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..:Creating a Tox Friendly Environment!

COMMUNIQUE ISSUED AT THE END OF THE 135TH
MEETING OF THE JOINT TAX BOARD (JTB) HELD ON
THE 25TH AND 26TH July, 2016 AT PARK INN BY
RADISSON, ABEOKUTA, OGUN STATE

Abeokuta, Ogun State, with the theme: "Presumptive Tax Regime for Informal Sector:
A Leeway to Grow IGR". The Board deliberated on various issues and reached the
following major decisions,

The JTB held its 135" Meeting on the 25" and 26" July, 2016 at Park Inn by Radisson,

1. that all tax authorities should ensure that high net worth individuals pay their tax as and
when due,

2. that automation of tax administration processes be given priority to cover all aspects of
taxation at both federal and state levels,

3. thattax potentials from the informal sector be explored in order to increase Government's
questto grow Internally Generated Revenue (IGR),

4. that deduction of Value Added Tax (VAT) and Withholding Tax (WHT) at source be
implemented at the State and Federal Ministries, Departments and Agencies (MDAs) by
automating the process to enhance efficiency and boosting collection of the taxes,

5. thatthe JTB Co-opted members should discharge their statutory functions to assist in tax
revenue generation in the following ways, ; .

a) Nigeria Immigration Service (NIS) should make it mandatory for presentation of Tax
Clearance Certificate (TCC)for issuance of Immigration facilities;. '

b) that Federal Road Safety Corps (FRSC), Vehicle Inspection Officers (VIO) and other
traffic agencies should enforce presentation of Taxpayer Identification' Number (TIN)
as a requirement for road traffic offenders before resolution of their cases,

6. thatStates Internal Revenue Service (SIRSs) should make presentation of Tax Clearance
Certificate (TCC) as a requirement for processing of Driver's Licence and Number Plates,

7. that tax authorities should intensify efforts in training and capacity building programmes
forits Staff to enhance efficiency in the system and

8. that State tax authorities should encourage cashless payment and automation of tax
process as a means of checking leakages in the system.

A SIGNED:
Tunde Fowler M. L Abubakar

o . Chairman, JointTax Board . Secretary, Joint Tax Board
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Internally Generated Revenue
What are the short term options at State level?

Snapshot of revenue generated by States for Q1 and Q2, 2016

Internally generated revenues (IGR) are
revenues generated by States within the
Nigerian federation, independent of their
share of revenue from the federation
account,

With the lingering economic struggles,
there have been renewed calls for the
Nigerian government to diversify the
economy away from the oil and gas
sector.

Unfortunately, Nigeria's dependence

on the oil sector is too critical and the
effect of Nigeria's dwindling oil revenue is
damaging with reverberations beyond the
Federal Government. State Governments
who depend primarily on statutory
allacations from the federation account
have found their ability to deliver the most
basic public services (education, health,
and others) to the citizenry hampered
significantly.

The hardship is most severe in States
where IGR is extremely low. For some

of such states, the estimated IGR
contribution to 2017 budget is below
10%'. We can all recall that one of the
first hurdles this present administration
faced upon assumption of office was the
debt owed by various state governments
especially to their work force. Most of
the States had to depend on bail out
funds from the Federal Government to
settle payroll costs and other recurrent
expenditure.

Although some State Governments are
genuinely eager to grow their IGR base,
there seems to be a general dearth of
innovative ideas and a lack of political will
to harness available opportunities for
revenue diversification. Many legitimate
sources of revenue remain unexploited,
while procedures for collecting, remitting
and accounting for the existing revenue
sources often fall short of expectations,
giving room for avoidable leakages.

