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INTRODUCTION

ACC 318 is a 300- level second semester courggrdtduces you to
advanced taxation. This is an adaptation of @&N STUDY PACK.

WHAT YOUWILL LEARN IN THIS COURSE

This course guide tells you briefly what to expfom reading this course.
The study of financial accounting is to familiarigeu with this subject matter
which is dealt with herein and of which are expddteknow much about after
reading through

COURSE AIMS

The aim of the course is to help the learner becarasonably well-informed

about financial accounting. It will also enableuyio have the knowledge and
skill of analysing, computing and assessing difierganisations for taxation
purposes.

COURSE OBJECTIVES

The major objectives of this course, as designexli@enable the students to
know all the relevant enactments and legislation®lation to assessment and
taxation in Nigeria. As well, students should b&ab:

. discuss in detail the rationale behind impositibteation in Nigeria

. explain the term “tax investigation”

o describe the stages of tax investigation

. explain the jurisdiction tax appeal tribunal

o discuss the particulars contained in the noticeagbeal against an
assessment of a tax payer?

. describe what is meant by right to legal represemtdy a tax payer

o compare tax avoidance with tax evasion

o distinguish between earned and unearned incomesligfduals

o explain the various incomes that are chargeablexempted from
personal tax

o enumerate the principles of allowable and disalldeeexpenses or
deductions

. identify the reliefs and allowances that are deellidiefore arriving at
the chargeable income for the relevant years @ssssent

o differentiate between withholding tax and valueedithx

. enumerate the problems of administering withholdagin Nigeria

. define value added tax

o list the goods and services that have been exenfigedvalue added
tax

. enumerate the functions of VAT committee and trddun

o explain how an agent is appointed

. explain the term capital allowances
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o list and explain the types of capital allowances
o define and discuss the concept leasing assets.

WORKING THROUGH THIS COURSE

For you to excel in this course, you are requikeadrefully read each unit,

and understand the contents. You are also reqtorattempt each unit self-

assessment exercises and submit your assignmermisé@ssment purposes.
Apart from studying the course material on your pwou also need to attend
tutorial sessions for exchange of ideas with yauiliator.

You are expected to compile the questions thatymugand the grey areas in
the course materials and bring these for discussitinfellow learners and the
Facilitator. You are expected to carve out spedifne each day, every day
for your study. Try to form good study habits. nikenber that you are a self-
learner. In other words, you are on your ownyoli study hard every day and
do your assignments, you will achieve your goal.

COURSE MATERIALS

You will be provided with the following materials:

o Course Guide

o Course Material containing Study Units
o Assignment File

STUDY UNITS

The 18 study units structured into 3 modules ia thuurse are as follows:

MODULE 1

Unit 1 Taxation, Revenue Authorities and Ethicaliss
Unit 2 Tax Audit and Investigation

Unit 3 Tax Appeal Tribunal and Interpretation ofXTlaaws
Unit 4 Tax Planning and Tax Avoidance

Unit 5 Taxation of Incomes: Offences and Penalties
Unit 6 Taxation of Income from Settlement, Trustsl &states
MODULE 2

Unit 1 Withholding Tax

Unit 2 Value Added Tax

Unit 3 Capital Allowances

Unit 4 Capital Gains Tax

Unit 5 Tax Effects of Privatisation and Commeraation
Unit 6 Profits, Assessable Profits and Tax Payable
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MODULE 3

Unit 1 Person Chargeable, Offences and Penalties
Unit 2 Tax on Special Businesses

Unit 3 Petroleum Profit Tax

Unit 4 Stamp Duties

Unit 5 Tax Planning and Tax Administration

Unit 6 Tax on Pioneer Industries

All these units are demanding. They also deal Vi#isic principles and
values, which merit your attention and thought.cKla them in separate study
periods. You may require several hours for each.

We suggest that the Modules be studied one aftemther, since they are
linked by a common theme. You will gain more frémem if you have first
carried out work on the scope of Family Law gerigra¥ou will then have a
clearer picture into which to paint these topic&ubsequent courses are
written on the assumption that you have compldiedé units.

Each study units consists of one week’s work awctudes specific objectives,
directions for study, reading materials and sedleasment exercises.
Together with tutor-marked assignments, these eearowill assist you in
achieving the stated learning objectives of thewviddal units and of the
course.

ASSESSMENT

There are two types of assessment for this coutise: tutor-marked
assignment, and the end of course examination.

In tackling the assignments, you are expected pdyapformation, knowledge
and techniques gathered during the course. Thgnassnts must be
submitted to your tutor for formal assessment toadance with the deadlines
stated in the presentation schedule and the assignfie. The work you
submitted to your tutor will count for 30% of yaiatal course mark.

At the end of the course, you will need to sitddinal written examination of
‘three hours’ duration. This examination will alsount for 50% of your total
course mark.

TUTOR-MARKED ASSIGNMENTS

There is a tutor-marked assignment at the end ¥Yeryeunit. You are
required to attempt all the assignments. You bélassessed on all of them
but the best three performances will be used feessnent. The assignment
carries 10% each.

When you have completed each assignment, sendjethier with a TMA
form, to your tutor. Make sure that teach assigmmeaches your tutor on or
before the deadline. If for any reason you cacoatplete your work on time,

vi
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contact your tutor before the assignment is dugigouss the possibility of an
extension. Extensions will not be granted after thue date unless under
exceptional circumstances.

FINAL EXAMINATION AND GRADING

The end of course examination carries 70% of thed srore for the course.
You will be notified of the time of the examinationYou should prepare
thoroughly for the examination by studying very dhar You should also
submit yourself for the examination.

The table below lays out how the actual course mar& broken down:

ASSESSMENT MARKS

Assignment 1- 4 (TMAs) (the bes| Four assignments. Best three me
three of all the assignments submittedf the four count at 30% of course

marks
Final Examination 70% of overall course marks
Total 100% of cour se marks

COURSE OVERVIEW

This table brings together the units and the nunobeveeks you should take
to complete them and the assignment that follownthe

Unit Title of work Weeks | Assessment
activity | (end of unit)

Module 1

1 Taxation, Revenue Authoritiesand 1 1
Ethical Issues

2 Tax Audit and Investigation 1

3 Tax Appeal Tribunal and 1 2
Interpretation of Tax Laws

4 Tax Planning and Tax Avoidance 1

5 Taxation of Incomes: Offencesand 1 3
Penalties

6 Taxation of Income from 1
Settlement, Trusts and Estates
Module 2

1 Withholding Ta: 1 4

2 Value Added Ta 1

3 Capital Allowance 1

4 Capital Gains Te 1 5

5 Tax Effects of Privatisation and 1
Commercialisation

6 Profits, Assessable Profits and Tax 1 6
Payable
Module 3

1 Person Chargeable, Offences and 1 7

vii
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Penalties
Tax on Special Businesses 1
Petroleum Profit Tax 1

Stamp Duties 1 8
Tax Planning and Tax 1
Administration
Tax on Pioneer Industries 1 9
Revision 2
Total 20

gbhlwnN

o]

HOW TO GET THE MOST FROM THIS COURSE

In distance learning, the study units are speciadlyeloped and designed to
replace the university lecturer. Hence, you carkwirough these materials at
your own pace, and at a time and place that suwits best. Visualise it as
reading the lecture instead listening to a lecturer

Each of the study units follows a common format.e Trst item is an
introduction to the subject matter of the unit, dmulv a particular unit is
integrated with the other units and the course aghale. Next is a set of
learning objectives. These objectives let you kndvat you should be able to
do by the time you have completed the unit. Yowsthaise these objectives
to guide your study. When you have finished the, wgu must go back and
check whether you have achieved the objectivegufmake a habit of doing
this, you will significantly improve your chancekpassing the course.

The main body of the unit guides you through thguneed reading from other
sources. This will usually be either from your seibks or from a reading
section. You will be directed when you need to aseomputer and guided
through the tasks you must do. The purpose of dmpating work is two-

fold. First, it will enhance your understanding the material in the unit.
Second, it will give you practical experiences sing programmes which you
could well encounter in your work outside your s&sd In any event, most of
the techniques you will study are applicable on goters in normal working
practice, so it is important you encounter themrduyour studies.

Activities are interspersed throughout the unitsj answers are given at the
end of the units. Working through these tests Wwélp you to achieve the
objectives of the units and prepare you for theigassents and the
examinations. You should do each activity as yomedo it in the study unit.
There are also numerous examples given in the smmitg, work through
these when you come to them, too.

The following is a practical strategy for workifg@ugh the course. If you run
into any trouble, telephone your facilitator or ptie questions on your portal.
Remember that your facilitator's job is to help ydhen you need help,
don’t hesitate to call and ask your tutor to previd In summary,

viii



ACC 318 COURSE GUIDE

o Read this course guide.

o Organise a study schedule. Refer to the coursevieverfor more
details. Note the time you are expected to speneazh unit and how
the assignments relate to the unit. Important métion e.g. details of
your tutorials, and the date of the first day af #emester is available
from the portal. You need to gather together adl thformation in one
place, such as your diary or a wall calendar. et method you
choose to use, you should decide on and write ur ywn dates for
working on each unit.

o Once you have created your own study schedule,vdoything you
can to stick to it. The major reason that studéatsis that they get
behind with their coursework. If you get into dedilties with your
schedule, please let your facilitator know befaoiie too late for help.

o Turn to unit 1 and read the introduction and thectives for the unit.

o Assemble the study materials. Information abouttwioa need for a
unit is given in the ‘Overview’ at the beginning edich unit. You will
always need both the study unit you are workinguad one of your set
books, on your desk at the same time.

o Work through the unit. The content of the unieithas been arranged
to provide a sequence for you to follow. As you kvtirough this unit,
you will be instructed to read sections from yoat books or other
articles. Use the unit to guide your reading.

o Up-to-date course information will be continuouglgsted to your
portal.
o Well before the relevant due dates (about 4 weeltsré the dates)

access the Assignment file on the portal and doadhlgour next
required assignment. Keep in mind that you willrihea lot by doing
the assignments carefully. They have been desigmédlp you meet
the objectives of the course and, therefore, wdllphyou pass the
examination. Submit all assignments not later th@due dates.

o Review the objectives for each study unit to confithat you have
achieved them. If you feel unsure about any ofdabjectives, review
the study material or consult your tutor.

o When you are confident that you have achieved &surtjectives, you
can then start on the next unit. Proceed unitrbitbrough the course
and try to pace your study so that you keep youisseschedule.

o When you have submitted an assignment to your fotomarking, do
not wait for its return before starting on the nexit. Keep to your
schedule. When the assignment is returned, pdicplar attention to
your facilitator's comments. Consult your tutor smon as possible if
you have any questions or problems.

o After completing the last unit, review the coursel grepare yourself
for the final examination. Check that you have agbd the unit
objectives and the course objectives.

FACILITATORS, TUTORSAND TUTORIALS

There are 18 hours of tutorials (10 two-hour sessi@rovided in support of
this course. You will be notified of the dates, ¢snand location of these

iX
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tutorials, together with the names and phone nurabgour tutor, as soon as
you are allocated a tutorial group.

Your tutor will mark and comment on your assignrseeep a close watch
on your progress and on any difficulties you mightounter as they would
provide assistance to you during the course. Yastmmail your tutor-marked
assignments to your tutor well before the due ¢atdeast two working days
are required). They will be marked by your tutod aaturned to you as soon
as possible. Do not hesitate to contact your tbtprtelephone, e-mail, or
discussion board if you need help. The followinggimibe circumstances in
which you would find help necessary: when:

o you do not understand any part of the study unitthe assigned
reading

. you have difficulty with the self-tests or exerase

o you have a question or problem with an assignmetfit your tutor’s

comment on an assignment or with the grading aissignment.

You should try your possible best to attend thertats. This is the only

chance to have face-to-face contact with your tatat to ask questions which
are answered instantly. You can raise any probleoowntered in the course
of your study. To gain the maximum benefit from ksgututorials, prepare a
question list before attending them. You will learlot from participations in

discussions.

SUMMARY

ACC 318 examines the contents of Advanced Taxatibime course is
designed and developed for your benefit as an aticgustudent.

| hope that you will find this course interestingdaexciting. The course is a
living course. As you go through it, you will desplmore insight into family
law and the family property.

We hope you will enjoy your experience at the NaioOpen University of
Nigeria (NOUN). We wish you success in this couSeccess in this course
will help you attain your life goals.

Best wishes and regards.
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MODULE 1

Unit 1 Taxation, Revenue Authorities and Ethicaues

Unit 2 Tax Audit and Investigation

Unit 3 Tax Appeal Tribunal and Interpretation @XTLaws
Unit 4 Tax Planning and Tax Avoidance

Unit 5 Taxation of Incomes: Offences and Penalties

Unit 6 Taxation of Income from Settlement, Trustgl Estates

UNIT 1 TAXATION, REVENUE AUTHORITIES AND
ETHICAL ISSUES

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1 Financial Statements
3.2  The International Accounting Standards Board
3.3  Objectives of Financial Statements
3.4  Underlying Assumptions
3.5 Qualitative Characteristics of Financial Staats
3.6  Elements of Financial Statements

4.0 Conclusion

50 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

You are welcome to this course on advanced taxatinrthis module, you
will be introduced to six units whose titles areax@tion Revenue
Authorities and Ethical Issues, Tax Audit and Iriigegion, Tax Appeal
Tribunal and Interpretation of Tax Laws, Tax Plamghand Tax Avoidance,
Taxation of Income: Offences and Penalties and fl@axaf Income from
Settlement Trusts and Estates.

In this unit, you will be introduced to tax revenaathorities and ethical
issues. The unit will take you through the studytbé rationale for
Imposing taxation in Nigeria, classification of &sx principles of an ideal
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tax system, distribution of tax burden on taxpayarsl introduction to tax
administration.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

° Mention the objectives, classification and pritegof taxation

o explain the provisions of the Federal Inland Rewerfservice
(Amendment) Act 2007, the revenue service’'s contjmorsiand
functions

o explain the powers conferred on the Federal InRRedenue Service
regarding administration and enforcement of variaxsaws

o mention the powers and objectives of the Servieaguiries, know

filing, assessment and collection procedures, armalwkthe code of
ethics expected of revenue officials.

3.0 MAIN CONTENT

3.1 Rationale for Imposition of Taxes

The rationale for imposing taxes in a market econ@euch as Nigeria
stems from the government responsibilities whiahude:

(@)  Provision of public goods
A pure public good is one that displays the follegvcharacteristics:

0] displays zero marginal cost, that is, no extst is incurred in
supplying the good to more than one person

(i) individuals cannot be excluded from consugiihe good, even if
they have no desire for it

(i)  all members of society must consume the same amibwainnot be
rejected. For example, law and order.

An example of a pure public good is defence. Thavigion of national
defence protects all members of society from exsfehostilities at zero
marginal cost. No individual can be excluded anchnnot be rejected by
those who disagree in principle. For example, fissj if left to the
market, individuals with no desire for the good Wbhe unwilling to pay
the price, yet at the same time, they could nodmuded from benefiting.
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Consequently, a free market would be inefficienthia provision of public
goods, and they become the responsibility of thtest

(b)  Redistribution of income and wealth

The mechanism for the redistribution of income arehlth by the use of
transfer payments and benefits to those membeso@éty who are less
well off promotes social equality. Governments laeeoming increasingly
socially aware and are seeking to reduce poverty gromote social
welfare through income redistribution.

(c)  Promotion of social and economic welfare

Government often assumes a paternalistic role byighng ‘merit’ goods.
Merit goods, such as health and education, unlikkelip goods, can be
provided privately, but if left completely to matkéorces, merit goods
would be under-consumed, and so there are bemefitee state providing
such goods, as everyone benefits from living inealthy and educated
society. There are external benefits in the provisif merit goods as well.

In the same respect, demerit goods such as alcambl cigarettes are
discouraged by government in order to reduce thereal costs to society;
for example, health risks and pollution.

(d)  Economic stability
The government is responsible for avoiding highelsvof inflation and
unemployment in order to promote economic stabiityd sustainable

growth.

(e) The single Economic Community of West Africa tates
(ECOWAS) market

With the introduction of the single market in th@90’s, there is more
pressure on the government to be in harmony witkrahember states.

() Regulation
Legislation and regulatory controls imposed on pomds in order to

protect consumers, employees and the general palihe responsibility of
any socially aware government.
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Given these general responsibilities, taxation lmarm powerful tool in the
hands of any government as a means of ensuringhtagocial, political
and economic policies of the government in powerkaought to fruition.

SELF-ASSESSMENT EXERCISE

I State the rationale for imposing taxes in akeaeconomy such as
Nigeria.
. List and explain the four core objectives aihadern tax system.

3.2 The Classification of Taxes

A tax is a compulsory contribution imposed by goweent on her citizens
in order to provide public goods and services amsuee their social and
economic welfare. Taxes can be classified in thieviang ways:

3.2.1 Tax Base

Taxes have to be levied on one base or anotheraammhvenient way of
classifying a tax is to do so according to whabesng taxed. Three main
tax bases are used in the present Nigerian tagraystamely:

(@) Income
(b) Capital
(c) Consumption

3.2.2 Differences between Direct Tax and Indirect &x

A direct tax is one levied directly on the person who is inthtb pay the
tax. Examples of direct taxes are:

(@) Income tax
(b)  Company tax
(c) Capital gains tax

An indirect tax is borne by a person other than the one from witianax
is collected. Examples of indirect taxes are:

(@) Value added tax
(b)  Custom and excise duties
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3.3.3 Ad Valorem

An ad valorem tax is levied on the value of the tax base, for examnpl
income tax is charged at 10 per cent to 30 per, cepending on the level
and type of income.

3.3 Distribution of the Tax Burden

The way in which the burden of tax is distributadomg the taxpaying
community is another way in which taxes may besifesl. The rates of
tax can be set in such a way that they are:

(@) Progressive: Progressive taxes take an increasing portion as the
value of the tax base rises.

(b)  Proportional: A proportional tax takes a constant portion of the
value of the tax base and depends on the margntaaeerage rates
of tax being equal.

(c) RegressiveRegressive taxes take a declining portion as theevaf

the tax base rises and depends on the averageofrdse being
greater than the marginal rate of tax.

SELF-ASSESSMENT EXERCISE

What is the difference between direct taxes anatenttaxes?
3.4 The Principles of an ‘Ideal’ Tax System

In his book,The Wealth of the Nations (1776), Adam Smith proposed that a
‘good’ tax should display the following charactéds, it should:

(@) reflect a person’s ability to pay

(b)  be certain

(c) be convenient; and

(d)  be administratively efficient and not cause ecormoaistortion.

These principles still hold good today, and in adero tax system, an
‘ideal’ tax should conform as far as possible ® fibllowing criteria:

1. Simple, certain and convenient The tax should be relatively
simple for taxpayers to understand their liability.
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2. Flexible: The structure and rates of tax should be capabheing
altered without too much difficulty.

3. Administratively efficient: the costs of administering the tax should
not be too high in proportion to the revenue raised

4, Neutral: A tax is said to be neutral if it does not disteconomic
choices. This distortion of economic choice is knoas the excess
of burden of taxation, causing substitution effeetsult in economic
inefficiency.

5. Equitable: Taxes must not only be fair, they must also be sede
fair, if the taxpaying public is to find them acctaiple.

There are two types of equity to be considered:

(@) Horizontal equity - requires that people in similar situations are
treated in a similar way.

(b)  Vertical equity - requires that people in unequal situations are
treated with the necessary degree of inequality.

SELF-ASSESSMENT EXERCISE
List five principles an ‘idea’ tax should conforo?

3.5 Distribution of Tax Burden among Taxpayers

3.5.1 Traditional Approaches

There are two traditional approaches to the distigm of tax burden
among the taxpaying community. These are:

o benefit theory, and
o ability to pay.

(@) Benefit theory: This theory holds sway on the idea that taxes shoul
be levied in proportion to the benefit received. @@ face of it, this
approach would seem to be fair. However, in practibe benefit is
difficult to measure.
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(b)  Ability to pay: This approach is based on the idea that the buwfien
taxation should be spread in such a way as torggeeto an equality
of sacrifice among the taxpaying community. Forregke, 86, 000
is less of a sacrifice to a person earniag56l 000 than to one
earningMb5, 000 all other things being equal.

3.6 Introduction to Tax Administration

Presently, there are three tiers of government gadhr with the
administration of tax in Nigeria: the federal, staBnd the local
governments. Each tier of government has its owratdhority, created by
federal laws. The authorities include:

(1) The federal tax authority

The Federal Inland Revenue Service (EstablishnfettP007 provides for
the Establishment of the Federal Inland Revenueri&@er(FIRS), its
management board and so on. The service shalladhbeard, known as the
Federal Inland Revenue Service Board, which shalveh overall
supervision of the service as specified under theTdese are:

Executive chairman: (who shall be experienced xatian), appointed by
the President and subject to confirmation of theaBe

o Six members with relevant qualifications and expertw ho shall
be appointed by the President to represent eactheofsix geo-
political zones.

o A representative of the Attorney-General of thedfaton.

o The Governor of the Central Bank of Nigeria or t@gresentative.

o A representative of the Minister of Finance notolekhe rank of a
director.

o Chairman of Revenue Mobilisation, Allocation and sdal

Commission or his representative who shall be arfy the
Commissioners representing the 36 States of therk&eadn.

o The Group Managing Director of the Nigerian NatioRatroleum
Corp oration or his representative w ho shallb®below the rank
of Group Executive Director or its equivalent.

o Controller — General of the Nigerian Custom Servige his
representative not below the rank of a Deputy Gdlet-General.
o The Registrar-General of the Corporate Affairs Cassmon or his

representative not below the rank of a Directod an
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° The Chief Executive Officer of the National Plargpi@ommission
or his representative not below the rank of a Doec

Note

The members of the Board, other than the Execufikairman, shall be
part-time members.

(2) The state tax authority

State Internal Revenue Service (SIRS) (Section 854, C of Personal
Income Tax Act Cap P8 LFN 2004).

Joint state revenue committee

According to the act, each state of the federasioould have a joint state
revenue committee, comprising:

o The Chairman of the State Internal Revenue Semvid® acts as
Chairman of the Committee;

o The Chairman of the local government revenue cotamit

o A representative of the bureau of local governnadfdirs - (from
the rank of director and above)

o A representative of the revenue mobilisation atmn and fiscal
commission, as observer

o State sector commander of the FRSC as observer

o Legal adviser of the State Internal Revenue Seraicd

o Secretary to the committee - usually a staff ofSheS.

(3) The local government tax authority

Refer to Local Government Revenue Committee (Sec8d D & E of
Personal Income Tax Act Cap P8 LFN 2004). The Reze@Gommittee
shall comprise:

o the supervisor for finance as chairman
o three local government councilors as members
o two other persons experienced in revenue mattekse toominated

by the chairman of the local governments on therspnal merits.



ACC 318 MODULE 1

The following are constraints to effective tax adisiration in Nigeria:

(@) Poor public enlightenment

(b)  Inadequate funding of tax authorities

(c) Dearth of qualified and/or experienced taxawdds at the state and
local government tiers of government

(d) Tax evasion

(e) Improper use of tax consultants

() Lack of will power on the part of tax authgritpersonnel
(administrative ineffectiveness)

() Loopholes in the law; and

(h)  Poor governance.

3.6.1 Filing Requirements
0] Government assessment system

Under Section 41 of CITA, CA P C21 LFN 2004, a taygr under:

o the government assessment system is expectetnatsu

I audited accounts

. tax computation

iii. capital allowances computation

V. a statement of profits from every source; and

V. a declaration that the returns reflect a true amcect position
of the operations of the company and that the idesaé true
and complete.

(i)  Self-assessment filing

A company filing self-assessment is required uridiection 40B of CITA,
to include the following:

o computation of the tax payable for the assessnmeat yand
o evidence of payment to the designated bank ofak@ayable or the
relevant installment thereof.



ACC 318 ADVANCED TAXATION

3.6.2 Assessments
0] Government assessment

Where the returns filed are accepted by the Rev&eunece, they form the
basis of the assessment for the year. Where tleeyegacted, the Revenue
Service assesses on “Best-of-Judgment” basis (Betgion 47(2) of CITA.
Where the taxpayer fails to file; the Revenue Servs empowered under
Section 47(3) to estimate the assessment.

Where the Revenue Service makes a discovery ttaaipayer has not been
assessed or that it has been assessed at lesg thaght to have been
assessed, the Revenue Service is empowered uncteonSe8 of CITA to
raise additional assessment anytime within six /éaom the date of the
assessment.

Where, under the proviso of Section 48 of CITA tlmn-assessment or
under-assessment is due to any form of fraud, cabagk for a longer
period than the six years’ limitation.

(i)  Self-Assessment

The company assesses itself under this systemlstt gequires full
disclosure in respect of the incomes from all therses.

The returns are not, under internal regulatiorheésubjected to the routine
process of desk audit but are to undergo fieldtaadionfirm compliance.

SELF-ASSESSMENT EXERCISE

List the constraints to effective tax administratio Nigeria.

3.6.3 Final and Conclusion Assessment

An assessment which has become final and conclesineot be reopened
without the discovery of new facts. An assessmestoimes final and

conclusive under the following conditions:

o Where no valid objection is made within the statytome limit of
30days from the date of the service of the noticassessment

10
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. Where an appeal against the decision of the reveanegce is not
made to the Body of Appeal Commissioners withirdags from the
date of the Notice of Refusal to Amend

o Where an appeal is not made of the Federal HighrtQwithin
30days from the date of decision of the Body of égp
Commissioners.

4.0 CONCLUSION

We stated the objectives, classification and pples of taxation and
discussed the provisions of the Federal Inland Re®e Service
(Amendment). We also discussed the FIRS Act 20@7merating the
Revenue Service’s composition and functions as aelthe established
powers conferred on the Federal Inland Revenue i@ervegarding

administration and enforcement of various tax lawally, we listed the
powers and objectives of the Service’s enquirieqlaaned how filing,

assessment and collection procedures, as well asctlle of ethics
expected of revenue officials.

5.0 SUMMARY

This unit deals with tax administration in Nigerggvernment assessment
and approaches to the distribution of taxation igeNa.

In the next unit, we shall examine tax audit angstigation.

6.0 TUTOR-MARKED ASSIGNMENT

1. Explain in detail the rationale behind impositioh taxation in
Nigeria.

2. List and discuss the functions of the three tidraw administration
in Nigeria.

3. Through what means can tax burdens be distributétidgeria?
7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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UNIT 2 TAX AUDIT AND INVESTIGATION

CONTENTS
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1.0 INTRODUCTION

In the last unit, we dealt with tax administration Nigeria, government
assessment and approaches to the distributiorxatiaa in Nigeria.

In this unit, we shall examine tax audit and inigegton.
2.0 OBJECTIVES
At the end of this unit, you should be able to:

state the objectives of tax audit

discuss how to conduct a tax audit

explain the basis of the power of the Revenue Sena audit
enumerate the reasons for tax investigation

discuss how to conduct a tax investigation.

12
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3.0 MAIN CONTENT

3.1 Audit

An audit is an examination usually by an indepengenson, of a set of the
accounting books, records, documents, etc, fronthviai set of financial
statements has been prepared.

3.1.1 Obijectives of Statutory Audit
The objectives of an audit are to express an opiagto whether:

(@) Proper books have been kept

(b)  The financial statements are in agreement thighbooks

(c) The requirements of the applicable legislajorfior example,
CAMA, 1990 (as amended) have been complied with

(d)  Applicable accounting standards (both local arternational) have
been adhered to

(e) The financial statements give a true and feewwof the state of the
financial affairs of the enterprise as at its batasheet date, and

) The financial statements give a true and va&v of the result of the
operations of the enterprise for the period undelita

3.1.2 Specialised Audits

Specialised audits are norm ally involved whenesgecial attention is
needed on special issues that are not part of bijectoives of statutory
audits.

When a specialised audit is carried out, the auditould cover in his
report the particular objectives that w ere to bkieved as set out in the
auditor’s terms of reference.

3.2 Tax Audits

Tax audits are similar to special audits. They additional to statutory
audits and are carried out by tax officials froevant tax authorities). The
approach and scope of work would be slightly déférfrom that to be
carried out for audit under CAM A, 1990.

13
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3.2.1 Objectives of Tax Audit

The objectives of tax audit are to enable the taditars determine whether
or not:

(a) adequate accounting books and records existhi® purpose of
determining the taxable profits or loss of the &ygr and
consequently object the tax payable

(b)  the tax computations submitted to the tax auiyr by the taxpayer
agree with the underlying records

(c) all applicable tax legislations have been qied with

(d)  provision of an avenue to educate taxpayergaoious provisions of
the tax law

(e) discourage tax evasion

) detect and correct accounting and/or arithoaterrors in tax returns

(g) provide feedback to the management on varmuosisions of the
law and recommend possible changes

(h)  identify cases involving tax fraud and recomuhethem for
investigation

0] forestall taxable persons’ failure to rendmx teturns

()] forestall taxable persons’ rendering incomglet inaccurate returns;
and

(k)  encourage voluntary compliance which is onehef strong reasons
in support of the self-assessment scheme.

There are two types of tax audit:

(@) desk audit
(b) field audit.

(@) Desk audit
This ensures the completeness of the items sulohidtetax purposes. The
inspector carrying out a desk audit will also lok apparent errors or

mistakes in the tax computations and/or in the mp@mying documents
and records.

(b)  Field audit
A field audit is more elaborate and comprehenghanta desk audit. It is

usually carried out outside the inland tax revesueffice i.e. in the
taxpayer’s business premises. The need to caroytitin the taxpayer’'s

14
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premises is to enable the tax auditors carry oet é¢lxamination of
applicable documents and also obtain appropridtenmation directly from
the officials of the business.

3.3 The Tax Audit Process

This topic will be discussed under the under listed-topics.

3.3.1 Pre-Assessment Stage

The tax audit branch carries out audit exercisg onlcompanies that have
been referred to it by the management. The ultiraatkority for referral of
cases for audit lies with the Chairman throughDrector of Assessment.
The usual channels for recommending cases for aadiitde:

(@) The management:The technical committees, the chairman and the
director could refer cases directly to the bank.

(b)  Zonal coordinator: The zonal coordinator may also recommend
case for tax audit through the director of asseatme

(c) Area tax controllers: Desk officers recommend cases for tax
audit through their area tax controllers (ATC) thadsses the
recommendation to the director of assessment.

(d) Tax audit controllers: The tax auditor may recommend that
ongoing audit be extended to cover related companie

3.3.2 Assessment Stage
The stages in the audit process are as follows:

(@)  Selection of taxpayer to be audited

(b)  Preliminary review of taxpayer’s file

(c) Notification of taxpayer

(d)  Pre-audit meeting followed immediately by dieudit
(e)  Post audit meeting

) Interim audit report

(g) Post audit review by regional/headquarterstaudi
(h)  Reconciliation meetings; and

0] Final audit report.

15
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(@)  Selection of taxpayers to be audited

The criteria for the selection for files and auwditich are determined by
Audit Headquarter are as follows:

(@) Self-assessment taxpayers - at least two w#ace the last audit of
the taxpayer.

(b) Taxpayers with refund claims-especially agsidfrom excess
withholding tax credits and, or other named reasons

(c)  Taxpayers with nil returns or continuous leggation.

(d) Taxpayers with very low adequacy ratios.

(e)  Based on routine industry checks or sectauidlit (project audit.

() Based on lead information received from ingghce or other FIRS
departments or external sources.

(@)  Transfer pricing arrangements.

(h)  Tax planning schemes.

0] Claims under Double Taxation Agreement (DTA).

()] Secondary files-relationship with another tayer by way of
holding subsidiary associated or related comparoetd be criteria
for selecting companies for audit.

(k)  Industrial group’s compliance evaluation androfpability
comparison.

()] Verification of poor or extraordinary performee.

(m) Referrals resulting from desk examinations.

(n)  Information resulting from examination, auditd investigation of
other taxpayers.

(o) Random sampling.

(p) Firms making unusual requests of taking extimary decisions
such as centralising as erstwhile decentralisedatipe.

(n Directive from higher government authority.

(b)  Preliminary review of taxpayer’s file

This is aimed at preparing both the audit departraed the audit teams
that will be involved in the audit exercise for #edit task ahead.

(c) Preliminary activities

Before audit executives set out, certain prelimynactivities must take
place. These are:

16
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(@) Gathering of the files and grouping them irttie humber of audit
teams to be established.

(b)  Audit teams to acquaint themselves with baskgd information
about their cases.

(c) Prepare audit checklists to be used in respkeelach company to
ensure that all necessary areas of audit actiatiecovered.

(d)  Design interview format (if necessary) for k@ompany, depending
on the problems, so as to ensure that all grourelsavered;

(e)  Assign specific duties to audit team members.

(d)  Audit checklist

The checklist is used during the audit exercisensure that a thorough job
is done.

(e) Background information

The following are basic information to be extracfeom the taxpayer’'s
file:

(@) Name of the company

(b) Registered address

(c) Business address

(d) Date of incorporation

(e) Date of commencement of business

) Tax file number

() Nature of business

(h)  External auditors/tax consultants and their ade®ess
0] Bankers/addresses

()] Solicitors and secretaries

(k)  Share capital (authorised and issued)

()] Shareholding structure

(m) Names of directors/number of shares held

(n)  Associated companies/addresses

(o) Litigation details, if any

(p)  Period covered during the last audit or investgagxercise; and
(@) Accounting year end.

() Notification of taxpayer

On completion and approval of the preliminary rewiey the head of the
unit, the taxpayer or his tax consultants will k#ifred of the field audit,

17
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which will then be carried out in the company’smrges. The notification
letter will state the following:

(a)
(b)
(c)
(d)

(@)

Period (years) that the audit exercise will cover

List of records/documents to be made availabléiferaudit

Date and time of commencement of audit exercise

Names of inland tax revenue officials that will gaout the audit.

Pre-Audit Meeting followed by Field Audit

The meeting is aimed at:

(i
(ii)

(iii)
(iv)

(v)
(vi)

(h)

informing the taxpayer of the purpose of the audit

confirming background information of the taxpayerler obtained
in the assessment file

getting other relevant information that are notilade in the file
familiarisation with the company’'s accounting angerational
system

giving the taxpayers the opportunity to expressrthews on the
audit

seeking the cooperation of the taxpayer in termgro¥iding books
and records and explanation where necessary.

Post audit meeting

A post audit meeting should be held immediatelgrafihe end of the field
audit, between the tax auditors and the taxpayedstlaeir representatives
at the taxpayer’s premises.

(i)
1)

(2)

18

Interim audit reports

Preliminary reports: Sometimes, the schedule officer of a case
would come across material issues, in the courgbeopreliminary
review of the assessment file that should be brotgythe notice of
the management. In such an instance, a prelimimapprt be
prepared and sent to the chairman detailing sistiess

Interim reports: After the field audit, but before the conclusion o
the audit exercise, progress reports could be dafier by
management. The team leader should collate theiduwdil reports
of all the team members and write the interim Augéport. The
report should highlight details of all the thindgat may result in
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additional tax assessment as well as areas oflppesdispute with
the taxpayer and suggestions on how to resolve.them

()] Post audit review by regional/headquarters audi

The Regional/Headquarters Audit will review theehiin Audit Report as
soon as it is received, by giving clear directivas all reported matters,
after due consideration of the technical issuevluied based on the
prevailing tax laws, as well as the generally ateg@@accounting principles.
This will form the basis for the reconciliation ntiegs.

(k)  Reconciliation meetings

This is a meeting between the tax auditors (witpresentatives of
regional/headquarters audit present as appropraiedhe one hand the
taxpayers (and their representatives and tax ctamgs) on the other hand.
()] Final audit report

The audit report is the final stage of the auditisl very important and

should be rendered immediately an audit is comglete contains all
important items about the company and the audikwlone.

3.4 Types of audit exercise

There are three types of audit exercises. They are
(@) Routine sector audit

(b)  Routine zonal audit

(c)  Special-purpose audit

These are briefly explained below.

(@) Routine sector audit

This audit covers companies operating within a #peandustry, for
example, banking, construction, oil servicing, gimg and so on.

(b)  Routine zonal audit

The tax audit branch is located within the Lagosezand thus operates
more actively within the zone. However, periodicliasours of other zones
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are carried out. Companies within such zones igesge of industry are
visited and audited.

(c)  Special purpose audit

This is when an audit is carried out to achievepacsic purpose by
management.

SELF-ASSESSMENT EXERCISE

I What are the usual channels for recommendingschs audit?
. List and explain the types of audit exercise.

3.5 Audit Programme

This is a schedule of audit work expected to béopered on each item of
the accounts such as income/turnover, expenditassgfs and liabilities.

