment 

Notice of 

Assessment 
Day 0 

The NRS issues a formal notice 

(digitally via e-portal) specifying 

the 4% Development Levy due. 
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Stage Action Timeline Requirement / Impact 

2. 

Objection 

Notice of 

Objection 

Within 30 

Days 

Must be in writing, stating precise 

grounds and monetary values of the 

dispute. 

3. Review 
NRS Review 

Period 

Within 90 

Days 

The NRS must respond. If they fail 

to do so, the objection is 

automatically upheld by law. 

4. Refusal 

Notice of Refusal 

to Amend 

(NORA) 

After Review 

Issued if the NRS rejects the 

objection. This is the formal trigger 

for legal litigation. 

5. Appeal 
Tax Appeal 

Tribunal (TAT) 

Within 30 

Days of 

NORA 

File Form TAT 1A. Taxpayers must 

typically deposit 50% of the 

disputed tax before hearing. 

6. Decision TAT Ruling ~6 Months 

The TAT can uphold, reduce, 

increase, or annul the assessment 

entirely. 

7. Finality 
High Court 

Appeal 

Within 30 

Days of 

Ruling 

Limited to points of law only. If no 

appeal is filed, the TAT ruling 

becomes the final debt. 

 

Fill-in-the-blank: 

An objection must be submitted within ________ days of receiving the notice of assessment. 

4.4.2 Appeal mechanisms and resolution 

If the company is dissatisfied with the outcome of the objection, it may proceed to an appeal. An 

appeal involves presenting the case before a tax tribunal or court for independent review. The 

tribunal examines the facts, hears arguments from both the company and the FIRS, and delivers a 

ruling. 

Appeal mechanisms are designed to ensure transparency and justice in tax administration. They 

provide companies with a structured avenue to resolve disputes without resorting to non-

compliance. In some cases, appeals may escalate to higher courts if either party is dissatisfied 

with the tribunal’s decision. 



 

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

Figure 4.3: Appeal mechanisms in education tax administration 

 

Fill-in-the-blank: 

An appeal involves presenting the case before a tax ________ or court for independent review. 

Pilot questions 4.4 

1. An objection to education tax assessment must be submitted within: 

a. 7 days 

b. 14 days 

c. 30 days 
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d. 60 days 

2. Which of the following is NOT a valid ground for objection? 

a. Errors in computation 

b. Misinterpretation of assessable profits 

c. Dissatisfaction with company profits 

d. Incorrect application of tax rate 

3. An appeal in education tax disputes involves: 

a. Presenting the case before a tribunal or court 

b. Ignoring the assessment 

c. Automatic cancellation of tax liability 

d. Payment of reduced tax 

4. Appeal mechanisms are designed to ensure: 

a. Transparency and justice in tax administration 

b. Reduction of company profits 

c. Currency depreciation 

d. Import restrictions 

5. If dissatisfied with the tribunal’s decision, a company may: 

a. Escalate the appeal to higher courts 

b. Refuse to pay tax 

c. Apply for tax exemption 

d. Request subsidies 

 

Series Summary 

This Series has explored the education tax and its administrative procedures, highlighting its 

importance in financing national education development. We began by defining education tax 

and examining its objectives, which include providing sustainable funding for tertiary education 

and promoting research. We then discussed how education tax liability is computed, assessed, 

and collected by the Federal Inland Revenue Service. Following that, we analysed the 

administration and utilisation of education tax funds, particularly through the Tertiary Education 

Trust Fund (TETFund). Finally, we considered objection and appeal procedures, which ensure 

fairness and transparency in resolving disputes. 

By engaging with these topics, you should now be able to define education tax and explain its 

objectives, compute education tax liability, describe assessment and collection procedures, 

explain the role of the FIRS, analyse how funds are utilised for tertiary education development, 
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and outline objection and appeal procedures. These outcomes align directly with the Series 

Learning Outcomes and provide you with practical knowledge for understanding taxation in 

support of education. 

Glossary Of  Terms 

• Administration: The process of managing and supervising education tax laws and 

compliance. 

• Appeal: A formal process of presenting a tax dispute before a tribunal or court for 

resolution. 

• Assessable profits: The portion of company profits calculated under tax law before 

education tax is applied. 

• Education tax: A levy imposed on companies to contribute a fixed percentage of profits 

towards education funding. 

• Federal Inland Revenue Service (FIRS): The government agency responsible for 

administering and collecting education tax. 

• Notice of assessment: An official document issued by the FIRS confirming the amount 

of education tax payable. 

• Objection: A formal request for review of a tax assessment submitted by a company. 