The sources of IGR availahle to States are
broadly classified as:

tax revenue - e.g. Pay As You Earn
(PAYE) which is deducted directly
from employees’ earnings, direct
assessment tax on self-employed
individuals and informal sector, road
tax, other taxes/levies, etc.

non-tax revenue - e.g, revenue
generated by State owned Ministries,
Departments and Agencies (MDAs)
during the course of providing
various services

This article seeks to highlight some of the
challenges in growing IGR, and proffer
possible way forward:

Taxation of informal sector -

The chart above indicates that compliance
monitoring process for non-direct tax
deductions is extremely weak resulting

in single digit contributions to total IGR.
Given the large number of persons/
businesses cavered in the informal sector,
it is obvious that a large proportion of
taxable entities are left out of the tax

net resulting in huge revenue loss for
government. Governments therefore
need to improve their capacity to bring in
these excluded persons into the tax net.
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The challenge with the informal sector
is largely the inability to identify the
taxable persons in this sector?. How do
you assess a taxable person you do not

* know? Further, where such pérsons can
be identified, how do you detérmine the
tax payable with zero record keeping?
It should be noted that activities in the
informal sector are deeméd to constitute
a large portion of economic activities in
Nigeria; infact, it is estimated that the
informal sector currently contributes
about 58% to Nigeria's GDP, according to
the United Nations. :
Revenue authorities have proposed an
interim solution in form of presumptive
tax assessment, Under this system,
taxable persons will be assessed to tax on
the basis of perceived income e.g. income
may be estimated by benchimarking the
taxable person/business against similar
businesses whose records are-available.
Other indicators could includevalue of
assets, number of employees or even the
location of the business, etc, This system
however has its pros and cons; whilst

it would increase revenue collection,

it creates room for uncertainty.and
subjectivity which is against thé underlying
principles of taxation in Nigerid,

Ultimately, these “invisible” takable
persons can be uncovered with the

help of effective data management and
analytics. With all the efforts at getting

a unique identifier for everyone in the
country, we should be getting gloser

to the solution. With Bank Verification
Number (BVN), National Identity Number
(NIN), Tax Identification Number (TIN) etc.,
we can't continue to argue invigibility,

Unlocking alternative revenue
sources e

Based on 2016 half year estimates, Lagos
State is the only State which generates
approximately 50% of its budget

internally, a lot of states source less than
10% of their budget internally. This is not
sustainable and is therefore imperative to
diversify revenue sources.

Each State must evaluate its comparative
and competitive advantages relative

to other States within the Federation,
and unlock the sectors of its economy
that hold the prospects of contributing
significantly to its IGR.

Improved revenue administration

Capacity: Institutions and structures that
drive stability in IGR collection are weak
or altogether non-existent. Also, most
officials of revenue generating agencies
lack the requisite knowledge and tools
to perform their duties effectively.
Governments need to imbibe a structure
where policies and projects are run
seamlessly, regardless of who'is at the
helm of affairs. Human resource capacity
development is also very key. j

Accountability & transparency: Oftentimes,
State owned revenue generating agencies
are unable to properly account for total
révenue collected. There i$ the challenge
of poor record keeping and outright
misuse of state funds: In order to ensure
transparency and proper accounting,
governments should consider investing
intechnologically driven collection,
remittances and accounting mechanisms.
Taxpayers and taxable persons (outside
the tax net) need to be able to see

- first-hand, that taxes collected are well

utilized. This would help restore citizen's
confidence. : .

Administrative cost: The cost of
administering and enforcing compliance
is also very high, thus eroding the limited
collections made. There should be a
major organizational restructuring and
business pracess re-engineering of
revenue authorities, including autornation

of processes and introduction of cutting-
edge technology to simplify revenue
collection and administration,

Improved taxpayer enlightenment

Many taxpayers are unable to distinguish
between the various kind of taxes
subjected to; hence distrust the system
based on the belief that they suffer
multiple taxation. Also, the compliance
process is deemed to be tedious and
expensive,

Revenue authorities therefore need to
sensitize tax payers regularly to explain
legal basis for taxes levied, the payment
process, etc, List of approved and
authorized taxes and levies collectible by
States and Local Governments should
be publicized and probably translated

In various languages and simplified for
people iii the grass root, to ensure that
taxpayers are certain of their obligations
and are-not taken by surprise.

The compliance process should also be
automated and simplified such that it
is convenient for taxpayers to comply.
Government may also consider tax
reforms where applicable.

Conclusion

Growing IGR at the State level goes
beyond mere desire or wishful thinking.
It is an objective that must be anchored
within a clear and structured strategy,
it cannot be approached on an ad-hoc
basis.