3.5.1 Benefits of the Audit Programme
The benefits of audit programme are as follows:

(@) It will provide details of the work, which theam leader requires
individual members of the team to perform.

(b) It will provide information as to how much tlaedit work has been
completed as at a particular date, and how muohtstanding.

(c)  Provides a record of audit responsibility wg\pding a record of the
audit staff members responsible for each part@tcttmpleted work.

(d)  Provides an avenue for the team leader taa@iéohis available staff
in the most productive and efficient manner possibl

(e) It is a time management tool.

3.6 Tax Investigations

Investigations, as distinct from tax audits, ardedafor when there are
problems in, for example, an organisation eithdedaiing the whole or

particular segment of the organisation. Such cbeldequired when a large
fraud is suspected or when evidence of mismanageat®unds and an
interested party requires that the effect on thierprnise be quantified for
management decision-making purposes.

20



ACC 318 MODULE 1

3.6.1 Stages of Tax Investigation

The stages of tax investigation are:

Surveillance or pre-investigation activities
Evidential audit or investigation

Case preparation

Arraignment

Termination of investigation.

3.6.2 Investigation/Intelligence Division

Some of the roles and responsibilities of the Hehthe Division are as
follows:

a.
b.

Qo

Coordinate the activities of all the units in theision.

Articulate and direct policies and programmes aimédchieving

the objectives of the division.

Define key operating/guiding principles.

Design strategies for deterring violations of taw$ and hence
ensuring tax compliance.

Collate and maintain reliable statistics of invgations/intelligence
work.

Recommend and amendments of tax laws in orderug all areas
of tax leakages and so on.

3.6.3 Civil Investigations Unit

The activities of this unit are highlighted below:

"0 TQ

Investigate tax avoidance scheme

Investigate cases for tax refunds

Review cases for mergers and acquisitions

Issue warrants for search and seizure under set5an

Identify areas for amendments to tax laws in otdeplug all areas
of tax leakages.
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3.6.4 Criminal Investigation Unit

The Criminal Investigation Unit is responsible for:

a. Investigate, penalise and recommend prosecutionases of tax
evasion.

b. Investigate and liaise with relevant agencies fosgcution.

C. Carryout search and seizure where such would r@sudbtaining

relevant document for an investigation.
d. Analyse and evaluate evidences obtained to edtaldrgminal
violation, follow up with assessment, penalties angpare case for

prosecution.

e. Identify the areas for amendments to tax laws deoto plug all tax
leakages.

f. Assist in preparing evidence for prosecution ofatars.

g. Liaise with the National Drug Law Enforcement Ager{BiDLEA),
Economic and Financial Crime Commission (EFCC), eXm
Deposit Insurance Corporation (NDIC) and CentrahBaf Nigeria
(CBN) to investigate violation of tax laws in casaflswhite-collar
crimes such as money laundering.

SELF-ASSESSMENT EXERCISE

List the responsibilities of the following:

o Investigation/Intelligence Division
o Civil Investigations Unit
o Criminal Investigation Unit.

4.0 CONCLUSION

We have defined tax audit and investigations arulagxed its objectives.
We described the two types of tax audit and explhithe process of
carrying out a tax audit, especially under the sgH-assessment period and
under the current self-assessment regime. Howenethe case of tax
investigation, an intelligence unit of the authyri$ involved in sourcing
for tax information as regards incomes from allrses received by or paid
to a named taxpayer.
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5.0 SUMMARY

In this unit, we have stated the objectives ofdagit and discussed how to
conduct a tax audit. We explained the basis ofpibwer of the revenue
service to audit; enumerated the reasons for tasestigation; and

discussed how to conduct a tax investigation.

In the next unit, we shall look into another tofiex appeal tribunal and
interpretation of tax laws'.

6.0 TUTOR-MARKED ASSIGNMENT

1. What do you understand by the term “tax investaya®
2. State the stages of tax investigation.

7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In the last unit, we dealt with tax administration Nigeria, government
assessment and approaches to the distributioxatidéa in Nigeria.

In this unit, we shall examine tax audit and inigegton.
2.0 OBJECTIVES
At the end of this unit, you should be able to:

) interpret tax laws

state the composition and jurisdiction of Tax Adpaad Tribunal
(Tax Appeal Commissioners)

describe what constitutes an appeal

enumerate the procedure for raising objectionaxassessments
list the procedure for the hearing of appeals
discuss the procedure to be followed for furthgresgts to the High
Court or court of Appeal; and
o list the taxpayers rights in a dispute.
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3.0 MAIN CONTENT

3.1 Establishment of a Tax Appeal Tribunal

If any taxpayer disputes a tax assessment raiséthoby the tax authority,
he may give notice of objection, and if the objectis turned down, the
taxpayer may seek redress with the Tax Appeal Tiabu

The Tax Appeal Tribunal was established by sech9(l) of the Federal
Inland Revenue Service (Establishment) Act 2007prasided for in the
fifth schedule to the act.

3.1.1 Power of the Minister

According to the act, the minister may by noticetle federal gazette
specify the number of zones, matters and placesglation to which the
tribunal may exercise jurisdiction.

3.1.2 Composition of the Tribunal

The tribunal shall consist of five members (heriarareferred to as “Tax
Appeal Commissioners”) to be appointed by the rtenis

3.2 Jurisdiction of the Tribunal

(@) The tribunal shall have power to adjudicate disputes, and
controversies arising from the following tax lawkexeinafter
referred to as “The Tax Laws”).

0] Companies Income Tax Act, CAP 60 LFN 1990

(i) Personal Income Tax Act No. 104, 1993

(i)  Petroleum Profits Tax Act CAP 354 LFN 1990

(iv) Value Added Tax Act N0.102, 1993

(v) Capital Gains Tax Act CAP 42 LFN 1990; and

(vi)  Any other law contained in or specified in the tfisshedule
to the act or other laws made or to be made frame to time
by the National Assembly.

(b)  The tribunal shall apply such provisions oé tiax laws referred to

above as may be applicable in the determinaticeswlution of any
dispute or controversy before it.
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3.3 Criminal Prosecution

Where in the course of its adjudication, the trudiscovers evidence of
possible criminality; the tribunal shall be obligedpass such information
to the appropriate criminal prosecuting authorjtssch as the office of the
Attorney-General of the Federation or the Attorigsneral of any state of
the Federation or any relevant law enforcement@agen

SELF-ASSESSMENT EXERCISE

State the tax law that established the tax appéahtal.

3.4 Appeals to the Tribunal

This topic is discussed under the following subigsp

3.4.1 Notice of Appeal

A notice of appeal against an assessment shallifgptie following
particulars:

(@) The official number of the assessment, the date taadyear for
which it was made

(b)  The amount of total profits on which the tax waarged

(c) The amount of the tax charged

(d) The date of service of notice of refusal by theeraie service to
amend the assessment

(e) The precise grounds of appeal against the assessmen

()  Address for service of any notice, correspondence other
documents to be given to the appellant by the tagréo the Appeal
Commissioners.

3.4.2 Notice of Refusal to Amend

When a notice of refusal to amend has been recdiyeahy company, the

company, if it desires, can appeal against thesassent upon giving notice

(notice of appeal) in writing to the secretary be ttax appeal tribunal,

within thirty days from the date of service to tinice of refusal. The date
of service is the date on the notice of refusarieend and not the date of
receipt of the notice by the company. A late apmeay be accepted, upon
an application being made to the tax appeal tripuh¢here is reasonable

excuse for the delay, for example postal delays.
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3.5

(@)

(b)
(€)

(d)

(€)

Appeals to the Federal High Court

Any person dissatisfied with a decision of thbunal constituted
under this Schedule may appeal against such deaisica point of
law to the Federal High Court upon giving noticewnting to the
secretary to the tribunal within 30days after tlagedon which such
decision was given.

A notice of appeal filed pursuant to subpaapyr(a) above shall set
out all the grounds of law on which the appellagtse is based.

If the service is dissatisfied with the dearsiof the tribunal, it may
appeal against such decision to the Federal Higirt@m points of
law by giving notice in writing as specified in (&) the secretary
within 30 days after the date on which such denisvas made.

Upon receipt of a notice of appeal, the secydtathe tribunal shall
cause the notice to be given to be given to thei@Registrar of the
Federal High Court along with all the exhibits terel at the
hearing before the tribunal.

The Chief Judge of the Federal High Court magken rules
providing for the procedure in respect of appeasienunder this act
and until such rules are made, the Federal HighrtGales relating
to hearing of appeals shall apply to be hearingnodppeal under the
act.

SELF-ASSESSMENT EXERCISE

3.6
(@)

(b)

State the tax law that established the tax dgpbanal.
List the particulars that a notice of appeahiagt an assessment
must have.

Right to Legal Representation

A complainant or appellant, as the case maylag, either appear in
person or authorise one or more practitioners graduits officers to

represent him or its case before the tribunal.

Every individual or company in a case befdre tribunal shall be
entitled to be represented at the hearing of aeadpy a solicitor or
chartered accountant or adviser provided that. hé fperson
appointed by the taxpayer to be representativenynraatter before
the tribunal is unable for good cause to attendihgahereof, the
tribunal may adjourn the hearing for such reasandlyhe as it

deems fit, or admit the appeal to be made by sdhes person or by
way of a written address.
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Powers and Procedures of Tribunal

The tribunal may make rules regulating itsceatures.
The tribunal shall, for the purpose of disguag its functions under
this schedule, have power to:

summon and enforce the attendance of any perad
examine him on oath

require the discovery and production of do&unts

receive evidence on affidavits

call for the examination of witnesses or domnts

review its decisions

dismiss an application for default or decglimatters ex-parte
set aside any order or dismissal of any aapion for default
or any order passed by it ex-parte; and

do anything which in the opinion of the tribal is incidental
or auxiliary to its functions under this schedule.

Any proceeding before the tribunal shall berdeé to be a judicial
proceeding and the tribunal shall be deemed todreilacourt for all
purposes.

The minister may make rules prescribing thecpdure to be
followed in the conduct of appeals before the midu

However, each party of an appeal shall beaovitn cost.

ACC 318

3.7

(a)

(b)
(i)
(i)
(iii)
(iv)
(V)
(vi)
(vii)
(viii)

()

(d)

(e)

3.8

Further Appeals to Court of Appeal

An appeal against the decision of the Federal Kighrt at the instance of
either party shall lie to the Court of Appeal.

SELF-ASSESSMENT EXERCISE

List the powers and procedures of the tribunal.

4.0 CONCLUSION

Under this unit, we have explained a comprehensieeedure for appeals
to the tax appeal tribunals (Appeal Commissionetsyre the taxpayer and
the revenue cannot mutually agree on the tax duedidcusses the
composition and matters relating to appeal commess and other staff
such as appointment, tenure of office and so on.
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The right of appeal of the taxpayer and the taheuitly to seek further
redress from the Federal High Court and Court ofpegh was also
discussed.

5.0 SUMMARY

In this unit, we have interpreted tax laws andestahe composition and
jurisdiction of Tax Appeal and Tribunal (Tax Appg&abdmmissioners). We
explained what constitutes an appeal and enumetagdgrocedure for
raising objections to tax assessments. We listed pftocedure for the
hearing of appeals and also discussed the procadube followed for

further appeals to the High Court or Court of Adp&anally, we listed the

taxpayers’ rights in a dispute.

In the next unit, we shall consider tax planning &ax avoidance.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is the jurisdiction tax appeal tribunal? Ltlsem.

2. What are the particulars contained in the noticapyeal against an
assessment of a taxpayer?

3. Discuss what you understand by right to legal regméation by a
taxpayer.

7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In the last unit, we interpreted tax laws; staté& tomposition and
jurisdiction of tax appeal and tribunal (Tax Appe@bmmissioners);
explained what constitutes an appeal; enumerategritcedure for raising
objections to tax assessments; listed the procetlureghe hearing of
appeals; discussed the procedure to be followeduftiner appeals to the

High Court or Court of Appeal; and listed the tayga rights in a dispute.

In this unit, we shall be looking into another adgpef taxation which

focuses on tax planning, tax avoidance and thesrdiffce between tax

avoidance and tax evasion. Also anti-avoidance slagon will be

discussed.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

explain the term tax planning.

discuss the term tax avoidance

differentiate between tax avoidance and tax evasion

list clients documents to be kept and maintainethlypractitioners
explain the nature and information required forisggtion of the
taxpayers with the tax authorities

discuss suitable replies to tax queries

explain clients’ tax matters.

3.0 MAIN CONTENT

3.1 Tax Planning — its Definition

Tax Planningnvolves taking conscious efforts to consider te that will
be payable by a taxpayer at a future date and haoeith $ax can be
minimised.

3.2 Classification of Taxes

The main taxes in Nigeria can be classified inteatiand indirect taxes as
follows:

3.2.1 Direct Taxes

These are charged on a taxpayer’s income, prafitgher gains. They are
paid by the taxpayer directly to the tax authorityhe direct taxes are
personal income tax (payable by individuals).

Companies’ income tax (payable by companies otiaar those engaged in
petroleum organisations). Petroleum profits tayayable by companies,
whilst capital gains tax is payable by both induads and corporate bodies.
3.2.2 Indirect Taxes

Indirect taxes imposed on commodities (goods), gzsibnal services and

instruments, before they reach the ultimate consurcient or owner
respectively and are paid by them, not as taxes (ot to the tax
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authorities), but as part of the selling/legalisatiprice/cost of the
commodity, service or instrument, as the case neajkamples of indirect
taxes include: Value Added Tax Custom Duties, Ex&ities and Stamp

Duties.
3.3 Tax Planning Checklist
The matters in the under-listed checklist should doasidered while
planning tax:
(@) List of approved taxes and levies.
(b)  Timing of fixed assets acquisition.
(c)  Timing of fixed assets disposal in view ofdrading adjustments.
(d)  Timing of capital allowances claim and amotmtlaim.
(e)  Hire of assets as alternative to outright pase-full hire charge is
tax deductible.
() Where to invest?
() Making specific instead of general provisions.
(h)  PAYE properly deducted.
0] Withholding tax properly deducted.
()] Note critical dates:
(1) Filing of tax returns
(i)  Filing of notice of objection
(i)  PAYE monthly remittances
(iv) PAYE year-end returns and final payment
(v)  Withholding tax remittances to revenue
(vi) VAT returns and remittances to revenue
(vii) National Social Insurance Trust Fund (NSITF)
(viii) National Housing Fund (NHF)
(ixX) Due dates for income tax payment, to avoid penaly
interest.
(k)  In capital gains tax (TAX), consider roll-oveglief.
()] CGT Rate is 10% stocks and shares now exemptad CGT.
Invest in stocks and shares rather than in buikling
(m)  Consider current tax incentives:
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(1) Pioneer companies

(i)  Rural investment allowance

(i)  Investment tax credits

(iv)  Export processing zone allowance
(v)  Export free zone example profit

(vi)  Exempt profit of solid minerals mining
(vii) Hotel income exempt from tax
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(viii) Investment tax credit-spare parts fabrioati
(ix) Investment tax credit-replacement of obsofdtnt
(xX)  Gas industry incentives.

(n)  Consider exempt income and profits (SectiolCIPA).

(o) Investment options — low or no tax investmgmpartunities.

(p)  Dividend distribution out of franked investmemtome.

(@) Employees remuneration.

(n Split to allow for maximum receivable free ait

(s) Consider the effects of benefits in kind oratale remuneration.

3.4 Tax Avoidance
Tax avoidance arises in a situation where the tgxparranges his financial
affairs in a form that would make him pay the Igas$sible amount of tax.

For example, avoidance of value added tax can beasd by anyone that
does not buy the goods and/or services on which \gA&vied.

3.5 Anti-Avoidance Legislation

The two possible forms of anti-avoidance legislatoe:

(@)  Specific legislation to block known tax avaida devices.

(b)  General anti-avoidance legislation which vests revenue with
power to disregard all transactions entered in&d tlould be proved
to have been entered into, solely for tax avoidgnoeoses.

The following are some advantages and disadvantzgesch of these:

(@) Specific anti-avoidance

Advantages

(1) Its provisions make the law imposing tax onaatipular transaction
clear and certain in its application;

(2) Ineffective or inadequate legislation can kediy amended.

Disadvantages

(1) May make an already complex legislation monmglicated and less

comprehensible to taxpayers, detracting from thgbcity canon of
taxation.
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(2) The taxpayer would seek further loopholes agairaexploit such
for further tax avoidance which may create an umenaeed for
further legislation.

(b)  General anti-avoidance
Advantages

(1) The number of anti-avoidance legislations dued, consequently
minimising the complexity of the tax laws.

(2) Provisions exist in the tax legislation to adiscage all future tax
avoidance, that is, schemes that are considerédve violated the
spirit of the tax laws.

Disadvantages

(1) Provisions are general, vague and could lack pogcis

(2) Too much reliance is placed on discretion of taficiafls for its
application. The tax officials could exceed theemiion of the
legislature in certain respects or fail to carryutt in full in some
others.

3.6 Company Income Tax Act (CITA) Section 18

Where the revenue service is of the opinion that disposition is not in
fact given effect to or that any transaction whieduces or would reduce
the amount of any tax payable is artificial orifious, it may disregard any
such disposition or direct that such adjustmentsnbee in respect of tax
liability as it considers appropriate so as to d¢etact the reduction of tax
liability which would otherwise be affected by theansaction and any
company concerned shall be assessed accordingly.

Transactions between persons, one of whom eithgercbatrol over the
other or in the case of individuals, who are relateeach other or between
persons both of whom are controlled by some otlesgns, shall be
deemed to be artificial or fictitious, if in theiopn of the revenue service,
those transactions have not been made on termdhwhight fairly have
been expected to have been made by persons engatedsame or similar
activities dealing with one another at arm’s lengthcompany, in respect
of which any direction is made under this sectisihall have a right of
appeal in like manner as though such direction veareassessment. The
whole idea of these provisions is that where amspasition is not in fact
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given effect to, the consequence of which is thaixdiability which should
normally arise from such disposition did not arifge revenue service
would want to step in. this provision is intendedcbver cases where the
purported transaction, if recognised as valid, waehable the taxpayer to
avoid payment of income tax on that which is truily taxable income.

The transaction(s) would be considered as artifitheat is not genuine or
fictitious.

When these situations are established, the tavoaytimay disregard such
disposition. In the alternative, the authority malrect that such
adjustments shall be made in respect of the incoina individual, or an
executor, or a trustee, as the authority considgnsropriate so as to
counteract the reduction of liability to tax effedf or reduction which
would otherwise be effected by the transaction.

3.7 Tax Avoidance and Tax Evasion

The key distinction between tax avoidance and tasien rests squarely
on whether it is illegal or legal.

3.7.1 Tax Avoidance

This is generally considered as a way of identdyiine loop-hole in the tax
law and then taking advantage of such loop-hotedoice the tax payable.

3.7.2 Tax Evasion
This is considered illegal; it is a deliberate antthe part of the taxpayer
not to pay tax due. If the taxpayer is found gudfythis offence, he may be

penalised.

Tax avoidance and tax evasion can be comparedlas$o

Tax avoidance Tax Evasion
Legal lllegal
Achievable through Achievable through
exploiting loopholes in the | deliberate action of fraud
tax laws and deceit or rendering

incorrect returns

Results in taxpayer paying | Results in taxpayer not
minimum tax possible paying correct tax or paying
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without breaking the law minimum tax through the
breaking of the tax laws

Supported by the courts in | No support by the courts
decided cases

No criminal liability Tax evader could be charged
to court for criminal
offences with the
consequent fines, penalties
and, at lines, imprisonment

When stretched to the At any level, revenue
extreme, the scheme could bservice will frown at tax
disregarded (set aside) by thevasion

revenue service applying
appropriate anti-avoidance

legislation

No revenue service Revenue service
investigation as a result of taxnvestigation will be
avoidance. Prior years instituted. Revenue service
assessments will not be has the power to open priof
reopened assessments beyond the

statutory six-year limit.

SELF-ASSESSMENT EXERCISE

What is the difference between tax evasion anGv@axdance?

3.8 Acceptance of Offer as Tax Consultant

The acceptance of offer as tax consultant to aatgepis the indication of
the readiness of the Tax consultant to render keific services requested
and to provide other special assignments to tleaitk) from time to time.

The consultant from inception should understandrhtire and scope of
the assignment in order to provide adequate sextaehe client(s). Issues
relating to professional fees should be fully dss®d at the inception of the
contract of service.

3.9 Clients’ Documentation and Records

After accepting the offer to act as tax consultardny taxpayer, necessary
documentation and information, should be put ic@la
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3.9.1 Documentation/and Information to be Maintaired/Provided
by Clients

The Company’s (client’s) officers should have main¢d the following
document/records:

(@)  Certificate of incorporation

(b)  Certified True Copies (CTC) of Memorandum aAdicles of
Association (MEMAT)

(c) CTC of Forms of Directors (CAC7), Allotment ehares (CAC2),
Appointment of Secretary (CAC2.1) and Notice of Rtaged office
(CAC3)

(d) Certificate of increase in share capital idahg Stamp Duties,
Registration fees, Board’s Resolution, etc.

(e)  Contracts, Rents and other Agreements

) Financial matters:

0] Signed audited financial statements

(i)  Books of account, ledger, trial balance (h&rdoft copies)
(i)  Fixed assets register and title documents

(iv)  Accounts and procedural manual

(v)  Payments vouchers, receipts, etc.

(vi) Banking & cash transaction documents

(vii)  Monthly payroll and directors’ emolument.

(g) Correspondence with tax authorities and otihied parties

(h)  Minutes of Board of Directors’ and Annual GealéVieeting (AGM)

M Tax and other payment receipts, assessmenns)sf tax clearance
certificates, etc.

()] Other financial and non-financial documentsluding appointment
letters.

The above should be kept intact in a safe placeause they may be
required for sighting by the revenue authoritiegirt registration, filling
of assessments and tax examinations.

3.9.2 Documentation/Data to be Maintained by the Ta
Consultant

The following documentation/data, among others|, gl maintained by the
tax consultants in respect of each client. The dwmnis which will either
be kept in the permanent file or forwarded to thkevant tax office will

include the following:
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(@) CTC of incorporation documents i.e. certifecaif incorporation,
MEMAT, directors, shareholders, secretary and shapétal details,
etc.

(b) Engagement letters

(c) Company auditors’ details if different fromatiof tax consultant

(d) Audited financial statements, capital allowesic income tax,
education tax and other computations

(e) Trial balance, detailed analysis and schedwesthe financial
statements

() Correspondences with the client, tax authesitand third parties

(@) Registration documents in respect of income value added tax
(VAT), PAYE, withholding tax and other levies

(h)  Records of billings outstanding

0] Other documents, financials and non-financials

SELF-ASSESSMENT EXERCISE

I List the documents maintained by a tax comsult
I What are the documents to be provided by tden

3.10 Communication with Tax Authorities

Communication with tax officials will usually covére following:

(@) Registration with tax authorities for incomedaother taxes using
standard questionnaires.

(b)  Filling of tax returns time limits provided hlge tax laws.

(c) Self-assessments and objections to best ofynedt (BOJ)
assessment.

(d)  Tax queries and replies.

They are fully discussed as follows:

3.10.1 Registration with Tax Authorities

The FIRS and SIRS have a Standard Questionnairghvidiexpected to be

followed by Taxpayers for the registration undeg firovisions of CITA,

PITA, PPTA and other tax legislations/acts.

The following details together with CTC of Incorptipn documents
(Originals to be submitted for verification), witle provided in a formal

38



ACC 318 MODULE 1

letter addressed to the Chairman of the relevanatahority, in respect of
every prospective taxpayers:

(@) Name, registration number and date of incatan/registration

(b)  The registered or home address (as applicable)

(c)  The business address

(d) Names and addresses of the directors

() Name and addresses of the shareholders togetite their
shareholdings.

() Any other directorship held by the directors

(g)  The precise nature of business

(h)  Whether or not the business has any predee¥yso

0] The date of commencement of business

()] The accounting year end

(k)  Details of company secretary (where applicable

()] Details of the appointed auditors and taxsudtant

(m) Details of appointed bankers

(n)  Any other information which may help the tamtleority in this
regard.

3.11 VAT Registration

A VAT able person or VAT agent is required to afde application for
VAT registration at the nearest FIRS office. Theplayation will be
supported with CTC of the registration documents.

3.11.1 Filing of Tax Returns

Any company registered in Nigeria must submit rafeévinformation to the
tax authority within six months of existence or @mmencement of
operations (whichever is earlier). An individual shalso provide relevant
information in the specified format (Form A) at tbeginning of every
assessment year.

Filing of tax returns for individuals and corporgiersons are done using
prescribed self-assessment forms, with supportoogichents.

The following are usually forwarded to FIRS as t&turns, within 18

months of companies’ incorporation or six monthgerathe end of the
accounting year end (whichever is earlier):
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(@) Signed audited financial statements togethién & covering letter
from the tax consultant.

(b)  Capital allowances and income tax computation.

(c) Self-assessment forms for income and educédion

3.11.2 Self-Assessment for Individuals

Tax returns for individuals are submitted at thegibeing of every
assessment year the self-assessment form (Form é9mpleted, stating
various sources of income and allowances reliefasimable. The
assessment forms must be signed and dated byxibesyta.

It is relevant to note here that, tax paymentsoth i-IRS and SIRS are now
made vide e-payment at designated banks. The egdyhas therefore
reduced the level of written communication with the authorities.

3.11.3 Best of Judgment (BOJ) Assessment

Where the taxpayer fails to the self-assessmemda@and pays the normal
tax within the time limit specified under the laB0QJ assessment is raised
on the affected taxpayer.

A valid objection must be raised within 30 dayssefvice of such notice,
stating valid grounds of objections.

3.11.4Tax Queries and Replies
(@) Queries

Tax queries emanate from desk examinations of tatyrns by Tax
Officials. Returns are examined, asking for suppgrdocuments in order
to ascertain whether or not the taxpayers inconseniod been understated,
reliefs not overstated or that the expenses deducten the income the
period, werewholly, exclusively, necessarily and reasonably incurred in
the production of those incomes.

Tax queries may not follow any specific patter, tax practitioners must
have a better understanding of the taxpayer’s dpess and possesses
adequate technical know-how, with relevant fielpenence.

The following issues may be raised from relatedudoents, collected or
verified by tax officials, in order to eliminate yarprivate or capital
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expenditure from the returns and also guide ag#axsavoidance shares to
some reasonable extent:

(@) Whether there exist, supporting documents for asdebilities
income and expenditures in the name of the taxpayer

(b)  Whether private expenses were included in the adsou

(c)  Whether relevant documents such as certificatecoé@tance, input
VAT, invoices, supporting invoices, premium clainmiyoices on
administrative and operating expenses, etc. agradd amounts
stated in the accounts.

(d)  Whether PAYE deducted from salaries and withholdiiages from
supplies or professional fees were promptly remhitte

(e) Whether capital expenditures in form of cost of@ase in capital or
incorporation expenses, general bad debts and depoa have
been written back to profit.

() Whether losses and carry forward rules have beesguadely
observed.

(b) Replies

When replying to tax queries, tax practitionersutie@ndeavour to be more
ethical and use subtle language as much as piraleticRhe consultant
should avoid quoting decided cases or tax laws wdrenis not too sure
that circumstances or scenarios are similar

Apart from the above, the consultant should make 0§ relevant
supporting documents from both the client’s offac®d his working papers.
Third party documents not relevant to the quereised should not be
forwarded as an attachment.

Finally, the tax consultant should not be seen ¢oifvolved in any
practices which could be construed to be tax ewadi@ud or outright
criminality.

3.12 Communication with other Stakeholders

This is specifically required to gather additiomdbrmation on the client’s
business. These stakeholders are classified intotlowing:

° Communication with former tax consultant and auditand;

o Communication with others. For example; bankers)sms fund
administrators, lawyers and so on.
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(a) Banker — for bank statements is support ofkbelmarges and to
vouch certain entries.

(b)  Insurers for premium paid.

(c)  Pension fund administrator — for pension fgedificates, to support
exemptions.

(d)  Other professionals, that is, lawyers for legghvice.

3.12.1 Third Party Evidence

The tax consultant must obtain written permissioomf the client, in
support of third parties evidence. One should egerdhe duty of
reasonable care in making use of any third paréeslence.

4.0 CONCLUSION

Most companies embark on tax planning in other @éduce their tax
liabilities. Tax evasion is considered is consideaefraud and it is subject
to criminal prosecution, fines and/or imprisonmafthile tax avoidance is
a legitimate act, which is all about identifyingettoopholes in tax laws in
other to take advantage of them.

5.0 SUMMARY

This unit deals with tax planning, tax avoidance tas schemes that
taxpayers could utilise to achieve tax savingshagtax savings schemes
are only allowed if obtained through legitimate kex@ation of loopholes in
tax laws. We also discussed about communicatioh ghignts, relevant tax
authorities and related parties. Current issuesitatax registration, self-
assessment, e-payment, objections and tax quenesqures were equally
discussed.

In the next unit, we shall be examining taxationmafomes, offences and
penalties.

6.0 TUTOR-MARKED ASSIGNMENT

1. How do you compare tax avoidance with tax evasion?
2. Write short notes on the following:

(@) Tax queries and replies

(b)  Third party evidence

(c) Best of judgement assessment

(d) Self-assessment for individuals

(e) Filling of tax returns.
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3. Define VAT and state how the registration is unalesh.
4. What is tax avoidance? What are the possible vegywhich this
could be checkmated?

7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In the last unit, we defined and explained the gefti@x planning’ and ‘tax
avoidance’; differentiated between tax avoidanced aax evasion;
identified clients documents to be kept and man@diby tax practitioners;
discussed the nature and information required fegistration of the
taxpayers with the tax authorities; gave suitabldies to tax queries; and
explained how to communicate effectively with othgakeholders on
clients’ tax matters.

In this unit, we shall be examining taxation of anwes, offences and
penalties.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o distinguish between earned and unearned incomesligfduals

o list the various incomes that are chargeable omgxed from
personal tax

o explain the principles of allowable and disallovel@xpenses or
deductions

o list the various reliefs and allowances to be desthbefore arriving

at the chargeable income for the relevant yeaesséssment.
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3.0 MAIN CONTENT

Taxation is a common phenomenon all over the wavldst countries

cannot do without the imposition of tax, to bodst ievenue generation.
There are many definitions given to taxation byete#nt authors. However,
taxation can be explained as a weapon used by amgrgment to share
from the wealth of an individual or corporate bodyence, it can be
concluded that taxation is generally an imposition.

3.1 Developments in Nigerian Taxation

We shall examine the developments in the evolutibtaxation in Nigeria
under the following sub-heads:

(@) Income Tax Management Act 1961

There were various tax systems operating in thetigon, Western and
Eastern regions of Nigeria before the Raisman FiSoanmission of 1958
which recommended that there should be uniform cbasinciples for

taxing incomes throughout Nigeria. It was this maarendation that was
embodied in the Nigerian (Constitution) order inuccil 1960, which

resulted eventually in the enactment of the incdme management act
1961 (ITMA 1961), ITMA 1961 was the precursor tord11961, 1979 and
1990 as well as the personal income tax decree Awijvof 1993.

(b) 1975 Amendments

In 1975, the Income Tax Management (Uniform Taxat®rovisions)

Decree No.7 was promulgated. This degree unifidtefse and rates
throughout the country with the key advantage ebhéng, to some extent,
the proliferation of various tax laws in the di#et states of the federation.

(c) 1985 Amendments

The Finance Miscellaneous (Taxation Provisions)rBed985 introduced
some reforms into the tax provisions such as:

0] Increases in personal allowances

(i)  Tax authorities were empowered to request lagryk for information
about customers (individuals)
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(i)  The basis of computing capital allowances changenh freducing
balance to straight-line method

(iv) Capital allowance claimable was restricted to 75%r f
manufacturing business and’8® for other businesses that with no
limit for agricultural businesses

(v) Interest on loan for agricultural and export pugsosvere to be
treated as exempted from tax

(vi) Losses carried forward to be limited to four yetos businesses
other than agricultural business.

(d) 1987 Amendments

The amendments to the Nigerian tax laws in 198lUdwed:

0] slight increase in personal allowances

(i)  review of some capital allowances rate, and

(i)  treatment of withholding taxes on interestdadividend as final tax
payable, in other words, they are treated as Frarkgestment
Income (FII).

(e) 1990 Amendments

The following slight amendments were made:

0] Significant improvement in capital allowanaases; and

(i)  Manufacturing businesses now to enjoy 100%itedh allowance
climbable.

() 1992 Amendments
The amendments include:

0] increase in personal income tax reliefs amovances; and
(i)  amendment in the table of tax rates.

() 1993 Act
In 1993, the Personal Income Tax Act was promuthate Decree No.104,
which replaced ITMA 1961 as amended up to the poirgbrogation. The

act provides for the taxation of every individualamrporate sole or body
of individuals (e.g. partnership), that are deenede resident for that
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year, in the relevant state and increase in thie @ibrates, for the taxation
of individual under PITA.

3.2 Chargeable Persons

Every human being or association of human beingsdeat in the
appropriate tax jurisdiction and engaged in tradéuwsiness or obtaining
taxable remuneration are ordinarily regarded aaliimx

It follows from the above, that if a person hasmemmme or has receipts that
are not taxable, he cannot be taxed under the ®ardocome Tax Act
(PITA).

3.2.1 Chargeable Incomes

Chargeable incomes are the incomes on which chalegparsons are to be
assessed to tax under PITA. These incomes include:

(@) Gains or profits from any trade, businesses, psidesor vocation
carried on by the chargeable person

(b) Salaries, wages, fees, allowances or other gaingraiit from
employment

(c) Bonuses, premiums or other perquisites granted engloyee

(d)  Gains or profits including any premium arising fr@mwight granted
to any other persons for the use of occupatiomgpfpaoperty

(e) Dividends, interest or discounts

) Any other profits, gains or other payments.

The following are, however, excluded from taxation:

0] Re-imbursement to an employee for expenses inclayddm which
does not constitute a profit or gain

(i)  Medical or dental expenses incurred by an employee

(i)  Cost of passage to or from Nigeria incurred by mpleyee

(iv)  Any sum paid in respect of maintenance educaticaafild

(v)  Any compensation for loss of employment.
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3.3 Types of Income

Generally, there are two broad categories of inared these are earned
and unearned incomes.

(@) Earnedincomes

In relation to individual, earned incomes, meanmes derived from a
trade, business, profession, vocation or employmeatried on or

exercised by him. It means incomes that were eathemigh physical,

intellectual or artistic exertion, as opposed tosth earned passively
through investment. Earned incomes are profits,ares, wages,

commission, bonuses, etc.

(b)  Unearned incomes

These are incomes derived from sources other thgrlogment, business
or reward for services rendered. Mainly, unearmadimes are investment
incomes such as rental incomes, dividends, rogaltearnings from
trademark, patents, etc. It also includes giftsemance and bequeathals.

3.4 Exempt Incomes

Exempted incomes under the Personal Income Taxgerld, include the
following, amongst others:

(@)  The official emoluments of the holders of difice of the president,
vice-president, the governor of a state, the depmdyernor or
anybody acting in those capacities.

(b)  All consular fees received on behalf of a fgnestate or by a
consular officer or employee except where the effis a Nigerian,
working in Nigeria.

(c)  Anincome in respect of which tax is remittadexempted under the
provisions of the Diplomatic Immunities and Prigés Act.

(d)  The income of a local government or governniestitution.

(e) The income of any ecclesiastical, charitable educational
institution of a public character.

() Wound and disability pension granted to memsbef the armed
forces or of any recognised national defense osgdon.

(g) Pension granted to a person under the prawgsod the pensions act
relating to widows and orphans.
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(h)
(i)
0)
(k)
0

(m)

(n)

(o)

3.5

The income of a trade union, registered utldeitrade union act.
Gratuities.

The income of a cooperative society.

The income of a statutory or registered fuigrsociety.

A sum withdrawn or received by an employeenifr@ pension,
provident or other retirement or other benefits esol, fund or
society approved by the Join Tax Revenue Service.

The income of a person other than a citizenNojeria from
employment in technical assistance scheme witlgtvernment of
the federation or a state.

Interests accruing to a person not residenligeria. These interests
are on government loans from international ingong, deposit
accounts or transfers made wholly in foreign cwies loans raised
in the United Kingdom.

Dividends paid to a person by a company ino@ted in Nigeria
provided:

0] The equity participation of the person in the comppaying
the dividend is either wholly paid for in foreignreencies or
by assets brought into Nigeria betweéhJanuary, 1987 and
December 31, 1992.

(i)  The person to whom the dividends are paid owngasstthan
10% of the equity share capital of the company.