• Penalty: A fine or sanction imposed for non-compliance with education tax obligations. 

• Tertiary Education Trust Fund (TETFund): The body responsible for utilising 

education tax funds to support tertiary institutions. 

• Utilisation: The allocation and spending of education tax funds to achieve educational 

development goals. 

Concept Check Questions 4 

Objective questions 

1. Education tax is charged at a fixed percentage of: 

1. Company turnover 

2. Assessable profits 

3. Employee salaries 

4. Government grants 

(Linked to SLO 4.2) 

2. Which agency is responsible for administering education tax? 

1. Ministry of Education 

2. Federal Inland Revenue Service (FIRS) 

3. Central Bank 

4. National Assembly 

(Linked to SLO 4.4) 

3. Education tax funds are channelled into: 

1. Ministry of Finance 

2. Tertiary Education Trust Fund (TETFund) 

3. National Assembly budget 
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4. Central Bank reserves 

(Linked to SLO 4.5) 

Short-answer questions 

4. Define education tax and explain its purpose. (Linked to SLO 4.1) 

5. What is a notice of assessment in the context of education tax? (Linked to SLO 4.3) 

Long-answer questions 

6. Analyse how education tax funds are utilised to support tertiary education development. 

(Linked to SLO 4.5) 

• Basic response: Funds are used for infrastructure, teaching materials, staff training, and 

research grants. 

• Value-added response: Outstanding learners may also discuss how these investments 

improve educational quality, foster innovation, and enhance national competitiveness. 

1. Evaluate the objection and appeal procedures in education tax administration. (Linked to 

SLO 4.6) 

• Basic response: Objections allow companies to request review of assessments, while 

appeals provide independent resolution. 

• Value-added response: Outstanding learners may also assess how these procedures build 

trust, ensure fairness, and strengthen compliance culture. 

Answers to Concept Check Questions 4 

1. Assessable profits 

2. Federal Inland Revenue Service (FIRS) 

3. Tertiary Education Trust Fund (TETFund) 

•  Education tax is a levy imposed on companies to contribute a fixed percentage of profits 

towards education funding, aimed at supporting national education development.  

•  A notice of assessment is an official document issued by the FIRS confirming the amount of 

education tax payable.  

•  See basic and value-added responses above.  

•  See basic and value-added responses above.  

Answers to Pilot Questions 4 

Part 4.1: 1b, 2d, 3a, 4b, 5a 

Part 4.2: 1b, 2b, 3b, 4c, 5a 

Part 4.3: 1b, 2a, 3d, 4a, 5a 

Part 4.4: 1c, 2c, 3a, 4a, 5a 

References and Attributions 4 
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Illustration references and prompts 

• Figure 4.1: Scope of education tax contributions 

• AI prompt: “Generate a diagram showing how companies across industries 

contribute to education tax for national development.” 

• Suggested OER search string: “scope of education tax Nigeria diagram OER” 

• Box 4.1: Objectives of education tax 

• AI prompt: “Create a box summarising the objectives of education tax.” 

• Suggested OER search string: “objectives of education tax Nigeria OER” 

• Table 4.1: Example of education tax computation 

• AI prompt: “Create a table showing education tax computation based on 

assessable profits at a fixed percentage rate.” 

• Suggested OER search string: “education tax computation Nigeria OER” 

• Box 4.2: Steps in assessment and collection of education tax 

• AI prompt: “Create a box summarising the steps in assessment and collection of 

education tax.” 

• Suggested OER search string: “assessment and collection education tax Nigeria 

OER” 

• Figure 4.2: Role of FIRS in education tax administration 

• AI prompt: “Generate a diagram showing the role of FIRS in administering 

education tax, including assessment, collection, and compliance.” 

• Suggested OER search string: “role of FIRS education tax Nigeria diagram OER” 

• Box 4.3: Utilisation of education tax funds by TETFund 

• AI prompt: “Create a box summarising how TETFund utilises education tax funds 

for tertiary education.” 

• Suggested OER search string: “utilisation of education tax TETFund Nigeria 

OER” 

• Box 4.4: Stages of objection to education tax assessment 

• AI prompt: “Create a box summarising the stages of objection to education tax 

assessment.” 

• Suggested OER search string: “objection procedures education tax Nigeria OER” 

• Figure 4.3: Appeal mechanisms in education tax administration 

• AI prompt: “Generate a flowchart showing the appeal process for education tax disputes, 

from tribunal to higher courts.” 

• Suggested OER search string: “appeal mechanisms education tax Nigeria diagram OER” 

General references for Series 4 content 

• Federal Inland Revenue Service (FIRS) guidelines on education tax administration. 