The State governments must generally
review their spending profile to make the
most of their limited revenue. They must
also renew emphasis on strengthening
Institutions and ensuring that processes
are streamlined in order to ensure
efflciency and effectiveness. Above all,
actions must be backed up with strong
political will without which nothing can be
achieved,
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‘FEDERAL GOVERNMENT OF NIGERIA

ST,

2. Provisions of the Tax laws submitted ond recommended lor roview by stakeholders

Signed
Professor Abicla Sanni 1 \%

Committee Chairman

R

Chopter One promoting ond prolecling Nigerio's nolional interest;

1] promating  African infegrolion, inlernalional co-operalion and eliminating
Introduction discrimination; and
1.1 Background k) respecling international low and treaty obligations.

The National Tax Policy (NTP) wos first published in 2012, as part of the efforts to entrenich o
robust and efficient tox system in Nigeria. Four years ofter, the rapidly changing commercial
environment and persistent low tax to Gross Domeslic Product (GDP) rofio amaong other
developments, demand new sirofegies fo continue lo meel government objectives of creating an
enabling environment, simplilying the lox system and ensuring ease of complionce. It has
become imperotive 1o review and updote the NTP.

1.2 Definition of Tox
For the purpose of this Policy, “tax" is any compulsory payment to government imposed by low
withoul direct benefit or return of volue or o service whether it is called a lax or nol. 4

1.3 Conslitutionol Provisions
Chopter 2 of the Constitution of the Federol Republic of Nigeria 1999 contains Fundomentol
Objectives ond Directive Principles of State Policy which are relevant to the NTP. In this regord,
appropriale fax laws, administrolive processes and procedure should be made lo advance the
Censitutional provisions, Therefore, tax policies, laws and administration shall promote the
attainment of the following:

a) the ability of oll toxable persons to declare their income honestly to appropriate ond

lowlul agencies end pay their fox promptly;
b) residence rights of Nigerians, free muhhly of people, goods and services throughout

; FEDERAL MINISTRY OF FINANCE
- s s
|NV|TAT|0N TO A STAKEHOLDERS’ ENGAGEMENT MEETING ON
THE VALIDATION OF THE REVISED NATIONAL TAX POLICY
As part ot the present Administration's efforf towards enirenching on efficien! fox system, the Honourable Minister of Finance in August, 2016 inougurated o Committee to review the Nalionol
Tax Policy [NTP) and make racommendations for its effective implementation -
The Commiltee has submitled the draft Revised Naticnal Tax Policy in line with ils terms of relerence, Io the Honourable Minister of Finance on Thursday, 29* September 2016, together with a list
of vorious provisians of the tax laws which stokeholders submitied for review in their memoranda .
In a bid to ensure thal all key recc dotions have been ad ly considered, the National Tox Policy Review Cammitiee hereby invites all stakeholders in the Nigerian Tox Sysfern to o one
day Forum which vall hold in Abujo and Lages respectively os lollows: X
W ey
X Q) \l’.,s 5 \ 5 )\"7
Abuja Dole: 7" November, 2016 ¢ \Tb % ¥ 1"1 k
Venue:  Tronscorp Hilton Hotel, Abuja s \ :‘QGL Q\‘_; &\ S
Time:  11.00em [4 s ) -’\‘
e : \JCK\S Dhem
SE P M \\“’ -
4 lagos Date: 8" November, 2016 G b g‘;& Iy f~ '\C,;.
9 Venue:  Sheroton Hotel, lkej, Logos . = 2 e
i Time:  200pm z /\- Sﬂ \~\"' {«\,.\% g
Fqurc visit the websile of the Federal Ministry of Finance: www linance.gov.ng or the website of the Federal Inlond Rc\r‘ynrwrc [FIRS] \:v.[irs gov.ng o access the |ollowm%l§ "
i 1. Full text of the draft Revised Nolonal Tox Policy Document z ' : <t