(i)  The tax free periods for (i and ii) above are lgdito 5 years
in the case of agricultural and agro-allied comparand 3
years for other beginning from the year of assessme
following the year the capital was brought into &hig.

Offences and Penalties

There are many offences and prescribed penaltigeiRPerson Income Tax
Act in order to: maintain the integrity of the tasystem, encourage
compliance and minimise the cost of collection.

The offences and penalties include the following:

(a)

Failure to submit returns: Where the offence is failure to submit
returns, a further sum o£40 daily for the period of continued
failure shall be payable and in case of defaulthef payment, the
defaulter shall be sentenced to six months impnsart upon
conviction.
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(b)

(€)

(d)

Non-compliance with notice:Where a person fails to comply with
the requirements of a notice duly served on himtooattend in
answer to a summons served on him, he would baygail an
offence and be liable on conviction to a penaltyanrfamount equal
to the income tax chargeable on him for the procgegear of
assessment.

Incorrect returns: A person who makes incorrect returns by
omitting or understating any income liable to taxguilty of an
offence and liable on conviction to a fine 200 aodble the amount
of tax, which has been undercharged.

False statements and returns:Anybody who makes a false
statement in respect of deduction, set-offs, rslieftc or abets, aids,
assists or counsels, shall be guilty of an offeacel liable on
conviction to a fine o=4,000 or imprisonment for five years or
both.

SELF-ASSESSMENT EXERCISE

Payment of fines as a result of failure to submitirns is referred to
as oo

Non-compliance with notice or submission of enect returns
amounts to ...........

PERSONAL INCOME TAX COMPUTATION FORMAT

N N
Earned Income
Salary XX
Commission/Bonus XX
Pension XX
Benefits-in-Kind/Perquisites XX
Fees/Allowances XX
Trading Income XX
Total Earned Income XX
Unearned Income
Dividend (gross) XX
Rent (gross) XX
Interest (gross) XX
Director’'s Fees XX
Total Unearned Income XX
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Statutory Total Income XX
Deduct: General Charges
Mortgage Interest paid XX
Approved Subscription XX

(xx)
Net Statutory Total Income XX
Deduct Personal Reliefs (xx)
Taxable/Chargeable Income XX
Tax Due (Using tax table) XX

[llustrations 5-1

Mr. Udem has been in employment of a company foryears and also
runs a private business centre on part-time basis.

Mr. Udem income from various sources for the rehdwears is stated thus:

2008 N
Salary and wages 420,000
Christmas bonus 42,000
Overtime 73,000
Benefits in kinds 64,000

Profits from business center operation (2007) 000,

Profit from business centre operation (2008) 260,00

Other income in 2008

Dividend (gross) 14, 000

Rent (gross) 80, 000

Mr. Udem is married with three children; all of theare below 16 years.
He also maintains his aged mother upt42N0O0O per annum. He pays
N15, 000 as annual mortgage interest on his personiéding and an
approved subscription in the sum=eiZ 000 per annum.

You are required to compute:

(@) Mr. Udem Chargeable Income for 2008 Assessmentsy ead
(b) Tax Due on him for 2008 using Current Tax Table.

51



ACC 318

Suggested Solution 5-1

Mr. Udem

ADVANCED TAXATION

Income Tax Computation for 2008 Assessment Year

Earned Income: =N N
(a) Salaries & wages 420,000
Christmas bonus 42,000
Overtime 73,000
Benefits in kinds 64,000
Allowances 99,100
698,100
Trading Profit (PYB) 194,000
Total Earned Income 892.100
Unearned Income:
Dividend (gross) 14,000
Rent (gross) 80,000
Total unearned Income 94,000
Statutory Total Income 986.100
Deduct General Charges:
Mortgage Interest 15,000
Subscription 12,000 27,000
Net Statutory total income 959,100
Less: Personal Relief (WI) (192,920
Chargeable Income 766,180
Tax Due (W2) 164,145
W1: Calculation of Reliefs: =N
Personal Allowance
(N5000+20% 0f N892,100) 183,420
Children Allowance (N2,500x3) 7,500
Dependant Relative 2,000
192, 920
W?2: Calculation of Tax Due:
1°'N30,000 @ 5% 1,500
Next N30,000 @ 10% 3,000
Next N50,000 @ 15% 7,500
Next N50,000 @ 20% 10,000
Next N606,180 @ 25% 151,545
Tax Borne 173,454

Deducted Tax Suffered at Sources:
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Dividend — N14,000 @10% 1,400
Rent — N80,000 @ 10% 8,000 9,400
Net Tax Payable 164,145

3.6 Taxation of Income from Partnership
This topic will be discussed under the followindpdopics.
3.6.1 Introduction

A partnership is defined as “an association of twonore persons agreeing
to carry on business with a common view of makingfif.

A partnership can be formed for the purpose of yoagr on a trade,
profession or vocation, because partnership ingliaere than one person,
it can only operate successfully through agreedditioms, which are
usually spelt out in a partnership agreement oddee

Partnership agreement will spell out the rights afdigations of each
partner which will include:

Name of the partnership

Capital contribution

Rate of interest on capital and drawing
Partners drawings

Partners salaries and

Profit/losses sharing ratio.

3.6.2 Fundamental Principles to Partnership Computaon

The following fundamental principles are to be wotie dealing with
partnership computations:

(@) Salaries, interest on partners’ capital andvdepassage of the
partners are allowable expenses in determining piiedit of the
partnership.

(b)  Salaries, interest on partners’ capital andrdepassage costs are
taxable in the hands of the individual partners.

(c)  The partner’'s share of profits is taxable ia hands along with (b)
above.
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(d) Partners are allowed to trade in their own tighubject to the
partnership agreement and the incomes from sucada tare to be
aggregated with their incomes from the partnerdripax purposes.

(e) Where a partner trades with his own partnerdinip and earns
income, such as interest on loan or rental fromecdhir
accommodation, such incomes are to be treated @ tn (b)
above.

()  When the income that accrues to a partner ufiesbove, is a loss,
such a loss shall be set off against the inconfd)imbove, such that
if the loss in (d) is higher, the balance shallrbgarded as the loss
he has sustained in the trade:

(@) Where partnership place of business is diffefeom that of one or
more of the partners, the tax authority of the @latlocation of the
principal office of the partnership shall be resuble for
determining the partnership income or loss and ali®cation
between the partners and having determined the medoss
accruing to each partners, it is the duty of tlat authority where
the partnership is located, to supply the inforomatio the tax
authorities where the non-resident partner(s) @aratéd, and

(h)  An appeal against an assessment in relatiqg)tabove shall be to
the tax authority where the partnership is located.

3.6.3 Determination of Partners’ Income

Since a partnership is not a legal person, it cabhamssessed to tax as an
entity. It is the individual partner’s incomes tltain be assessed to tax. For
the individual partners, the taxable income is magef the following:

Partner’s salary

Partner’s costs charged into the accounts
Passages cost charged into the accounts and
Partner’s share of the profits.

The above will be aggregated with all other incoroéshe partner from
other sources, to arrive at his total income whiglh be chargeable to tax
for the relevant period.
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As applicable in the sole proprietorship, it sholdd emphasised that
determining the profit of a partnership, is puratyaccounting issue. Also,
where no records (or inadequate records) are keptincomplete records
accounting procedure or the application of cap#etretion method by
which the increase in the net worth of a busineggrprise within the

relevant trading period is determined are useceterchine the profit of the
partnership.

However, in computing the adjusted profit to bersbaby the partners,
leave passage, interest on capital and partneagesakshould not be added
back. If they are added back, those portions ofrtheme will be assessed
to tax twice, since they will also feature sepdyates taxable incomes in
the hands of the partners who earn them. So oildhbe borne in mind
that if salaries, interest on capital and privassgage costs have been
charged to the accounts in arriving at the prothgy are not to be added
back in the computations. Where they have not beearged to the
accounts they should be deducted from the profitbeé shared by the
partners to avoid double taxation. This is becduse those items (the
guantum of which are already agreed in the partigragreement) the
profit to be shared will be charged to tax.

SELF-ASSESSMENT EXERCISE

L spells out the rights and obligations of epeltner such as:
name, capital contribution, salary and/or drawinggrest on capital,
share of profit, etc.

. The taxable income of a partner is made up of ...........

lllustration 5-2

Abuja, Lagos and Benin were in partnership in the ffirm of Abuja,

Lagos, Benin & Co. The company has the followingfpprand loss account
for the year ended 3IDecember, 2008.

N N
Gross earnings 2,100,000
Less: Staff salaries 500,00(
Utility bills 35,000
Office rentals 50,000
Office expenses 25,000
Bad debts 55,000
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ADVANCED TAXATION

Interest on loan —

Abuja = 10,000

Lagos = 15,000 25,000

Interest on Capital +

Abuja = 10,000

Lagos = 7,500

Benin = 5,000 22,500

Depreciation 7,500

Consultancy costs 345,000 (1,065,000)
Net profit for the 1,035,000

period

Note

Capital allowances agreed for the period w&s 500

Off the staff salaries, an equal amount=af2N000 per annum was paid to
each of the partners

Benin owned the building that housed the chambers

Only N 30,000 of the bad debts was determined to be Tia&l remaining

N25, 000 is just a provision at 5% of debtors.

The ration of interest on capital paid to the pamsn reflects their
contributions and their share of profits.

Required:

o Compute the adjusted income of the partnershiphyear.
) Calculate the profit shared by each partners.

o Calculate the income of each partner for tax pugpos

Suggested Solution 5-2

a. | Calculation of adjusted income in a partnership
N N
Net profit per account 1,035,000
Add: Depreciation 7,500
Provision for bad debts 25,000
32,500
1,067,500
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Deduct capital allowances 7,500

Adjusted profit 1,060,000

b | Calculation of the Profits shared by each partner

Adjusted profit available for sharing 1,060,000

Adjusted profit actually shared (1,035,000

Retained profit 25,000

Given: the Ratio of interest on capital
= the ratio of contribution to capital
= the ratio of sharing of profit

10,000|to | 7,500 to 5, 000
4 to | 3 to 2
As between Abuja Lagos Benin
Abuja = 4/9 X 11,035,000| = N460,000
1
Lagos = 3/9 X | 1,035,000= N345,000
1
Benin = 2/9 X | 1,035,000= N230,000
1
c | Calculation of assessable Income of each partner
Abuja Lagos Benin
N N N
Profit shared 460,000 345,000 230,000
Interest on capital 10,000 7,500 5,000
Interest on loan 10,000 15,000 -
Office rental - - -
Assessable Incomes 480,000 367,500 285,000

4.0 CONCLUSION

This unit discusses the incomes of individuals padners chargeable to
tax under Personal Income Tax Act (PITA) after wllty for deductions
and reliefs. Profit from table, profession or veeatare taxed in the hands
of partners in a partnership. Tax tables are ugyalbvided to determine
the tax payable. Commencement and cassation riias dpply to
individuals also apply to partnerships.

In addition, the unit identified the chargeablesoer who bears the final tax
burden. Finally, the tax computation of benefi@aris as applicable to that
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of individuals under PITA where reliefs are deddcbefore subjecting the
chargeable income to tax.

5.0 SUMMARY

In this unit, we have distinguished between earaed unearned incomes
of individuals. We also discussed the various inesrthat are chargeable
or exempted from personal tax and enumerated theiples of allowable
and disallowable expenses or deductions. Finally,dstermined various
reliefs and allowances to be deducted before agiat the chargeable
income for the relevant years of assessment.

In this next unit, we shall explore the taxationiméome from settlement,
trusts and estates.

6.0 TUTOR-MARKED ASSIGNMENT

1. Distinguished between earned and unearned incofmedividuals.

2. What are the various incomes that are chargeabdxempted from
personal tax? Discuss some of them that you know.

3. Enumerated the principles of allowable and disadlble expenses or
deductions.

4. What reliefs and allowances are deducted beforwiragr at the
chargeable income for the relevant years of ass#@mList and
explain these.

7.0 REFERENCES/FURTHER READING

ICAN Study Pack. (2011).
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UNIT 6 TAXATION OF INCOME FROM SETTLEMENT,
TRUSTS AND ESTATES

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Developments in Nigerian Taxation
3.2 Chargeable Persons
3.3 Types of Income
3.4 Exempt Incomes
3.5 Offences and Penalties
3.6  Taxation of Income from Partnership
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

In the last unit, we defined and explained the gefi@x planning’ and ‘tax
avoidance’; differentiated between tax avoidanced aax evasion;
identified clients documents to be kept and manadiby tax practitioners;
discussed the nature and information required fgistration of the
taxpayers with the tax authorities; gave suitabldies to tax queries; and
explained how to communicate effectively with othgakeholders on
clients’ tax matters.

In this unit, we shall be examining taxation of antes, offences and
penalties.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

° workout the tax due from the income of a trustee
° calculate the tax from the income of an executor
° deduce the tax from estates.
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3.0 MAIN CONTENT

3.1 Assessment Income of a Trustee, Executor oB&neficiary
The assessment income of a trustee, executor oengfibiary of a

settlement or trust for tax year, shall be the meoof that person on
preceding year basis, derived from business, psafe®r vocation.

3.1.1 Useful Definitions

The definition of the following useful concepts v@uassist you in

understanding the working of taxation on the incarha trustee, executor
or a beneficiary of a settlement or trust.

(@) Settlement

A settlement is a means by which enjoyment of aatesor part of it is

transferred to another person, either through podison, trust, covenant,
agreement, arrangement, or transfer of assetsfbyenee to a trust deed
for the benefit of persons specified.

(b)  Trust

This is an equitable obligation binding a persoltedatrustee, to deal with
a property over which a control is exercised (whghalled trust property)
for the benefit of person (beneficiaries) of whiehhimself may be one.

(c) Estate

It is the aggregate of the properties possessegéoyon including his
goods, money and other type of property.

(d) Executors

A person appointed by the will of a deceased pets@uminister his estate
after his death.

(e)  Administrator
A person that is appointed by the Court to adnmenishe Estate of an

Intestate or 0 a Testator where an Executor hasbacappointed or if
appointed does not act.
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()  Administration period

It is the period between the date of death andi#ie in which the Executor
is able to set up the Trust or distribute the nesidf the estate.

(@)  Annuitant

This refers to a person receiving an annual payrrent the estate which
may be charged on the income or capital of speagsets of the estate.

(h)  Life tenant
It is the right of the person on the income or gy held in trust for life.
0] Remainder man

This refers to a person who has a right to thetabpf the settlement when
the life interest terminates.

()] Legatee
A legatee is the person to whom a legacy is bebadat
(k)  Settler

A settle includes a person by which a settlemerst made or entered into
directly or indirectly and includes a person wheg peovided funds directly
or indirectly for the purpose of the settlementhas made with any other
person reciprocal arrangement for that other petsomake or enter into
the settlement.

()] Income of settlement, trust and estates

This is the income of a settler or the person wheated the trust or
settlement. It includes all such incomes deriveoimir received in, or
brought into Nigeria.

SELF-ASSESSMENT EXERCISE

I The transfer of enjoyment of an estate from @erto another is
called ..........

. The person to whom a legacy is bequeathedfesnexl to as .........

1 is the right of a person on income or peoty held in trust
for life.
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[llustration 6-1

The records of Farouke El Nafaty settlement createthvour of ADE,
BALA and UFOMA as at 31/12/2008 are as follows:

N
Rental Income (gross) 24,000
Trade income 10,000
Dividend (gross) 18,000
Sundry income 12,000

The following additional information is available:

Each beneficiary is entitled to 1/5 share of thiedisribution income.
Interest on debt repayable by the settlemer2is090

Fixed annuity to beneficiary is3y 000

Trustee remuneration per trust deed:

I fixed N 1,000 each (2 Trustee)
il. 2% of total income

Administrative and other expenses-3,1800

Under the terms of the trust deed, the trustee rdaeetionary payment to
Ade, BALA & UFOMA as follows:

N
ADE - 3,000
BALA - 2,800
UFOMA - 1,500

Capital allowances =8| 024

The children have no other income.

ADE, BALA and UFOMA are only entitled to personédlbavances.
Required

Compute aggregate income due to the Estate andPagable by ADE,
BALA and UFOMA.
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Suggested Solution 6-1
Farouk El Nafaty Estate:
Computation of Income 2009 Year of Assessment
N N
Rental income 24,000
Trading income 10,000
Dividend 18,000
Sundry income 12,000
64,000
Deduct chargers
Administrative and other expenses 3,800
Trustee remuneration — fixed 2,000
Fixed annuity 3,000
Interest on debt 2,000
Trustee remuneration (2/102 x 53.200) 1,043 (12.843
52.157
Less: Capital Allowances (8.024)
Computed income 44.133
Discretionary payments: 3,000
Ade
BALA 2,800
UFOMA 1,500 (7,300)
36.833
Specific:
Ade 1/5 x 36,833 - 7,367
Bala 1/5 x 36,833 7,367
Ufoma 1/5 x 36,833 7,367 (22.101
Trustee net income 14,732
Aggregate income from the estate
ADE BALA |UFOMA | Annuitant| Trustee| Total
N N N N N N
Annuity - - - 3,000 - 3,000
Discretionary| 3,000 | 2,800 | 1,500 - - 7,300
Residue 7.367 | 7,367| 7,367 - 14,782 36,833
Total 10,367 | 10,167 8,867 3,000 14,732 47.133
Less:
Personal 97,073)| (7,033)| (6,773) | - -
Relief
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(5000  +
20% of E.I)

Chargeable | 3,294 3.134 2,094 3,000 14,732
income

Tax Due:

1st 30,000 @ 164,70 | 156,70, 104,70
5%

4.0 CONCLUSION

The unit identifies the chargeable person who b#asfinal tax burden.
The tax computation of beneficiaries is as appledb that of individuals
under Personal Income Tax Assessment (PITA) wledrefs are deducted
before subjecting the chargeable income to tax.

5.0 SUMMARY

In this unit, we defined some useful concepts apple to the topic and
which would assist students in working out the ssg®nt and tax payable
by the trustees and executors of estates.

With this, you have come to the end of the firsduoie in this course.
6.0 TUTOR-MARKED ASSIGNMENT

1. Student is advised to write his hands on thestitations in the unit
and others in similar textbooks to enable him/rereha good grasp
of the procedures of assessing the tax payablehéytrustees or
executors of an estate.

2. Write short notes on the under listed concepts:

Settlement

Trust

Estate

Executors
Administrator
Administration period
Annuitant

Life tenant
Remainder man
Legatee
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° Settler.

7.0 REFERENCES/FURTHER READING

ICAN Study Pack. (2011).

MODULE 1
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MODULE 2

Unit 1 Withholding Tax
Unit 2 Value Added Tax

Unit 3 Capital Allowances

Unit 4 Capital Gains Tax

Unit 5 Tax Effects of Privatisation and Commer@ation
Unit 6 Profits, Assessable Profits and Tax Payable

UNIT 1 WITHHOLDING TAX

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Withholding Tax — Definition of Concept
3.2  Merits of Withholding Tax
3.3 Rates of Withholding Tax in Nigeria
3.4  Withholding Tax and VAT on Contracts
3.5 Problems of Administering Withholding Tax
4.0 Conclusion
50 Summary
6.0 Tutor-Marked Assignment
7.0 Reference/Further Reading

1.0 INTRODUCTION

Welcome to the second module in this course. Trodule is made up of
six units with the following very useful topics: Wholding Tax, Value

Added Tax, Capital Allowances, Capital Gains Taxax Teffects of

Privatisation and Commercialisation as well as iBypAssessable Profits
and Tax Payable.

In this unit, we shall explore withholding tax.
2.0 OBJECTIVES

At the end of this unit, you should be able to:
o define withholding tax

o list the merits of withholding tax
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o discuss withholding tax and VAT on contracts
o enumerate the problems of administering withholdang

3.0 MAIN CONTENT

3.1  Withholding Tax (WHT) — Definition of Concept

Withholding Tax (WHT) is an advance payment of takich is deducted
at source on certain transactions and later apphiadre it is not a final tax,
as tax credit in the settlement of the income iahility of the to which the
payment that suffered the deduction relates. Agisiom this definition are
the following peculiarities of the tax:

o Withholding tax is a deduction at source, whichegithe taxpayer
no option as to whether to pay or not.

o Withholding tax is an advance payment in lieu & thcome tax to
be paid later. This means that it not a separate ta

o Withholding tax being an advance payment of incdaxecannot be
used later as credit for any other tax such as &chcTax or value
added tax.

o Some withholding taxes are regarded as final takeM this is so,

the income from which they have been deducted catomger be
brought into account for tax purposes.

o As withholding tax is to be utilised as credit fttre income tax
liability of the year to which the income relatéismeans that one
cannot use it to settle back year or future yealisilities, until the
account of the year to which the WHT relates hanlaalised, and
tax fully settled with the withholding or part tleerf, still remaining
unutilised.

o Withholding tax as a collection device was introgldicn a limited
form by the CITA and later expanded in terms ofarage.

SELF-ASSESSMENT EXERCISE
In your own words, how would you define withholditax?
3.2 Merits of Withholding Tax

The advantages of withholding tax are numerousthese have made the
tax more and more attractive. They include theofeihg:
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(a)

ADVANCED TAXATION

It helps to strengthen the tax machinery by engaginmerous
officials and collecting agents in tax work, desphe fact that they
are not government workers.

(b)  As aresult of (a) above, tax collection becomesapler.

(c)  Withholding tax helps to bring obscure transactimtg the tax net.

(d)  Withholding tax helps to bring unknown taxpayen® ithe tax net.

(e) As a result of (c) and (d) above, withholding tatps broaden the
base of the tax and increase the quantum of calfect

() Withholding Tax makes tax payment less cumbersomethe
taxpayer who may not bother going to the tax officerder to pay
his tax.

() Withholding tax ensures a regular flow of tax rewento
government.

(h)  Withholding tax reduces the incidence of tax evasio

0] Withholding tax helps educate the taxpayer andidikeagent about
taxation.

()] Withholding tax enhances voluntary compliance.

3.3 Rates of Withholding Taxes in Nigeria

Below is a tabular rate of withholding taxes in &lig.

Type of Payments Companies | Individual
rate rate
(F.I.LR.S) (S.I.LR.S))
Royalty 10% 5%
Rents (including hire of equipment) 10% 10%
Dividends 10% 10%
Interests 10% 10%
Commissions 10% 5%
Consultancy & professional services 10% 5%
Technical services 10% 5%
Management services 10% 5%
Director fees - 10%
Building construction 5% 5%
Contract supplies 5% 5%

Source: FIRS (2011)
SELF-ASSESSMENT EXERCISE

There are some merits in withholding
know.
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3.4 Withholding Tax and VAT on Contracts

The distinction between deduction of withholding faeom contract sums
and collection of VAT from contractors when theye apaid is very

important. Incidentally, both withholding tax andAV on contracts now
carry the same tax rates of 5%. So, on each cantvae cheques of equal
amounts are to be prepared; one for WHT withheldl the other for VAT

collected. The WHT is paid to the relevant tax autly depending on
whether the taxpayer is a corporate body or arviddal. The VAT on the

other hand can only go to the FIRS under the Nagetax laws.

3.5 Problems of Administering Withholding Tax

There are many problems associated with the adimatien of WHT.
These include:

(@) Non-deduction: Some organisations pay their cotdracwithout
deduction of withholding tax. The reason may bbegit

I. To help them; or

. Out of ignorance; or

iii. As a result of orders from above. This is a veryioses
offence against the law.

(b)  Non-remittance: Some tax agents deduct and fainat but rather
prefer to make use of the money in their operatidiss is nothing
but stealing from both the state who will suffeveeue diminution
and the taxpayer who will not be able to take drddr the
deductions. When such cases are uncovered, thaugauithority
should always endeavour to apply the necessaryisasc

(c) Wrong Rates: Wrong rates are often applied eitpeorantly or to
help the taxpayer. In this regard, it is importamnote that the rate
to be applied is the rate applicable at the timpayment/deduction
and not the rate prevailing when the contract weasrded/executed.

(d)  Credit notes not dispatched: When the taxpayersairgiven credit
notes, they are not given credit for tax withhdldey insist that they
have suffered the tax, while the Revenue Servisests on seeing
the credit notes since the deductions may have theented or paid
to the wrong tax authority.
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(e)

(f)

(9)

(h)

(i)

()

70

Incomplete/incorrect information: Incomplete or anect

information on the payment schedule may resulbheissuance of a
defective credit note. This may lead to problemsgianting tax

credit for tax withheld.

Payment to wrong tax authorities: There have besmgs in which
taxes withheld from companies are paid to the SHRdH those
collected from individuals are remitted to the FJR&hen these
happen the taxpayers cannot take credit sincexhauthority will
give credit for taxes not collected by it. The aaswo this is honesty
by the tax authorities. They should have the caaitage-direct such
payments.

Cases of lumping: In some cases, deductions frottm inolividuals
and corporate bodies are lumped together in onquehand paid to
either the FIRS or SIRS. In this situation, eves payment schedule
attached cannot help since only one composite eémsgattached for
money that is for two different tax authorities.cBi.cheques should
be returned to enable the collection agent to isgyarate cheques
to the appropriate tax authorities.

Wrong classification of activities: Where the ratdstax deduction
are different, wrong classification of activitiearcresult in either
overpayment or underpayment. The major problem of
misclassification of activities, however, is for ample, when
contract supplies are classified as across thetepparchases which
would lead to total non-payment of tax.

Dishonoured cheques: Incidents of dishonoured dsegbave

become the exception rather than the rule: theseftreasury
receipts are not issued until the cheques areezdedihe prevalence
of dishonoured cheques was partly responsibleHeriitroduction

of direct payment of tax to designated banks.

Failure to co-operate: Tax officials need to gonaurom time to
time to monitor the extent of co-operation by odtilen agents. Very
often they meet with hostile reception by peopleovghould know
better such as permanent secretaries, directorajrnudn of
government parastatals, etc. each time there igtlzhelding tax
inspection, it is necessary for the following torhade available for
examination:



ACC 318 MODULE 2

Cash book

Contract file

Cheque stubs

Copies of payment schedule
Payment certificate; and
Payment vouchers.

4.0 CONCLUSION

We have defined withholding tax as an advance paymktax, which is
deducted at source on certain transactions and dpigied. There were
several other definitions made in the unit. Theasadages of withholding

tax were enumerated while the problems of adminrgiethis type of tax
were also listed.

5.0 SUMMARY

In this unit, we have defined withholding tax, &dt the merits of
withholding tax, discussed withholding tax and VA contracts. We also
enumerated the problems of administering withhgdax.

In the next unit, we shall discuss value added tax.

6.0 TUTOR-MARKED ASSIGNMENT

1. Differentiate between withholding tax and value editax.
2. Enumerate the problems of administering withholdergin Nigeria.

7.0 REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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INTRODUCTION

In this unit, we defined withholding tax; listedetimerits of withholding
tax; discussed withholding tax and VAT on contraeisd enumerated the
problems of administering withholding tax.

In the next unit, we shall discuss value added tax.

2.0

OBJECTIVES

At the end of this unit, you should be able to:

72

define value added tax

list the goods and services exempted from valuecdak

discuss VAT returns, remittances, recovery andmefu

enumerate the functions of VAT committee and tradun

specify how VAT proceeds are shared between theethiers of
government in Nigeria.
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3.0 MAIN CONTENT

3.1 Value Added Tax (VAT) — Definition of Concept

Valued Added Tax (VAT) is an indirect tax like eseiduty, first levied
under the Value Added Tax Act (the Decree) No.102993 (as amended),
with effective date of 1 December, 1993. The apeated the Sales Tax
Act, 1986, it is now known as Value Added Tax Acgp. VI, LFN 2004.

The tax is charged on the supply of goods and sesviThe vendor has the
responsibility to collect it from the purchaser s or companies), on
behalf of the Federal Inland Revenue Service. iddals who are not
charged with the responsibility of collecting PA¥AEe not required under
the act to collect VAT. The tax is charged and jg/@n the supply of all
goods and services, other than those exempted.

SELF-ASSESSMENT EXERCISE

I is an indirect tax which replaced the sdbes

li ... Is charged and payable on the supply of abhdgpand services,
other than those exempted.

3.2 Goods Exempted from VAT

The following are goods exempted from value added t

o All medical and pharmaceutical products

. Basic foods items; processed food items do not seempted

. Books and educational materials

o Baby products

o Fertiliser, locally produced agricultural and vatary medicine,
farming machinery and farming transportation equepm

o All exports

o Plant and machinery imported for use in the Expooicessing Zone

) Plant, machinery and equipment purchased for atiba of gas in
downstream petroleum operations

o Tractors, ploughs and agricultural equipment andolements

purchased for agricultural purposes.
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3.3 Services Exempted from VAT
We list below the services exempted from value ddédg:

o Medical services

o Services rendered by Community Banks (now Micro aRoe
Banks), Nigerian Agricultural Cooperative Rural @&pment Bank
(NACRDB) and Mortgage Institutions

o Plays and performances conducted by education#uinsns as part
of learning

o All exported services

o Goods and services purchased for the use of diptosrad donor

funded projects.

Rate: The tax is computed at the rate of 5 per aktiite value of all vatable
goods and services.

3.4 VAT Returns, Remittances, Recovery and Refund

A vatable person shall pay to the supplier the & vatable goods and
services purchased by or supplied to him. The VATpaid by a vatable
person is known as input VAT.

A vatable person shall on supplying vatable goodsservices to his
accredited distributor, agent, client or consurasrthe case may be, collect
the VAT on those goods or services at the abovetioread rate. The VAT
collected by a vatable person shall be known asugput VAT.

A vatable person shall, on rendering a return:

a. If the output VAT exceeds the input VAT, remit tbecess

b. If the input VAT exceeds the output VAT, a vatapkrson will be
entitled to a return of the excess VAT from the &IBn production
of such documents as may be required from timarte.t

The Nigerian Customs Services shall before relgagatable goods to its

importer, demand the Value Added Tax Compliancetif@zate issued by
the FIRS on those goods.
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[llustrations 8-1

A pharmaceutical company who deals in drugs al8s g#t items in order
to attract customer.

Details of sales and purchases for December 2008: we

N
Sales pharmaceutical product 640,000
Sales of gift items and supply of performs 179,920
Total sales for the month 820,820
Vat paid on purchases for December 2008 amouri§J950
to

Required:

Calculate VAT payable to the tax office
Suggested Solution 8-1

CALCULATION OF VAT PAYABLE FOR DECEMBER 2008

N
Total sales 820,820
Less good exempted 640,900
Vatable goods sold (including VAT @ 5%) 179,920
Sales excluding VAT %/,0: X N179,920) (171,352)
Out VAT @ 5% 8,568
Input VAT 6,950
Net VAT payable 1,618

3.5 Administration of VAT, Committee and Tribunal

The Federal Inland Revenue Service is responsdledministrating the
Value Added Tax.

There is a committee known as the Value Added Techmical Committee
comprising.

The Chairman of the Federal Inland Revenue Serya the
Chairman)

All Directors in the Federal Inland Revenue Service

The Legal Adviser to the Federal Inland RevenueiSer

A Director in the Nigeria Customs Services; and

Three representatives of the state government wiaongmbers of
the Join Tax Revenue Service.
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3.5.1 Functions

The functions of the VAT Committee and Tribunal:are

to consider all the tax matters that require psitegl and technical
expertise and make recommendations to the FIRS

to advice the FIRS on its duties in administerimg tax; and

to attend to such other matters as the FIRS mawy fime to time
refer to it.

3.5.2 Appointment of an Agent

The FIRS may, be notice in writing, appoint anysoer to be the agent of
any manufacturer or importer and the person soiafggbshall be the agent
of the manufacturer or importer. Such agent magebeired to pay any tax
which is or may become due by him to the manufactar reporter, as the
case may be, and in default of such payment, thehall be recoverable
from him. The FIRS may require a person to givenmation as to any
money, fund or other assets which may be held by for or any money
due from him to a manufacturer or an importer.
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A vat able person, who fails to submit returnshi® EBIR is liable to
fine of N5,000 for every month in which the failure contiaue

An officer of the FIRS or any other person, whosaghd abets the
commission of any of the offenses under the VAT icguilty of an
offence and is liable on conviction to a fine of N0 or to
imprisonment for a term of five years.

Where a person’s conduct during any specified pehias involved
the commission or omission by him of any one or enof the
foregoing offences, then whether or not the padisu of the
offenses are known, he shall be guilty of an oféeand liable to pay
a fine ofNL0,000 or if greater, four times the amount of t¥ythat
was, or was intended to be evaded by a his condurctio
imprisonment for a term not exceeding 6 monthodydth such fine
and imprisonment.

Where an offence under the VAT act is committed éyody
corporate or firm or other association of indivitija
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a. every director, manager, secretary or other sinmiicer of the
body corporate, or
b. every partner or officer of the firm, or

C. every person concerned in the management of trersafbf the
association, or
d. every person who was purporting to act in any ciépas aforesaid,

is severally guilty of that offense and liable ® jroceeded against
and punished for the offence in like manner aseifhad himself
committed the offence, unless he proves that theom@mission
constituting the offence took place without his Whexdge, consent
or connivance.

3.6 Definition of Terms

Agency of governmeribcludes a ministry, department, statutory body,
public authority and an institution of the federatate and local
government.

Authorised officemeans an officer who has been authorised by tivecee
to perform any function under or in pursuance ¢ #ct.

Revenue serviceneans the Federal Inland Revenue Service.

Building: means any house, including any garage, dwellipgrtenent,

hospital and institutional building, factory, waceise, theatre, cinema,
store, mill building and similar roofed structurboading protection and
shelter, radio and television masks, transmissioa, tower, vehicle and
other similar structure but excludes mobile honsasavans and trailers.

Businessinclude any trade, commerce or manufacture or@mgcern in
the nature of trade, commerce or manufacture.

Chairmanmeans the chairman of the Federal Inland Revernacg.
Company mean a company as defined under the companiesalied
matter act 1990 (as amended), and a corporate thadymay be formed
under any other written law and includes any asdwri, whether
incorporated in or outside Nigeria.

Entertainment includes any exhibition and performance in which
admission of person is subject to payment by sechgms.
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Import means bringing in or carrying to be brought irod® and services
from another country or from an export processiogez

Importer. means any person who imports taxable goods.

Invoice means any document issued as an evidence of derftan
payment.

Manufacturer means any person who engages in the manufadtg®ods
and includes a person who has manufactured fordnimn his behalf by
others, goods made to his specification or design.

Minister. means the minister responsible for matters redatd finance.

Manufacturing means the process by which a commodity is finally
produced, including assembling, packing, bottlimg;packing, mixing,
blending, grinding, cutting, bending, twisting apmning or any other
similar activity.

Motel: means premises on which accommodation, flataceapartments,
beach cottage, holiday cottage, game lodges araedea but excludes the
following:

a. Premises run by a charitable or religious orgaitsategistered
under the relevant law for charitable or religipusposes.

b. Premises operated by a medical institution apprdyethe secretary
for the time being responsible for health for tls® wf the staff of
that institution; and

C. Premises, whose supply is under a lease or licehset less than
one month, unless by prior arrangement, the occupay without
penalty, terminate that lease or license on leas ttne month’s
notice.

Owner. means in respect of any goods, aircraft, vehal@nt or any other
goods, a person, other than an officer acting iaffic who holds out
himself to be the owner, manufacturer, agent omp#rson in possession of
or beneficially interested in, or having control @f power of disposition
over the goods, aircraft, vessel, vehicle, plardtber goods.
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Registered persomeans any person registered under section &okth

Restaurantmeans any establishment carrying out the busioiessstaurant
services, and includes cafeterias, fast food aytktacks bars, food stuffs
at exhibitions or sport arenas and similar estabisnt but excludes:

a. An establishment operated for charitable or religipurposes.

b. An establishment run by an educational or trainingtitution
approved by the Secretary for the use of the staff students of
those institutions, and

C. Establishments run by a medical institution appdovey the
secretary for the time-being responsible for thalthefor the use of
the staff and students of the institution.

Restaurant servicesneans the supply of foods or beverages preparned f
immediate consumption, whether or not such consmpis on the
premises of the restaurant and including outsidericey.

Service means the Federal Inland Revenue Service.

Supplies mean any transaction, whether it is the sale @fdg or the
performance of services for a consideration, f@&.,money or money’s
worth.

Supply of goodsmeans any transaction where the whole properthén
goods is transferred or where the agreement expresstemplates that
this will happen and in particular includes theesahd delivery of taxable
goods and services used outside the businessettieglout of taxable
goods on hire or leasing, and any disposal of taxgbods.

Supply of servicanean any services provided for a consideration.

VAT. means value added tax imposed and charged uedgors 1 of the
act.