• Companies Income Tax Act (CITA) provisions relating to education tax. 

• Tertiary Education Trust Fund (TETFund) publications on utilisation of education tax 

funds. 

• Open educational resources on taxation and education financing policies. 
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TAX213 Series 5 Company Accounts, Capital Gains, And 

Relationship With CITA & PPTA 

• Part 1: Company Accounts And Taxation 

5.1.1 Nature and preparation of company accounts 

5.1.2 Tax implications of company accounts 

• Part 2: Capital Gains Taxation 

5.2.1 Definition and scope of capital gains 

5.2.2 Computation and exemptions under capital gains tax 

• Part 3: Relationship With Companies Income Tax Act (CITA) 

5.3.1 Overview of CITA provisions 

5.3.2 Interaction between company accounts, capital gains, and CITA 

• Part 4: Relationship With Petroleum Profits Tax Act (PPTA) 

5.4.1 Overview of PPTA provisions 

5.4.2 Application of PPTA to petroleum companies and capital gains 

 

Introduction 

In the last Series, we explored education tax and administrative procedures, focusing on how 

companies contribute to national education development. Building on that foundation, this Series 

shifts attention to company accounts, capital gains, and their relationship with two key tax 

legislations: the Companies Income Tax Act (CITA) and the Petroleum Profits Tax Act (PPTA). 

These areas are critical because they determine how businesses report profits, handle asset 

disposals, and comply with sector-specific tax laws. 

The aim of this Series is to equip you with the knowledge to analyse company accounts, compute 

capital gains tax, and evaluate how these interact with CITA and PPTA provisions. 
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We shall commence this Series by examining the nature and preparation of company accounts, 

followed by their taxation implications. Next, we will explore capital gains taxation, including its 

scope, computation, and exemptions. Subsequently, we will analyse the relationship between 

company accounts, capital gains, and CITA provisions. Finally, we will conclude with the 

relationship between capital gains and PPTA, focusing on petroleum companies and their unique 

tax obligations. 

Series Learning Outcomes 

Upon completing this Series, you should be able to: 

• SLO 5.1 describe the nature and preparation of company accounts, 

• SLO 5.2 explain the tax implications of company accounts, 

• SLO 5.3 define capital gains and outline their scope under taxation, 

• SLO 5.4 demonstrate how to compute capital gains tax and identify exemptions, 

• SLO 5.5 analyse the interaction between company accounts, capital gains, and CITA 

provisions, 

• SLO 5.6 explain the provisions of the Petroleum Profits Tax Act (PPTA), and 

• SLO 5.7 evaluate the application of PPTA to petroleum companies and capital gains. 

 

Part 5.1 Company Accounts And Taxation 

5.1.1 Nature and preparation of company accounts 

Company accounts are formal records of a company’s financial activities, prepared to show its 

performance and financial position over a given period. They typically include the income 

statement, which shows revenue and expenses, the balance sheet, which outlines assets and 

liabilities, and the cash flow statement, which tracks inflows and outflows of cash. 

Preparation of company accounts follows established accounting standards to ensure accuracy, 

transparency, and comparability. These accounts are essential not only for management decision-

making but also for external stakeholders such as investors, regulators, and tax authorities. 
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Figure 5.1: Components of company accounts 

 

Fill-in-the-blank: 

The three main components of company accounts are the income statement, balance sheet, and 

________ flow statement. 

5.1.2 Tax implications of company accounts 

Company accounts are critical in taxation because they form the basis for computing taxable 

profits. Tax authorities rely on these accounts to determine the amount of tax a company should 
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pay under the Companies Income Tax Act (CITA). Taxable profits are calculated by adjusting 

accounting profits to exclude non-taxable income and disallowable expenses. 

For example, while depreciation is recognised in accounting, tax laws may require adjustments 

using capital allowances instead. Similarly, certain expenses such as fines or penalties are 

disallowed for tax purposes. This ensures that taxation reflects both accounting principles and 

statutory requirements. 

 

Table 5.1: Adjustments from accounting profits to taxable profits 

Feature 
Accounting Profit (Per 

Accounts) 
Taxable Profit (Per CITA) 

Objective 

To show a "true and fair" view 

of financial performance to 

stakeholders. 

To determine the statutory tax liability 

due to the government. 

Standard 
Governed by IFRS or local 

GAAP. 
Governed by CITA and Finance Acts. 

Asset Cost 
Reduced by Depreciation 

based on the asset's useful life. 