1.4 Challenges of Nigerio Tax Syslem
Despile the potentials of toxation s a dynamic ool for sustainable nalional development,
Nigeria fax system has been unub|e to ochieve its objectives due to the following challenges,
umong others:
" the need to grow internally generated revenue which has led o the arbilrary exercise of
{axing powers;
lack of clority on toxotion powers of each level of government and encroachment on the
powers of one level of government by ancther;
insufficient information available to toxpayers on tax compliance requirements thus
crealing uncertainty and non-compliance;
poor accountability for tax revenue; \Y
insufficient capacity which hos led to the delegofion of powers of revenue officials o\
third porlies, thereby creating complications in the tax system; U
use of oggressive and unorthodox methods for tox collection;
failure by tax autherities o honour refund obligations to taxpayers;
the non-regular review of tox legislation, which has led to obsolete laws, that do no!
reflect current economic reclities; ond
lack of strict adherence to tox policy direction and procedural guidelines for fhfe
operalion of the various tax outhorilies.

'hme i 1.5 Objectives of the Notional Tox Poli
fiscal ibili tobil f fiscal i ol lotional Tax Policy )
] E-d emlil:: iscal responsibility and accountability thot rellects the principle of fisca i o] Tk Py pceidn o Rl ks i cialy e

d) ensuring that the rights of oll taxable persons ore recognized ond protected;

e) eradicoting corrup! practices and abuse of authority in the fox system;

f)  ensuring thal the resources of the nalion promole national prosperity and self-reliant
economy;

g) securing maximum wellare, justice and equity;

h} ensuring that the resources of the nation are homess;dz and distributed to serve the

ccommon gaod;

Nigeria lox system. The Pohcy is expecied lo achieve the following specific objedtives, among
dheu,

guide the operation ond review of the fax system;

provide the basis for fulure tax legislation and administration;

serve as a poinl of reference for all stakeholders on toxation;

previde benchmark on which siokeholders shall be held oc le; and

provide clarity on the roles and responsibilities of Stakeholders in the lox System.
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Chapter Two

Policy Guidelines )
Tox Policy provides o fromework for o sustainable system that would ensure relioble sources of
revenue lo government ond suppor! the economic development of the notion.

2.1 Guiding Principles of Nigeria Tax Syslem
All existing and luture foxes are expected o olign with the following fundamental feotures:

Equity and Fairness: Nigeria tox system should be fair and equilable devoid of discrimination.
Toxpayers should be required to pay according to their ability.

Simplicity, Certainty and Clarity: Tax laws ond edministrative processes should be simple, dear
and easy lo understand.

Low Compliance Cos!: The financial and economic cost of compliance to the taxpayer should be
kept fo the barest minimum.

Low Cost of Administration: Tox Adminisination in Nigeria sheuld be efficient and cost-eflective
in line with inlernational best practices.

Flexibility: Taxation should be flexible and dynamic o respond to changing circumstances in the
economy in a manner thot does nol refard economic adlivilies.

Sustoinability: The tox system should promole sustainable revenue, economic growth and
development. There should be a synergy between lox policies and other economic policies of
government,

2.2 Taxalien 0s a Tool for Economic Manogement and Development

The tox system should support sustainable grawth and development al all fimes. In this regard,
the tox system should be geared lowards meeting the following goals:

221 Wealth Creation ond Employment

The tax system should be designed 1o promote economic  development.  This includes
employment generation, export promolion ond local production. Accordingly, =

i, lax policies and lows shall not be retroaclive.

ii. lax policies and laws should ensure equal investment opportunilies ond support for
businesses whether locol or foreign;

iii. tax policies and laws on investments should be long term focused and tenured to enable
investors plan with reasonable certainty;

iv. any incentive lo be granted should be brood, sector based, tenured and transparent.
Implementation should be properly monitored, evaluated, periodically reported and
kept under review;

v revenue lorgone from lax incenfives or cancessions should be quantified agains!
expecied benefils and mpoﬂﬁ'ﬁnnuuﬂy Where the benelits cannol be quontified,
qualitative factors mus! be considered; and

vi. tox policies on invesiments should not promote monopoly such as enlry bairiers or
otherwise prevent compelition.

