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Preface

The Bill for an Act to amend the Personal Income Tax Act, Laws of the Federation of
Nigeria 2004 was passed by the House of Representatives on 25 May 2011 and passed by
the Senate on 1 June 2011.

On 12 December 2011, the President announced that he has assented to the Bill, following
which the signed Act was published in the federal government Official Gazette.

This document describes the changes introduced by the Personal Income Tax

(Amendment) Act, 2011, as published in the gazette. It focuses on the changes as well as
the prospects it holds for employers of labour in Nigeria.
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Disclaimer

This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or their related
entities (collectively, the “Deloitte Network”) is, by means of this publication, rendering professional advice or services.

Before making any decision or taking any action that may affect your finances or your business, you should consult a qualified
professional adviser. No entity in the Deloitte Network shall be responsible for any loss whatsoever sustained by any person who relies on
this publication.
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Akintola Williams Deloitte — West & Central Africa

Deloitte West & Central Africa

Deloitte West & Central Africa includes the Member Firms of Deloitte in Nigeria, Ghana and Cameroon. The Member
Firms are part of the global Deloitte Touche Tohmatsu Limited (DTTL) network. Deloitte Touche Tohmatsu Limited is
one of the four major professional services firms of public accountants in the world and the fastestgrowing of the Big
4. Deloitte West & Central Africa includes offices in Abuja, Lagos, Port Harcourt, Accra and Douala.

Deloitte provides audit, tax, consulting, and financial
advisory services to public and private clients
spanning multiple industries. With a globally
connected network of member firms in more

than 150 countries, Deloitte brings world-class
capabilities and deep local expertise to help

clients succeedwherever they operate.

Deloitte's more than 182,000 professionals

are committed to becoming the standard of
excellence.

Deloitte's professionals are unified by a collaborative
culture that fosters integrity, outstanding value to markets
and clients, commitmentto each other, and strength from cultural
diversity. They enjoy an environment of continuous learning,
challenging experiences, and enriching career opportunities.
Deloitte's professionals are dedicated to strengthening

corporate responsibility, building public trust, and making

a positive impact in their communities.
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Key changes introduced by the PIT (Amendment) Act 2011

. Introduction of Consolidated relief and allowances

- New Personal Income Tax rates

Changes in the rules for taxation of non-resident individuals

- Stricter rules to ensure that Employers withhold Pay-As-You-Earn (PAYE) on temporary and contract staff
. Increase in the minimum tax rate to 1% (from 0.5%)

Stiffer penalties for non-compliance with provisions of PITA

. Abrogation of the Body of Appeal Commissioners — Introduction of appeals under Tax Appeal Tribunal

. Introduction of withholding tax (WHT) refund mechanism

. Introduction of the Central Bank of Nigeria Monetary Policy Rate as the interest rate for computing VWHT
penalty

. Requirement for a warrant by a High Court Judge for the power of distrain to be levied by either the Federal
Inland Revenue Service and/or State Boards of Internal Revenue

- The President, Vice President, Governors and Deputy Governors are no longer tax exempt
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Key challenges for employers of labour

Employers obliged to re-compute
and file PAYE returns for Jun — Dec
2011

» Cash refund Vs. tax credit

emporary / casual workers now
subject to PAYE

* |ncrease in administrative cost
= WIill likely result in more tax

revenue for government

Current
challenges
For employers

New filing obligation for employers

+ Annual PAYE returns, Form H1 due
every Jan 31st

« Penalty for late filing

Stiffer penalties for non-compliance
or breach of PITA

» Formerly N5,000 for companies &
N500 for individuals

« Now N500,000 & N50,000
respectively
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Non-taxable reliefs and allowances

Reliefs and allowances under the former

PITA — former S. 3(1b)

Reliefs and Allowances under the
amended Personal Income Tax Act 2011

{ 5,000 + 20% earned income Personal

Allowance

10% Leave Allowance (10% basic salary)

150,000 Rent allowance

20,000 Transport allowance
10,000 Utility allowance
6,000 Entertainment allowance
- 5000 Mealallowance
191.000 Total

i
|
3,000 Alimony

2,500 per child (4 max) Children

|

' 2,000 each (2 max) Dependents

| Pension contribution — 7.5% of BHT

Life assurance premiums — actual
payment

Consolidated Relief Allowance (CRA)
20% of gross income

NO leave allowance

The higher of 200,000 or 1% of gross
income

3,000 Alimony

2,500 per child (4 max) Children
2,000 each (2 max) Dependents
Pension contribution — 7.5% of BHT