Reduced by Capital Allowances at 

rates fixed by law. 

Expenses 

All business expenses 

incurred are generally 

deducted. 

Only expenses that are WREN 

(Wholly, Reasonably, Exclusively, and 

Necessarily) incurred are allowed. 

Fines/Penalties 
Deducted as an expense in the 

P&L. 

Disallowed: Must be added back to 

profit. 

 

Fill-in-the-blank: 

Taxable profits are calculated by adjusting accounting profits to exclude non-taxable income and 

________ expenses. 

Pilot questions 5.1 

1. Which of the following is NOT a component of company accounts? 

a. Income statement 

b. Balance sheet 

c. Cash flow statement 

d. Tax clearance certificate 

2. Company accounts are prepared to ensure: 
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a. Transparency and comparability 

b. Tax evasion 

c. Currency depreciation 

d. Reduction of liabilities 

3. Taxable profits are derived from: 

a. Accounting profits adjusted for tax rules 

b. Gross turnover without deductions 

c. Employee salaries 

d. Government subsidies 

4. Which of the following is disallowed for tax purposes? 

a. Depreciation 

b. Fines and penalties 

c. Capital allowances 

d. Operating expenses 

5. Company accounts are essential for: 

a. Management decision-making and taxation 

b. Reducing company profits 

c. Limiting foreign investment 

d. Currency devaluation 

 

Part 5.2 Capital Gains Taxation 

5.2.1 Definition and scope of capital gains 

Capital gains refer to the profit realised when a company sells an asset for more than its 

purchase price. Assets may include land, buildings, shares, or other investments. The difference 

between the selling price and the original cost of the asset is the gain, and this gain is subject to 

taxation under the Capital Gains Tax Act (CGTA). 

The scope of capital gains taxation covers both tangible and intangible assets. However, certain 

transactions may be exempt, such as transfers between spouses or disposals made for charitable 

purposes. This ensures that taxation is applied fairly while encouraging socially beneficial 

activities. 

 

Figure 5.2: Scope of capital gains taxation 
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Fill-in-the-blank: 

Capital gains arise when an asset is sold for more than its original ________ price. 

5.2.2 Computation and exemptions under capital gains tax 

The computation of capital gains tax involves determining the disposal proceeds, deducting 

allowable expenses, and subtracting the original cost of the asset. The resulting figure is the net 

gain, which is taxed at the prescribed rate. Allowable expenses may include legal fees, valuation 

costs, and improvement expenses incurred before disposal. 
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Exemptions are an important feature of capital gains taxation. For example, gains from the 

disposal of assets used for charitable purposes may be exempt. Similarly, transfers between 

spouses or within a group of companies may qualify for relief. These exemptions are designed to 

prevent undue hardship and to encourage investment in socially beneficial activities. 

Table 5.2: Computation and exemptions under capital gains tax 

 

 

Component Description Treatment in Computation 

Disposal 

Proceeds 

The total consideration received 

for the asset (cash, value of other 

assets, or debt relief). 

Starting Point: Use market value 

if the transaction is not at "arm's 

length" (e.g., a gift). 

Acquisition 

Cost 

The original price paid to 

purchase or create the asset. 

Deductible: This forms the "cost 

base" of the asset. 

Enhancement 

Costs 

Capital expenditure incurred 

solely to increase the asset's value 

(e.g., building an extension). 

Deductible: Must be reflected in 

the state of the asset at the time of 

disposal. 

Incidental 

Costs 

Expenses directly related to the 

sale or purchase (e.g., legal fees, 

commissions, stamp duties). 

Deductible: Only costs incurred 

"wholly and exclusively" for the 

disposal. 

Exemptions / 

Reliefs 

Statutory "carve-outs" where the 

gain is not taxed. 

Deduct from Gain: If the 

asset/transaction is exempt, the 

taxable gain becomes zero. 

Chargeable 

Gain 
The final profit subject to tax. 

Taxable Base: Taxed at 30% 

(Large Cos) or 0–25% 

(Individuals). 