2.2.2  Toxalion and Diversification 5
There should be conceried efforis fo attract investments in all sectors of the economy in order to
boost the revenue base for optimum revenue generation.

223  Focuson Indirect Taxalion

The tox system should focus more on indirect taxes which ore éasisr 1o collect ond administer and
more difficull to evade..

Tox rotes should be progressive and should be designed to promole equality. The lox syslem
should gradually seek o convergence of personal income lox ond capital gain tax rales with
corporale income lax rates to reduce opportunities for tax ovoidonce.

2.2.4  Special Arrongements and Other Incentives

Special arrengements should be seclor based and not directed ol entities or persons. Also,
speciol arrangements such os free zones and other tox incentives or waivers should not be
arbitrarlly terminaled except os provided in the enabling legol framework or freclies al the lime
ol creation. Gevernment may provide tox incentives lo specific seclors or lor such specific
aclivities in order o stimulale or relain investment in the sector.

The process of granting and renewing incentives, waivers and concessions shall be transparent
and comply skictly with legislative provisions and infernalional Ireaties.

225  Crealing a Competitive Edge
i.  Reduction inthe Number of Toxes

infernafional best proctices. New Ireaties should consider benefits lo Nigerio both in the short,
medium but more importantly long ferm.

Nigeria's model double tax Ireaty should be regularly reviewed lo adequalely cater for the
best inlerests of the counlry. Appropriale measures shall be token to ensure that all trecties
duly signed and rotified are implemented.

Chapter Three

Responsibilities of Stakeholders

For an orderly and susiainable development of the Nigerio tax system, the Federal and State
Ministries of Finance shall have the primary responsibility for tax policy matters, including
initioting proposals for amendments to tax Lows. Minisiries of Finance sholl colloborote with
relevant Stokeholders in corrying out their tax palicy responsibilities. The key stokeholders in the
Nigeria tax system can be broadly categorised as lollows:

3.1 TheGovemment
All levels and oms of Governmen, Ministries, Extro-Ministerial Departments and Agencies
where opplicable shall:
i.  implement and regularly review lax policies and laws;
ii.  provide information on all revenue collected on a quartedy basis;
iii. ensure adequate funding, administrative and operational autonamy of tax autherities;
and
iv. ensure o reosonable gestalion period of between three and six months before
implementation of a new fax.

3.2 TheToxpoyer
Ataxpayer is o person, group of persons or an entity thot pays or is liable to lox. The toxpayer is
the most crifical stakeholder and primary focus of the fax system. The laxpayer shall consider tax
responsibilities os a civic obligation and constant duty that must be dischorged os and when due.

The taxpayer sholl be entitled to:

i.  relevont information for the discharge of tax obligations;

ii. receive prompl, courteous and prolessional assistance in decling with tox authoritias;

iii. - raise objections lo decisions and assessments and receive response within a reasonable

lime;
iv. aloirondimpartial appeal; and
v.  sell-representation or by any person of chaice.

33  Revenue Agencies
Any agencies responsible for the collection and adminisiration of revenue shall:
i.  Ireal the toxpayer as o cuslomer;
ii. ensure efficientimplementalion of tax policies, laws and internalioncl trealies;
iii. facilitale inter-agency ce-operation and exchange of information;
iv. undertoke limely audits and mveshgu!rons, and

v. undertoke loxa and faxpoy tion.

3.4 Prolessional Bodies, Tax Practitioners, Consultants ond Agents
They shall:
i. actin accordance with professional code of conduct and ethics;
ii. noleid ond abet tox evosion; and
iii. actively promote elfective tax compliance.

35 Media and Advococy Groups
They shall:
i. promotetax education and awareness;
ii. articulote, protect ond advonce taxpayers righl;
iii. advance accountability ond Iransparency in the ufilization of lax revenue;
iv. ensure occurale, objective ond balonced reporting in occordance with their
* professional code of conduc! and ethics; and
v.ensure thal ospiring polifical office holders cleorly understand the Tox Policy and are
able to arliculate their plons for the tax system to which they will be held accountable.