Vatable goods and servicaseans the goods and services not exempted in
the schedule to the act.

VAT period means one calendar month commencing from thenbagy of
the month to the end of the month.
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Vatable persona person who independently carried out in angelan
economic activity as a producer, wholesale tradepplier of goods,
supplier of services including mining and otherntetl activities or a person
exploiting tangible or intangible property for thmurpose of obtaining
income therefrom by way of trade or business; actlides a person and an
agency of government acting in that capacity.

Transaction of arm’s lengthmeans a transaction on normal open market
commercial terms.

Vehicle includes for the purpose of the act, every desion of
conveyance for the transportation by land, of hulm@ings or goods.

Vessel means a mode of transportation or conveyance digrywof human
beings or goods.

Wholesaler means a person who obtains his stock predomin&tain the
manufacturers and sells in bulk to the retailer.

3.7 Sharing of VAT Proceeds

The VAT collected by FIRS is shared thus:

o 15 percent to the federal government

o 50 percent to the state government and the Fe@Gayatal Territory,
Abuja, and

o 35 percent to the local government.

4.0 CONCLUSION

We noted that Valued Added Tax (VAT) was definecdasndirect tax like
excise duty, first levied under the Value Added Tast (the Decree)
No0.102 of 1993 (as amended), with effective datel ddecember, 1993.
We also noted from the passage that the VAT aaalep the Sales Tax
Act, 1986, and it is now known as Value Added Taot,ACap. VI, LFN
2004. Finally, we were told that the tax is chargedthe supply of goods
and services.

5.0 SUMMARY

In this unit, we defined value added tax, listeé tjoods and services
exempted from value added tax, discussed VAT refuremittances,
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recovery and refund. We also enumerated the fumetid VAT committee
and tribunal and specified how VAT proceeds aregeshbetween the three
tiers of government in Nigeria.

In the next unit, we shall be exploring anotheeiasting topic, capital
allowances.

6.0 TUTOR-MARKED ASSIGNMENT

1. Define value added tax in your own words.

2. List the goods and services that have been exenfpbed value
added tax.

3. Enumerate the functions of VAT Committee and Trilun

4, How is an agent appointed?

5 In what ratio is the proceeds of value added taxddd among the

three tiers of government in Nigeria?
7.0 REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In this unit, we defined value added tax; liste@ tpoods and services
exempted from value added tax; discussed VAT retunmemittances,
recovery and refund; enumerated the functions off Vdommittee and
tribunal; and specified how VAT proceeds are sharetiveen the three
tiers of government in Nigeria.

In the next unit, we shall be exploring anothereiasting topic, capital
allowances.

2.0 OBJECTIVES
At the end of this unit, you should be able to:

) define capital allowances

discuss the treatment of qualifying capital expendi acquired
second hand

list and explain types of capital allowances

explain what is meant by qualifying expenditure

define allowances

discuss the concept leasing assets

list the capital allowances rates.
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3.0 MAIN CONTENT

3.1 Capital Allowances

Capital allowance would be claimed on qualifyingital expenditure in
use for the purpose of a trade or business. Caglltakance is obtained in
replacement for depreciation charge which is tekats an inadmissible
expense. For tax purpose, capital allowance ismddi only on the
following conditions:

. The qualifying capital expenditures must be owngdhe taxpayer
making the claim as at the end.

o The taxpayer must be making use of the qualifyirapital
expenditures for the purpose of its trade or bissine

o The qualifying capital expenditures must be “in"use at the end of
the basic period.

o Where the value of the qualifying capital expendituis not less
than N500, 000 (five hundred thousand naira), aneptance
certificate must be obtained from the inspectoxitesion of the
federal ministry of industry. The threshold for tlaEceptance
certificate was just N20, 000 up to the end of 196&r of
assessment.

3.2 Treatment of Qualifying Capital Expenditure Acquired
Second Hand

The treatment to be given to second hand acquisdfoqualifying capital
expenditures will depend on the class of assets.

a. Buildings
In respect of buildings acquired second hand:
o No initial allowance will be claimed

. The annual allowance to be claimed must be basdateotower of
the original cost of acquisition and the new pusehgrice.
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b. Other assets

There are no clear cut provisions in the tax lagvtoahe treatment of other
assets acquired second hand as the only provisitreilaw is in respect of
buildings. Consequently, where other assets arair@chon second-hand,
both initial and animal allowances can be claimedvigded they are

transaction as arms length. Where the transacterbetween two related
parties, then:

No initial allowance can be claimed
o The annual allowance to be claimed must be baségd am the
unexpired tax life of the asset.

SELF-ASSESSMENT EXERCISE

L . is claimed on qualifying capital expenditureuse for the
purpose of a trade or business.

. Capital allowance is obtained in replacement for .....which is
treated as an inadmissible expense.

3.3 Types of Capital Allowance
There are basically four types of capital allowance

Initial allowance
Annual allowance
Balancing adjustment
Investment allowance

(@) Initial allowance

The allowance is claimed only once in the life ofgaalifying capital
expenditure. It is a relief granted to a traderaocompany whenever a
gualifying capital expenditure is incurred. Theoalance is granted for the
year of assessment in which the asset was firstigehand used.

(b)  Annual allowance

This allowance is granted every year and it isnoéad equally over the
estimated tax life of a qualifying capital expendé.
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(c) Balancing adjustment
This is divided into two:
Balancing allowance and balancing charge

Balancing allowance: this is obtained when thesspl®ceeds on disposal
of a qualifying capital expenditure exceed thewaitten down.

(d) Investment allowance
See section 3.5.2 of this unit for explanation.
SELF-ASSESSMENT EXERCISE

Capital allowances can be classified into four, elgm...and ........
3.4 Qualifying Expenditure

Qualifying expenditure means capital expendituceirred in a basis period
in connection with:

. Plant, machinery or fixture

o Buildings, structures or works of a permanent reatur

Mines, oil wells or other sources of mineral deposif a washing
nature

Plantations

Research and development

Agricultural plant

Public transportation motor vehicles and

Public transportation (inter-city) new mass transich.

Any expenditure which is an allowable deductiomamputing the profit of
the company’s trade or business in accordance thi¢h provisions of
section 20 of CITA shall not be treated as quaidyexpenditure.

85



ACC 318 ADVANCED TAXATION

3.5 Allowances

3.5.1 Initial Allowance

This is granted in the first year of acquisitiontbe cost of purchase of the
asset whether purchased new or second hand (butheeexception in
respect of building as already discussed).

For example, an initial allowance of N25, 000 wile claimed for a
gualifying expenditure amounting to N50, 000 oraaset which attracts an
initial allowance rate of 50%.

The initial allowance to be granted would be suclamount as the revenue
service may determine to be just and reasonableendither the seller has
control over the purchaser or the purchaser hasai@ver the seller of the

asset. Provided that the aggregate capital allogsagecanted in respect of
any assets shall not exceed 95% of the total dasteoasset. (New section
6(3) inserted in Decree 1966 No0.32 effective fralafiuary, 1996).

3.5.2 Investment Allowance (CITA Section 28)

In addition to an initial allowance, investmentoalnce can be claimed in
respect of qualifying expenditure incurred on plamdl machinery. The rate
Is 10% of the expenditure. The provisions of ClTélating to initial
allowance also apply to investment allowance, ektleat an investment
allowance is not to be deducted from cost of theetssin arriving at the
residue of qualifying expenditure.

Investment allowance cannot be claimed, or if alyegranted, shall be
withdrawn if any of the following happened withinpariod of five years
from the date of acquisition of the assets:

o Any sale or transfer of the asset otherwise tham person acquiring
the asset for a chargeable purpose or for scrap.

o Any appropriation of the asset to a purpose othan ta chargeable
purpose.

o Any sale or transfer or other dealing with the adssing a case

where it appears either:
a. That the purpose of obtaining tax allowances wasstble or main

purpose of the company for incurring the expenditor for so
dealing with the asset, or
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b. That the incurring of the expenditure and the abs@tg so dealt
with, were not bona fide because transactions, erevartificial or
fictitious transactions, and were designed for {@pose of
obtaining tax allowances.

For the purpose of this section “chargeable purpossans the purpose of
putting the assets to a use such that profits acorare intended to accrue
there from and will be chargeable to tax.

3.5.3 Annual Allowance

This is granted annually and is computed on tharza of cost after the
deduction of the amount of initial allowance claon the asset. In the
example of the item shown under initial allowandso\e, the annual
allowance, assuming a rate of 25% shall be N6,268t is,25% of
N(50,000 — 25, 000). Annual allowance once caleddor particular fixed
asset item will be the same amount for each of/&aes that the assets is in
use until the cost of the asset is fully relievAdiominal sum of N10 per
item is retained in the books in the last yearlaine of annual allowance. It
is retained until the item is disposed of.

Where the basis period for any of assessment eriadpof less than one
year, the annual allowance for that year of assessnshall be
proportionally reduced.

[llustration 9-1

New business Nigeria limited commenced a retaitlédrdbusiness on 1
October 2006 and makes up accounts to 30 Septevhleery year. The
following qualifying capital expenditure on planhda machinery were
incurred.

Date Amount
N
1/10/06 520, 000
1/11/06 535, 000
15/4/07 725, 000

Required:

Computer capital allowances for the relevant yehmssessment.
Suggested Solution 9-2
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New Business Nigeria Limited
Computation of capital allowances for the relevanyears of assessment

The annual allowance for the first year of assessmél be as follow:
First year of assessment is 2006 assessment year.

Basis period for capital allowance purposes is pegiod 1/10/06 to
31/12/06

N
Total qualifying expenditure during that period ,035,000
Less: initial allowance at 50% 527,500
Balance of cost after initial allowance 5330

Investment allowance is also due, since the itepfaist and machinery

N

Investment allowance at 10% of N1, 055.00 105,500

Annual allowance:

For a full year at 25% e£BR7, 500 131,875

But restricted to 3/12 xN31, 875 in view of number of months in the basis

period being less than twelve 32, 969

Residue of expenditure carried forward to the sdgmar of assessment
MN194, 531.

Whenever in doubt as to whether it is the initinlamnual allowance that
should be restricted when the basis period is shadlian twelve months,
remember that initial allowance is a one-off allom@ and is therefore not
to be restricted, while annual allowance is on amual basis and is
therefore to be proportionately restricted to thenber of months in the
basis period, if less than twelve months.

3.6 Leasing Assets (Paragraph 18)

The part of the act that deals with leasing assefzaragraph 18 of the
Second Schedule, the substance of which has beeodueed below, it
covers the various equipment leasing, includinge sahd lease back,
schemes which are commonly operated by mercharksband finance
houses. With this provision it is the lessor (thener of the asset under an
operating lease) that can claim capital allowanceagspect of the cost of
the asset. The hire charge payable by the lessszti®n 20 deductible, as
a trade expense, with regard to a finance lease thie hirer or lessee that
can claim capital allowances on the qualifying exgire which is
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determined in the same manner as assets acquimel tmre-purchase
terms.

a.  Where a company owning an asset:

o has incurred capital expenditure in respect theof

. leases that assets to any person under an opeletisg
contract for use wholly, exclusively, necessarilynda
reasonably for the purpose of a trade or businassged on by
such person, the provisions of this schedule shatily as
though such expenditure were incurred for the psepof a
trade or business carried on by the owner or leasdr as
though the owner or lessor were using the assettHer
purpose of such last-mentioned trade or busineskerway
in which and for the period or periods during whible asset
Is in fact in the first mentioned-trade or business

b. Where, however, an asset is acquired by any hiréegssee under a
finance lease contract, the terms of which proYatehe transfer of
ownership, risks and rewards to the hirer or lesteeprovisions of
this schedule shall apply in the same way as itieppo an asset
acquired by any owner or lessor of an asset foptiposes of his
trade or business but shall so apply subject to fthiowing
modifications, that is to say:

o The qualifying expenditure within the provisions tfis
schedule shall, in relation to any asset so acduiraler that
contract, be limited to the amount of the totaske@ayments
due from the hirer or lessee, during his basisopleexcluding
in the computation of such qualifying expenditung anterest
charges payable under the contract.

o Any reference in this sub-paragraph (2) of thisagaaph to
any owner or lessor of any asset shall be constasd
including a reference to a hirer or lessee underfimance
lease contract and as excluding a reference topérson
leasing the asset to the hirer or lessee undexathieact.

C. Subject to the provisions of this schedule, whereompany has
incurred capital expenditure on plant and machin@ryacquires
same by virtue of sub-paragraph (2) of this panggravholly,
exclusively, necessarily and reasonably for theopse of a trade or

89



ACC 318

3.7

ADVANCED TAXATION

business carried on by it, there shall be due ¢otrlide or business
an investment of ten per cent of such expenditure.

For the purposes of this schedule, the terms “dipgrdease” and
“finance lease” shall have the meanings ascribethém by the
statement of accounting standards on leases (SABLNo

Capital Allowances Rates

The following are the current (2009) capital allowas rates:

Particulars Initial Annual

allowance % | allowance %
Buildings (industrial & non industrial 15 10
Mining 95 Nil
Plant: Agric Production 95 Nil
Others 50 25
Furniture and fittings 25 20
Motor vehicles: public transportation 95 Nil
Others 50 25
Plantation Equipment 95 Nil
Housing Estate 50 25
Ranching and Plantation 30 50
Research & Development 95 Nil
These rates were effective from the 2006 assessyrant

3.7.1 Claim for Capital Allowances — Options

The following options are available with regarccapital allowance:

a. Capital allowance must be claimed before it cangtented. This
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implies that normally it will not be granted when olaim is made
by the company. Therefore, a company that doeswmslt to be
granted capital allowances in any particular assess year can
achieve that objective by not making a claim foclsuin its tax
computations.

Where double taxation relief is applicable, parpgr®3 of the
Schedule 2, permits a company to elect that thialimr annual
allowance due to it, be calculated at a lesser tlaa® normally
applicable as summarised under capital allowaratesabove. When
such election is made, the lesser rate desireidogampany shall be
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the appropriate rate to be used to compute the ahajihe capital
allowances due to the company for that year ofssssent.

3.7.2 Basis Period

The basis period for capital allowances is normtdl/ same as that used in
the computation of assessable income. For exanipecounts are made
up to 30 September every year, the basis periodther purpose of
determining assessable income for 2005 assessneamt will be the
accounting year ended 30 September 2004 that isdpgrOctober 2003 to
30 September, 2004.

Capital allowances would be claimed for the 2008easment year using
the same basis period this:

Initial allowance — on assets purchased during operi/10/2003 to
30/0/2004

Annual allowance — or residue of expenditure a®&D03 plus the annual
allowance amounts calculated on the additions durthe year to
30/9/2004. If there are disposals in the year, rdsdue of such will be
eliminated from the residue at 30/9/2003 before @haual allowance is
calculated.

This rule will usually be disrupted at commencemantl cessation of a
business as there will be overlapping and gapseoiogs during these
occasion.

The provisions of the act are:

o Where two basis periods overlap, the period commnmoioth is
treated except for the purpose of annual allowgrasalling to the
first basis period only.

o Where two basis periods coincide they shall be técbaas
overlapping and therefore rule (i) above will belagable.

o Where there is an interval between the end of #masbperiod for
one year of assessment and the basis period fondke year of
assessment, the interval shall be treated as panecsecond basis
period unless the year of assessment based onetimd basis
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period is the year of permanent cessation of thdetr when the
interval is treated as part of the first basis quri

4.0 CONCLUSION

This unit covered the second schedule to CITA, tvitientains the rules of
capital allowances as they apply to corporate [sodmargeable to tax under
CITA. It was seen that as depreciation of any tass@ot an allowable
deduction in the computation of adjusted profitsaoicompany, capital
allowance is granted instead.

This unit provided all the rules with respect t@assification of qualifying
capital expenditure, claim and grant of capitabwhnces, determination of
balancing allowance or balancing charge upon dapafsqualifying assets.
The various points to note with respect to cailimwances have also been
covered such that proper claim for capital alloveancan be filed with the
Inland Revenue.

5.0 SUMMARY

In this unit, we defined capital allowances anccdssed the treatment of
gualifying capital expenditure acquired second hakde listed and
explained types of capital allowances and explaoeaifying expenditure.
We also defined allowances and discussed the cobrleaping assets.
Finally, we listed the capital allowances rates.

In the next unit, we shall examine capital gains ta

6.0 TUTOR-MARKED ASSIGNMENT

What do you mean by the term capital allowafice

List and explain the types of capital allonamgou know.

What are allowances? List the types of alloves that you know.
Define and discuss the concept leasing assets.

How do you treat qualifying capital expend#uscquired second
hand?

7.0 REFERENCE/FURTHER READING

arwpdpE

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In this unit, we shall examine capital gains tax.
2.0 OBJECTIVES

At the end of this unit, you should be able to:

o discuss how capital gains act is administered

explain the nature and objectives of capital gtans

list the principles of allowable and disallowabl&penditure as
applicable to capital gain tax

state and explain the reliefs available in cagtahs tax

prepare capital gains tax computations in accorlawith the
provisions of the capital gain tax act, CAP C1 LFD04.

3.0 MAIN CONTENT

The Capital Gain Tax Act in 1967 came into effeaini the 1967/68
assessment year. In addition to the necessity dogehcapital gains to tax,
the act could also have been introduced to prodancadditional source of
revenue to government to finance Nigeria’s civirwa
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The principal act together with all amendment tteteas been re-enacted
as Capital Gains Tax Act CAP C1 of the Laws of Feeleration of Nigeria
(LFN)

3.1 Capital Gains Tax

Under the provisions of the Capital Gains Tax Aax, liability will arise on
actual year basis when a chargeable asset is ddpd$ie rate of tax is
10%. Capital gains will arise where the sales pedaen the disposal of the
chargeable asset is more than the cost of acquisiti

FORMAT N

Sales Proceed XX
Less: Allowable expenses _ (XX)

Net Sale Proceed XX
Deduct: Cost of Acquisition _(XX)
Capital Gains XX
Capital Gains Tax at 10% _Vy

3.1.1 Steps to Compute Capital Gains Tax
Step 1: Identify the sales proceed on the dispafsile chargeable asset.

Step 2: Deduct allowable expenses from the salesepd to obtain the net
sales proceed.

Step 3: The cost of acquisition and other capitats are then deducted
from the net sales proceed to obtain the capitakga

Step 4: Compute the capital gains tax liabilityapplying the capital gains
tax rate of 10% on the capital gains obtainedep &

SELF-ASSESSMENT EXERCISE
There are .......... steps to compute capital gains tax.
3.2 Chargeable Assets

Chargeable assets are assets whose disposalswuill e a chargeable gain.
Examples of chargeable asset include:

) options, debts and incorporeal properties
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o currencies other than the Nigerian naira
o all qualifying capital expenditures.

3.3 Allowable and Disallowable Expenditure
This topic is discussed under the following subigsp

3.3.1 Deductions Allowable (Section 14)

o Cost of acquisition or purchase price, includinigcabts incidental to
the purchase.

o Improvement costs wholly, exclusively and necessarcurred.

o Cost wholly, exclusively and necessarily incurredeistablishing,
preserving or defending the owner’s title to orggnt over the asset.

o Incidental costs of disposal.

These include:

(@) Fees, commissions or remuneration paid fofegsional services of
surveyor or valuers; auctioneer, accountant; ager or legal
adviser

(b)  Cost of transfer or conveyance (including giataties)

(c)  Advertisement cost to find a seller/buyer; and

(d)  Cost reasonably incurred to make any valuatorapportionment
required for the purpose of computing the capit@hg including
expenses in ascertaining market value where regjuire

3.3.2 Disallowable Expenditure

Sums allowable as a deduction in computing theitsrof gains or losses

of a trade for income tax purposes are not allowaidduction under

Section 14 above (Section 15).

SELF-ASSESSMENT EXERCISE

.......... is referred to as the sums allowable as a dextuin computing
the profits or gains or losses of a trade for inedax purposes.
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3.4 Exemptions from Capital Gain Tax
The following capital gains are exempted from tax:

(@) any capital gain arising from the disposal of amyvernment
security

(b) any capital gains arising from the disposal of ee@nd securities

(c) any capital gain from the disposal of a medal vi@mmhonour and
gallantry

(d) any capital gain on the disposal of life assuragpokcies and any
investment under a super-annuation fund scheme

(e) any capital gain on the disposal of motor vehioledrivate use

) any capital gain on a chattel disposed off for motre than=,000
in any year of assessment

(g) any capital gain on the disposal of a landed ptgpey a forced
acquisition by any government in Nigeria provided:

0] the taxpayer has not taken any previous stedigpose the
asset by way of entering into negotiation to sell;

(i)  the taxpayer has not shown any previous itdento dispose
off the asset e.g. by way of advertisement;

(h)  any capital gain that accrues to any local autiorit

0] any capital gain accruing to a purchasing authantgier any law in
Nigeria to acquire any commodity for the purposeerport or to
any corporation established for the purpose offosj.

4.0 CONCLUSION

We note from the discussion in the unit that Cagiain Tax Act in 1967
came into effect from the 1967/68 assessment \leaaddition to the
necessity to charge capital gains to tax, the acidcalso have been
introduced to product an additional source of reweto government to
finance Nigeria’s Civil war. It was also noted tthiader the provisions of
the Capital Gains Tax Act, tax liability will arisen actual year basis when
a chargeable asset is disposed. The rate of taf%s Capital gains will
arise where the sales proceed on the disposatéafthrgeable asset is more
than the cost of acquisition. We listed the stegesd in computing capital
gains tax and discussed chargeable assets whilgoledifferentiation
between allowable and disallowable expenditures.fWadly enumerated
the exemptions to capital gains tax.
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5.0 SUMMARY

In this unit, we have discussed how Capital Gaiosi# administered and
explained the nature and objectives of capital gdax. We listed the
principles of allowable and disallowable expendituss applicable to
capital gain tax, stated and explained the relgefailable in capital gains
tax; and treated how to prepare capital gains tamputations in

accordance with the provisions of the Capital Gea Act, CAP C1 LFN

2004.

In the next unit, we shall discuss tax effects anvgbisation and
commercialisation.

6.0 TUTOR-MARKED ASSIGNMENT

1. What is capital gains tax?

2. How is capital gains tax administered?

3. Enumerate the principles guiding allowance and lidisable
expenditure.

4, Explain how the reliefs available in capital gaias are treated.

7.0 REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

In the last unit, we discussed how capital gains iacadministered,;

explained the nature and objectives of capitalg#an; listed the principles
of allowable and disallowable expenditure as applie to capital gain tax;
stated and explained the reliefs available in ehgains tax; and treated
how to prepare capital gains tax computations inoatance with the

provisions of the Capital Gain Tax Act, CAP C1 LENO4.

In this unit, we shall discuss tax effects on pisation and
commercialisation.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o explain the rationale behind privatisation and carsialisation

o list the types of privatisation and commercialisati

o enumerate the phases of privatisation and comntisetian in
Nigeria

o state and explain the role of the parties to pisasibn and
commercialisation exercise

o discuss the tax implications in privatisation armmeercialisation

of an establishment.
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3.0 MAIN CONTENT

In the 1960s, 1970s and 1980s, it was fashionafdecansidered sound
economic policy for governments at different tiersNigeria, to establish
and invest in statutory corporations and state-alwec@mpanies. This was
the ear when socialist, community and welfaristoldgists held sway.
Pride and nationalism were promoted at the expearfs&ompetitive

economic management of national resources. Goversmat different

levels were thus involved in the acquisition, nadilisation and/or
establishment of enterprises covering a broad spectof economic
activities ranging from banking, insurance, broatiog, tourism,

transportation, steel and petro-chemicals. Howeawer fall in oil revenues
in the past two decades has made it rather difficulthe government to
sustain the required funding of these organisatioklany of the

organisations experienced stunted developments vegr@ plagued by
inefficiencies.

3.1 Rationale behind Privatisation and Commercialigtion
(P&C)

The inability of state-owned enterprises and orggtions to deliver their
mandates made it imperative that necessary refehosld be carried out.
Some of the reasons for embarking on P & C were to:

. free government from unproductive financial subierg
o address problems of excessive bureaucratic coericbintervention
. integrate the Nigerian economy into the mainstreaimworld

economic order where private and competitive ents¥pvere taken
over from state monopolies

. tackle problems of management ineptitude and gnzssnpetence

o eliminate operational complacency and cripplingaptions

o redress problems of inappropriate, and sometimdssolete
technology

o attract foreign direct investment

o generate revenue for government; and

o create more employment opportunities in the long due to the

envisaged multiplier effect of the gains of pricas and
commercialisation.
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3.2 Types of Privatisation and Commercialisation (R C)

Privatisation can be defined as the sale, trarmfeemoval of ownership

and control from public to private entities in resp of state enterprises.
Commercialisation involves the adoption of commarccompetitive and

profit objectives in the management of public gmtise. It involves the

jettisoning of socialist and monopolistic objecvthat characterised the
operation of public enterprises in the past. Gdherthe memorandum and
articles of association or enabling legislationtisg up these enterprises
are either amended or abrogated in order to reflawtw orientation. The
changes to the enabling laws are however depemutettie magnitude of

changes being effected. P & C are carried out verse variants, amongst
which are:

o total or 100% privatisation/commercialisation

o partial privatization

° partial commercialisation

o management contracts (a variant of commercialisaiihereby
ownership of the affected enterprises is retaingdhle state while
the management is outsourced to an outside angendent entity
for purposes of better management)

o general and open privatisation with no restrictiorthe number of
participating buyers

o core investor —based privatisation which requined & core investor

with proven financial, managerial and technical petence is
selected to acquire and manage the enterprise.

3.3 Phases of Privatisation and CommercialisatiomiNigeria

The P & C exercise in Nigeria was scheduled untieeet phases as
follows:

Phase 1: This involved enterprises engaged in comaheand merchant
banking, cement plants, petroleum marketing andrstalready quoted on
the Nigerian Stock Exchange. This phase was to bGepteted by

December 1999.

Phase 2: Enterprises of hotels, tourism and maserably.
Phase 3: They include the utilities: NEPA, NITEIndaother companies

such as Nigerian Airways, NAFCON, ALUMSCO, Petrocheal and
Petroleum Refineries.
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It is only the first phase that has been succdgsfampleted.
3.4 Parties to Privatisation and CommercialisatiorExercise
The following organisations and groups have beentitied as parties:

The national council on privatisation (NCP).

The bureau of public enterprise (BPE).

Technical and financial advisers.

(These are world class investment bankers, legal ather
consulting firms to be engaged in undertaking stiat review,
restructuring and sale preparation for affecteémmises).

o Floatation advisers.

The important professional advisers in this growgude:

Issuing houses

Solicitors to the issues

Reporting accountants and auditors
Stockbrokers to the issues

Asset valuers.

®PooTY

It should be noted that these professionals maeeibe from within the
country or from abroad.

3.5 Tax Implication

In order to discuss the tax implication of Nigesigprivatisation and
commercialisation, the applicable provisions in tidwe legislation would be
considered. What would apply depends on the statheoestablishments
and the percentage ownership of government befogeptivatisation or
commercialisation.

3.5.1 Government’s Partial Ownership

Where the establishment has been registered astadiliability company,
it would be subject to tax under CITA or under ariyer relevant act. An
example is national oil marketing company plc. Tbaanpany has been
subject to tax under CITA before the privatisatién privatisation, all that
has been done is that government has sold itststidieg in the company.
This would not have an effect on the tax statushef company after the
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privatisation. This will be the case whether or rgwvernment had
controlling shares in the establishment.

3.5.2 Government’'s Full Ownership

Going through section 19 of the companies incomeatd, CAP C21 LFN
2004 (as amended), the exemptions relating to govent establishment
are:

Profits or incomes are exempted from tax, in scafathey are not derived
from trade or business being carried on:

The profits of any company or corporation estalglitby the law of a state
for the purpose of fostering the economic develautroéthat state.

The privatised company will be liable to pay taxianthe provisions of the
relevant tax act and it will be easier for the rawe service to enforce as
appropriate. With regards to those that have besfing the appropriate
tax, privatisation will not have any further taxesft other than they would
continue to pay company tax under the appropreteact.

Commercialisation would not have any particular licgiion, since as
already indicated; al trading government establestis are liable to pay
tax. This would indeed be more pronounced when #neycommercialised.

Profits of government establishments that are exedypeven if they are
derived from trade or business, relate to localegoment. Section 19(1)
states:

The profits of any company, being a body corpoestablished by or under
any local government or under any local governntentor edict in force
in any state in Nigeria.

There were no federal government establishmentgbezl in Section 19
of the act. Thus, all federal government tradin@l@shments were liable
to companies even before the privatisation exerdistdey have not been
paying tax before, that implies that they have beentravening the
nation’s laws.
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SELF-ASSESSMENT EXERCISE

I NCP is the acronym for .........

. BPE is the acronym for .........

Ii. Commercialisation is referred to as ..........
V. Privatisation is defined as .........

4.0 CONCLUSION

This chapter discusses the tax implications of kbth privatisation and
commercialisation exercise, depending on the ledeldivestment of
government in the affected establishments. It &splains the types of
privatisation and commercialisation and their pkaseNigeria.

5.0 SUMMARY

In this unit, we have explained the rationale béhprivatisation and
commercialisation. We listed the types of privdaiea and
commercialisation and enumerated the phases ofatmation and
commercialisation in Nigeria. We also stated anplared the role of the
parties to privatisation and commercialisation eds&r and discussed the
tax implications in privatisation and commerciatisa of an establishment.

In the next unit, we shall be exploring anotheridoptled: profits,
assessable profits and tax payable.

6.0 TUTOR-MARKED ASSIGNMENT

1. What are the rationale behind privatisation and roencialisation of
the government businesses?

2. List and discuss the types of privatisation and mencialisation
embarked upon by the Federal government of Nigeria.
3. Enumerate the phases involved in the federal govent's

privatisation and commercialisation programme.

4. What are the parties in Nigeria’'s privatisation aodhmercialisation
programme and what are their roles?

5. What are the tax implications of privatising andneoercialising
business enterprises?

7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION
In the last wunit, we extensively discussed priwdis and
commercialisation and the tax implications in ptisation and

commercialisation of an establishment.

In this unit, we shall be exploring another toptted: profits, assessable
profits and tax payable.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

) enumerate areas where government can impose tgxafits of
companies

o define and explain how tax can be imposed on ahoaised unit
trust scheme

o specify the bodies to which donations can be meala the profits
of companies

o explain how tax can be imposed on a new trade sinbas
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. state the relevance of changing accounting dateding with
government’s financial year

o assess the tax on the profits of a company in eesiip with
another

. determine the tax rate imposed on small busineasdsthe pre-
operation levy

o list the conditions governing payment of advanceome tax by
companies.

3.0 MAIN CONTENT

Companies income tax is chargeable on the incomeallotompanies
operating in the country except those specificaktgmpted under the act.
There is a clear distinction between Nigerian aod-Nigerian companies.
A Nigerian company is defined as one incorporateden the Companies
and Allied Matters Act, 1990, as amended. The tqadfits of such
companies are assessable to Nigeria tax irrespeofiwhether or not all
the profits have been derived from, brought intoemeived in Nigeria.

A foreign company (non-Nigerian company) is defirresdany company or
corporation establishment by or under any law tdan any territory or
country outside Nigeria, that is, a company thatas incorporated under
the companies and allied matters act.

The profits of a non-Nigerian company shall be sabjo Nigerian tax only
to the extent to which such profits are attribugalbdb the company’s
operations in Nigeria, subject to provisions in thespective double
taxation agreements, if any, available within tberdry where the foreign
company is registered. Withholding tax of 10% isduldible from
dividend, interests or royalties due to non-Niger@mpanies arising in
Nigeria.

In short, Companies income tax is chargeable on:

a. The global profits of Nigerian companies irrespetof whether or
not they are brought into or received in Nigeriaziend income to
a Nigerian company is treated as Franked investrimemme on
which no income tax is due.

b. The portion of the profits of non-Nigerian companerived from
such companies’ operations in Nigeria
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C. Dividends, interest or royalties due to non-Nigerieompanies,
which are assessed at 10% (withholding tax rate)then gross
amount due and only the net is payable to the oéispecompanies.

3.1 Imposition of Tax on Profits

Section 8 of Companies Income Tax Act (CITA) impotaex at a particular
rate (currently 30%) upon the profits of any compawcruing in, derived
from, brought into, or received in Nigeria in respef:

a. Any trade or business

b. Rent or any premium arising from a right grantedatoy other

person for the use or occupation of any properte freatment of

rental income for companies’ income tax purposethés same as
that for personal income tax.

Dividends, interest, royalties, discounts, cham@esnnuities,

Any sources of annual profits or gains not fallimgthin the

preceding categories

e. Any amount deemed to be income or profit underavipron of the
act, or with respect to any benefit arising frompansion or
provident fund, of the personal income tax decree.

f. Fee, dues and allowances (wherever paid) for sssvendered. Any
company entering into any agreement (whether arakritten) in
respect of any service in this regards is requimgdhe act to make
full disclosure in writing to the revenue serviethe terms of such
agreement (Section 10), and

g. Any amount of profits or gains arising from acqui and disposal
of short-term money instruments like federal goweent securities,
treasury bills, treasury or savings certificateshehture certificates
or treasury bonds.

o o

3.1.1 lIdentification of a Company

The incorporation number of a company and the Paitstdentification
Number (generated by FIRS), to which the provisioh&ection 8 apply,
shall serve as the identification number of the pany and shall be
displayed by the company on all business transactiovith other
companies and individuals and on every documeitersient, returns,
audited account and correspondence with reventmitigs, including the
Department of Customs and Excise, ministries ahgaalernment agencies
(section 8a), where profits are accrued (CITA Sectil).
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The profits of a Nigerian company shall be deenweddcrue in Nigeria
wherever they have arisen and irrespective of theing brought into or
received in Nigeria.

The profits of a company, other than a Nigerian gany from any trade or
business shall be deemed to be derived from Nigeria

a.

If that company has a fixed base of business ireiagto the extent
that the profit is attributable to the fixed base.

If it does not have such a fixed base in Nigerid babitually

operates a trade or business through a persorgeridiauthorised to
conclude contracts on its behalf or on behalf omeoother
companies controlled by it or which have contr@linterest in it, or
habitually maintains a stock of goods or merchandrs Nigeria

from which deliveries are regularly made by a persa behalf of
the company, to the extent that the profits arebatible to the
business or trade or activities carried on throingi person.

If that trade or business or activity, involvesiagie contract for
surveys, deliveries, installation or constructitme profit from that
contract, and

Where the trade or business or activity is betwbencompany and
another person controlled by it or which has cdhi interest in it
and conditions are made or imposed between the aoyngnd such
person in their commercial or financial relationghich, in the
opinion of the Revenue Service, is deemed to bdicat or
fictitious, so much of the profits adjusted by Revenue Service to
reflect arm’s length transaction (Subsection 2).

For the purposes of subsection (2) (a) of thisieect fixed base shall not
include:

a.

b.

Facilities used solely for storage or display obd® or merchandise;
and
Facilities used solely for the collection of infaation.
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SELF-ASSESSMENT EXERCISE

The ........... of a company and the .......... (generated RS}, to which
the provisions of Section 8 apply, shall servehesitlentification number
of the company.

3.1.2 Trade or Business

Companies are normally formed to carry out paréicaktivities which will
be specified in the object clause of their respectmemoranda of
association. Therefore, in determining what contdg a trade or business
of a company, it is necessary to refer to the dbjedause of its
memorandum of association, to ascertain the aetvithat the company
was registered to carry out. The carrying on ohsativities will definitely
constitute trade or business and the income tlmrefwill be subject to
companies’ taxation in accordance with the provisibthe act.

Thus, a trade or business will include manufacturend any other

activities being carried on in pursuance of thel goawhich the company

was incorporated. Furthermore, in view of the fd@it a company will

pursue all possible activities to keep it in bussdt is only reasonable to
conclude that the income from all such activitiemstitute chargeable
transactions and will therefore be taxed excetiay relate to capital items
or are specifically exempted by other provisionstled act. Neither the
absence of a profit-making motive in particulansactions nor the fact that
they are isolated and do not relate to the compangimal business could
prevent the income from such transactions from desubjected to

companies taxation.

SELF-ASSESSMENT EXERCISE

In determining what constitutes a trade or busing#fsa company, it is
necessary to refer to the ......... of its memorandumssbciation.

3.1.3 Dividends

Tax is imposed on dividend income in Section 8 BfAC The definition of
dividend as given in subsection 3 of section &efdct is as follows:

a. In relation to a company not being in the procddseing wound up

or liquidated, any profits distributed, whether Isuymrofits are of a
capital nature or not, including an amount equahtsonominal value
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of bonus shares, debentures or securities awardedthé
shareholders, and

b. In relation to a company that is being wound upiquidated, any
profits distributed, whether in money or money’srilicor otherwise,
other than those of a capital nature earned beboreuring the
winding up or liquidation.