 

Fill-in-the-blank: 

Allowable expenses in computing capital gains tax may include legal fees, valuation costs, and 

________ expenses. 

Pilot questions 5.2 

1. Capital gains refer to: 

a. Profit from selling an asset above its purchase price 

b. Company turnover 

c. Employee salaries 
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d. Government subsidies 

2. Which of the following is NOT covered under capital gains taxation? 

a. Land and buildings 

b. Shares and investments 

c. Transfers between spouses 

d. Disposal proceeds 

3. The computation of capital gains tax involves: 

a. Disposal proceeds minus allowable expenses and original cost 

b. Gross turnover minus salaries 

c. Assessable profits minus tax rate 

d. Government grants minus subsidies 

4. Which of the following is an allowable expense in computing capital gains tax? 

a. Legal fees 

b. Employee wages 

c. Currency depreciation 

d. Tax penalties 

5. Exemptions under capital gains tax may include: 

a. Transfers between spouses 

b. Charitable disposals 

c. Group company transfers 

d. All of the above 

 

Part 5.3 Relationship With Companies Income Tax Act (CITA) 

5.3.1 Overview of CITA provisions 

The Companies Income Tax Act (CITA) is the principal legislation governing the taxation of 

companies in Nigeria. It outlines how corporate profits are assessed, the applicable tax rates, and 

the allowable deductions and exemptions. CITA ensures that companies contribute fairly to 

government revenue while providing guidelines for compliance. 

Under CITA, taxable profits are derived from company accounts after adjustments for 

disallowable expenses and non-taxable income. The Act also provides for capital allowances, 

which replace depreciation in tax computations, and specifies penalties for non-compliance. 
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Box 5.1: Key provisions of CITA 

Feature Small Companies Medium Companies Large Companies 

Threshold 
Turnover $\le$ 

₦50m 

Turnover ₦50m – 

₦100m 
Turnover $>$ ₦100m 

CIT Rate 0% (Exempt) 20% 30% 

Development 

Levy 
Exempt 

4% of Assessable 

Profit 

4% of Assessable 

Profit 

VAT Obligation 
Exempt from 

charging VAT 

Must charge/remit 

7.5% VAT 

Must charge/remit 

7.5% VAT 

Capital Gains 
Exempt if below 

₦10m gain 

Integrated into CIT 

(30%) 

Integrated into CIT 

(30%) 

Withholding 

Tax 

Exempt on most 

payments 
Standard Rates Apply Standard Rates Apply 

 

Fill-in-the-blank: 

Under CITA, depreciation is replaced with ________ allowances in tax computations. 

5.3.2 Interaction between company accounts, capital gains, and CITA 

Company accounts and capital gains taxation interact closely with CITA provisions. Company 

accounts provide the financial data needed to compute taxable profits, while capital gains tax 

applies to profits from asset disposals. CITA integrates these elements by ensuring that both 

regular business profits and capital gains are considered in overall corporate taxation. 

For example, when a company sells an asset, the gain is subject to capital gains tax. However, 

the proceeds may also affect the company’s accounts, influencing its taxable profits under CITA. 

This interaction highlights the importance of accurate record-keeping and compliance with both 

accounting standards and tax laws. 

Table 5.2: Relationship between company accounts, capital gains, and CITA 
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Accounting 

Element 
CITA/NTA 2025 Provision Impact on Taxable Profit 

Net Profit per 

Accounts 

Starting Point: Accounting 

profit is the baseline but rarely 

equals taxable profit. 

Adjustment Required: Must be 

adjusted for "non-deductible" and 

"non-taxable" items. 

Depreciation 

Expense 

Disallowable (S. 27): 

Accounting depreciation is 

strictly disallowed under CITA. 

Add-Back: Add back total 

depreciation to the net accounting 

profit. 

Capital 

Allowances 

Statutory Relief: In place of 

depreciation, IA and AA are 

granted on qualifying capital 

expenditure. 

Deduction: Deduct from Assessable 

Profit to reach Total Profit (subject to 

a 66.7% cap for non-manufacturing). 

Capital Gains 

on Assets 

NTA 2025 Integration: Gains 

from asset disposals are no 

longer taxed at a separate 10% 

rate. 

Included in Income: Net chargeable 

gains are now added directly to the 

company’s total income and taxed at 

the corporate rate (e.g., 30%). 

Gains on 

Shares 

New Thresholds: Gains on 

share disposals are exempt if 

aggregate proceeds < ₦150m 

AND gain < ₦10m in 12 

months. 

Conditional Inclusion: If thresholds 

are exceeded, the gain is added to 

total profits and taxed at the CIT rate 

(up to 30%). 

WREN 

Expenses 

Wholly, Reasonably, 

Exclusively, and Necessarily: 

Only expenses meeting this test 

are deductible. 

Add-Back: Disallow and add back 

any "personal," "capital," or 

"unreasonable" expenditures found in 

accounts. 

Dividend 

Income 

Franked Investment Income: 

Dividends from another 

Nigerian company where WHT 

was paid. 

Exempt: Deducted from accounting 

profit as they are not subject to 

further tax in the hands of the 

recipient. 