Chopter Four

Tax Administration
Tax administralion in Nigerio culs across the three-tiers of Government. This lax policy document

Taxes should be few in number, brood-based and high r yielding. The administrotion of

tablishes clear guidelines on cruciol tax administrotion issues.

the toxes should also be simplilied for ease of enforcement and compliance.

ii. Awvoidance of Mulliple Taxalion
Taxes similar to those being collected by a level of Governmenl should nol be introduced by the
same or another level of Government. The Federal, State and Local Governments sholl ensure
collaboralion in harmonizing ond eliminoting multiple loxation.

2.2.6  International and Regional Treaties

A wide network ol International and Regionol Irealies would be beneficial o the economy. In this

regord, Nigeria sholl conlinue o expond its Ireaty network in the best inlerest of the Nigerian

State.  Generally, treaties should prevent double foxation without creating

opportunities for non-taxalion.

Exisling trealies should be reviewed regularly and where necessory renegotialed in line with
ik

In the contex! of the Nigerion Tox Policy, tox outhorities at oll levels shall administer their
mandales in accardance with the following:

4.1 Registration of Toxable Persons

All taxable persens shall be registered and issued with Taxpoyer Identification Number (TIN)
applicable nationwide. Tox authorilies should leverage on the database of Bank Verilication
Number -(BVN), Nalional Identity Management Commission (NIMC), Nigeria
Communicotion  Commission (NCC), Corporate Affairs Commission (CAC), Federal Road
Salety Commission (FRSC), Nigeria Immigration Service (NIS)ond other relevant sources.
The current uncoordinaled registration by different ogencies should be harmonised.
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4.2 Tox Compliance
The tax authorities shall apply all available resources und tools al their disposal fo ensure that
taxpayers volunlarily comply with their tax obligations. In order to improve voluntary
compliance, tax authorities should ensure:

i. that the oplion lor self-ossessment is in place, and the process and procedures are

simple;

ii. development of frameworks for lax amnesty in order o expand the fax net;

iii. focus ontoxpoyers' services,

iv. conskant tax educalion and enlightenment; and

v.  theoveroll performance of the lox system is measured and reported periodically.

wi. the establishment of o system to recognize and honour compliant taxpayers.

4.3  Eficiency of Adminisiration

Poyment Processing and Collection

Collection system shall leverage on modem technology towards advancing ease of payment and
prevention of revenue losses.

Record Keeping

Tax outherities shall poriner wilh the relevant ogencies to setup automated systems ond
odequotely Iroin tox officials in the use and mainlenance of such systems. Electronic systems of
record keeping inlinewith globol bes! praclices should beenfrenched foenhance the
lax administration process.

Enforcement of Tox Lows

Tox outhorilies shall ensure the enforcement of civil and criminal sonclions os provided under the
various fax laws,

Funding of Tax Authorilies

Government shall provide adequate funding for tax cuthorilies. Accordingly, Government
should ensure that an adequale percentoge of revenue collected should be previded to the
authority for its operations.
Funding for Tox Refunds
Government sholl provide adequate funding to meel refund obligations. Tax authorities shall
ensure limely and efficient payment of refunds,

Ease of Paying Taxes

Tax authorities shall ensure that payment procedures and documentation are convenient ond
cost effeclive. Tax outhorities sholl work towards ensuring accelerated improvement on the global
index of ease of paying laxes.

Revenue Aulonomy

Govemnments shall ensure a reasonable level of finoncial and administrative autonomy for their
respective fax authorities o facilitate effective discharge of their dufies,

-

4.4 Technology and Tax Intelligence
Tax authorilies shall ensure:

i.  deployment of technology o aid all aspecis of tax administration;

ii. theinlegrity and regulor vpdate of the dotabase; and

iii. aworkable and secure structure for intelligence and information gathering.
45 Dispute Resolution
In the event of any dispule, the tax authority and relevant stokeholders shall leverage on oll
amicable means of dispule resolution including orbitration and cnly resont lo judicial
delermination os a last resor.