As in the taxation of individuals, the amount totaken as the income of a
company is the gross amount of the dividend art@med to arise on the
day on which its payment becomes due. The prawssiaf Section 15
CITA exempt certain dividends from tax. These avedénds:

a. By a Nigerian company and satisfied by the issushaires of the
company paying the dividend (bonus shares), or

b. By a Nigerian company, out of any profits exemgted tax by any
provisions of the act or by the fact that the conypanjoys a pioneer
status, or

C. Out of any profits chargeable to tax under the @ions of the
petroleum profits tax act.

Part of the 1985 amendment to the act is to thecefthat dividends
received from a Nigerian company are to be regarded Franked
Investment Income (FIl). The 1987 amendment alsemgpts from tax,
dividend derived by a company from another comparprporated in
Nigeria provided that the equity participation omieh the dividend is
payable is:

a. Either wholly paid for in foreign currency or bysa$ brought into or
imported into Nigeria.

b. Brought or imported into Nigeria between 1 Janud887 and 31
December, 1992.

C. Not less than 10% of the equity share capital efadbmpany paying
the dividend.

For the purpose of this exemption, the tax freeopestarting from the year
following that in which the new capital is broughto Nigeria shall be five
years if the company is in the agricultural tradebosiness, or is engaged
in the petrochemicals or liquefied natural gas mess. It shall be three
years in any other case.
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The amount of the withholding tax deducted in catioa with any
dividend due to a non-resident recipient shall lhe final tax on those
payments, that is, no further tax is payable by-remident recipients of any
dividends income (section 16(a)).

lllustration 12-1

A company with total profits o£l0, 000 for an assessment year pays N50,
000 dividends to its shareholders in respect ofatmunt which form the
basis for the assessment. The company will paytax15, 000 (30% of
N50, 00 assuming its turnover is more than N50@) Gthd not N3, 000
(30% of N10, 000) which would have been payabtfdef company did not
declare the dividend.

3.2 Authorised Unit Trust Scheme

The provisions relating to the Unit Trust Schemesa@ntained in Section
14A. The provision of CITA shall, in respect of theeome arising to the
trustees of an authorised unit trust, have effedt a

a. The trustees were an investment company

b. The rights of the unit holders were shares in ttmagany; and

C. Any income accruing to the trustees available tgaiel to the unit
holders were dividends on such shares.

The profits of an authorised unit trust scheme,vdmch tax may be

imposed shall be the income accruing to the trgsteen all sources of the
investment of the unity trust and deducing themmfrsums disbursed as
management expenses, including remuneration for nia@agers. The
treatment of tax deducted at source is the sanseaplicable to any other
company taxable under CITA.

In this section:

Authorised unit trust — is defined as a unit tedteme that is authorised by
the commission under Section 576 of the Compamek Allied Matters
Act 1990 as amended to carry on the business dindea unit rust
scheme.

Unit trust scheme — defined as any arrangement rfadéhe purpose of
providing facilities for the participation of theuplic as beneficiaries under
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a trust in profits or income arising from the a&iion, holding,
management or disposal of securities or any otrogrgety whatsoever.

Unit holder — is defined as any investor, benefic@ person who acquired
units in a unit trust scheme and who is entitledtiare of the investments
subject to the trust scheme.

A trustee — is defined as the person in whom tlpgnty for the time being
subject to any trust created in pursuance of theerse is or may be
invested (vested) in accordance with terms of gt t

3.2.1 Exemptions

Section 19 of CITA contains the list of profits gains of companies or
corporate bodies exempted from company taxation.

a. Profits or incomes exempted in so far as they atederived from
trade or business being carried on:

. The profits of any company being a statutory oristeged
friendly society

. The profits of any company engaged in ecclesidstica
charitable or educational activities of a publiadcter

o The profits of any company being a trade unionjsteged
under the Trade Unions Act

o The profits of any company or corporation estalgltsby the
law of a state for the purpose of fostering theneooic
development of that state

o The profits of any company being a cooperative edgci
registered under any enactment or law relatingotiperative
societies not being profits from any trade or besscarried
on by that company other than cooperative actwiselely
carried out with its members or from any share trep
interest possessed by that company in a trade sindss in
Nigeria carried on by some other person or autyoifitany
income in respect of the foregoing is derived frartrade or
business, it is clear from the wordings of Secfti@nthat such
shall become taxable.

111



ACC 318 ADVANCED TAXATION

b. The following are also exempted from tax even #ytlare derived
from trade or business being carried on by thedsdoncerned.

I The profits of any company formed for the purposdés
promoting sporting activities where such profite avholly
expendable for such purpose, subject to such dondias the
revenue service may prescribe.

. Dividend distributed by a unit trust.

iii. Dividend derived by a company from another company
incorporated in Nigeria, provided that:

. The equity participation of the recipient of the
dividend in the company paying the dividend is @ith
wholly paid for in foreign currency or by assets
brought or imported into Nigeria between 1 January,
1987 and 31 December, 1992 and

. The company receiving the dividends is the beragfici
owner of not less than 10% of the equity sharetahpi
of the company paying the dividend.

The dividend tax-free period shall commence from ykar of assessment
following the year in which the new capital is bgbi into Nigeria for the
purpose of the trade or business in Nigeria of dbepany paying the
dividend. If the company paying the dividend ighe agricultural trade or
business, or is engaged in the petrochemicalsqaefied natural gas, the
tax-free period shall be five years, while in timy ather case it is limited to
three years.

I The profits of any company engaged in petroleaparations within
the meaning of Section 2 of the petroleum pro#itsdct in so far as
those profits are derived from such operationslade to tax under
that act. It should be noted that if any part of frofits of such
company arises from other operations besides petmloperations,
development and production besides petroleum exipbor,
development and production and can therefore nalked under
the petroleum profits tax act, such part is taxableder the
companies income tax act.
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Vi.

Vil.

viii.

The profits of any company being a body corpermstablished by or
under any local government law or edict in forceamy state in
Nigeria.

The profits of anybody corporate being a pusimg authority
establishment by an enactment and empowered toiracaqmy
commodity, for export from Nigeria as well as frdhe purchase
and sale of that commodity.

The profits of non-Nigerian companies which but this paragraph,
would be chargeable to tax by reason solely at theing brought
into or received in Nigeria.

Dividend, interest, rent or royalty derived bycampany from a
country outside Nigeria and brought into Nigeriarotigh

government approved channels. Government approveshnels
means the central bank of Nigeria, any bank orratbgporate body
appointed by the minister as authorised dealer rutieiesecond-tier
foreign exchange market act or any enactment rigygdbat act.

The interest on deposit accounts of a foreign-resident company,
provide that the deposits into the account aresteas wholly of

foreign currencies to Nigeria on or after 1 Janud§Q0, through
government approved channels.

The interest on foreign currency domiciliargcaunt in Nigeria
accruing on or after 1 January, 1990.

Dividend received from small companies in tmeanufacturing
sector, in the first five years of their operati@mall companies are
companies, with turnover of N1, 000,000 and belaw, an
assessment year.

Dividend received from investments in wholly pext-oriented
businesses.

The profits of any Nigerian company in respetigoods exported
from Nigeria provided that the proceeds from suctpoet are
repatriated to Nigeria and are used exclusivelytiar purchase of
raw materials, plants, equipment and spare parts.
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Xi. The profits of a company whose supplies ardusieely inputs to
the manufacturing of products for export, providedt the exporter
shall give a certificate of purchase of the inpotshe exportable
goods to the seller of the supplies.

In respect of all the foregoing, appropriate witlliray taxes are deductible
in accordance with the provisions of section 6Q,&2 of CITA in spite of
the fact of the exemptions of the gains or prdfiben income tax.

The national council of ministers (federal execaitoouncil) may exempt
by order:

a. Any company or class of companies from all or ahthe provision
of the act; or

b. All or any profits of any company or class of comigs from any
source, on any ground which appears to it sufficien

The national council of ministers may by order atheadd to or repeal any
exemption, in so far as it affects a company.

The following notices and order shall continue ance for all purposes of
the act:

a. The Income Exemption (Interests On Nigerian Pullimans),

Notice;

b. The Income Tax Exemption (Nigerian Broadcasting pooation)
order;

C. The Railway Loan (International Bank) (Exemption loiterest)
Notice.

3.2.2 Interest on Loans — Agricultural Trade and Ohers

Interest payable on any loan granted by a bankrafter 1 January, 1991
for the purposes of an agricultural trade or bussrghall be exempted from
tax, provided that the moratorium is not less th&months and the rate of
interest on the loan is not more than the basengnate at the time the
loan was obtained (Section 9(7)).
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With effect from January 1 1991, the requiremengs a

a. The moratorium is not be less than 18 months and
b. The rate of interest on the loan is not to be mbwn the base
lending rate at the time the load was obtained.

Base lending rate means the weighted average ofdsieof fund to any
bank.

Agricultural trade or business is defined in the @ any trade or business
connected with:

a. The establishment or management of plantationshi@mproduction
of rubber, oil palm, coffee, tea and similar crops

b. The cultivation or production of cereal crops, tghdruits of all
kinds, cotton, beans, groundnuts, sheanuts, behisesgetables,
pineapples, bananas and plantains.

C. Animal husbandry, that is to say, poultry, piggecgattie-rearing,
fish farming, and deep sea fish-trawling.

Decree 18 of 1998

Subsection 7 of section 9 of the act has been ceglanvith a new
subsection 7 in Decree 18 of 1998. The new sulmsedi states that:
Interest on any loan granted by a bank on or dftdanuary 1997 to a
company:

a. Engaged in

o Agricultural trade or business, or
o The fabrication of any local plant and machinery, o

b. As working capital for any cottage industry estsiidd by the
company under the family economic advancement progre
(FEAP), shall be exempted from tax, provided.

o The moratorium is not less than eighteen months, an
o The rate of interest on the loan is not more than lase
lending rate at the time the loan was granted.

Thus, the provisions relating to the loans granteagricultural trade or
business on or after 1 January 1991 are, with effen 1 January 1997,
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extended to the trade or fabrication of local plamd machinery as well as
family economic advancement programme (FEAP) cettagustry.

3.2.3 Interest on Loan for Export Business

Interest accruing from loans granted by banks éhadiexport activities is
exempted from tax in accordance with the TablecheBule 3 to the act.
The Table, which is the table of tax exemption wieriest on foreign and
other loans, is reproduced below:

Table 6.1: Tax Exemption on Interest on Foreign anather Loans

Repayment period| Grace period % Tax exemption
including moratorium allowed
(1) Above 7 years Not less than 2 years 100%
(i)  5-7 years Not less than 180%
months
(i) 204 years Not less than 120%
months
(iv) Below 2 years Nil Nil

The exemption is subject to the presentation oéréificate issued by the
Nigerian export promotion council stating that rness than 50% of a
company’s manufactured goods sold in the relevacbuanting year were
sold outside Nigeria and were not re-exported Mitgeria.

3.2.4 Determination of Profits

For tax purposes, use is made of the account peodunder the ordinary
rules of accountancy, as it will be extremely @ik, if not impossible to

prepare new sets of accounting for the purpose @&dgides the difficulties

anticipated, there appears to be no justification fhe unnecessary
duplication of the efforts that would be requiredthhe production of such
accounts. It has been established in some decaas$cthat in ascertaining
the true profits of a trade for tax purposes, régsinould be had to be
correct principles of accountancy. Thus, in pragtiadjustments that are
considered necessary in view of the provisionsheftax acts are made to
accounting profits, to arrive at the profits forxtgurposes. Such

adjustments are usually in respect of:

a. Expenditure charged but not allowable- disallowasqgeenditure
b. Items chargeable to tax but not credited in théitpaad loss account
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C. Items credited in the profit and loss account kmittaxable; and
d. Expenditure not charged but allowable.

There are adequate provisions in the act which vdossidered in the light
of normal taxation practice, can be applied to mheitee which items of a
company’s trading transactions will fall into any the four categories
listed above and for which adjustments will be sseey. The main guiding
principles is that of allowable and disallowanceenditure.

3.2.5 Allowance Deductions

All expenses of a company that are wholly, exclelsivnecessarily, and
reasonably incurred in the production of the pspfiare allowable
deductions. Thus, any expense that can be proveteat these conditions
will be an allowable deduction in arriving at a quany’s chargeable profits
unless such expenses is specifically prohibiteceuady other provision of
the act.

In addition, the following items are stated in $mct20 of the act, as
allowable deductions provided they are incurred the purpose of
acquiring the profits being subjected to tax:

a. Interest on money borrowed and employed as capital

b. Rent and premiums in respect of land or buildingsupied for the
purpose of acquiring the profits

C. Repairs and renewal costs relating to the premgasy, fixtures,

etc, used in the business.

d. Bad and doubtful debts to the extent that they raspectively
estimated to the satisfaction of the revenue sertochave become
bad or doubtful of collection

e. Contributions to approved pension, provident oreothetirement
benefits fund, society or science,
f. In the case of the Nigerian Railway Corporatiorghsdeduction as

are allowed under the provisions of the authoriskluctions
(Nigerian Railway Corporation) Rules, 1959:
g. Any outlay or expenses incurred during the yeaespect of

o Salaries, wages or other remuneration paid to eyepko

o Cost to the company of any benefit or allowancerioied for
the senior staff and executives which shall noteercthe
limit of the amount prescribed by the collectiveresment
between the company and the employees and appyotheeb
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Federal Ministry of Employment, Labour and Produtyi
and the Productivity, Prices and Income Revenu®i&erls
the case may be, and

o The expenses proved to the satisfaction of the mReve
Service to have been incurred by the company oearek
and development for the period including the amaidevy
paid by it to the National Science and Technologgd-

h. Section 22 allows for the deduction of the amounteserve made
out of profits for research and development subjeca ceiling of
10% of the total profits of the company before atgduction is
made under this section and section 21 of the act.

I Companies and other organisations engaged in n¥seand
development activities for commercialisation shml allowed 20%
investment tax credit on their qualifying expenditufor that
purpose.

3.2.6 Rental Charges

Rental charges in respect of residential accomnmuabccupied by
employees of the company are allowed up to a maxiroti 100% of the
basic salary of employees.

3.2.7 Property Holding Companies
The allowable deductions are limited to:

a. Expenses attributable to the maintenance of thpgsty concerned
and

b. Directors’ remuneration of up to N10, 000 per annpen director
payable to a maximum of three directors in any ammapany.

3.2.8 Repairs and Renewals

The usual items under this heading are those egpemscurred in
maintaining the earnings capacity of the assetthh@fcompany intact. In
view of the fact that the keeping of such assetpwd working condition is
very essential for the company to acquire protitst connected with such
exercise must, by reasonable expectation, be dillexeductions.
However, costs incurred in increasing the earniagacity of any fixed
assets are capital in nature and therefore willbgoallowable deductions.
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Repairs expenditure on newly acquired fixed asseght not qualify as an
allowable deduction particularly if large amount involved and the
expenditure is incurred to bring the asset intcssable condition after its
acquisition. Such cost is to be considered as a@agitd should be added to
the cost of acquisition of the asset. It is impotrt® note that repair costs
are incurred for the purpose of maintaining thenieay capacity of the asset
and this implies that such asset must be in ughdarbusiness at the time
that the repair work is carried out.

3.2.9 Bad and Doubtful Debts

The salient matters to note with regard to thettneat of bad and doubtful
debts for tax purposes are as follows:

They must relate to debts incurred in the ordireyrse of the trade
or business

They must be identifiable to specific debts. Geherserves against
bad and doubtful debts are not allowable deductions

Reserves no longer required are taxable (in the ed they are
considered no longer necessary) if previously atidw

Debts previously written off, allowed in tax comatibn, and later
recovered are taxable as income for the year ichvigcoveries are
made

Necessary evidence must be provided at the reqiidbe revenue
service to prove that the debts have become badtonated to be
doubtful of recovery.

SELF-ASSESSMENT EXERCISE

Repairs and renewals are known as ..............

lllustration 12-2

The bad and doubtful debts account of a companyafgear showed the

following:
N N
Trade debts written off 3,000 Reserves b/f
Reserves c/f Specific 10,000
Specific 12,000| General 6,000
General 5,000 | Chargedto P&L A/C 4,000
20,000 20,000
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In the profit and loss account of this company, shen of-Mi, 000 will be
shown as the charge for bad and doubtful debtthoyear. How this sum
has been arrived at can be reproduced in a statdroanas follows:
N

Trade debts written off (a) | 3,000
Add: increase in specific provision N (12,000 -Q0m) (b)| 2,000

5,000
Les: reduction in general provision N(6,000 — 5)000 (c) | 1,000
Charged in profit and loss account 4,000

It will be easier from this statement to determivigich amount should be
adjusted for, in the tax computation in respecthis company’s bad and
doubtful debts charge, as follows:

a. This will be an allowable charge as the amounttemitoff is in
respect of specific debts

b. The increase will also be allowable as the amawtlved is also in
respect of specific debts.

C. The general provision would have previously beeaaltbwed when
created. Any subsequent release of this sort ofifiom cannot be
taxable as it had never been allowed. Thus, theusdting profit will
be reduced by the amount of the reduction in threege provision,
resulting in lower taxable profit than the accongtprofit.

The only adjustment necessary in respect of thegfung is a deduction of
the sum of=N, 000 in respect of (c) above from the accounpngfit to
arrive at the taxable profit of the company. Thbig specific reserve for
bad debts increases or decreases, no adjustmenecisssary to the
accounting profit, but in case of general resepar@priate adjustment will
need to be put through.

SELF-ASSESSMENT EXERCISE
I Some of the conditions for treating ....... and ...debts are that
they must relate to debts incurred in the ordirayrse of the trade

or business and must be identifiable to speciflatsle

. One of the allowable deductions for .......... is tthexpenses
attributable to the maintenance of the propertyceamed.

3.3 Donations
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Company Income Tax Act (CITA) Section 21 stipulatesnong other
things, the conditions to be satisfied before aagation can be allowed.
These are:

a. Donations must be made out of the profits of thengany (section
21(2)). This, if a company makes a loss, whatewmrations paid
during that year should not be treated as allowable

b. Donations should not be expenditure of a capitainea

C. For any year of assessment, the maximum amounivaltle is
limited to 10% of the total profits of the compabgfore deducting
the donations

d. The donation must be made to any of the approvdabo

Following the provisions of the Companies Income {Amendment) act
of 16th April 2007, donations (whether of a revepueapital nature) made
in respect of university and other tertiary or eesé institutions for
research or any developmental purpose, or as amwenent out of profits
of the period by a company, shall not exceed anuatahich is equal to
15% of the total profits or 25% of the tax payabiethe year of the
donation, whichever is higher.

The Fifth Schedule to CITA which contains the b$the approved bodies,
etc. to which donations may be made is reproduetoMbwith necessary
grouping to facilitate commitment to memory by reed Donation to
anybody or institution whose name is not includadte list will not be an
allowable deduction.

3.3.1 Fifth Schedule (Section 21)

Funds, Bodies and Institution in Nigeria to whiatndtions may be made
under Section 21 of the act are:

Youths/Philanthropic Organisations

The Boys Brigade of Nigeria

The Boys Scouts of Nigeria

The Girls Guides of Nigeria

The Nigerian Red Cross

The National Youth Council of Nigeria
The Nigerian Youth Trust

~Poo0Tw
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Religious

a.
b.

The Christian Council of Nigeria
Islamic Education Trust

Medical

a.

Any hospital owned by the government of the fedenabr of a state
or any university teaching hospital or any hospndich is carried
on by a society or association otherwise than e purpose of
profits or gains, to the individual members of trsdciety or
association.

Educational

a.

oo

e
f.
g.
h.
I
J

Any educational institution affiliated under anywlawith any
university in Nigeria or established under any lawigeria and any
other educational institution recognised by any egoment in
Nigeria.

The Institute of Medical Laboratory Technology

The National Library

A public fund established and maintained exclugifelr providing
money for the acquisition, construction, maintemaac equipping a
building used or to be used as a school or colbgg#ne government
of the federation or a state or by a public autlgat by a society or
association which is carried on otherwise thantfer purpose of
profit or gain to the individual members of thatcity or
association.

The National Braille Library of Nigeria

Van Leer Nigerian Educational Trust

The Institute of Chartered Accountants of Nigerial@&ng Fund
Nigerian Accounting Standards Revenue Service

Paterson Zochonis Nigeria Technical Education Tirustd
Educational corporative society.

Relief Funds

a.
b.
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d. Anya public fund established or approved by theegoment of the
federation or any of the state governments in &idrdor the relief
of drought or any other national disaster in any phathe federation.

Research

a. The Cocoa Research Institute of Nigeria

b. The National Council for Medical Research

C. The National Science and Technology Developmennage
d. The Nigerian Institute for international Affairs

e. The Nigerian Institute for Oil Palm Research

f. The Nigerian Institute for Trypansonmiasis Research

g. National Science and Technology Fund.

Welfare

a. A public institution or public fund (including thé&rmed Forces
Comfort Fund) established or maintained for the footnrecreation
or welfare of members of the Nigerian Army, NavyAar Force
National Sports Commission and its state assoaiati

The Nigerian Society for the Deaf and Dumb

The Society for the Blind

The Nigerian National Advisory Council for the Biin

Association or Societies for the Blind in Nigeria

Training Centres and Residential Schools for thedBih Nigeria
Rotary International (Polio-plus Programme)

The Musical Society of Nigeria

@mpooo

Foundations/Endowment Fund

a. Kewalram Chanrai Foundation Limited

b. Afprint Foundation Limited

C. University College Hospital Endowment Fund
Others

a. The Nigerian Museum
b. Nigerian Conservation Fund

References to donations made by a company do oltd& any payments
made by the company for valuable consideration.
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3.3.2 Research and Development

The allowability of amounts relating to researchd atevelopment are in
two sections of the act.

Section 20 (g) (i) allows expenses proved toghgsfaction of the revenue
service to have been incurred by the company ararel and development
for the period including the amount of levy paid lyto the National
Science and Technology Fund. Section 22 allowsldtiction of amount
of reserves made out of the profits of that pebgdh company for research
and development. The deduction to be allowed utidserSection for any
year of assessment shall not exceed 10% of thiepiathis of the company
for that year as ascertained before any deducsionaide under this section
and Section 21 (deductible donations) of the act.

The effect of these two sections can be summatised

a. Actual expenditure on research and development afimvable
deductions in accordance with the provisions ottiSe0.

b. Reserve made out of profits for research and dewabmt
expenditure is allowed as a deduction from profibjsct to the
ceiling fixed.

One thing to be noted though is that a company @tamake the deduction
twice. If the deduction was made when the reserae made, such cannot
be deducted again when the actual expenditurecsriad. In addition,
subsection 3 of Section 22 provides for 20% invesiimax credits on the
gualifying expenditure of companies and other oigmions engaged in
research and development activities for commesa@bn once the
expenditure are incurred for that purpose.

3.3.3 Disallowable Expenditures

Certain expenditures are disallowed for tax purpo$éese are specifically
listed in Section 23 of the act and they shouladeed back to accounting
profit even if their charge in the profit and losscount could be justified
under ordinary rules of commercial accountancy.séhexre:

a. Capital repaid or withdrawn and any expenditura oapital nature.

b. Any sum recoverable under an insurance or contfacdemnity.

C. Taxes on income or profits levied in Nigeria oregbere. In case of
tax levied outside Nigeria on profits which arecathargeable to tax
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in Nigeria and double taxation relief is not avhaig such tax will be
an allowable deductions.

d. Payments to unapproved pension, provident, savoangadows and
orphans society fund or schemes.

e. Depreciation of any asset (capital allowances eaatgd instead).

f. All appropriations for profit; namely, dividendsemgeral provisions

for bad and doubtful debts, write off of prelimigaand formation
expenses and expenses on issue or redemption @ssalad other
securities, etc. pre-production expenses to thengxd which they
are not of capital nature will be allowable dedoictias such have
been incurred for the purpose of producing the @myjs profit.

g. Any expenses of any description incurred withinoatside Nigeria
for the purpose of earning management fee unlass gpproval of
an agreement giving rise to such management febdes obtained
from the minister.

h. Any expense whatsoever incurred within or outsidgeNa as
management fee under any agreement entered inty #ie
commencement of this section except to the extsrtha minister
may allow; and

I Any expenses of any description incurred outsidgeNa for and on
behalf of any company except of a nature and toettient as the
Revenue Service may consider allowable.

3.3.4 Waiver or Refund or Liability or Expense

Where the liability for an allowed expense is sujosmtly waived or
released or a refund is received for the amoumt, phe amount which is so
waived, released, or refunded is deemed to benttmrie of the company in
the year in which the waiver, release or a refunthade or given. Similar
provision is applicable in personal taxation preeti

It should be noted that where a waiver of a norenere item, for example,
a loan is in favour of a company, such an amouall simly be subjected to
capital gains tax if applicable, not income taxtlas liability had not been
previously treated as an allowed expense. If no @Gdue, such a waiver
cannot be subject to tax.

3.3.5 Basis of Assessment
As earlier stated, the income tax year which isedadn assessment year is

the government’s financial or fiscal year. It ruftem 1 January to 31
December of every year (it was from 1 April to 3hi¢h following, up to
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31 March 1980). A company’s accounting year will ldated to the
government’s year in which the operating resulseth company is to be
assessed to tax. An accounting period which isteeléo any particular
assessment year is usually referred to as the s‘bpsriod” of that
assessment year.

The general rules for determining basis periodsseasment are contained
in section 25 of CITA. The assessable profits of @ampany for each year
of assessment shall be the profits of the year idmely preceding the
assessment year. This is referred to as the prexegear basis of
assessment. Assessment profit as defined in CI'tisuslly the accounting
profit of the company as adjusted for tax purposest is, the adjusted
profit that will be arrived at before reflectingetleffect of any loss relief,
balancing charge and or capital allowances.

Where a company’s accounting year coincides wighgavernment fiscal
year (assessment year) it is the accounting yedin@mvithin the preceding
government fiscal year that is taken as the pragedear. Where the
accounting year of a company does not coincide aitlassessment year, it
is the profit of the accounting year ending on auy in the preceding
assessment year that is taken to be the profihefpteceding assessment
year.

lllustration 12-3

Consider the cases of two companies making up ¥early account, one
to 31 December and the other to 30 June, respbctiidie years of
assessment and relevant basis periods will bellasvio

Basic periods:

(A) (B)
Assessment Where accounts are made up Where account are madse
to 31 December up to 30 June
2001 Alcs. For yle 31/12/2000 Alcs. For y/e 30/6(20
2002 Alcs. For yle 31/12/2001 Alcs. For y/e 30/6/20
2003 Alcs. For yle 31/12/2002 Alcs. For y/e 30/620
2004 Alcs. For y/e 31/12/2003 Alcs. For y/e 30062

Note that in (A) the basis periods coincide witk fireceding government
fiscal year, since the accounting years of the @mgpcoincide with the
government accounting years. In (B), the compaagsounting years do
not coincide with the government accounting yeaesjertheless, each of
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the company’s accounting years ending on a daeaah of the preceding
government accounting year is used.

This will be the position, for as long as the compa continue to prepare
their accounts to cover periods of twelve monthslirg on those dates.
However, exemptions to this rule are:

1. On commencement of a new trade — first three assagsyears.
2. On cessation of trade-last two assessment years.
3. On a permanent change in accounting date-the yfeahamge and

the two assessment years following.
The applicable procedures are summarised below.
3.4 New Trade or Business

First assessment year—profit from date of commeeroe¢nio the 31
December following:

Second assessment year — profit of the first tweleaths of operations.

Third assessment year — profit of the precedingssssent year, that is, on
the preceding year basis. Remember that if no svelenth accounting has
been prepared to end on a date in the precediegsment year, the second
year's assessment is repeated as the assessméme fibwrd year. For the
fourth and subsequent years, the preceding ye& thds will apply.

It should also be remembered that election can &denby the taxpayer,
that is, the company, to have the assessmentdéose¢bond and third years
based on the actual results for those years. Thanenaof making this

election and applicable time limits are the same Hoth personal and
companies’ taxation.

lllustration 12-4
Mr. Oluwalogbun established Goldmine Fishers Lichita 1991 for the
purpose of commercial fish production. The compaemymenced business

on 1 January 1992. Its accounting date is 31 Deeemhch year while its
adjusted profits for the first ten years are akws:
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Trade periods Adjusted profits/losses
N

Year ended 31/12/92 (100,000)
Year ended 31/12/93 30,000
Year ended 31/12/94 25,000
Year ended 31/12/95 20,000
Year ended 31/12/96 15,000
Year ended 31/12/97 35,000
Year ended 31/12/98 50,000
Year ended 31/12/99 (40,000)
Year ended 31/12/00 35,000
Year ended 31/12/01 30,000

Required: compute the assessable profits for tlevapt years [12 marks
ICAN PE Il May 2004 (Question 6)]

Suggested Solution 12-4

YOA Basis Assessable
period Profits
Assessable
N N
1992 | 01/01/92-31/12/92- actual
Loss for year ended 31/12/92 (100,000) Nil
Loss c/f to 1993 (100,000
1993 | £'12 months — 01/01/92-21/12/92 (100,000)
Loss b/f from 1992 (100,000
Loss c/f to 1994 restricted to actya(100,000) Nil

loss sustained
1994 | Preceding year  basis-01/01/93-

31/12/93

Profit for year ended 21/12/93 30,000

Loss b/f from 1993 (100,000

Loss c/f to 1995 (70,000 Nil

1995| Preceding year basis 01/01/94-

31/12/04

Profit for year ended 31/12/94 25,000

Loss b/f from 1994 (70,000)

Loss c/f to 1996 (45,000) Nil
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Penultimate year — the assessment year before ée of cessation is
termed the penultimate year. The assessment ferydar which would
have been based on the preceding year basis weaule-bomputed on
actual year basis. If the amount assessable omldaasis is greater than
that on preceding year basis, the Inland Revenudkopt to have the
assessment for that year received to actual yess.ba

It is to be noted that it is the revenue that Ims dption at cessation. The
taxpayers’ option is available at commencement.

Where a company which has permanently ceased ty oara trade or
business subsequently receives or pays any sumhwineld have been
included in or deducted from the profits of thatde or business if it had
been received or paid prior to the date of cessaiwh sum is treated as
having been received or paid on the date of cessati

A company ceasing permanently to carry on a trddsl siot deem to
derive assessable profits from such trade for thar yof assessment
following that in which the cessation occurs.

3.5 Change of Accounting Date

When there is a change of accounting date the uevdras power to
compute as it deems fit the assessable profits for:

a. The year of assessment in which the change ocauds,
b. The two years of assessment following

The assessable profits will be computed on theshzsihe old and the new
accounting dates for the three relevant years lamdevenue will decide on
the alternative that produces higher assessablétsprdNote that the
preceding year rule is strictly observed throughbatcomputations.

[llustration 12-5

Format construction Nigeria Itd, is an incorpora@mpany in Nigeria
with affiliate worldwide. It has been operating Nigeria for many years
and prepares its accounts to 31 December of eweay. yhe controlling
company for all the affiliates worldwide which his registered office in
Sweden had also been preparing its accounts tce8&rbber of every year,
until 1993, when it decided at its revenue serweeting that all affiliated
companies worldwide must submit copies of their hanths audited
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accounts two months before 31 December of every, yEsginning from
1993.

There are two alternatives the Revenue Service ioécidrs of Format
Construction Nigeria Ltd, is considering:

To prepare accounts for the year ending within 11@9nd in

a.
b.

June 1994, or
September 1994

As a tax consultant, your advice is sought, sooaagstertain the financia
year end that would minimise the assessable praifitahich tax is payabl
for those periods. The following information wer@yided:

[47]

N
Net profit per account for 12 months ended 31 0882 200,000
Net profit per account for 12 months ended 31 D883 500,000
Net profit per account for 12 months ended 31 0684 600,000
Net profit per account for 12 months ended 31 D885 700,000

Other information in respect of the accounts foe tyear ended 31st

December are as follows:

U

1992 1993 1994 1995

N N N N
Depreciation charged 20,000 50,000 55,000 70,000
Loss on sales of assets (5,000)
included

You are required to:

Advice with supporting computations on the new aectmg year end
which the Nigerian company should adopt

Suggested Solution 12-5

Format construction Nigeria limited
The profits presented shall be adjusted for taypses

1992 1993 1994 1995
N N N N
Profits per Alcs 200,000 500,000 600,000 700,000
Add back
Depreciation 20,000 50,000 55,000 70,000
Loss on sale of assets 5,000
Adjusted profits 220,000 550,000 660,000 770,000
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The year of change with the proposal is 1994 assa&ss year. The
Revenue will compute as they think fit the assesgsfor 1994 (the yes
of change) and 1995, 1996 (the two years following)

=

On the basis of June, as the new accounting date:
Alternative 1: old Accounting date, 31/12

N

1994 1/1/93 to 31/12/93 550,000
1995 1/1/94 to 31/12/94 660,000
1996 1/1/95 to 31/12/95 770,000
Alternative 2: New accounting date, 30/6
1994 1/7/92 tg 6/12 x N200,000 + 6/12 x= | 385,000

30/6/93 N550,000
1995 1/7/94 tg 6/12 x N550,000 + 6/12 x= | 605,000

30/6/94 N660,000
1996 1/7/94 tg 6/12 x N660,000 + 6/12 x= | 715,000

30/6/95 N715,000
Revenue compares the two, as follows:
Assessment year Old 31/12 New 30/6

N N
1994 550,000 385,000
1995 660,000 605,000
1996 770,000 715,000
Total for the three years 1,980,000 1,705,000
Revenue chooses the alternative that producesdherrassessable profit
that is, the assessments are:
N

1994 550,000
1995 660,000
1996 770,000

On the basis of 30 September:
The alternative on the basis of the old accourdimig of 31 December, wi
be as before:

1994 1/10/92 to 3/12 x N220,000 + 9/12 k= 467,500
30/9/93 N550,000

1995 1/10/94 to 3/12 x N550,000 + 9/12 k= 632,500
30/9/94 N660,000

1996 1/10/94 to 3/12 x N660,000 + 9/12 k= 742,500
30/9/95 N715,000

Revenue compares to the two, thus

Assessment year | Old 31/12 | New 30/6
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N N
1994 550,000 467,500
1995 660,000 632,500
1996 770,000 742,500
Total for the three years 1,980,000 1,842,500

Revenue chooses the alternative that providesigiehassessable profits,
that is the assessments for the three years aegl loaisthe accounting date
of 31 December

N
1994 550,000
1995 660,000
1996 770,000

Explanatory note

Irrespective of whether the accounting date is JaneSeptember, th
revenue’s option will produce the higher assesspataéts and shall be that
based on a 31 December accounting date. Thus, ahétle compan
prepares the accounts for the year ending withB4 1% end in June 1994
or September 1994, will have no effect on the asd#e profits for th
years of assessment involved as it is the Revematehas the option
make the election.

3.6 Company in Partnership with Another

Where a company is engaged in a trade or businés&my other person in
Nigeria, that trade or business shall be deemedottwstitute a separate
source of profits, and the assessable profits ef dbmpany from that
source shall be determined under the provisiotee@Personal Income Tax
Decree 1993 in like manner as would be the asslessatome of any

individual partner in that partnership — CITA Seati25(8).

In effect, the taxation rules for determining timedmes of a partner in a
partnership are the same whether the partnersithare individuals or

companies.

3.6.1 Total Profits and Sources of Profits
The total profits of any company for any year o$essment shall be the
amount of its total assessable profits from allrsesl for that year together

with any additions thereto of the amount of balagatharge that may be
applicable less deduction due for loss relief, stneent allowance and
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capital allowance. This is the substance of thendein of total profits as
given in subsection 1 of section 27 of CITA.

The components of this definition which should lm#ed are: assessable
profits from all sources; loss relief; capital akances including investment
allowances and balancing change. Assessable pasfitreated in this
chapter is the accounting profit as adjusted for garposes but before
having regard to any loss relief, capital allowanoe balancing charge.
Loss relief is considered in the next subparagraplhis chapter while
investment and capital allowances as well as balgraharge are discussed
elsewhere in this study pack. The reference tofigsrédrom all sources”
will not be discussed.

The definition of sources was not given anywher€ImA. It is therefore
uncertain how the business activities of each caompae to be grouped for
this purpose. The Federal Inland Revenue Serviceimal985 issued a
circular in which there was a reference to whattse” could mean. In that
circular, examples of sources of profits were giasn

...manufacturing of goods up to disposal of such gpooad construction,
building construction, road transport, credit fingng, equipment leasing,
leasing of immovable property, and investmentatls and shares.