 

Fill-in-the-blank: 

Capital gains tax applies to profits from asset disposals, while CITA ensures they are integrated 

into overall ________ taxation. 

Pilot questions 5.3 

1. The Companies Income Tax Act (CITA) governs: 
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a. Taxation of individuals 

b. Taxation of companies 

c. Taxation of charities 

d. Taxation of imports 

2. Which of the following replaces depreciation in tax computations under CITA? 

a. Capital allowances 

b. Operating expenses 

c. Fines and penalties 

d. Subsidies 

3. Company accounts interact with CITA by: 

a. Providing financial data for computing taxable profits 

b. Reducing company profits automatically 

c. Eliminating the need for tax returns 

d. Exempting companies from taxation 

4. Capital gains tax applies to: 

a. Profits from asset disposals 

b. Employee salaries 

c. Government subsidies 

d. Currency depreciation 

5. Accurate record-keeping is important because: 

a. It ensures compliance with accounting standards and tax laws 

b. It reduces company profits 

c. It eliminates penalties 

d. It exempts companies from taxation 

 

Part 5.4 Relationship With Petroleum Profits Tax Act (PPTA) 

5.4.1 Overview of PPTA provisions 

The Petroleum Profits Tax Act (PPTA) is the legislation that governs the taxation of 

companies engaged in petroleum operations in Nigeria. Unlike the Companies Income Tax Act 

(CITA), which applies to general companies, the PPTA is specific to petroleum businesses, 

reflecting the strategic importance of oil and gas to the national economy. 

Under the PPTA, petroleum companies are taxed on their profits from upstream operations such 

as exploration, drilling, and production. The Act specifies tax rates, allowable deductions, and 
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rules for capital allowances. It also provides guidelines for assessing profits, ensuring that 

petroleum companies contribute significantly to government revenue. 

 

Box 5.3: Key provisions of PPTA 

Feature Legacy Regime (PPTA) New Regime (PIA 2021) 

Primary Tax 

Instrument 

Petroleum Profits Tax 

(PPT) 

Hydrocarbon Tax (HT) + Companies 

Income Tax (CIT) 

Headline Tax 

Rate 

85% (Standard/JV) or 

65.75% (First 5 years). 

HT: 30% (PML) or 15% (PPL/Marginal 

Fields) + CIT: 30%. 

Deep Offshore 

Rate 
50% (Flat rate for PSCs). 

0% Hydrocarbon Tax; only 30% CIT 

applies. 

Governance 

Body 

Federal Inland Revenue 

Service (FIRS) & DPR. 

FIRS, NUPRC (Upstream), and 

NMDPRA (Midstream/Downstream). 

Investment 

Incentives 

Investment Tax 

Allowance (ITA) or 

Credit (ITC). 

Production Allowance based on 

cumulative production volumes. 

Tertiary 

Education Tax 

Tax Deductible (treated 

as an expense). 

Non-Deductible (must be paid from net 

profit). 

Gas Income 

Taxed at a lower rate 

(approx. 30%) under 

PPTA. 

Taxed exclusively under CIT (30%) to 

encourage gas utilization. 

 

Fill-in-the-blank: 

The Petroleum Profits Tax Act applies specifically to companies engaged in ________ 

operations. 

5.4.2 Application of PPTA to petroleum companies and capital gains 

The PPTA interacts with capital gains taxation in unique ways. When petroleum companies 

dispose of assets such as oil rigs, pipelines, or licences, any profit realised may be subject to 

capital gains tax. However, the PPTA provides specific rules for how such disposals are treated, 

ensuring consistency with the broader taxation framework. 

For example, capital allowances under the PPTA may offset certain gains, reducing the taxable 

amount. Additionally, exemptions may apply if the disposal is part of restructuring within the 
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petroleum sector. This demonstrates how the PPTA integrates capital gains taxation into the 

specialised context of petroleum operations. 

Table 5.3: Interaction of PPTA with capital gains taxation 

 

 

Feature 
Treatment under 

PPTA / PIA 
Key Implication for Petroleum Companies 

Chargeable 

Gains 

Not taxed under the 

general Capital 

Gains Tax (CGT) 

Act. 

Gains from the disposal of assets used in 

petroleum operations are specifically governed 

by petroleum tax laws to ensure higher 

government take. 

Asset Disposals 

Treated as 

"balancing charges" 

or "disposal 

proceeds." 

When an asset is sold, the proceeds reduce the 

Qualifying Capital Expenditure (QCE) pool. 

If proceeds exceed the tax book value, a 

balancing charge is applied. 