Chapler Five

Implementation :

The effedlive implementotion of Ihe Notional Tox Policy is cruciol for Nigeria to afiain the sef oul
economic goals and derive maximum benefits there from. While the Federal Ministry of Finance
has ownership ond pivotal role in implementing the Tax Policy, olher key Sbhﬁo‘dm with
responsibility for implementation of the policies are identified in this Chapter.

5.1 Implementation Measures

i.  The Minister of Finance shall sel in molion machinery for tax reform. Taxation is @
dynamic lool. Having reviewed the policy, the tox low ond administration cannot
remain stagnant. It is imperofive lo streamline exisling and future fox laws for an onderfy
development.

ii.  The President and Governers shall ensure that Budgel Speeches and presentations for
the fiscal year consistently contain the overriding fiscal policies ond summary
statements of the expected tax revenue. This will give key stakeholders a sense of what
government plons to do and enable them to plan accordingly.

iii. The President and Governors should work lowards ensuring that there is only one
revenue agericy per level of government, This would sireamline revenue administration
and improve efficiency of révenue collection. Minislries, Exira-Ministerial Depariments
and Agencies other than tox authorifies should not become tox collecting bodies.

iv. The Minister of Finance shall establish o Tax Folicy Implementation Commiltee to
monilor compliance, regularly review the Policy ond make oppropriate

recommendations.

v. The Minister of Finance/Commissioners of Finonce shall ensure ‘autometion of
collection and remillance processes of toxes by all Ministries, Exira-Ministerial
Depariments and Agencies.

vi. The Minisiry of Finance sholl work with the Legislature o ensure that the requisite
changes o tax lows are enocted together with the appropriation ol of the same year.
This would require the executive o limely present fax laws as executive bill for the limely

consideration of Ihe Nationol and State House of assembli

vii. Ministry of Finance shall establish on Office of Tox Simplification which shall be

ible for ensuring ¢ improvement fo tox legislation and administralion.

i, Mmlsh'y of Finonce shall creote o dedicoted tax policy website. Apart from sensitizing

the general public to the provisions of the Tax Policy. Such a platiorm would focilitate
feedback from stokeholders on the existing ond future policy proposals.

ix. Heod of MDAs sholl give periodic report(s) fo the Ministry of Finance on the level of

implementalion of the National Tax Policy. Apart from sensilizing the MDAs to the

provisions of the Tox Policy, such reports would offord the Ministry of Finance the
opportunily o defermine the level of compliance and devise appropriale responses as
may be necessary to improve implementation.

The Minister of Finance shall give periodic reports o the National Economic Council

{NEC) on lox policy implementotion agenda. Aport from updaling NEC, such

obligation will ensure thot the Minisiry of finance is up to speed in its implementation

agenda.

xi. Ministry of Finance shall ensure that lax authorities develop Key Performance Indices for
Nigeria fo attain a top 50 position on the global index of ease of paying taxes by?UZO
and consistently improve on the ranking.

xii. The consideralion and possage of tax bills hove not fared well within the existing
Finance Commitiee of the National and Stote Houses of Assembly. The National and
State Houses of Assembly are d to establish a Taxation Committee to focus on
tox matlers and collaborate with the T mxmm.y plemenlation Committee.

+ xiil. To promote lox awareness and o lox cullure in Nigeria, the Federal ond Stote lox
authorities through the Joint Tox Boord shall set oside 6 uniform day in the year os o
National Tax Day. Also, Governmen should moke concerted eflorts 1o ensure that
laxalion is lought at oll Jevels of education.

xiv. Tox authorilies shall establish adminishrative fromework for amnesty and whistle
blowing os port of the sirategies for curbing evasion and widening the tax net.

xv. Federal and State Tox authorities should respand promptly o the changing business
environment os it affects lox odminisiration and develop a workable framework to meet
the laxpayer demands in this respect.

xvi. There shall be on Estoblishment Act for the Joint Tax Board lowards strengthening and
repositioning if lo contribute m gfully lo the development of the Nigeria lax system
through brooder mandate beyond its current advisory role.

wvit. The Independent Nationol Electoral Commission shall by necessary Regulation and
Rules mandate political parties to arficulate, prepare, provide and make public their tox
agenda before and during election campoigns. This will make political parties reflect
more deeply in an organized fashion on the financial implications of their promises and
the options of financing them. This would also help the taxpayer know the prelerences of
each parly onlox matters and lake informed decision.