Life assurance premiums — actual
payment

S |
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New Tax rates under PIT(Amendment) Act 2011

Old tax rates : New tax rates

First N30,000 @ 5% First N300,000 @ 7%

Next N30,000 @ 10% Next N300,000 @ 11 %

Next N50,000 @ 15% Next N500,000 @ 15%

Next N50,000 @ 20% Next N500,000 @ 19%

Over N160,000 @ 25% Next N1,600,000 @ 21%
Above N3,200,000 @ 24%

The PITAM clearly represents a tax savings for lower income earners.
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Taxation of non-residents

The conditions under which a non-resident will not be taxable in Nigeria

St

Additional requirements

Original requirements nowintradiuced

+ Employment is
performed wholly outside

Higera The non-resident
* Employee is not in expatriate will not TR
Nigeria for more than be taxed in Nigeria includes periods of annual
183 days in any 12 / if all these o b At aes
months period, and conditions are
met.

* The employer is
located outside
Nigeria, and

« The employee is liable to tax in the
country where the employer is
located

the salary is not borne or
\ recharged to a Nigerian co.

* Applicable only to
countries that have DTAs
with Nigeria
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PAYE calculation based on the amended PITA

Nigerian Full | Nigerian Contract| Expatriate Full Expatriate
Time Staff staff time staff contractstaff

Taxable earnings
Basic

Allowance ‘A”
Allowance ‘B’, etc.
Gross income

Deductible Tax-free
allowances

CRA

Dependents
allowance*

Children Allowance*
Pension contributions

Life Assurance
premiums

Net taxable income

XX XX XX XX
XX XX XX XX
XX XX XX XX
XX XX XX XX
(xx) (xx) (xx) (xx)
(xx) (xx) (Xx) &
(xx) (xx) (xx) :
(xx) (xx) N/A N/A
(xx) (xx) (xx) 5
XX XX XX XX

* These allowances were not specifically deleted in Sec. 33, and there are divergent opinions on whether they
still applicable. The use of the term ‘consolidated’in the CRA pre-supposes that they are no longer applicable.
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Challenges & expectations of the corporate taxpayer

- Clear tax legislation. Investors abhor unstable and ambiguous tax legislation.

- Where there is ambiguity the taxpayer will seek the most advantageous tax position. Courts all over the
world remind us that taxpayers are within there rights to organize their financial affairs to minimize their total
tax bill.

- However, if the ambiguities and confusion created by this law are not clarified, then the tax authorities may
have undue discretionary powers to implement the law based on their own interpretation, and which will
clearly be to their advantage especially in the application of penalties.

- Consistent application of the tax laws across the Nation. Tax Appeals Tribunal is a welcome development.
In additional the creation of Financial Tax Ombudsman should be considered, especially for small taxpayers.

. Fair & consistent treatment at the hands of the tax inspector.

- Easy process for non-resident companies to register a payroll and remit PAYE — at least on a temporary
basis.

- Stream line process for individuals, who maybe working as independent consultants to file personal income
tax returns, Form A. Especially for consultants who “maybe deemed resident” under the new rules.

- The refund mechanism to for Withholding Tax to be extended to VAT, corporate, and personal income tax.

- A process for “Corresponding Approval” for foreign pensions, especially for Nigerians working temporarily
abroad contributing to a non-Nigerian pension.

- Need to watch the Ghanaian Tax Amnesty. (Ghana declared a tax amnesty for 9 months for the period Jan
2012 to Sept 2012).

15 © 2012 Akintola Williams Deloitte




Challenges & expectations of the corporate taxpayer

Itis anticipated that the Joint Tax Board and/or the Ministry of Finance will issue a revised "Guidelines for the
Operation of PAYE Scheme” to clarify the administration of the PITAM, particularly the teatment of:

a. The effective date of the legislation

b. The status of Section 3 (2) b (i — xiii), with respect to non-taxable allowances for housing, transport, utility,
leave, etc.

c. The status of other personal reliefs in Section 33 (3, 4, 5 & 6) with respect to Alimony, Children, Disabled
person and Dependant relative allowances.
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