Balancing 

Charge 

Added to 

"Assessable Tax." 

This acts as a clawback of previously claimed 

capital allowances. It effectively taxes the gain 

at the petroleum tax rate (up to 85% for legacy 

JVs) rather than the standard CGT rate (10%). 

Capital Gains 

(PIA 

Transition) 

Subject to Capital 

Gains Tax (CGT) at 

10% on shares. 

Under the new PIA, the disposal of shares in a 

petroleum company is now subject to CGT, 

whereas asset sales remain integrated into the 

petroleum tax calculation. 

Treatment of 

Losses 

Capital losses cannot 

be offset against 

production income. 

Losses from asset disposals are generally ring-

fenced or treated as non-deductible for the 

purpose of calculating "Adjusted Profit." 

 

Fill-in-the-blank: 

When petroleum companies dispose of assets, any profit realised may be subject to ________ 

gains tax. 

Pilot questions 5.4 

1. The Petroleum Profits Tax Act (PPTA) governs taxation of: 

a. General companies 

b. Petroleum companies 

c. Charitable organisations 
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d. Importers and exporters 

2. Which of the following is a key provision of PPTA? 

a. Taxation of petroleum companies on upstream operations 

b. Taxation of employee salaries 

c. Taxation of government subsidies 

d. Taxation of charitable donations 

3. Capital gains tax may apply to petroleum companies when they: 

a. Dispose of assets such as oil rigs or pipelines 

b. Pay employee wages 

c. Receive government grants 

d. Import machinery 

4. Capital allowances under PPTA may: 

a. Offset certain gains from asset disposals 

b. Increase taxable profits 

c. Eliminate company accounts 

d. Replace government subsidies 

5. The PPTA ensures that petroleum companies contribute significantly to: 

a. Government revenue 

b. Currency depreciation 

c. Tax evasion 

d. Reduced liabilities 

Series Summary 

This Series has examined company accounts, capital gains, and their relationship with the 

Companies Income Tax Act (CITA) and the Petroleum Profits Tax Act (PPTA). We began by 

exploring the nature and preparation of company accounts, followed by their taxation 

implications. We then discussed capital gains taxation, including its definition, scope, 

computation, and exemptions. Afterwards, we analysed how company accounts and capital gains 

interact with CITA provisions, ensuring that both regular profits and asset disposals are 

integrated into corporate taxation. Finally, we considered the PPTA, focusing on its application 

to petroleum companies and the treatment of capital gains in the oil and gas sector. 

By engaging with these topics, you should now be able to describe company accounts, explain 

their tax implications, define and compute capital gains tax, analyse the interaction between 

company accounts and CITA, and evaluate the application of PPTA to petroleum companies. 

These outcomes align directly with the Series Learning Outcomes and provide you with practical 

knowledge for understanding taxation in corporate and petroleum contexts. 



 

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

Glossary Of  Terms 

• Accounting profits: Profits reported in company accounts before tax adjustments. 

• Assessable profits: Profits calculated under tax law before applying education or 

corporate taxes. 

• Balance sheet: A financial statement showing a company’s assets, liabilities, and equity 

at a point in time. 

• Capital allowances: Tax deductions that replace depreciation in computing taxable 

profits. 

• Capital gains: Profits realised when an asset is sold for more than its purchase price. 

• Capital Gains Tax Act (CGTA): Legislation governing taxation of capital gains in 

Nigeria. 

• Cash flow statement: A financial statement showing inflows and outflows of cash 

during a period. 

• Companies Income Tax Act (CITA): Legislation governing taxation of companies in 

Nigeria. 

• Income statement: A financial statement showing revenue, expenses, and profit over a 

period. 

• Petroleum Profits Tax Act (PPTA): Legislation governing taxation of petroleum 

companies in Nigeria. 

• Taxable profits: Profits adjusted for tax rules, excluding non-taxable income and 

disallowable expenses. 

Concept Check Questions 5 

Objective questions 

1. Which of the following is NOT a component of company accounts? 

1. Income statement 

2. Balance sheet 

3. Cash flow statement 

4. Tax clearance certificate 

(Linked to SLO 5.1) 

2. Capital gains refer to: 

1. Profit from selling an asset above its purchase price 

2. Company turnover 

3. Employee salaries 

4. Government subsidies 

(Linked to SLO 5.3) 

3. Which of the following replaces depreciation in tax computations under CITA? 

1. Capital allowances 

2. Operating expenses 

3. Fines and penalties 

4. Subsidies 

(Linked to SLO 5.5) 

4. The PPTA applies specifically to: 
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1. General companies 

2. Petroleum companies 

3. Charitable organisations 

4. Importers and exporters 

(Linked to SLO 5.6) 

Short-answer questions 

5. Define company accounts and explain their purpose. (Linked to SLO 5.1) 

6. What is the scope of capital gains taxation? (Linked to SLO 5.3) 

7. Explain the role of CITA in corporate taxation. (Linked to SLO 5.5) 

Long-answer questions 

8. Demonstrate how to compute capital gains tax, including allowable expenses and exemptions. 

(Linked to SLO 5.4) 

• Basic response: Disposal proceeds minus allowable expenses and original cost gives the 

net gain, taxed at the prescribed rate. 