Examples also given in the same circular in theecak an insurance
company’s sources of profits are:

...group life, industrial life, ordinary life endowmg all risks, motor
vehicle, fire, marine, workmen compensation, inresit of funds.

The rationale behind this classification is unknoamd it is uncertain

whether it will be acceptable to the general bussneommunity. Whether
or not an acceptable classification is producedntiest important thing to

note is that each company might be required toymedeparate profit and
loss account for each separate activity that carefarded as unrelated to
the other ones.

This is with a view to being able to determine Wiegtthere are losses from
particular sources which should not be aggregatiél pvofits from other
sources for the purpose of arriving at the totaffips of the company. It is
certain that producing such separate profit and &xxounts could be very
cumbersome for companies having several lines sinlegs activities, for
example, UAC of Nigeria Plc and other conglomeratagthermore, the
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method of apportionment of join or overheads of ¢henpany to arrive at
the profit or loss from each source would need ¢ospecified by the
revenue service.

Perhaps CITA might need an amendment to incorpdretedefinition of

the various sources and how the profit or loss feaoh source is to be
determined vis-a-vis the apportionment of joint tcoBhe enactment of
legislation dealing with group relief would also go large extent in
eliminating the practical difficulties inherent the existing provisions of
CITA.

3.6.2 Decided Case

The requirement of Section 27(1) is that the asddssprofits from all
sources are to be aggregated. If a loss has beenrad from any one
source, such cannot be aggregated with the pnafih fother sources to
determine total profits. Such loss is to be carfegvard for relief against
future profits from the same source. Additions aletiuctions are then
made for balancing charge and investment and dapil@wances
respectively to arrive at total profits. When tlegat profits have been
arrived at, the tax rate (presently 30%) is appbedthe total profits to
arrive at the tax payable.

[llustration 12-6

Consider a hypothetical company with the respecfigares and thre
sources of profits for an assessment year as shelow:

D

Total of assessableLosses carried

profits forward
N N
1. | Trade profit 1,000
Trade losses brought
forward
1,000
2 Property income 400

Less losses of the sam&00)
source brought forward

Unrelieved loss - (200)
3 Interest income 300
Total of assessable profits 1,300
Add balancing charge 200
1,500
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Deduct

Investment allowance -

Capital allowances 350 350
Total profits 1,150

It is on these total profits that the tax rate Wil applied, to arrive at the
amount of tax payable. For example, the tax payabléhe illustration
above with a tax rate of 30% is N345, that is, 300MN1, 500. The N20(
unrelieved loss from the property income sourcé valcarried forward for
relief against future profit from the same souliteannot be set off against
theNl, 150 total profits.

A

Order of giving effect to Section 27(1):

The wordings of Section 27(1), regarding total psobf a company for any
year of assessment can be interpreted and brokem dao stages as
follows:

Stage 1 Aggregate all assessable profits fronoalices.

Stage 2 To the total of the assessable profits fatinsources add:
Any balancing charge.

Stage 3 Deduct

Any amount of loss relief due.
Stage 4 Any also deduct
Any investment and capital allowance to be grnte

From the illustration above, it is clear that thesgges cannot be strictly
adhered to as the effect of loss relief (stagea8l)th be shown in stage 1 to
ensure that only the net assessable profit frorh saarce are aggregated.
Furthermore, the effect of any balancing changeetas investment and
capital allowance should also have been shown sigdire respective
source where the relevant fixed assets had beetogath For example, it
would appear ridiculous deducting capital allowanfrem interest income
where no qualifying expenditure had been incurred the purpose of
earning such income.

Perhaps the aggregation which is in state 1 shautalt be in stage 4, after
the exercise in the other three stages would haea Iperformed for each
source of assessable profits wherever applicabdetlais is the treatment
that is recommended. It should be noted that thgtalaallowances
restriction will still be applicable for any cagit@lowances to be deducted
in computing total profit.

135



ACC 318 ADVANCED TAXATION

3.6.3 Losses

In arriving at the chargeable profits of a compdagses, if any, incurred in
the preceding year of assessment are to be deduCtedrary to what
obtains in personal taxation, there is no currearyoss relief available to
companies. It is only the carry forward relief tieavailable.

Section 27 of the act contains the provisions apple to losses incurred
by companies. Essentially, these are:

a. The amount of the loss to be allowed should be wiaich the
Revenue Service is satisfied as having been indlnyghe company
in a trade or a business during a preceding yeaassessment
(Section 27(2)(1)0. The reference to preceding yedne wordings
of that Section of CITA emphasises that currentr yesief is not
available for losses incurred by companies.

b. In no circumstances shall the amount to be reliesested the total
amount of the loss;

C. Relief can only be against profits from the sanagléror business in
which the loss was incurred.

d. Losses can be carried forward for a maximum of f@ar following
that in they are incurred, loses incurred by anypgany engaged in
agricultural trade or business can be carried fodwaith no time
limit, and

e. The loss available for relief should be computedrensame basis as
that of assessable profit, for a year to assessment

3.6.4 Terminal Loss Relief

There is no provision in the act for the grantirfgraief for losses by a
company in the year of assessment when its tradeisiness permanently
ceases. Thus, there is no relief for any loss necuin the last year of trade
not for any unrelieved loss accumulated up to tite df cessation.

The computation of the assessable income for the giecessation will be
on actual basis. Since a loss has been incurrethi®period, assessment
will be nil, for the assessment year concerned. él@r, there are
provisions for the relief of unutilised capital @llances at the time of
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permanent cessation of a company’s trade. Suchatatiowances can be
carried back to be relieved against the assesgabfiés of the preceding
years up to the fifth year before the year of cemsgdSch.2 Para. 24(5)).

3.6.5 Normal Company Tax Rate

For each year of assessment, tax is payable authent rate of 30% of the
total profits of every company, section 29(1). Thwerent (2008) rate of
30% was introduced from the 1996 assessment ybarrdie can be altered
at any time upon the passing of the appropriatis|kgn.

The total profits for any year of assessment héready been discussed.

Education tax will be payable at 2% of assessalditpThe assessable
profit of a company must be known, before its etiocaax liability can be
computed.

3.6.6 Minimum Tax (Section 28A)

Where in any year of assessment, the ascertainofetdtal assessable
profits from all sources of a company results in:

a. A loss; or

b. No tax payable, or

C. Tax payable which is less than the minimum tax,téxepayable by
the company shall be in the minimum tax computefbk®ws:

A. Where turnover is=B00, 000 or below and the company has been in
business for at least four calendar years.

I 0.5% of gross profits, or

. 0.5% of gross profits, or

iii. 0.25% of paid up capital or
Iv. 0.25% of the turnover

Whichever is the highest.
B. Where turnover is higher thas5R80, 000, whatever is payable as

computed in A above plus 0.125% of turnover in sscef2600,
000.
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The foregoing provisions do not apply to:

o A company carrying on agricultural trade or busses

o A company with at least 25% imported equity capaald

o Any company for the first four calendar years sfadbmmencement
of business.

For any year of assessment when minimum tax is lpp@ydhe capital
allowances due for that year will still be compuged! relieved as much as
possible from the assessable profits of the yedrths tax payable is based
on the insufficiency of assessable profits can leried forward to
subsequent assessment years. The implication sf gfovision is that
taxpayers will lose the capital allowances thatlddae relieved against the
assessable profits regardless of the fact thatakeas not based on that
assessable profits but on turnover, and so on,hmiitt be the case when
the minimum tax provisions are being applied. A weay is by not making
a claim for capital allowances.

3.6.7 Education Tax
(@) Enabling Law and Imposition of Education Tax

Education Tax was first introduced in Nigeria imQB9with the enactment
of the education Tax Decree No. 7 of 1993. Theiaacurrently known as
Education Tax Act CAP E4 LFN 2004.

Education tax is payable on an annual basis byyeegistered company in
Nigeria that is liable to tax under the Companiasome Tax Act and
Petroleum Profits Tax Act, which has an adjustesdasable loss, will not
be liable to Education Tax.

(b)  Administration of Education Tax

The Federal Inland Revenue Service (FIRS) shalessssand collect
education tax from Companies. When the FIRS isszgsg a company for
either income Tax or/and Petroleum Profits Tax, idt required to

simultaneously raise the education tax assessmestuch company. The
tax is payable within 60 days after the Revenu@iSehas served notice of
assessment on a company and the Revenue Sereicp@vered by the act
to device such forms, as it may deem necessary,ther purpose of
assessing and collecting the tax. At the momertdxpayer is expected to
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file self-assessment form for education tax attitme of filling its company
tax returns.

3.7 Small Business Rate

Certain companies are referred to as small busimess turnover of
N1,000,000 (one million) and below in the year ofessment shall be
charged a lower rate of tax of 20% for four yeaosf the commencement
of the business, section 29(6).

The lower rate will be applicable only to companiesgaged in the
business of:

Manufacturing
Agricultural production
Mining of solid minerals
Wholly export trade.

coow

If it is assumed that a company is a manufactureedain goods and that
the turnover in respect of the 2008 assessment iged®90, 000 with
profits of A250, 000, the tax payable shall be 20%—=&58,000 that is
N50,000. In order to determine the rate of tax #mmiuld be applied to any
company therefore, the nature of the business beanged on, as well as
the turnover of the company in the assessment ye#r,need to be
considered. Furthermore, the1N000,000 turnover limit, must not be
exceeded, if the lower tax rate is to apply.

It should be noted that small business rate wascafybe with effect from

the assessment years 1988; 1989 and 1990 for caoespan operation

before 1 January, 1988. The turnover limit then W&80, 000. Act No.3

of 1993 provides for an extension of this benefitdn additional two years
where the company shows evidence of good recordsremagement and
remained in the same line of business.

The turnover limit is now=N0O00,000 for each assessment year, while the

rate can be applied for the first four assessmeatsyprovided the annual
turnover still qualifies the business.
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3.8 Pre-Operation Levy

A company which is yet to commence business attéeast 6 months of
incorporation shall, for each year it obtains adkearance certificate pays a
levy of:

a. N25,000 for the first year, and
b. N20,000 for every subsequent year

3.9 Advance Income Tax Payment

When a company wishes to pay dividend out of pafitwhich no tax has
been paid, CITA Section 31(7) provides that tastandard company tax
rate is payable on the amount of the dividend. ptavisions of Section
15A and 16(B) of CITA is also to the same effetit.any provisional tax
has been paid by the company for the assessmentthiesawill be taken
into account in determining the amount of tax pagaimder this section.
The tax is payable before the dividend is paid laad nothing to do with
withholding tax which will still be deducted norrhalThe tax so paid will
be taken as a deposit against the tax due froncahgany on the profits
out of which the dividends is paid.

Thus, when the company wishes to settle its taliiy, the amount paid
as deposit will be deducted from the total amodrthe income tax liability
of the company for that year.

4.0 CONCLUSION

This unit provides information about profits andusmes of profits of
corporate bodies that are subject to tax undecangpanies income tax act,
CAP C21 LFN, 2004. Profits or gains of corporabelies are taxed, while
losses are allowed to be relieved against profimibsequent years. Losses
can be carried forward generally for a total ofrfgears but there is no time
limit for relief of losses incurred by companiesgaged in agricultural
business.

The bodies and associations whose income or partexempted from tax
under the act were listed. Some incomes are exengpi¢he condition that
they were not derived from trade or business beargied on. Others are
exempted even if they were derived from trade @irless. Readers must
have learnt the principle of allowable deductions applicable to
companies chargeable to tax under CITA.
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An allowable expenditure has to be that expenditinmat is wholly,
exclusively, necessarily, and reasonably incurrgdhe company in the
production of the income. It has been shown how lthsis period of
assessment it to be determined for tax purposekasl been demonstrated
that the preceding year basis rule is applicablegdly in the taxation in
the taxation of companies except at commencementessation of
business.

The global profits of Nigerian companies are tazalnrespective of

whether or not they are brought into or receivedNigeria. On the other
hand, the profits of non-Nigeria companies are gbable under CITA
subject to applicable exemptions in any availableubde taxation

agreements. Companies’ profits chargeable to talelu€ITA are accessed
to income tax at 30% of total profits and educaten @ 2% of accessible
income.

A small business rate of 20% is applicable to camgmwith turnover of

N1, 000,000 (One Million Naira Only) and below inchayear of

assessment for four years from the date of commmeeickeof the business.
The lower rate applies to companies that are emjagehe business of
manufacturing: agricultural production; mining ailid minerals or wholly

export trade.

5.0 SUMMARY

In this unit, we have enumerated areas where gowamhcan impose tax
on profits of companies and defined and explainaad tax can be imposed
on an authorised unit trust scheme. We specified lbdies to which
donations can be made from the profits of compaares stated how tax
can be imposed on a new trade or business staaelévance of changing
accounting dates in line with government’s finahgear. Furthermore, we
assessed the tax on the profits of a company imgahip with another and
stated the tax rate imposed on small businessesdétégmined the pre-
operation levy; and listed the conditions governpayment of advance
income tax by companies.

You have now completed the second module of thisse

6.0 TUTOR-MARKED ASSIGNMENT

1. What conditions are specified in the Companies nmedlax Act
under which donations may be allowed?
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7.0

The Companies Income Tax Act specifies the lisipgdroved bodies
to which donations could be made. List some ofmthvehich you
know.

What does Section 31(7) says of companies wishimgpay
dividends out of profit on which no tax had beerdpa

Section 19 of CITA contains the list of profitsgains of companies
or corporate bodies exempted from company taxati®st.some of
these exemptions.

Write short notes on the following:

o Authorised unit trust

o Unit trust scheme

o Unit holder

° A trustee.

List the sources on which tax can be imposed orptbéts of any
company in Nigeria based on Section 8 of the Comasalmcome
Tax Act (CITA).

REFERENCE/FURTHER READING

ICAN Study Pack. (2011).
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MODULE 3

Unit 1 Person Chargeable, Offences and Penalties
Unit 2 Tax on Special Businesses

Unit 3 Petroleum Profit Tax

Unit 4 Stamp Duties

Unit 5 Tax Planning and Tax Administration

Unit 6 Tax on Pioneer Industries

UNIT 1 PERSON CHARGEABLE, OFFENCES AND
PENALTIES

CONTENTS

1.0 Introduction
2.0 Objectives
3.0 Main Content
3.1 Chargeability to Tax
3.2 Persons Answerable
3.3 Directors Appointment of Agent
3.4 Company in Liquidation
3.5 Company’s Representative on Tax Matters
3.6  Offences and Penalties
3.7 Duty of Secrecy and Confidentiality
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

You are welcome to the third and final module imstbourse. In this
module, you will be introduced to another six umitade up of six different
topics, namely: Person Chargeable, Offences andaltres) Special
Businesses; Petroleum Profit Tax; Stamp Duties; Panning and Tax
Administration and Tax on Pioneer Industries.

In this unit, we shall be exploring another toptted: Person Chargeable,
Offences and Penalties.
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2.0 OBJECTIVES

At the end of this unit, you should be able to:

o explain how a company can be chargeability to tax

o state the persons answerable on tax matters otf lnélaacompany

o explain the powers of the revenue service to appdirectors as
agent for tax purposes

o state the conditions under which a company in digtion shall pay

o list the offences and penalties

o discuss the duty of secrecy and confidentiality.

3.0 MAIN CONTENT

Since a company is a separate entity different friisnshareholders, it is
important that there should be a clear conceptidmow a company can be
charged to tax and who should be answerable footganisation in that

regard. Part VIl (Section 36 to 40) of the CITA tains the relevant
provision.

3.1 Chargeability to Tax

Section 36 of CITA states that “A company shalchargeable to tax:

(@) Inits own name; or

(b) In the name of any principal officer, attorney, ttac agent or
representative of the company in Nigeria, in likanmer and to like
amount, as such company would have been chargexable;

(c) In the name of a receiver or liquidator or of amtprey, agent or
representative thereof in Nigeria, in like manned ¢ like amount
liquidator had been appointed.”

SELF-ASSESSMENT EXERCISE

A company shall be chargeable to tax in three wagmely: ........ ) e
and ........
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3.2 Persons Answerable

Section 37 states: “The principal officer or mamame Nigeria or every
company shall be answerable for doing all such, acédters and things as
are required to be done by virtue of the act faxr #ssessment of the
company and payment of the tax.” Though there isafierence to this in
Section 37, for a company in receivership or iniligtion ‘the principal
officer or manager’ is the receiver or liquidatas, appropriate.

The ........... or .oouv... in Nigeria or every company sha#l answerable
for doing all such acts, matters and things asiredu be done by virtue of
Section 37 of the CITA for the assessment of thapany and payment of
tax.

3.3 Directors Appointment of Agent (Section 38)

The Revenue Service or Directors of a company rpapiat any person to
be the agent of any company. Any person so declaayg be required to
pay any tax, which is or will be payable by the gamy, from any of the
company’s money that is, or will be, in the posses®f the agent. If the
person declare as the agent fails to comply witth sequest, the tax shall
be recoverable directly from the company.

Such a person, however, has a right of objecti@happeal for any notice
served upon him in accordance with the provisidnSextion 38, as if such
notice were as assessment on him personally. 8e88oempowers the
agents, or any other person answerable for the @atyaf tax on behalf of a
company, to deduct from any of such company’s marmying into his
hands so much thereof as shall be sufficient totpayax.

3.4 Company in Liquidation (Section 40)

Before any distribution can be made to the shadsmslof a company in
liquidation, the liquidation must ensure that he haade provision for the
payment in full of any tax which may be ascertained/able by the
company, including any tax deductions made by t@pany under any
law in force in any part of Nigeria relating to ttexation of individuals.

3.5 Company’s Representative on Tax Matters

Every company shall designate a representative sitadl answer every
guery relating to the company’s tax matters. Sucpeson should be
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knowledgeable in the field of taxation as may beraped from time to
time by the Revenue Service (Session 41(6).

3.6

Offences and Penalties

Part XII of CITA contains provisions relating tofeces and penalties. The
following is a list of what constitute offences @ndhe act, together with
the prescribed penalties on conviction:

Offences Penalties

1. Contravention or failure to complyA fine of N20,000 and where the
with any of the provisions of the acbffence is the failure to furnish|a
or any rule made thereundestatement or information or to
Section 71(1) kept records required, a further

sum of N20,000 for each and
every day during which sugh
failure continues. In default t of
payment then in imprisonment
for six months. This penalty is
also application for an offence pr
contravention of any of the
provisions of the act for which
no other penalty is specifically
provided.

2. Failure to comply with theAs for 1 above
requirements of a notice served |on
any person under the provisions|of
the act: Section 71 (2) (a)

3. Failure, without sufficient cause, fd\s for 1 above
attend or answer to a notice |or
summons served on any person
under the provisions of the act, |or
having attended, failure to answer
any question lawfully put to him:
section 71(2) (b)

4. Making of incorrect returns,A fine of N200,000 and double
without reasonable excuse, pthe amount of tax which has
omitting or understating any profitdeen undercharged n
liable to tax under the act: Sectipnonsequence of such incorrect
72 (1)(a) return or information, or would

have been so undercharged if the
return or information has been
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accepted as correct.

5. Giving of incorrect information
without reasonable excuse,
relation to any matter of thin
affecting the liability of any
company to tax: Section 72(1) (b)

. As for 4 above
in

g

6. Knowingly making false statemepfA fine of N200, 000 to an
or false representation for thanprisonment for three years pr
purpose of obtaining any deductiaip  both  such fine angd
set-off, relief or repayment inimprisonment.
respect of any company: Sectipn
73(1)(a)

7. Aiding, abetting, assisting,As for 6 above
counseling, inciting or inducing any
other person-(i) to make or deliver
any false return or statement under
the act; or (ii) to keep or prepare
false accounts or particulars
concerning any profits on which tax
Is payable under the act; or(ili)
unlawfully to refuse or neglect to
pay tax: Section 73(1)(b)

8. (a) Any official of the RevenugA fine equivalent to 200 percent
Service or any of its employeesf the sum in question or to
shall also be guilty of an offencémprisonment for three years pr
by: to both such fine angd

() Demanding from any company ammprisonment.

amount in excess of the authoris
assessment of the tax; or
(i) Withholding for his own use Q@

otherwise any portion of the
amount of tax collected; or
(i) Rendering a false return,

whether orally or in writing, of th
amount of tax collected or receiv
by him; or

(a) defrauding any perso
embezzling any money
otherwise using his position as
deal wrongfully Revenue Service
(b) collecting or attempting t

(iv)

collect the tax under the Act to (

ed

=

so: Section 74
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3.6.1 Other Offences and Penalties

The offences and penalties listed in Part XIl of #ct which have been
summarised above, are additional to those thatcargained in other
sections of the act.

3.7 Duty of Secrecy and Confidentiality

Every person having any official duty or being eaysd in the
administration of the act shall regard and dealhwatll documents,
information, returns, assessment lists and cogdissi@h lists relating to the
income, chargeable profits or items thereof of eogpany, as secret and
confidential.

Every person who at any time communicates or attengpcommunicate
such information or anything contained in such doents, returns, list, or
copies to any person;

(@) Other than a person to whom he is authorised bynihester to
communicate it; or

(b)  Otherwise than for the purpose of the act or artyoataw, relating
to a tax upon income, in force in any part of Nigeshall be guilty
of an offence.

No employee of the revenue service shall be requioeproduce in any
court any return, document or assessment, or thvadge or communicate
to any court any matter or thing coming under lugoe in the performance
of his duties under the act except as may be nagessr the purpose of
caring into effect the provisions of the act, or onder to institute a
prosecution, o in the course of a prosecution for @ffence committed in
relation to tax.

The obligation as to secrecy shall not preventdiselosure the disclosure
of necessary information to the authorised officeirghe government of
such other country as might be necessary for dotdkation relief
purposes.

4.0 CONCLUSION
We have learnt that a company is a separate ediitgrent from its

shareholders, and there is therefore a clear ctinoepn how it can be
charged to tax and who should be answerable footganisation in that
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regard. The Part VIl (Section 36 to 40) of the C|Te learnt in the
discussion, contains the relevant provision. Yaiexpected to browse the
website with a view to keeping abreast of the Camgpllacome Tax Act
(CITA) as appropriate.

5.0 SUMMARY

In this unit, we have stated how a company canhaegeability to tax and
the persons answerable on tax matters on behalh ebmpany; and
discussed the powers of the revenue service toipgicectors as agent for
tax purposes. We stated the conditions under wlacltompany in

liquidation shall pay its tax and discuss that eaompany appoints its
representative on tax matters and listed the offerand penalties. Lastly,
we discussed the duty of secrecy and confidentialit

In the next unit, you will be introduced to anothateresting topic: tax on
special businesses.

6.0 TUTOR-MARKED ASSIGNMENT

1. How can a company be chargeable to tax acogtdithe CITA?

2. _What steps can be taken to ensure that a cgmpdiquidation pays
3. ItLgi’stta \j(v’i\at constitutes offences and penaltesdon in the CITA.
7.0 REFERENCE/FURTHER READING

ICAN Study Pack.(2011).
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UNIT 2 TAX ON SPECIAL BUSINESSES

CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1  Shipping or Air Transport Business or Non-Niger

Companies

3.2 Nigerian Companies
3.3 Business of Transmission of Messages
3.4 Insurance Companies (CITA Section 14)
3.5 Non-Nigerian Insurance Companies

4.0 Conclusion

50 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

In this unit, we stated how a company can be cladigty to tax; stated the
persons answerable on tax matters on behalf ofngpany; known the
powers of the revenue service to appoint dire@sragent for tax purposes;
stated the conditions under which a company indigton shall pay its tax;
understood that each company appoints its repr@santon tax matters;
listed the offences and penalties; and discusseddthy of secrecy and
confidentiality.

In this unit, you will be introduced to anotherdrgsting topic: tax on
special businesses.

2.0 OBJECTIVES

At the end of this unit, you should be able to:

o enumerate the conditions for charging taxes onptioéits of non-
Nigerian companies which are engaged in shippingiotransport
businesses

o state the conditions governing taxation of the ipodf Nigerian
companies engaged in shipping or air transporinesses

. list the conditions governing taxation of the pt®fof companies
engaged in the business of transmission of messages

o state the conditions under which Nigerian and ndgeNan

companies engaged in insurance business woulddrgezhtax.
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3.0 MAIN CONTENT

Company Income Tax Act (CITA) contains special psamns with regards
to companies engaged in shipping or air transpasiness as well as those
In insurance business. The provisions which aresidened below are
additional to the normal rules of allowable andal@ved expenditure in
taxation practice.

3.1 Shipping or Air Transport Business or Non-Nigemn
Companies

CITA section 12 contains provisions regarding conigs, other than
Nigerian companies, in shipping or air transpodibess. The substance of
that section is as follows:

(@) The profit or losses of such company to be deernedet derived
from Nigerian is the full profits or losses arisifigm the carriage of
passengers, mail, livestock, or loaded into anra&icin Nigeria.
This does not apply to passengers, mails, livestwcgoods which
are brought into Nigeria solely for transshipmentar transfer from
one aircraft to another or in either direction bedw an aircraft and a
ship. Readers are referred to the part of thisyspatked on double
taxation relief for such of these businesses thateaempted from
Nigeria tax.

To the sums receivable in respect of passengers,catried in
Nigeria as referred to above, there shall be apgdithe following:

(@) The ratio of profits or losses of an accountingiquerbefore
depreciation, tot the total sums receivable in eesf the
business of the company, and

(b)  The ratio of depreciation to the total sums so ixatd#e as
certified by the tax authority of any other counfwhere the
non-Nigeria company is registered) to the satigfaatevenue
service.

The amount arrived at shall be the full profitslasses which shall
be liable to Nigerian tax. Note that this situatwill apply where

the revenue service is satisfied that the taxa#fiothority of any
other country computes and assesses on a basisnawetially

different from that prescribed by the act. The psobf a company
which operates ships or aircrafts shall be cedifie the revenue
board by the taxation authority.
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(@) Where the ratios referred to above cannot, for aggson, be
satisfactorily applied, the profits to be deemeddéderived from
Nigeria may be computed on a fair percentage onfdiilesum
receivable in respect of the carriage of passengacsshipped or
loaded in Nigeria. When this occurs, the company Ww#hin six
years to claim that its liability be recomputedtba basis of the rate
ratios referred to above; and

(b) If the company fails to agree with the revenue isefvthe revenues
service shall give notice to the company of refagsadmit the claim
and the provisions of CITA with respect to objenicand appeals
shall apply accordingly with any modifications.

SELF-ASSESSMENT EXERCISE

......... contains special provisions with regards to pames engaged in
shipping or air transport business as well as timgesurance business.

[llustration 15-1

Super \Air Limited is a foreign company operatinfjeget of passenger and
cargo aircrafts between Nigeria and Middle and East. The operating
results for the four years ended 31 July, 2001 ,filsé year of operation,

are as follows:

N
Income from cargo freight Nigeria/Hong Kong 314
Income from passengers’ freight Nigeria/Bombay

425,000
Income from passengers’ freight Bahrain to Nigeria

556,600
Income from cargo loaded into aircraft on otheresu 350,000
Less: operating expenses:
Salaries and other expenses 860,000
Depreciation 160,000
Other expenses:
General provision 40,000
Operational profit 1,060,000

578,000
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The following additional information is provided:
(a) Salaries and other expenses include:

0] Purchases of twin engines

(i)  Use of airport facilities

(i)  Hotel bills for first class passengers

(iv)  Accommodation for airlines crew
(v)  Gifts to airport staff for gratification

MODULE 3

N
65,000
18,000

21,000
5,000

6,000

(b) Capital allowances were agreed with the relevattiaity at 150%

of depreciation charged in the accounts.

You are required to compute

0] The total profits of Super Air Limited for the pwge of the

Nigerian income tax

(i)  The liability to income tax in respect of the chealgle income tax

and state the relevant year of assessment.
ICAN past questions adapted
Suggested solution
Super Air Limited

INCOME TAX COMPUTATION (YOA 2002)

Income from cargo/passengers arising from Nigeria:

Income from cargo freight expenses included;
Income from passengers freight Nigeria/Hong Kong

Income from passengers’ freight Nigeria/Bombay

Allowable deductions:

Salaries and other expenses as given
Less disallowable expenses included:
Gifts to airport staff for gratification

N
315,000
425,000
740,000

—N
860,000

(6,000)
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854,000
(Proportion application to Nigeria operation)

740,400

1,647,000 x 854,000 = 383,911

Depreciation allowance as agreed with
Revenue 150% of 160,000

240,000

623,911
Total profits from cargo/passengers arising frorge\iia

116,489
Income tax at 30% thereof 34,947

3.2 Nigerian Companies

Nigerian companies engaged in shipping or air prartsbusiness will be
subjected to tax as any other company incorporatedigeria. It is their
world income that will be subjected to income tabjsct to the provisions
of any applicable double taxation agreement anahgrexemption in other
parts of the act CITA.

SELF-ASSESSMENT EXERCISE

........ engaged in shipping or air transport busiveiisoe subjected to tax
as any other company incorporated in Nigeria.

3.3 Business of Transmission of Messages

The above also apply to a company other than aridigeompany carrying
on the business of transmission of messages by @abby any form of
wireless apparatus. The provisions shall apply atistmutandis” to the
computation its profits, deemed to be derived fidigeria as though the
transmission of messages to places outside Nigezra equivalent to the
shipping or loading of passengers, mails, livestockgoods in Nigeria
(CITA section 13).

3.4 Insurance Companies (CITA Section 14)

For non-life insurance companies, the profits omctvitax may be imposed
shall be ascertained thus:
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Gross premiums plus interest and other income vab#s; XXX
Less any returned premium and premium paid on

(xx)
Reinsurers:
Less reserve for unexpired risks at the end op#rend:

(xx)
Add Reserve for unexpired risks at the beginninthefperiod

XX

Less actual losses settled during the period ns¢tbiements
By reinsurers (xx)
Less other allowable expenses.

(xx)
Taxable income

As regards Life Assurance Company, the companyptbfits on which tax
may be imposed shall be the investment invoice, ie@nagement expenses
including commission. Any amount distributed as idiwd from the
actuarial revaluation of unexpired risks from anlyes revaluation shall be
deemed to be a part of the profits of the company.

Not more than there than three months after araaatuevaluation of the
unexpired risks or any other revaluation has tagke, then company
shall provide to the revenue service full particsilaf the revaluation
carried.

Careful note should be taken of the basis of coatfmrt of the assessable
profits of non-life insurance business and thaa dife insurance business,
while in the former, there is reference to premiama investment incomes,
reserves for unexpired risks and claims settlemeintsthe latter, the

relevance is only to investment income, managenexpenses and
commissions.

[llustrations

Folake Insurance Nig. Plc., a company engaged mLife business has
the following details of its transactions for theay ended 30 April, 1990.

Premium Received =N
Dividend received (net) 1,350,000
Profit on sale of fixed assets 12,750
Reinsurance premium 5, 5004
Subscription as member of the 345,000

Nigerian Insurance Association
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Contribution to state education funds 15,000
Unexpired risk -1/5/89 275,000

- 30/4/90

Claims 310,000
Amount recovered under reinsurance 120,000
Salary and other administrative expenses 75,000
Capital allowance were: 140,000
Initial allowance

Annual allowances 40,000
Balancing charge 5,500

You are required to compute the tax payable bycthrapany for 19991
year of assessment. (Assume companies rate ofstad0%). (10 marks)
ICAN past question

Suggested Solution 15-2

Refer to the beginning of this paragraph for thevigion of section 14 of
CITA regarding the computation of chargeable psofdaf a non-life
assurance company.

Folake Insurance Nig. Plc.

Computation Tax for 1991 Assessment Year

N
Premiums Received 1,350,000
Dividend Received (Note i)
Reinsurance premiums (345,000)
Net Premium 1,005,000
Unexpired risks 30/4/90 (310,000)
Unexpired risks 1/5/89 275,000
Claims Settled
120,000
Less recovered under insurance (75,000)
(45,000)
Less: Allowable expenditure:
Salaries and other admin Expenses 145,000
Subscription to NIA 5,000
Contributed to state education funds 15,000
(165,000)
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760,000
Add balancing charge
5,500
765,500
Deduct capital allowances
Initial 40,000
Annual 78,000
Chargeable profit (118,000)
647,500)
Tax payable at 40% thereof 259,000

Notes

0] Dividend income is franked investment income. Itnist to be
aggregated in arriving at total profits on whicltome tax will be
computed.

(i)  Contributed to state education funds is an alloeabipenditure in
accordance with the provision of section 21 CITA.

3.5 Non-Nigerian Insurance Companies

The above provisions of CITA section 14 also apfdynon-Nigerian

insurance companies. With regards to any of suchpemies having a
permanent establishment in Nigeria, the applicaibt®unts shall be those
arising from its Nigerian operations. Agency exgeEns Nigeria and a fair
proportion of the company's head office expenses aso allowable

deductions.

In respect of a life assurance company where tloéitpraccrue in part
outside Nigeria, the assessable profits shall be ghoportion of the total
investment income of the company as the premiuraivable in Nigeria
bear to the total premiums receivable less the @gerpenses in Nigeria
and a fair proportion of the head office expendab@®company.

4.0 CONCLUSION
This unit discusses the concept of double taxatshief, especially where
there is no double taxation agreement between atigoand where there is

a double taxation agreement in place.

The tax implications of mergers, acquisitions aallebvers, have been
discussed. It was noted that the consent of tlethRevenue service must
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be obtained before any merger, take-over, transferestructuring of a
trade or business carried on by a company, canpiake.

Deferred taxation was considered and the need ke mdequate provisions
for the tax effect of timing difference was empkasi.

Finally, special businesses such as shipping,rairsport and insurance
were considered. The peculiarities with regardsdétermination of the

sources/nature of the income/taxable profits ohemea of business under
CITA were also covered.

5.0 SUMMARY

In this unit, we have enumerated the conditionsctuarging taxes on the
profits of non-Nigerian companies which are engagedhipping or air

transport businesses. We stated the conditionsrigione taxation of the
profits of Nigerian companies engaged in shipping air transport

businesses and listed the conditions governingtitaxaf the profits of

companies engaged in the business of transmissionmessages.
Furthermore, we stated the conditions under whiggetan and non-
Nigerian companies engaged in insurance busineskibe charged tax.

In the next unit, we shall discuss petroleum priafxt

6.0 TUTOR-MARKED ASSIGNMENT

The student is expected to try his/her hands ornilliegrations contained
this unit and in other textbooks on taxation withiew to getting used to
the procedures and steps used in computing the fakspecial businesses.

7.0 REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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INTRODUCTION

In the last unit, we stated how a company can barg&ability to Tax;
stated the Persons Answerable on tax matters oalfbeha company;
known the powers of the Revenue Service to aphanaictors as Agent for
tax purposes; stated the conditions under whiclo@m@any in Liquidation
shall pay its tax; understood that each Companypiappits Representative

on Tax Matters; listed the Offences and Penalaes! discussed the Duty

of Secrecy and Confidentiality.

In this unit, you will be introduced to anotherdrgsting topic: tax on
special businesses.
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2.0 OBJECTIVES
At the end of this unit, you should be able to:

o define in the ordinary sense and as found in theleeim profits tax

fact of ‘petroleum operations’ and define capitédwance

state how petroleum profits tax is administered

discuss and classify income on petroleum operations

determine how to ascertain adjusted profits andsrgax

differentiate between allowable and non-allowaldduttions

describe the treatment of losses in petroleum {srofiax

computations

discuss the concepts and computations of postedspri

o explain the concepts persons chargeable, deductitexx at source
and double taxation arrangement.

3.0 MAIN CONTENT

Company Income Tax Act (CITA) contains special ps@mns with regards
to complete engaged in shipping or air transposiriss as well as those in
insurance business. The provisions which are cersitl below are
additional to the normal rules of allowable andad@ved expenditure in
taxation practice.

3.1 Petroleum Operations

The oil industry has achieved great prominencehé Nligerian economic

environment since the early seventies. Influenceoibfand gas on the

Nigerian economy today, cannot be overemphasisé@ dil and gas

industry accounts for over 90% of the country’ssign exchange earnings.
It also plays a predominant role in the Gross Netid’roduct (GNP) index.

It is in view of the importance that governmenteltes to oil exploration

and production that the taxation of profits of gaof companies engaging
in such operations is taxable under a separatewaxThe applicable law is
the Petroleum Profits Tact Act (PPTA), which wastfienacted in 1959
with retrospective effective date of 1 January,8.9Bhis principal act and

all amendments thereto have been re-enacted aseCiS8 of the laws of

the Federation of Nigeria (LFN) 2004.

‘Petroleum operations’ as defined in the act esagninvolves petroleum
exploration, development, production and sale afleroil and gas. There
is no distinction in the act between associated raordassociated gas. All
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activities of petroleum companies that to be taxeder PPTA are referred
to as upstream operations. Those that not covemddruhe definition of

“petroleum operations” are referred to as downstregeration. Examples
of downstream operations are petroleum refiningroeum marketing and
gas utilisation projects. Companies engaged in gtn@am operations are
subject to tax under the companies income Tax Apt@€21 LFN 2004.

SELF-ASSESSMENT EXERCISE

.......... is defined essentially as involving petroleusxploration,
development, production and sale of crude oil el g

3.2 Definitions as given in Petroleum Profits TacAct (PPTA)
All terms relate to companies engaged in petroleperations.

Accounting period

(@) This is a period of one commending ot January and ending on
31* December of the same year; or

(b)  Any shorter period commencing on the day the compast makes
a sake or bulk disposal of chargeable oil underagmamme of
continuous production and sales, domestic, exporbath, and
ending on 31 December of the same year, or

(c)  Any period of less than a year being a period conuimg on '
January of any year and ending on the date indheesyear, when
the company ceases to be engaged in petroleumtiopesta

Revenue service

The Federal Inland Revenue Service

Casing head petroleum spirit

Any liquid hydrocarbons obtained in Nigeria fromtural gas by separation
or by any chemical or physical process but befloeesame has been refined
or otherwise treated. Casing head petroleum gpifutrther subdivided into
two namely:

(@) Chargeable natural gas

Natural gas actually delivered by a company to Bhgerian National

Petroleum Corporation under a Gas sales contractdbes not include
natural gas taken by or on behalf of the governroétite Federation.
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(b)  Chargeable oil

Casing head petroleum spirit and crude oil wonlmaimed by a company
from petroleum operations.

Company

Anybody corporate incorporated under law in fort@&ligeria or elsewhere.
Crude oil

Any oil (other than oil extracted by destructivestdiation from, coal
bitumen sales, or other stratified deposits) worNigeria, wither in its
natural state or after the extraction of waterdsanother foreign substance
therefrom but before any such oil is redefinedtbeotreated.

Disposal or disposed

In relation to chargeable oil owned by a compangpasal or disposed of
connotes respectively;

(a) Delivery, without sale, of chargeable oil to; and
(b)  Chargeable oil delivered, without sale to, a refynar to an adjacent
storage tank for refining by the company.

G-Factor

Gas projection cost adjustment factor.

High Court

The high court in Nigeria within whose jurisdictianthe place:

(@) Inrelation to any offence under the PPTA act, whsrch offence is
deemed to have occurred;

(b) In relation to any suit for tax or appeal againstaasessment of tax,
where the tax return has been submitted or whereaslsessment of
the tax was made as the case may be;

(c) Inrelation to where the Revenue Service direatsrapany to keep
proper books of accounts, in accordance with relepaovisions of
the act, from where the direction was issued; and
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(d) In relation to any claim or other matter which idbgct to appeal in
like manner as an assessment where the claim er athtter was
refused by the Revenue Service.

Intangible drilling cost

All expenditure for labour, fuel, repairs, maintana, hauling and supplies
and materials (not being supplies and materialsMalt cement, casing or
other well fixtures) which are for or incidental trilling cleaning,
deepening or completing wells or the preparati@nef incurred in respect
of:

(@) Determination of well locations, geological studieand
topographical and geophysical surveys preparatodyiliing;

(b)  Drilling, shooting, testing and cleaning wells;

(c) Cleaning, draining and leveling land, road-buildargd the laying of
foundations;

(d) Erection of rigs and tankage assembly and inskafiabf pipelines
and other plant and equipment required in the petjoa of drilling
of wells producing petroleum.

Liquefied natural gas

Natural gas in its liquid state at approximatelpaspheric pressure

Minister

Minister charged with responsibility for matterslateng to taxes on
incomes and profits.

MMCF
One million cubic feet
Natural gas

Gas obtained in Nigeria from bore holes and webdlssesting primarily of
hydrocarbons.

Nigeria

Includes the submarine areas beneath the tertitwaters of Nigeria and
the submarines areas beneath any other waters \@hiclor at any time
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shall in respect of mines and minerals become stlige the legislative
competence of the National Assembly.

Non-productive rents

The amount of any rent for which there is provisionits deduction from
the amount of any royalties under oil prospecticgrise or oil mining
lease, to the extent that such rent is not so deduc

Oil mining lease

A lease granted to a company under the mineralsfacthe purpose of
wining petroleum, or any assignment of such lease.

Oil prospecting license

A license grated to a company under the mineraisfacthe purpose of
winning petroleum, or any assignment of such lieens

Person
Includes a company and any unincorporated boderdgns
Petroleum

Any mineral oil or relative hydrocarbon and natugas existing in its
natural condition in Nigeria, but does not incluituefied natural gas,
coal, bitumen sales or other stratified deposasfwhich oil can extracted
by destructive distillation.

Petroleum operations

The winning or obtaining and transportation of pktum or chargeable oil
in Nigeria by or on behalf of a company for its oagtount by any drilling,

mining, extracting, or other like operations or gess, not including

refining at a refinery, in the course of a businemsied on by the company
engaged in such operations, and oil operationslémtal thereto and any
sale of or any disposal of chargeable oil by obehalf of the company.
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Resident in Nigeria

In relation to a company, this means a company, ¢batrol and
management of the business of which are exeramsBligeria.

Royalties

a) The amount of any rent for which there is provisionits deduction
from the amount of any royalties under an oil pexdjmg license or
oil mining lease to the extent that such rent islsgucted; and

b) The amount of any royalties’ payable under any sigeimce or lease
less any such rent deducted from those royalties.

Concession

This includes an oil exploration license, an oibgpecting license, an oil
mining lease, any right, title or interest in orgetroleum oil in the ground
and any option of acquiring any such right, tittardgerest.

Lease

This includes an agreement for a lease where thetbe covered by the
lease has begun, any agreement for the lettingrimmghout of asset, but
does not include a mortgage, and all cognate esiores including
“leasehold interest” shall be construed accordingly

3.3 Administration of Petroleum Profits Tax

The administration of the petroleum profit tax acunder the charge and
management of the Federal Inland Revenue Servitce.révenue service
may do all acts as may be deemed necessary andliexpdor the
assessment and collection of the tax and shallustdor all amounts so
collected in a manner to be prescribed to the sddminister of finance
through its revenue service.

Whenever the FIRS consider it necessary with rdsjpeany tax, it may
acquire, hold and dispose of any property takersesurity for or in

satisfaction of any tax or of any judgment debt ohueespect of any tax and
shall account for nay such property and the pracaed#dsale thereof in a
manner to be prescribed by the minister (sectib)3(
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The revenue service may sue and be sued in itfisiabfname (section

3(c)).
Delegation

Subject to such conditions as the revenue serviee specify, the revenue
service may by notice in the federal gazette dithat any information
return or documents required to be supplied, fodedror given to the
revenue service may be supplied to such other pendwether within or
without Nigeria as the revenue service may direct.

The revenue service may by notice in the federaketge or in writing
authorise any person within or without Nigeria to:

(@) Perform or exercise, on behalf of the revenue sepany power or
duty conferred upon the revenue service other thanpowers or
duties specified in the first scheduled. And

(b) Receive any notice or other document to be givesliveled or
served upon the revenue service under or in coeseguof the act
or any subsidiary legislation made thereunder ize@& (e)).

The power or duties specified in the first scheduleat cannot be delegated
by the revenue service is:

(@) Powers and duties of the FIRS should be as stgullat the FIRS
act, 2007 section 3(b) with respect to any due.

(b)  The revenue service may acquire, hold and dispbs@y property
taken as security for or in satisfaction of any ¢éaof any judgement
debt due in respect of any tax and shall accountafty such
property and the proceeds of the sale thereof.

(c) Section 3(d) the revenue service may notice infdueral gazette
direct that any information, return or documentguieed to be
supplied forwarded or given to the revenue sermeg be supplied
too such other person as the revenue service magt di

(d) Section 3(2) the revenue service may, from timene, specify the
form of returns, claims statement and notices uader

(e) Section 13 the revenue service powers under tieiatttransaction
provisions.

) Section 29 the revenue service power to call fah&r information

(g)  Section 35 the revenue service powers to make aasess.
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(h)  Section 46 the revenue service power to grantfrédie error or
mistake.

0] Section 49 the revenue service power to levy pgralt making
incorrect account.

()] Section 50 the revenue power to levy fine in respafc false
statements and returns; and

(k)  Section 53 the power of the revenue service to cenua
prosecution in respect of an offence.

Control by the minister

In the exercise of the power and duties conferrpdnuit, the revenue
service shall be subject to the authority, diregtand control of the federal
minister of finance. Any written direction, order iastruction given by the
minister after consultation with the chairman o tevenue service shall be
carried out by the revenue service.

However, the minister shall not give any such diogcetc. in respect of
any particular company which would have the effettrequiring the
Revenue Service to increase or decrease any assdssmde or to be
impose or any relief give to or defer the collectiany tax, penalty or
judgment debt due by such company or which wouldehthe effect of
altering the normal course of any preceding, wirettieil or criminal
relating either to the recovery of any tax or pgnar to an offence relating
to the tax. Any act, matter or thing done by orhwilhe authority of the
revenue service in pursuance of the provisionsRatAshall but be subject
to challenge on the ground that such was not or medproved to be in
accordance with any direction, order or instrucgren by the minister.

Significance and Execution of Powers (Section 4)

(@) Anything required to be done by the revenue seyviteelation to
the power or duties specified in the first schedutethe act, may be
signified under the hand of the chairman of theeree of the
revenue service, or of authorised by the revenugiceewho has
been anything done or to be done by the revenudcsesignify
from time to time, anything done or to be done hg tevenue
service respect of such powers or duties.

(b)  Any authorisation given by the revenue service umddy virtue of
the act shall be signified under the hand of thairaman of the
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revenue service unless such authority is notifiedthe federal
gazette.

(c) Subject to subsection (1) of this section, any asotor other
document to given under the act shall be valid if:

0] It is signed by the chairman of the revenue sereicby any
person authorised by him; or

(i)  Such notice or document is printed and the officaie of
the revenue service is duly printed or stampecethrer

(d) Every notice. Authorisation or other document putipg to be a
notice, authorisation or other document duly gigerd signified,
notified or bearing the official name of the revenservice, in
accordance with the provisions of this section]ldf&@deemed to be
so given and signified, notified or otherwise witlhdurther proof,
until the contrary is shown.

Duty of Confidentiality (Section 5)

Every person having any official duty or being eaygd in the
administration of the act shall regard and dealhwatll documents,
information, returns, assessment lists and cogdissi@h lists relating to the
income, chargeable profits or items thereof of aogpany, as secret and
confidential.

Every person who at any time communicates or attengpcommunicate
such information or anything contained in such doents, returns, list, or
copies to any person;

(c) Other than a person to whom he is authorised bynihster to
communicate it; or

(d) Otherwise than for the purpose of the act or aryoadaw, relating
to a tax upon income, in force in any part of Nigeshall be guilty
of an offence.

No employee of the Revenue service shall be rediumeproduce in any
court any return, document or assessment, or thvadge or communicate
to any court any matter or thing coming under lugoe in the performance
of his duties under the act except as may be nacgessr the purpose of
caring into effect the provisions of the act, or onder to institute a
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prosecution, o in the course of a prosecution for @ffence committed in
relation to tax.

The obligation as to secrecy shall not preventdiselosure the disclosure
of necessary information to the authorised officeirghe government of
such other country as might be necessary for dotdkation relief
purposes.

The Auditor-General of the federation or any otbéicer authorised by
him may not be prevented to from having access uich secords or
documents as may be necessary for the performdnas official duties.
The Auditor-General or any such official shall beethed to be a person
employed in carrying out the provisions of the &mt the purposes of
secrecy.

Service of Notice (Section 7)

Any notice to be served in pursuance of the promsiof the act can be
served either personality or by registered posteM/a notice is sent by
registered post, it shall be deemed to have beewedeon the day
succeeding the day on which the addressee of thesteeed letter
containing the notice would have been informedhm ordinary course of
events that such registered letter is awaiting atna post office. That a
notice shall be deemed to have been served ifddeeasee proves that no
notification informing him of the fact that the istgred letter is awaiting
him at a post office was left at the address gmesuch registered letter.

A notice to be served shall be addressed:

(@) In the case of a company incorporated in Nigeonathe registered
office of the company; and

(b) In the case of a company incorporated outside MNigather to the
individual authorisation to accept service of psseunder the
companies and Allied Matters Act at the addressdfilvith the
Registrar-General or to the registered office o€ tbompany
wherever it may be situated.

Where service of any notice has prove impossihke nbtice may be served

by being left at the appropriate office or addrassdetermined above,
unless such address is a registered post officanbmber.
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SELF-ASSESSMENT EXERCISE

The administration of the petroleum profit tax acunder the charge and
management of the ............

3.4 Nature and Classification of Income

The oil and gas industry is characterised by aeff&ctors that are peculiar
to the industry. One of these is the time lag (dob& several years)
between the time that an investment is made folae@spory activities and
the time that the oil can be produced in commerguantity and sold to
generate that the oil can be produced in commequiahtity and sold to
generate income. There is the high risk and unogytaf the results of the
results that will be obtained from exploration waities. The only
conclusive evidence of the obtained availabilityodfin any location can
only be obtained by drilling. The risk is very highf not finding
recoverable oil reserves or not finding such in g@rcial quantity in one
out of forty exploratory wells. Other risks thaegresent in the oil and gas
industry are: market risk; sovereign/political rigkartner risk; and taxation
risk. All these would impact greatly on the investits and return on
investment in the industry.

The very high return in the industry is to compéas@r the very high

risks. The industry deals in high volume of prodgciwith all the

advantages of economics of scale. Financial retarasusually sustained
whenever there are large finds. Profitability césode very high in periods
of high oil prices as the situation was in the §tdarter of 2008 when oil
prices reached an all time high of $145 per barfBhe main sources of
income of a petroleum producing company are:

(@) Sale of crude oil: export and local (equity share)
(b)  Sale of gas: export and local (equity share)
(c) Income from lifting and sale of NNPC equity crude

Other items of income, for example, interest incomeuld be earned from
activities that are considered to be incidentalp&iroleum operations.
Incidental income will be subject to petroleum jrdax. Some of the
income that could be treated as incidental incamne i

(@) Ululate fees

(b) Rentals
(c) Management fees
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(d)  Mineral property conveyance
(e) Interest on fixed deposits.

Balancing charge on disposal of items of qualifyexgpenditure is also to
be treated as incidental income in the computatifgmetroleum profits tax.
(Gains or losses on their disposal are excludeah fitte petroleum profits
tax computations).

Another point worthier of note in the determinatiminincome in the oil and
gas industry, is that oil produced is deemed sdidmproduced. As a result
of this the sales value of crude oil produced cantdken to income
immediately without waiting until the time of actisales.

Development cost

Development costs are incurred to obtain accegsrdued reserves and
provide facilities for extracting, gathering, treat and storing the oil and
gas. These costs are incurred after a decisiorbéas taken to develop a
field or reservoir, and include the following:

(@) Drilling, equipping and testing development andduation wells;

(b)  Production platforms, down hole and wellhead eqeipimpipelines,
production and initial treatment and storage faedi as well as
utility and waste disposal systems; and

(c) Improved recovery systems and equipment.

Production cost

Production costs are the recurrent costs incumeailiand gas production
activities. Production involves lifting the oil andas to the surface
gathering, treating, field processing and stora@eoduction costs are
usually determined to be all cost incurred fromnisntenance of the wells
and well heads to the storage facilities when themd gas are ready for
export or delivery to a refinery.

Production cost are those incurred to operate aamhtean a company’s
wells and related equipment and facilities, inahgddepreciation, depletion
and applicable operating costs of support equipmamd facilities.
Examples of production cost are:

(@) Cost of personnel engaged in the operation of watld related
equipment and facilities
(b)  Repairs and maintenance of production facilities
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(c) Material, supplies, fuel consumed and servicesisatl in such
operations; and
(d) Royalties.

Support equipment and facilities costs

Cost incurred on support equipment and facilitresil and gas production
activities, such as vehicles, repair shops, warsésusupply points, camps,
and divisional, district or field offices, aircrafind helicopters, safety and
environmental facilities are usually accumulatedl arallocated to the
classes of cost identified above on some ratioasisb For example, use of
vehicles may be reallocated on kilometers, useowfgp house on the basis
of wattage reading, and so on.

General costs

Some costs incurred in a company'’s oil and gasywiod activities do not
always result in acquisition of an asset and tloeeséire usually charged to
expense. Examples include geological and geopHysasds, the costs of
carrying and retaining underdeveloped properties, the cost of drilling
those exploratory wells that do not result in pveserves.

The cost of a company’s well and related equipnaet facilities and the

costs of the related proved properties are usaafigrtised as the related oil
and gas reserves are produced from the reservee@ation, depletion,

and amortisation of capitalised acquisition, exalimn, and development
cost also become part of the cost of oil and gasiymed along with

production (lifting) costs identified above.

Oil companies incur substantial cost in providingheaities for the
communities where they operate. Such costs whicmalohave future
benefits to the company are usually expensed. @ipanies also incur
costs on such matters as corporate affairs, staffing and development.

3.5 Ascertainment of Adjusted Profits and Impositiam of Tax
This topic will be discussed under the followindpsapics.
3.5.1 Imposition

Section 8 of the PPTA levies tax on the profiteath accounting period of
any company engaged in petroleum operations. Bticote should be
taken of the fact that the basis period for angss®ient year is on current
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year basis. For example, assessment for the 1988&ssment year of a
company that has been engaged in petroleum opgredinseveral years
will be based on the result of the accounting mkrad the company
commencing from 1 January, 1998 and ending on 3kbéer, 1998. This
Is a major departure from the preceding year roé ts applicable in the
taxation of individuals (under personal Income Pact and companies not
engaged in petroleum operations (taxable under aarap income tax act).

3.5.2 The Profit of an Accounting Period

The profit of a company for an accounting periodc@mputed as the
aggregate of the following:

(@) The proceeds of sale of all chargeable oil solid

(b)  The value of chargeable oil disposed of

(c) The value of all chargeable natural gas; and

(d) Allincome incident to and arising from one or mofdts petroleum
operations.

In respect of (b) above, the value to be used $Slealhe aggregate of:

0] Value of the chargeable oil as determined for ryyailirposes

(i)  The cost of extraction of that oil deducted in dei@ing its value;
and

(i) Any cost incurred by the company in transporta@éom storage of
that oil between the field of production and thagel of its disposal.

3.5.3 Adjusted Profit

The adjusted profit of an accounting period shalthe profits of that

period after the deductions of allowable expensed any adjustments
necessary to exclude the profits or loss attridatale transportation

operation which is assessable under companies m¢axnact (CITA). The

transportation operation referred to here, excthddransportation between
the field of production and the place of dispodabibas referred to in the

immediately preceding paragraph.

3.5.4 Assessable Profit (Section 14)
The assessable profit shall be the adjusted pudfithe period after

adjusting for education tax and the effect of argslrelief available to the
company.
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3.5.5 Chargeable Profits (Section 18)

The chargeable profits shall be the assessableitgyrdess capital
allowances. For this purpose the amount of captidwances to be
deducted is to be restricted to the lower of:

(@) The amount computed; or

(b) A sum equal to eighty-five percent of the assessabbfits of the
accounting period, less one hundred and seventepeof the total
amount of the deductions allowed as investment deedit or
petroleum investment allowance computed under tleeorsd
schedule for that period. (Investment tax credihé computation is
for a company operating a production sharing caehtta provided in
the deep offshore and inland basin production sfaontract
decree 9 of 1999 and petroleum investment allowancether
cases).

This restriction is in order to ensure that thedhargeable on the company
Is not less than fifteen percent of the tax thatuMdhave been chargeable
had no deduction been made for capital allowangksgsction 3 of section
18).

Capital allowance that cannot be utilised due is thstriction are to be
carried less than forward to be aggregated with dapital allowance
computed for the following accounting periods amdbjscted to similar
restrictions in each of those accounting periods.

From the foregoing, the relationship between threnseprofits, adjusted
profit, assessable profit and chargeable profitlmastated as follows:

Profit for the period XX
Deduct: allowable expenditures (section 10)
(After necessary adjustment to eliminate

Transportation operations expenses included) x)
Adjusted profit X
Less: loss relief (section 14) (X)
Assessable profit XX
Deduct: Education tax XX
Deduct capital allowance (as restricted) (secti®n 1 (x)
Chargeable profit XX
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3.5.6 Atrtificial Transactions (Section 13)

(1)

2)

3)

Where the revenue service is of the opinion of:

(i)
(ii)

any disposition is not in fact given effect tw,
that any transaction which reduces or wouldluee the
amount of any tax payable is artificial or fictli® the
revenue service may be regard any such dispostiahrect
that such adjustment shall be made as respect speate
liability to tax ass it considers appropriate.

The effect of the revenue service’s decision walltb counteract the
reduction of liability to tax affected, or reduatiovhich would

otherwise be effected by the transaction. The coypancerned
shall be assessable accordingly. In this subsectian expression
“disposition” includes any trust, grant, covenaagreement or
arrangement.

The following transactions shall be artifictalfictitious; namely:

(i)
(ii)

transactions between persons, one of whom basa over
the other

or between persons, both of whom are contdoltlyy some
other person; which, in the opinion of the reverseevice,
have not been made on the terms which might fdidye
been expected to have been made by independerdnpers
engaged in the same similar activities dealing wathe
another at arm’s length. (Transactions that areconsidered
to have been carried out at arm’s length shalldeted to be
artificial or fictitious).

A company in respect of which any directionnimde under this
section shall have a right of appeal in like managrthough such
direction were an assessment.

3.6 Allowable and Non-Allowable Deductions

3.6.1 Allowable Deductions (Section 10)

All outgoings and expenses wholly, exclusively aratessarily incurred,
whether within or outside or outside Nigeria, fbe tpurpose of petroleum
operations shall be deductible in computing theustd)g profit for any
accounting period. Any outgoing or expense thds fahder this definition
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is an allowable deduction irrespective of whethenat such is specifically
listens in section 10 of the act.

The following are specifically listed as allowaldleductions in section 10
of the act:

(@) Rents in respect of land or buildings occupied unde oll
prospecting licence or an oil mining lease foruisance of surface
rights or for any other similar disturbance:

0] All non-productive rents:

(i)  All royalties in respect of natural gas sold andualty
delivered to the Nigerian National Petroleum Cogbion
(NNPC), or sold to any other buyer or customer ispased
of in any other commercial manner.

(b)  All royalties, the liabilities for which were inc@d by the company
during that period in respect of crude oil or ofiog head petroleum
spirit won in Nigeria. (Prior to 1995, only roya&$ in respect of
exported crude oil were treated as allowable deolust while that
relating to local sales were tax offsets).

0] All sums by way of customs or exercise duty or oiiie
charges levied in respect of machinery, equipmedt @her
goods used in the company’s petroleum operations.

© Interest on money borrowed where the revenuwice is
satisfied that the interest was payable on thet@iagrnployed

in carrying on petroleum operations.
(i)  All sums incurred by way of interest on any intermpany
loans obtained under terms prevailing in the oparket, that

is, the London Inter-bank offer Rate.

(d) Repairs and or renewals of premises, plant, maghimaplements,
utensils, fixtures or articles employed for thegmse of carrying on
petroleum operations.

(e) Bad and doubtful debts proved to the satisfactibrihe revenue

service to have become bad or doubtful during theoanting
period. The treatment is the same as in normatitaxaractice.
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(f)

(9

(h)

(i)

0] Any other expenditure, including tangible costisrectly
incurred | connection with driling and appraisalf o
development well, but excluding an expenditure Wwhis
gualifying expenditure for capital allowance purgesnd any
under any other provision of this section;

(i)  Exploration and drilling costs including coetlating to the
drilling of the two appraisal wells in a particuldield,
including expenditure in respect of cement, casing well
fixtures; and

(i)  Where a deduction may be given under this sectiaespect
of any such expenditure, that expenditure shallb@otreated
as qualifying drilling expenditure for the purposé the
second schedule.

Contribution to approval pension, provident, or esthsociety,
scheme or fund.

All sums by way of duty, customs and exercise dutsamp duties,
education tax, (amendment in decree No. 18 of 1b@8uded
education tax with effect from 1/1/96) tax (othkam PPT) or any
other rate, fee or other like charges.

Such other deductions as may be prescribed bywdaymade under
the act.

3.6.2 Disallowable Expenditure (Section 11)

Section 11; subsection 1, of the PPTA states thmdgtthat specifically
disallowed from being deducted in arriving at thdjuated profit of an
accounting period. These are:

(@)

(b)
(c)
(d)
(e)

(f)

Any disbursements or expenses not wholly and eikalyspaid out
or expended, or not wholly or exclusively incurrid petroleum
operations purposes.

Any capital withdrawn or any sum employed or intedido be
employed as capital.

Any capital employed in improvements as distinotrirrepairs.
Sums recoverable under an insurance or contraatemnity.

Rent of cost of repairs to any premises or parp@mises not
incurred for petroleum operation.

Amounts incurred as income tax, profits or otherilsir tax whether
charged within Nigeria or elsewhere.
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() Depreciation of any kind

(h)  Payment to unapproved provident, savings, widowd, @phans or
other society, scheme or fund.

0] Any custom duty on goods (including articles or athier thing)
imported by the company:

) For resale or for personal consumption of employ&ethe
company, or

1)) Where goods of the same quality to those to implogtee
produced in Nigeria and are available, at the tithe
imported goods were ordered by the company for teatae
public at prices less or equivalent to the coghtcompany
of imported goods.

3.7 Treatment of Losses Iin Petroleum Profits Tax
Computations

3.7.1 Loss Relief (Section 14)

To arrive at the assessable profits, there shalldoeicted from the adjusted
profits:

(@) The amount of any loss incurred by the companyndutfie previous
accounting period; and

(b) For a new company, the amount of any loss incudtathg its first
accounting period in its trade or business.

Losses that cannot be fully deducted in any oneogecan be carried
forward to the next succeeding accounting periods fully relieved. The
four years time limit for the carry forward of tdoss under CITA and
PITA is not applicable to losses incurred in petooh operations as there is
no provision in PPTA in that regard. Furthermotee tompany has the
right to defer the utilisation of any loss reliefadlable to it. This is possible
where within five months after the end of the actmg period, the
company elects in writing not to deduct the amoohthe loss or part
thereof from the profit of the accounting perioddan consideration. The
amount so deferred will be deducted from followiggars accounting
profits unless the company makes a similar elegtidhat following year.
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3.8 Capital Allowance

3.8.1 Qualifying Expenditure

Qualifying expenditure means capital incurred in atounting period,
which is:

(@) Incurred on plant, machinery or fixtures -“qualifgi plant
expenditure”

(b)  Incurred on pipelines and storage tanks —“‘qualgympelines and
storage expenditure”

(¢) Incurred on the construction of buildings, struetwr works of a
permanent nature —“qualifying building expenditure

(d)  “qualifying drilling expenditure” —incurred in

) The acquisition of or rights in or over, petroledeposits.

i) Searching for or discovering and testing petroledeposits,
or winning access thereto, or

iii)  The construction of any works or buildings whicle dikely
to be of little or no value when the petroleum @piens for
which they were constructed ceased to be carried on

Any sum that can be treated as an allowable exparessordance with the
provision of section 10 of the act cannot be tréaie qualifying capital
expenditure. Qualifying capital expenditure canbetclassified into more
than one of the four heading above.

3.9 Concepts and Computations of Posted Prices

3.9.1 Posted Prices

Posted prices in relation to any crude oil exporteain Nigeria by a

company means the price free on board (f.o.bheatNigeria port for crude
oil of the gravity and quality in question which feom time to time

established by the company after agreement witlgdivernment of Nigeria
as to the procedure to be followed for the purpasets posted price for
Nigeria crude oil of that gravity and quality (seat21(5).

lllustration 15-2

The crude oil exported from Nigeria by Marina Oihlited in December
2008 was 30 API. The posted price advised by the Nigerian Otal
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Petroleum Corporation (NNPC) is US$45.50 for theder stream with a
standard API of 35 What is the posted price for the crude oil expaiy
Marina Oil Limited?

Suggested Solution 16-2

$
Posted price as advised by NNPC &t 3B 45.50
Standard API 35
Gravity of oil exported (30
Decrease in API from standard °5
Reduction in posted price °%$0.03
(0.15)

Reduction in posted price for the crude oil expibiig the company 45.35
Best of Judgment (BOJ) Assessment
Where for any accounting period of a company, tragany has:

(@) Failed to deliver accounts and particulars provittedn section 28
of the act within the time limited by that section

(b) Failed to comply with any notice given under thevsions of
section 29 or 30 of the act within the time specifin such notice, or
within any extended time provided for in sectiond2he act; and

(c) The revenue service is of the opinion that suchpzom is liable to
pay tax.

The revenue service may estimate the amount afathéo be paid by such
company for that accounting period and make ansassent accordingly
(BOJ assessment).

Such assessment shall not affect any liability wtiee incurred by such
company by reason of its failure or neglect to\alisuch accounts and
particulars or to comply with such notices; andhimgg in this subsection
shall affect the right of the Revenue service tokenany additional

assessment under the provisions of section 34echc¢h(section 33).

3.10 Persons Chargeable
Section 22 (1) of the act makes it an offence for person (other than a

company) to engage in petroleum operations witheav o sharing the
profits arising from such operations.
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It is therefore certain that PPT is payable onlycbgnpanies.

Where companies are engaged in petroleum operatigmartnership or in
a joint venture under any scheme or arrangemeatptimister may make
rules modifying the provisions of the PPTA for tlRPTA for the

ascertainment of the tax to be charged and assegsmu each of the
companies involved. The effect of any such ruleslishot be impose a
great burden of tax on any company engaged in padmership or joint
venture than the proportion of its share of theeliigsithere from.

3.10.1 Non-Resident Company (Section 23)

A non-resident company engaged in petroleum omemstishall be

assessable and chargeable to tax as if it werdergseither, directly or in

the name of its manager, or in the name of anyrgibeson who is resident
in Nigeria and employed in the management of theojsim operations of
the company.

The person in whose name a non-resident compassessable chargeable
to tax shall be answerable:

(@) For all matters required to be done by virtue o #ct for the
assessment of the tax as might be required to be by such non-
resident company if it were resident in Nigeriad an

(b)  For paying any tax assessed and charged in the osueh person.
3.11 Deduction of Tax at Source

Similar to the provision of section 59C CITA, secti 51A has been
inserted in PPTA by Decree No. 21 of 1991. Theigecprovides for
deduction of withholding tax from payments due tay acompany,
partnership, or person, (whether or not residentlioreria) who provides
petroleum operations services and related activittea company carrying
on petroleum operations in Nigeria.

The services and activities affected and the agiplecrates are:

Nature of service or activity Rate of withholditax
All aspects of building construction and

Related activities 5% 5%

All types of contracts other than sale and

Purchases of goods and property 5% 5%
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Consultancy and professional service 10% 5%
Management services 10% 5%
Technical services 10% 5%
Commissions 10% 5%

Other relevant provisions of the subsidiary ledistaare:

(@) The deductions are not and should not be regarsledditional cost
of contracts or services rendered and should theraiot be built
into costs. They are deductions in lieu of tax.

(b) A person who had deducted tax from such paymerdd ssue a
receipt for the amount of tax deducted and a sttemhowing
details prescribed in paragraph 4 below.

(c)  Such person making the remittance of the deductiade shall state
the following information writing:

0] Name and address of the person who suffered téxe
deduction

(i)  Nature of activities or services in respectvdfich payments
were made

(iv)  Gross amount paid or payable

(v)  Amount of tax deducted

(vi)  Amount of tax remitted; and

(vii) Date or remittance.

(d) For the purpose of final assessment, the individheadeficiary of
such income that had suffered deduction of tax catrce shall
present the original receipt issued in respectheftax deducted at
source, to the relevant tax authority for secuwtyenever a claim
for tax credit is made.

3.12 Double Taxation Arrangement (Section 56)

(@) If the minister by order declares that arrangetrspecified in the
order have been made with the government of amialer outside
Nigeria with a view to affording relief from doubl@xation in
relation to tax imposed under the provisions ofdbeand any tax of
a similar character imposed by the laws of thattey, and that it is
expedient that those arrangements should have teffée
arrangements shall have notwithstanding anythiraninenactment.
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(b)

(€)

(d)

(e)

The minister may make rules for carrying owd fitovisions of any
arrangements having effect under this section.

An order made under the provisions of subsadqtig of this section
may include provisions for relief from tax for aceding periods
commencing or terminating before the making of trder and
provisions as to income (which expression inclugiedits) which is
not itself liable to double taxation.

where, before the publication of the act in thderal gazette upon
enactment, any order has been made under the jomwisf section
33 of the income tax act and the arrangementsfsgpeéan that order,
with any modifications, are expressed to apply texain a territory
outside Nigeria and to income tax in Nigeria andny other taxes
of a substantially similar character either imposethat territory or
Nigeria or imposed by either contracting party tayasuch
arrangements after those arrangements came irte &md:

0] Such order was made before 1 January, 1958 ftbe the
purpose of the act, that order shall be deemedte fheen
shall have effect, in Nigeria, as respects tax #&oy
accounting period; or

(i)  Such order was made on a day after the ye&i7 1then, for
the purposes of the act, that order shall be deamdthve
been made under this section on that day and the
arrangements specified therein shall have effectligeria,
as respects tax for any accounting period beginmingor
after the date when those arrangements come inte,fand
for the unexpired portion of any accounting percadrent at
the date; and where any arrangements, to which this
subsection applies, contain a provision for exclearo]
information with the minister as defined in sectidrof the
income tax act, then the order, with respect tosého
arrangements, as deemed to provide for such exehaith
the chairman of the revenue service as respectespects
tax.

The minister may by order replace or vary anger deemed to
have been made under this section for the purpiode @ct, without
otherwise affecting such last mentioned order thepgse of any
other act.
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3.12.1 Relief for Double Taxation (Section 57)

(@) The provisions of this section shall have effectere) under
arrangements having effect under section 56 ofatfieforeign tax
payable in respect of any income in the territorythwthe
government tax payable in respect of that incomdigeria: and in
this section the expression “foreign tax” means &ay in that
territory which under the arrangements, is to bealowed, and
“income” “means that part of the profit of any aooting period
which is liable to both tax and foreign tax beftine deduction of
any tax, foreign tax, to both tax and foreign taefore the deduction
of any tax, credit therefore or relief grated undebsection (6) of
this section.

(b) The amount of the credit admissible under the teomany such
arrangements shall be set off against the tax elabtg upon that
company in respect of the income, and where thah&s been paid
the amount of the credit may be repaid to that amgpor carried
forward against the tax chargeable upon that cosndan any
subsequent accounting period.

(c) The credit for an accounting period shall not edogichever is the
lower of the following amounts, that is to say:

) The amount of the foreign tax payable on the incamne

1)) The amount of the difference between the tax cladoige
under the act (before allowance of the credit under
arrangements having effect under section 56 ofatttg and
the tax which would be so chargeable if the inconexe
excluded in computing profits.

(d)  Without prejudice to the provisions of subsecti8h df this section,
the total credit to be allowed to a company for amgcounting
period, if no such credit had been allowed.

(e) Where the income includes a dividend and underath@ngements
foreign tax not chargeable directly or by deduciiomespect of the
dividend, is to be taken into account in considgigany, and if so
what credit is to be given against tax in respéd¢he dividend. The
amount of the income shall be increased by the amof the
foreign tax not so chargeable, which falls to bestainto account in
computing the amount of the credit.
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(f)

(9

(h)

(i)

@)

Where the amount of the foreign attributable toittme exceeds
the credit therefore computed under subsectiono{3is section,
then the amount of the amount that income to bduded in

computing profits for any purpose of the act ottieat of income,
increased by the amount of the credit thereforer aiéduction of the
foreign tax.

Where:

) The arrangements provide, in relation to dividenfisome
classes, but not in relation to dividends of ottlasses, that
foreign tax not chargeable directly or by deductimmespect
of dividends, is to be taken into account in coesi, if
any, and if so, what credit is to be given agaiastin respect
of the dividend; and

1)) A dividend is paid which is not of a class in reatto which
the arrangements so provide, then, if the dividesgsid to a
company which controls, directly or indirectly, rnless than
half of the voting power in the company paying ti@dend
of a class in relation to which the arrangementrewvide.