• Value-added response: Outstanding learners may also discuss exemptions such as 

charitable disposals, transfers between spouses, and group company reliefs. 

1. Evaluate the application of PPTA to petroleum companies and capital gains. (Linked to 

SLO 5.7) 

• Basic response: PPTA governs taxation of petroleum profits and integrates capital gains 

from asset disposals. 

• Value-added response: Outstanding learners may also assess how capital allowances 

under PPTA offset gains, and how exemptions support restructuring in the petroleum 

sector. 

Answers to Concept Check Questions 5 

1. Tax clearance certificate 

1. Profit from selling an asset above its purchase price 

1. Capital allowances 

1. Petroleum companies 

•  Company accounts are formal records of a company’s financial activities, prepared to show 

performance and financial position.  

•  Capital gains taxation covers profits from the disposal of tangible and intangible assets, with 

certain exemptions.  

•  CITA governs corporate taxation, determining taxable profits, allowable deductions, and 

penalties for non-compliance.  

•  See basic and value-added responses above.  
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•  See basic and value-added responses above.  

Answers to Pilot Questions 5 

Part 5.1: 1d, 2a, 3a, 4b, 5a 

Part 5.2: 1a, 2c, 3a, 4a, 5d 

Part 5.3: 1b, 2a, 3a, 4a, 5a 

Part 5.4: 1b, 2a, 3a, 4a, 5a 

References and Attributions 5 

Illustration references and prompts 

• Figure 5.1: Components of company accounts 

• AI prompt: “Generate a diagram showing the three main components of company 

accounts: income statement, balance sheet, and cash flow statement.” 

• Suggested OER search string: “components of company accounts diagram OER” 

• Table 5.1: Adjustments from accounting profits to taxable profits 

• AI prompt: “Create a table comparing accounting profits and taxable profits, 

showing adjustments such as depreciation and disallowable expenses.” 

• Suggested OER search string: “accounting profits vs taxable profits Nigeria OER” 

• Figure 5.2: Scope of capital gains taxation 

• AI prompt: “Generate a diagram showing the scope of capital gains taxation, 

including taxable assets and exemptions.” 

• Suggested OER search string: “scope of capital gains tax Nigeria diagram OER” 

• Table 5.2: Computation and exemptions under capital gains tax 

• AI prompt: “Create a table showing computation of capital gains tax, including 

disposal proceeds, allowable expenses, and exemptions.” 

• Suggested OER search string: “capital gains tax computation Nigeria OER” 

• Box 5.1: Key provisions of CITA 

• AI prompt: “Create a box summarising the key provisions of the Companies 

Income Tax Act (CITA).” 

• Suggested OER search string: “Companies Income Tax Act Nigeria provisions 

OER” 

• Table 5.2: Relationship between company accounts, capital gains, and CITA 

• AI prompt: “Create a table showing how company accounts and capital gains 

interact with CITA provisions in computing taxable profits.” 

• Suggested OER search string: “interaction company accounts capital gains CITA 

Nigeria OER” 

• Box 5.3: Key provisions of PPTA 

• AI prompt: “Create a box summarising the key provisions of the Petroleum 

Profits Tax Act (PPTA).” 

• Suggested OER search string: “Petroleum Profits Tax Act Nigeria provisions 

OER” 

• Table 5.3: Interaction of PPTA with capital gains taxation 
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• AI prompt: “Create a table showing how PPTA applies to petroleum companies, 

including treatment of asset disposals and capital gains.” 

• Suggested OER search string: “application of PPTA petroleum companies capital gains 

Nigeria OER” 

General references for Series 5 content 

• Companies Income Tax Act (CITA) provisions on corporate taxation. 

• Capital Gains Tax Act (CGTA) guidelines on asset disposals and exemptions. 

• Petroleum Profits Tax Act (PPTA) provisions on petroleum operations. 

• Open educational resources on taxation of companies, capital gains, and petroleum 

profits. 

 

 

 

 