Any claim for an allowance by way of credit shadl made not later
than three years after of the accounting period, ianthe event of
any dispute as to the amount allowable the reverunace shall give
to the claimant notice of refusal to admit the mlawhich shall

subject to appeal in like manner as an assessment.

Where the amount of credit given under the arramgens rendered
excessive or insufficient by reason of any adjusinoé the amount
of any tax payable either in Nigeria or elsewhahing in the act
limiting the time for the making of assessment daings for

repayment of tax shall apply to any assessmentondo which the
adjustment give rise, being an assessment or ala@tie not later
than three years from the time when all such assE®s,

adjustments and other determinations have been,méudther in

Nigeria or elsewhere, as are material in deterrgimihether any and
if so what, credit falls to be given.

Where a company is not resident in Nigeria throughan

accounting period, no credit shall be admitted espect of any
income included in profits of that company for tpatiod.
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4.0 CONCLUSION

We note that from the discussion in this unit tht@ oil industry has
achieved great prominence in the Nigerian econ@migronment since the
early seventies. We also noted that the oil and igdsstry not only
accounts for over 90% of the country’s foreign exae earnings, but also
plays a predominant role in the Gross National BcoGNP) index.

It is in view of the importance that governmenteltes to oil exploration

and production that the taxation on profits or gami companies engaged
in such operations are taxable under a separatawax his significance in

the operations of the oil and gas sector led to éhactment of the

Petroleum Profits Tact Act (PPTA), which was fiestacted in 1959 with

retrospective effective date of 1 January, 1958s Phincipal act and all

amendments thereto have been re-enacted as Clird@eof the Laws of

the Federation of Nigeria (LFN) 2004.

We have discussed very extensively petroleum ojpasain Nigeria and
how profit or gain is administered, classificatiohincome on petroleum
operations, etc.

5.0 SUMMARY

In this unit, we have defined in the ‘petroleum iGi®ns’ and capital

allowance. We stated how petroleum profits taxdmiaistered discussed
and classified income on petroleum operations aerohined how to

ascertain adjusted profits and impose tax. We dierentiated between
allowable and non-allowable deductions and desdrittee treatment of
losses in petroleum profits tax computations. Meegpwe discussed the
concepts and computations of posted prices. Lastiglained the concepts
persons chargeable, deduction of tax at source @Godble taxation

arrangement.

In the next unit, we shall discuss stamp duties.
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6.0 TUTOR-MARKED ASSIGNMENT

What is ‘petroleum operations’ and define capitiveance?

How is petroleum profits tax administered?

Discuss briefly and classify income of petroleunei@ions.
Differentiate between allowable and non-allowal#€euttions.
Describe how to treat losses in petroleum proéissdomputations?
Write short notes on the following:

ok wnNE

Concepts and computations of posted prices
Persons chargeable

Deduction of tax at source; and

Double taxation arrangement.

7.0 REFERENCES/FURTHER READING

ICAN Study Pack (2011).
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UNIT 4 STAMP DUTIES

CONTENTS
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2.0 Objectives
3.0 Main Content
3.1  Stamp Duty
3.2 AdValorem
3.3  The Administration of Stamp Duty
3.4  Stamping and Collection of Duties on Corpamainstrument
3.5 Mode of Calculating Ad Valorem
3.6  Stamping of Instrument after Execution
3.7 Method of Stamping
3.8 Improper Stamping
3.9  Territorial Limits
3.10 General Provision on Instrument
3.11 Useful Definitions
3.12 Exemption from Stamp Duties
4.0 Conclusion
5.0 Summary
6.0 Tutor-Marked Assignment
7.0 References/Further Reading

1.0 INTRODUCTION

In the last unit, we defined in the ‘Petroleum CGytiens’ and define capital
allowance; stated how Petroleum Profits Tax is abtered; discussed and
classified income on petroleum operations; deteechinow to ascertain
Adjusted Profits and Impose Tax; differentiatedwssn Allowable and

Non-Allowable Deductions; described the treatmdritasses in Petroleum
Profits Tax Computations; discussed the Concepts @omputations of

Posted Prices; explained the concepts Persons €itdey Deduction of

Tax at Source and Double Taxation Arrangement.

In this unit, we shall discuss stamp duties.
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2.0

OBJECTIVES

At the end of this unit, you should be able to:

3.0

3.1

define stamp duty

define ad valorem

briefly discuss the administration of stamp duty
explain how stamping and collection of duties orrpooation
instrument is carried out;

state the mode of calculating ad valorem

describe the stamping of instrument after execution
describe the method of stamping

describe what is meant by improper stamping
define territorial limits

list the general provision on instrument

list the exemption from stamp duties.

MAIN CONTENT

Stamp Duties

Stamp duties basically on instruments (definedniduide every written
document). The duties are either specific (fixed)Ad valorem. It is

important to stamp instruments, otherwise, suctrungent will not, except
in criminal proceedings, be given/admitted in ewicks or be available for
any purpose whatsoever, in a claim for title otsg Stamp duties are
governed by stamp duties act cap 58, LFN 2004, hwpiovides for the

levying of stamp duties on certain documents anttersaspecified in the
act with effective date of 1 April, 1993.

Forms of Stamp Duties

Specific/Fixed

These are duties that do not vary with the valuthefconsideration on the
document that is subject to the stamp. In otherdgjothe same duty is
payable irrespective of the value on the instrument

Instruments that attract fixed duties include:

(a)
(b)

Deeds of assignment
Mortgages
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(c) Insurance policy (non-life)
(d) Debenture trust deeds

(e) Proxy forms

)] Bank notes

(g0 Cheque leaves.

SELF-ASSESSMENT EXERCISE

I Stamp duty is defined as ............
. Deeds of assignment, mortgages, non-life insurgotieies etc. are
some of the instruments that attract ...........

3.2 Ad Valorem

Ad valorem means “as per value”. There are dulias\ary with the value
of the consideration on the document that is suibjec the stamp.
Instruments that attract Ad valorem Duties include:

(a) Bills of exchange

(b)  Property valuation reports

(c) Memorandum and articles of association of companies
(d)  Promissory notes

(e) Lease documents conveyance of sale

() Marketable securities

(g) Policy of life insurance.

SELF-ASSESSMENT EXERCISE

Ad Valorem means ..........

3.3 The Administration of Stamp Duty

Stamp duty is managed by the commissioners for [staties. The

commissioner for stamp duties determines the apatep duty by

adjudication. As the administrative head of thengtaduties matters as in
the act, the commissioner has the following resibditges:

(@) Custodian of the stamping instruments, e.g. didbgsive stamps,
postage stamps, etc.

(b)  Adjudicate/assess the instruments

(c) Embossing/stamping the instruments with the apprtgrdie or
stamp; and
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(d) Impose penalties where applicable.

An appeal lies from the decision of the commissiers stamp duties to
the high court, with rights of appeal as for ordingax cases.

3.4 Stamping and Collection of Duties on Corporation
Instrument

Stamping rates vary from both instrument to inseatrand the duties are
collectable by both the Federal Inland Revenueiserand the states
internal Revenue services.

The federal government through Federal Inland ReeeBervices is the
only competent authority to impose, charge and ecobllduties upon
instruments specified in the schedule to the astich instruments relate to
matters executed between a company and individyrallp or body of
individuals. The state governments through statermal revenue service
shall collect duties in respect of instruments exed between persons or
individuals at such rate to be imposed or chargechay be agreed with the
federal government.

SELF-ASSESSMENT EXERCISE

FIRS is the only competent authority to impose,rgaaand collect duties
upon ..........

3.5 Mode of Calculating Ad Valorem Duty
Where an instrument is charged with ad valorem dutgspect of:

(&) Any money in any foreign currency, or

(b)  Any stock or marketable security, the duty shalchkulated on the
value, on the day of the date of the instrumentthef money in
United States dollars, according to the currerd cditexchange, or of
the stock or security, according to the averageephereof.

Where an instrument contains a statement of cunaet of exchange, or
average rate exchange, or average price, as tleencag require, and is
stamped in accordance with that statement, it skallfar as regards the
subject matter of the statement is untrue, andtti@instrument is in fact
insufficiently stamped.
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3.6  Stamping of Instruments after Execution

Any unstamped or insufficiently stamped instrumeraty be stamped with
an impressed stamp at any time within forty (40ysdérom the first

execution thereof, upon payment of the duty or uhpaty only, but after

that time, the said instrument may only be stamyeahh payment of the
unpaid duty and penalty of twenty naira (N20), atgb by way of further
penalty, where the unpaid duty exceeds twenty namainterest on such
duty, at the rate of ten naira per annum, from dg upon which the
instrument was first executed up to the time whenamount of interest is
equal to the unpaid duty.

3.7 Method of Stamping

Stamps are either impressed (with dies) or adhesamps (using gum or
glue). Except where express directive is issuethéocontrary, all stamp
duties must be denoted by impressed/embossed dianhiparily red in
colour).

3.8 Improper Stamping

Where an instrument is not stamped, it is nevezsekffective. However,
the stamp duties act provides some sanctions fpraper stamping or no
stamping at all:

(@) Such instrument is not admissible whether direatlas a collateral,
neither is it sufficient as a secondary evidencmiasible in any
court proceedings;

(b) Cross examination over an unstamped/improperly [stam
document is not allowed in any court proceedings; a

(c)  An instrument which is not duly stamped in accomfarwith
existing law at the time of first execution, shalbt except in
criminal proceedings, be given in evidence or bailalble for any
purpose whatsoever.

3.9 Territorial Limits
Section 23(4) of the act provides that any unstaimpe insufficiently
stamped instrument which has been first executedngt place outside

Nigeria may be stamped, at any time within thirgysl after it has been
first received in Nigeria, on payment of the unpeidy only.
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3.10 General Provision on Instrument

The duties to be charged upon the several instrteamgpecified in the
scheduled to the act are the several duties sahdhe said schedule. The
duties charged are accounted for in a manner poescby the Minister
after consultation with the Governors of the state.

3.11 Useful Definitions
Some useful definitions relating to stamp duties ar

“Accountant — General” means the Accountant-Genefdahe Federation;
“Commissioner” — Means a Commissioner of stampeiedwappointed as
hereinafter provided.

“Company” includes all legal entity, banks and otfieancial institution.

“Die” includes may plate, too, or implement whatewesed under the
direction of Minister of Finance and Economic Dewhent of his
counterpart in the state, as the case may bexfoessing or denoting any
duty, or rate of duty or the fact that any dutypenalty has been paid, or
that an instrument is duly stamped, or is not cbalote with any duty, or
for denoting any fee, and also any part of any spiele, type, tool or
implement.

“Duty” means any stamp duty for the time being dgeable under this or
any other act and also includes any fee chargéweunder.

“Executed” and “Execution” with reference to instrants not under seal,
mean signed and signature.

“Government” includes the government of the federabr of a state and
the department thereof, local government counaifl an officer acting in

his official capacity on behalf of the governmergag and not on behalf of
the federation or a state or any department, anedmdehalf of a private

person.

“Instrument” includes every written document.

“Marketable security” includes a security of suchscription as to be
capable of being sold in any stock market.
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“Material” includes very sort of material upon whigvords or figures can
be expressed.

“Money” includes all sums expressed in naira oany foreign currency.

“Stamp” means as well a stamp impressed by meaasia as an adhesive
stamp for denoting any duty or fee.

“Stamped” with reference to instruments and maltedpplies as well to
instruments and material impressed with stamps bgn® of a die as to
instruments and material having adhesive stampsedfthereto.

“Stock” includes any share in any stock transfexadilthe Central Bank of
Nigeria, promissory notes, and any share in thekstomr funds of any
foreign state or government, or in the capital Istoc funded debt of any
local authority, corporation, company or society Nigeria or foreign

corporation, company, or society.

“Write”, “Written” and “Writing” includes every mod in which words or
figures can be expressed upon material.

3.12 Exemption from Stamp Duties
The following are exempted from stamp duties:

(@) Treaties/agreement — entered into between the dedervernment
and any other foreign governments or foreign pévat
corporations/international organisations

(b)  Liquidation sales/transactions — any property $gié liquidator

(c) Company reconstructions and amalgamations — insintsnon
reconstructions and amalgamations such as convey#ansfer or
sale of property, assigning of debts whether secarenot;

(d) Receipts issued for the payment of any governmeewst duties or
levies; or

(e) Instrument providing for penal rent in the natuf@ @enal rent.

4.0 CONCLUSION
Stamp duties under duties Act Cap S8 LFN 2004addlcus of this unit. It
is concerned with the administration, stamping,lextion, mode of

calculation and various instruments on which duéies payable to either
Federal Inland Revenue Services or states Int&eaknue Services.
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The unit also mentions the form of stamp dutieshsas specific/fixed and
ad valorem together with items exempted from stduotfes.

Computer is used to assist in tax planning and gemant.
5.0 SUMMARY

In this unit, we have defined stamp duty, terrabfimits and ad valorem.
We briefly discussed the administration of stampydand explained how
stamping and collection of duties on corporatiostrunment is carried out.
Also, we stated the mode of calculating ad valor@md described the
stamping of instrument after execution, method tafnping and what is
meant by improper stamping. We listed the genaxlipion on instrument
and gave some useful definitions. Finally, we dstbe exemption from
stamp duties.

In the next unit, we shall look into the topic, tgtanning and tax
management.

6.0 TUTOR-MARKED ASSIGNMENT

How would you differentiate between stamp duty addralorem?
How is stamp duty administered?

What is the mode of calculating ad valorem?

Explain the concept ‘stamping of instrument aftezcution’.
Define territorial limits. List the exemption frostamp duties.

arwnPE

7.0 REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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UNIT 5 TAX PLANNING AND TAX MANAGEMENT
CONTENTS

1.0 Introduction

2.0 Objectives

3.0 Main Content
3.1 Tax Planning and Tax Management
3.2  Spreadsheet Application
3.3 Areas of Tax of Planning using Electronics Spsheet
3.4 Data Referencing
3.5 Tax Model Computation

4.0 Conclusion

5.0 Summary

6.0 Tutor-Marked Assignment

7.0 References/Further Reading

1.0 INTRODUCTION

In the last unit, we defined stamp duty; defined \adorem; briefly
discussed the administration of stamp duty; explihow stamping and
collection of duties on corporation instrument erreed out; stated the
mode of calculating ad valorem; described the stagnpf instrument after
execution; described the method of stamping; desdrivhat is meant by
improper stamping; defined territorial limits; kst the general provision on
instrument; understood some useful definitions; asid the exemption
from stamp duties.

In this unit, we shall look into the topic, tax pfang and tax management.
2.0 OBJECTIVES

At the end of this unit, you should be able to:

o define spreadsheet application and discuss thebstegpep ways of
imputing data into the spreadsheet

o list areas of tax planning where spreadsheet id use

o define data referencing and the types of dataeat@éng available

o describe the step by step ways of tax model cortipata
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3.0 MAIN CONTENT

3.1 Tax Planning and Tax Management

Tax planning and tax management are increasingtprogng a complex
activity as businesses grow and organisations ekpgmoth in scope of
operations and physical size. Given the amountaté dhat need to be
analysed in order to asses and compute tax liasilitit has become
imperative that both tax institutions and compardesdeploy computer
programs in order to automate tax planning and adtnation duties. In
the light of the above, this unit will explore aseaf tax planning and
management requiring the application of computereeially the use of
spreadsheet to generate tax models.

3.2 Spreadsheet Application
(@) Electronic spreadsheet — an introduction

A spreadsheet is a computer simulation program simatlates a paper
worksheet; it displays multiple cells that togetheake up a grid consisting
of rows and column, each cell containing eithehatpumeric or numeric
values. A spreadsheet cell may alternatively condaformula that defines
how the contents of any cell are to be calculatethfthe contents of any
other cell (or combination of cells) each time angll is update.
Spreadsheets are frequently used for financial rimédion modeling
because of their ability to re-calculate the ensineet automatically after a
change to a single cell is made.

The related term spreadmart describes the situdttetmoccurs when one or
more business analysts develop a system of lingeshdsheets to perform
a business analysis, and then grow it to a sizedagtee of complexity that
makes it nearly impossible to maintain. Re-impletimgnthe analysis using
datamart architecture often improves both the bbdiig of the analysis and
its maintainability.

Visicaic is usually considered the first electrospreadsheet (although this
has been challenged), and it helped turn the Apipleomputer into a
success and greatly assisted in their widesprepticapon. Lotus 1-2-3
was the leading spreadsheet when DOS was the donhaparating system.
Excel is now considered to have the largest maskate on the Window
and Macintosh platforms.
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(b)  Entering data

Cells consist of three packages: labels, valuefandulas, Labels (alpha
character) are the text headings, or titles, tlescdbes what the numbers
represents. Values are the numbers that perforoulesibns on. Platform

the calculations by manipulating values to prodaicesult.

) To enter data into a cell, place the cursor orrélgeired cell;
i) Type your country (you will be in edit mode)
1)) Press [Enter] or click Enter on the Formula bar.

(c) Enter data in a range of cells
If you do a lot of data entry and do not like natigg to the beginning of

the next column or row each time you enter anoteeord of information,
there is an easier way.

) First, select the range of cells for which you Ww# entering data
1)) When you begin typing, your entry will be enteredoithe active
cell.

i)  To move from cell to cell within the selected rangese the
following keys to remain within the selected range.

[Tab] to move to the right
Shift [Tab] to move left
[Enter] to go down a column
[Shift] [Enter] to move up

When you come to the end of a long row or columh @ed to move back
to the beginning of the next, just press [Tab]Emter], when you reach the
end of the range, press [Tab] or [Enter] and ydureturn to the beginning
of the selection.

Labels

Labels can be any text that contains at least tpteacharacter, it can be
combined with numbers, as long as at least oner lstincluded, Excel will
consider this entry a label since on calculatioms lbe perfumed on alpha
characters.

At times, you may want to use numbers as text |abelexample may be
you compiling data from the past several years aeed to label your
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columns, with the year (e.g. ‘2008’). If you arangsAutosum to sum the
column, this entry is of the column. To avoid tlibange the cell format to
a text label instead of a value.

The easy way to do this is to type an apostroplierdehe numbers (e.g.
‘2008). This will force the format to be text. Dotrworry; the apostrophe
will be hidden from view in the spreadsheet, altjfout is visible in the

formula Bar.

Values

Excel considers an entry to be a value if it cdsstg only numbers, no
alphanumeric characters, unless formatted otheragsaeentioned above.

Formulas

A formula is an equation that performs operationvalues. Formulas can
perform mathematical operations, such as additimh multiplication, or
they can compare worksheet values or join text fwasican refer to other
cells on the same worksheet, cells on other she¢te same workbook, or
cells for Excel to calculate the correct resultssp¥aced punctuation and
incorrect spelling will result in an incorrect calation or error message.

A formula in Microsoft Excel always begins with aqual sign (=). The
equal sign tells Excel that the succeeding chammaenstitute a formula.
Following the equal sign are the elements to beutated (the “operand”),
which are separated by mathematical operators. Baehand can be a
value that does not change (a constant), a celirge reference, a label, a
name, or a worksheet function. Excel calculatesftmula from left to
right, according to a specific order for each opmran the formula. You
can change the order of operations by using pagsisth

Excel over the years has become a popular braeteofronics spreadsheet
for business and home use. This may have been aldket aggressive
marketing style of Microsoft, as each office suifeprogram incorporate
the excel program and other related office programs

3.3 Areas of Tax Planning using Electronics Spreatiset

This will be discussed under the following subtagpic
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3.3.1 Personal Income Tax Model

The objectives of this section are to act as oudeyun the hands-on
exercise on the model used in the computation o$goal income Tax
(PAYE). However, we shall refresh our understandaigthe following

functions in the Microsoft Excel which shall be dse the computation.

3.3.2 Understanding Excel Function

Before using Excel spreadsheet in tax computations,has to understand
some basic principles and concepts of the softdis@issed below:

(a) Referencing
0] Relative
(i)  Partial (column or row)
(i)  Absolute

(b)  Creating of view
(c) Use of IF function
(d)  Excel comparison
(e) Naming function.

3.3.4 Defining Names for Columns

You can create names for columns that can be usedatural language
formulas. Steps to create a named range are:

(a) Select the range of cells you want to name, inagdhe row or
columns labels.
(b)  Select define option from the Name submenu onrtbert menu

The Define Name dialog box is displayed with theneaof column in the
Names in workbook option (refer below).

(c) Click on the Add button to add the name

(d) The range of cells to which the name refers toispldyed in the
Refers to field.

(e) You can select another range of cells by clickimgtibe collapse
button in the ‘refers to’ field. The collapse buttprovides a larger
view of the worksheet so that you are able to vibe complete
worksheet while selecting a range of cells.

) Click on the OK button.
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3.3.5 Hide and Unhide

Let us find out how to hide columns and rows inEacel worksheet. The
steps to hide columns or rows in Excel are:

) Select the columns/rows that to hide
1)) Right click and select the Hide option from therstuat menu.

All the selected columns and rows are hidden.

) Select the columns/rows adjacent to the hiddenncioddrows
1)) Right click and select the Unhide option from therscut menu.

The hidden columns/rows are displayed.

3.3.6 Need for Views

If you have hidden a number of rows or columns,hithrg all those

columns or rows each time is a time-consuming #@gti¥ou can create

views to solve this problem. Views will give youstar access to any

specific set of rows or columns and their printdiisgs. It is also possible
to have different set of print settings. Let ugifout more about views.

3.3.7 Create Views

Views are a set of display and print setting th@ai gan name and apply in
a workbook. You can create more than one view efdame workbook.
Creating a view will help the user to view only searows and columns that
relevant to him.

A user created a view called footwear Daily Repb#dt contains all the
rows and columns of the worksheet. Later, he cseateview called,
Footwear Weekly Report that contains only the S.items, unit price, the
user to switch between the daily the daily and Wweedports.

Let us see how to create the views.

The steps to create a view are:

(@) Click on Customer view option, on the View Menu

203



ACC 318 ADVANCED TAXATION

The custom views dialog box is displayed.

(b)  Click on the Add button to create a view

The Add view dialog box is displayed (refer to figi8.4)
0] Type the name of the view in the Name field

The “include in view” area, contains two options:

o Print settings —Allows you to save the currentlyested printing
settings of the worksheet.
o Hidden rows, columns and filter settings —Allowauyto save these

options of the worksheet. By default, both thes#onog are selected.
(i)  Click on the OK button
The steps to create a view that contains only ipegows and columns are:

o Hide the specific columns/rows
o Create a view with these settings.

Let us see how you can see a particular view. Té@sso see a particular
view are:

(@) Click on the custom views option on the view menu.
The custom views dialog box is displayed

o Select a view from the list of views in the viewsion
o Click on the show button.

3.4 Data Referencing

0] Cell referencing

A referencing is the address of a cell or a rarfgeelts in a worksheet. For
example, Al is the reference to the cell in rowndl @olumn A. by using
cell referencing; you can refer to the data ofmasicells, in a formula. You

can refer to a complete column in a worksheet Ibgrnag to it by using
the reference to the column. For example, to redethe column B type

204



ACC 318 MODULE 3

B:B. you can also refer to cells in other workskeé#tyou refer to cells in
other workbooks, the referencing is called exteraefdrencing.

Depending on the task you want to perform, Excdrefthree types of cell
referencing techniques:

o Relative Referencing
J Absolute Referencing
o 3-D Referencing

Let us find out more about each one of them inideta
(i)  Relative referencing

Relative referencing is a reference to the cella formula based on the
position of the cell that contains the formula. @fault, Excel uses relative
referencing.

(i)  Absolute referencing

By using absolute referencing, you can refer tariqular cell in a formula

regardless to the position of the cell that corgtdire formula. If you want

to refer to a cell by using absolute referencingcpde the name of the
column and row with a dollar ($) sign. For examphJ$5 means an

absolute reference to cell H5.

You can also use mixed reference by placing thigi$ lsefore the column
name or the row number. For example, $5H meanstiileatolumn has to
be absolute and the row is relative and H5$% meamsadw is absolute and
the column is relative.

(iv)  3-D referencing

You can use 3-D referencing to refer to the santkesd of a cell or range
of cells in multiple worksheets in a workbook. AD3reference includes the
cell or range reference preceded by a range of shedt names.

(v)  Advanced functions

@ IF

The IF function is used for testing values and faams. It takes certain
values that are called arguments.
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These are:

o Logical test —is an expression that evaluatestteeTRUE or False.

o Value if true —us the value that is returned ifibad test evaluates to
TRUE. It can also be another formula.

o Value if false —is the value that is returned gitmal test evaluates to

FALSE. It can be another formula.
SELF-ASSESSMENT EXERCISE

I Cell referencing is ..........

. Relative referencing is ........

iii. Absolute referencing means ..........
V. 3-D referencing is defined as ..........
V. What is data referencing?

3.5 Tax Model Computation
(@) Step by step a PAYE

) Obtain or create the salary file having all thecessary column; e.g.
Basic pay, partially taxable income, and fully tabeaincome and
errors total earned income

1)) Identify all the partially taxable income anakir limit

iii)  Determine the total taxable income

iv)  Determine the total personal relief, Note tigsbroken down into

two;
° General Relief;
° Additional for income

V) Determine your taxable income

vi)  Compute the tax liability

vii)  Compute tax payable i.e. including Min. taxica

viii)  You may create a view to see specific grodgetails e.g. gross pay
and tax liability, etc.

Workings
(@) Computation of taxable allowance
o Ascertain what is the maximum allowed

o Use the IF logic function to compare amount earaed
maximum allowed to find the tax payables.
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(b)  Computation of reliefs

. General —taxable income x 20% + N5,000 + N10,000 +
N4,000

o Disable Relief —The lower of N3, 000 & 20% of talab
income using IF function.

(c) Tax liability

Use the IF function to compare taxable income i tax rate schedule
e.g.

e 1°30,000 @ 5%

o If (Taxable Income > 30,000, 30,000 x 5%, taxahleme x
5%

) Next 30,000 @ 10%

o If (Taxable Income > 60,000, 30,000 x 10%)

e (Taxable Income £130,000) x 10%

(d)  Computation of tax payable

Use the IF function to determine if taxable incoredess than zero (0).
Compute 0.5% of Total Taxable Income, or else awrliability. See the
excel table on page 384 for a demonstration oatimve steps.

4.0 CONCLUSION

We note from the unit that tax planning and tax ag@ment are

increasingly becoming a complex activity as busess grow and

organisations expand both in scope of operatiodspagsical size. We also
note that given the amount of data that need tana¢ysed in order to asses
and compute tax liabilities, it has become impeetthat both tax

institutions and companies do deploy computer @ogr in order to

automate tax planning and administration duties.

5.0 SUMMARY

In this unit, we defined spreadsheet applicatioth @discuss the step by step
ways of imputing data into the spreadsheet. Wedisireas of tax planning
where spreadsheet is used. We defined data refegennd the types of

data referencing available and also described tde sy step ways of tax

model computation.
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6.0
1.
2.

3.
4.

7.0

TUTOR-MARKED ASSIGNMENT

What is spreadsheet application? List the stepstep ways of
imputing data into spreadsheet in tax planningtardnanagement.
List the areas of tax planning where spreadsheesésl to input
data.

List and briefly explain the types of data referiegahat you know.
What is tax model computation?

REFERENCE/FURTHER READING

ICAN Study Pack (2011).
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1.0 INTRODUCTION

A company is an organisation (other than a privampany) limited and
incorporated and registered in Nigeria and resideriligeria. A pioneer
company is a company certified by any pioneer teate to be a pioneer
company. The pioneer industry represents any wadisiness of the kind
included in any list of pioneer industries publidhe the gazette.

The gazette is the federal gazette and includegdhette of any state in the
federation. One of the investments in countriesialvi@ to industries in

Nigeria is that under the industrial developmemicdime tax relief) act

which grants tax holidays to companies in the ities that meet the
conditions of being designated pioneer industries.

The tax holiday is usually for an initial period tifree years but can be
extended for an additional two years maximum

2.0 OBJECTIVES
At the end of this unit, you should be able to:
o define pioneer industry

o state the content of an application of any compaayesting for a
pioneer certificate
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o state the procedure of certifying the amount ofliag capital
expenditure

o state reasons that could necessitate the canosllati pioneer
certificate

° explain income tax relief and losses incurred witthe tax relief
period

o explain taxable profit, exempted profit and dividedistributed from

exempted profits.
3.0 MAIN CONTENT

3.1 Pioneer Conditions

The national council of ministers (the council) m@gclare industries as
pioneer products where the council is satisfied tha

o any industry is not being carried on in Nigeriaaoscale suitable to
the economic requirements of Nigeria or at all, or

o there are favorable prospectus of further developrire Nigeria of
any industry; or

o it is exempted in the public interest to encourdmgedevelopment or

establishment of any industry In Nigeria by decigrihe industry to
be pioneer industry and any product of the indukirpe a pioneer
product.

A company that wishes to engage in an industry anufacture products
which have not been designated pioneer may submmaipalication for the

industry to be included in the list of pioneer istties and its products are
included in the list of pioneer product. A succaksfpplication in either

case is issued with a pioneer certificate in whichditions under which the
income tax relief can be enjoyed will be stated.

For any application for a pioneer certificate todo@sidered, the estimated
cost of qualifying capital expenditure to be ine@arby the company on or
before production day shall not be less than:

a. 150,000 in the case of an indigenous controlledpzomg, or
b. 150,000 in the case of any other company.
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SELF-ASSESSMENT EXERCISE

What would the national council of ministering cmies before issuing a
pioneer certificate to a company?

3.2  Application for Pioneer Status

Application for pioneer status can be made by apanmy incorporated in
Nigeria or by a group of persons on behalf of a gany which is to be
incorporated later. The application shall be onesgribed form. Ever such
application shall state the grounds upon whichaitygicant relies and if the
application is for the issues of a pioneer ceditcto any company, the
application shall:

a. State whether the company is, or the indigenousalted company.
b. Give particulars of the assets on which qualifyirmgpital
expenditure will be incurred by the company, inahgd their
resource and estimated cast.

On or before production day, and

During a period of three years following the proie day.

Specify the place in which the assets are to batsit.

State the probable date of production day.

Specify any product and by product (not being ax@& product to

be produced, and give a reasonable estimated ofjubbties and

value, of such product and by product during aqeenf one year
from production day.

h. Give particulars of the loan and share capitaludiclg the amount
and date of each issues and the source from wihkchapital is to be
or has been raised.

I In the case of a company already incorporated, dine name,
address and nationality of each director and thab®u of shares
held by him.

J- In the case of a proposed company, give the nawhdress and
nationality of each promoters of the company.

@—~poo

After considering any application made, togetherthwsuch further
information as may be called for, the director klssue a certificate to the
pioneer company certifying the date of its produtttay, you should note
that the period of the tax holiday shall commemoenfthe production day.
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SELF-ASSESSMENT EXERCISE

What should be the content of an application reipgsfor a pioneer
certificate to any company?

3.3 Certification of Qualifying Capital Expenditure

A pioneer to the board to certify the amount of tnalifying capital
expenditure incurred by the company prior to praiducday, not later than
one month after the production day of a pioneermamy has been finally
determined and certified by the director or withurch extended time as the
board may allow.

The proceeds of disposal of any item of capitaleexiiture disposed of
prior to production day shall be deducted from tibtal amount of capital
expenditure incurred to arrive at the amount tecdrified. Also, if any of

such disposal has not been made in an arm’s lenggtisaction, the open
market value on the date of the disposal shallubengited for the disposal
proceeds.

After considering the application made for the ifiegtion of qualifying
capital expenditure as above together with sucthéarinformation as may
be requested, the board shall issue a certificatéhe pioneer company
certifying the amount of qualifying capital expetde incurred by the
company prior to production date.

SELF-ASSESSMENT EXERCISE

What is the procedure of certifying the amount afalfying capital
expenditure incurred by a company prior to productiay?

3.4 Cancellation of Pioneer Certificate
The pioneer certificate issues to any company eacalncelled if:

1. The production day has been certified as omta dhich is more
than one year later than the estimated there o&ngiin the
company’s application for a pioneer certificate. wéwer, the
council will not cancel the certificate if it istgied that the delay is
due to causes outside the control of the compargooother good
and sufficient cause.
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2. The certificate of qualifying capital expendéias on the production
day is to the effect that the amount of qualifyoapital expenditure
incurred as on that day is less than the prescrifm@oimum
applicable to the company.

3. The pioneer company concerned applies for ginevision of the
industrial development income act or has failedlfilf any estimate
or proposal made in its application for a pionestificate or any of
the conditions contained in its pioneer certificate

SELF-ASSESSMENT EXERCISE
What could necessitate the cancellation of a piocesificate?
3.5 Income Tax Relief and Losses

A company holding a pioneer certificate shall beaotax holiday for the
period stated on the certificate. The tax religiqueis usually for a period
of three years at the first instance commencintherdate of the production
day of the company unless cancelled or restrictedny manner by the
council.

If certain requirements are met, the council mayhat end of the three
years extend the tax relief period to:

a. Two period of one year each, or
b. One period of two years

A pioneer company wishing to obtain such extensioall apply in writing
within one month of the expiration of the initiirée years tax relief period
or of any extension thereof. Such application shalitain details of all
capital expenditure incurred by the company by rbguisite date. The
requisite date is the date of expiry of a pionestificate.

Where the board is satisfied that a pioneer compesyincurred a loss in
any accounting period within the tax relief periddshall issue a certificate
to the company accordingly.

In determining whether such a loss has been madebaard may in its

absolute discretion exclude such sum as may beaass of an amount
appearing to the board to be just and reasonabéspect of:
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a. Remuneration to directors of the company.

b. Interest, service, agency or other similar charmgade by a person
who is a shareholder of the company or by a pecsotrolled by
such shareholder.

A net loss incurred by a pioneer company shall éented to have been
incurred by the company on the day on which its neade or business
commences that is, on the day following the expirthe tax relief period.

For each accounting period the board shall issuéiset pioneer company a
statement showing the amount of the income orflmsthat period.

Net loss means the aggregate of losses incurredgdilre tax relief period
after deduction of profit, if any, made at any tichging that period.

SELF-ASSESSMENT EXERCISE

I What is tax relief period granted to a pioneempany?
. Describe the treatment of a loss incurred bypi@neer company
within the tax relief period.

3.6 Taxable Profit, Exempted Profit and Dividend

Any profit earned by a pioneer company from anyrapens or activities
whatsoever other than its pioneer enterprises bleatleemed to be derived
from Nigeria and shall be liable to tax under compancome tax act
(CITA)

Any profit shown on the statement issued by therdbaa respect of the
income of a pioneer company for each of the acaogmeriod of its tax
relief period shall not form part of the assessatnteit or total profits of
the pioneer company for any Year of assessmentshatl be exempted
from tax under CITA.

Any amount of profit that is exempted from tax &stesd above should be
credited by the pioneer company to an account tkepé for the purpose of
dividend that is declared by the company out ofhspecofit shall be
exempted from tax in the hands of the sharehol@ed shall for the
purposes of CITA and PITD be deemed to be paidobptofits on which
tax is not paid or payable during a tax relief pdria pioneer company
shall not:
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a. Make any distribution to its shareholders, by wdydividend or
bonus, in excess of the amount by which the accoamtained for
the exempted profits is in credit at the date ahsdistribution

b. Grant any loan without first obtaining the consehtthe minister.
The consent of the minister shall only be givehafis satisfied that
the pioneer company is obtaining adequate secamitya reasonable
interest for any such loan.

SELF-ASSESSMENT EXERCISE
Explain the following:

a. taxable profits
b. exempted profits
C. dividends distributed from exempted profits.

4.0 CONCLUSION

In this unit, we discussed pioneer industries. \téetad by discussing the
conditions required to be a pioneer company andgaded to what should
be the content of an application requesting forameer certificate to any
company, how is certificate for qualifying capitekpenditure obtained,
what can result to the cancellation of pioneeriftesite, what is income tax
relief and losses and finally, what is taxable pspfexempted profit and
dividend distributed from exempted profits.

5.0 SUMMARY

You should recall that a pioneer industry is argdé& or business of the
kind included in any list of pioneer industries psibed in the federal
gazette or state gazette in the federation. A @pooempany is a company
certified by any pioneer certificate to be a piansEmpany.

A company holding a pioneer statement issued bybtiaed in respect of
the income of a pioneer company for each of thewatiing period of its
tax relief period shall not form part of the asséds profit or total profit of
the pioneer company for any year of assessmentshall be exempted
from tax under CITA.

6.0 TUTOR-MARKED ASSIGNMENT

1. What should be the content of an application of @omnpany
requesting for a pioneer certificate?
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2. What could necessitate the cancellation of a piooesificate?
3. Explain the following

a. Taxable profits

b. Exempted profits.

C. Dividend distributed from exempted profits.
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