i The quelilication for the lower income tax rate applicable fo small businesses
should be réviewed in line with current economic realities. The income fax rote for small
businesses should be further reduced os an incentive to encourage :orrdlonco ond
promote Micro, Small and Medium Enlferprises (MSMEs).

xix; There should be o minimum threshold for VAT registration and compliance in order fo
profect micro-businesses.

xx.Minisiry of Finance in conjunction with the Minisiry of Justice sholl sponsor a bill for the

_eslablishment of a tox courl 6s an independent body to adjudicate in lox matlers.

x

5.2 Condusion

The main thust of the Tax Policy is to establish fundamental principles to guide an orderly
dévelopment of the Nigerio fox system towards meeting ils overall objectives. In this regard, the
Policy highlights the Fundomental Objedtives contained in Chapler 2 of the 1999 Constitution of
the Federal Republic of Nigerio.

The Policy reinforces the need for lox lows and odministrative practices lo promote economic
development. The Policy highlights the challenges canfronting the Nigeria fox system and key
policy principles to address them. If recognizes the roles ployed by key stokeholders in the
development of on effeclive fax syslem, and dearly'states their rights ond duties. The Policy also
highlights the need for effective Tax Adminisiration through the development of mandotes which
relevant Tox Autherities should seek to achieve in their pursuit of an effective and efficient tax
syslem.

Finally, the Policy reinforces the role of the Minisiry of Finance in the formulation, coordination
and most importantly monitoring the implementation of the tax pelicy on en engoing basis. It
recognizes the need for a holistic review of the various components of the Tax System [Lows and
Administration]. Il requires all stokeholders to be fully commitied o playing their parts lowards
achieving the set objectives.
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Lows and Regulafions Recommended for Review and Amendment By Hor of Finance
5/N|  Subject Matter Proposal Justification
1 [Tox deductibility basedon | ® As Transler Pricing is fax legislaticn, the TP documentation should | @ It aligns the issuonce of forex, lax deductibility and justification of any

NOTAP and TP Regulations
(Section 27 (g.h) of CITA)

supersede the NOTAP opprovol for the purposes of tox
deduclibility. This policy should be harmonised between the
Ministry of Information and Technology, the Cenlral Bank of
Nigeria ond the Minisiry of Finance.

® Aligning NOTAP and TP regulations lo ensure NOTAP agreed
poyments is abways consislent with the TP basis for deductibilify fo
ensure NOTAP is more commercial in application.

lechnology transfer.

Pre-incorporation
expenses (Section 27 of CITA}

® There is no rule that specifically deals wilh such expenses, There
should be a specilic provision to allow for a deduction for such
expenses either via capitol allowances or a revenue deduction

dudtion for legitimate busi

g

® To provide clarity ond allow a d
expenditure.

Interest and penalties for
tax delaull (Section 32 ond
40 of FIRS Adi)

® The inlerest rale applied by the Revenue should reflect o
reasonable commercial lending rale and if it is a one off charge,
it should be clear whether it is simple or compound inferes!.

# Inlerest should be o two woy obligalion and should be Iriggered
on the dale Ihe lax due should have been ossessed or the date
the relund becomes due.

® \With respect lo disputed liobilities, the TAT should be given the
powers fo decide whether interest and/or penalty will apply and
from which date.

® To aid clarily ond reflect commercial circumstonces.

Copital allowances on
certain items.

# The second schedule to CIT should include assels such as ships,
aircralt and intangible ossels,

@ Such specific and specialised items should be cotegorised ond ireated
specifically o avoid uncertainty.

Arificial transoclions

® CITA and the CGT Adt both stipulate that transactions must be at
arm's length ond leaves the delerminalipn of the orm's length
basis at the discretion of the tox authority. This is inappropriate in
the light of the TP rules and OECD guidelines. Therefore, this
provision should be clorified 1o specily thot the tax outhority
would hove to provide justification in line with TP Regulations.

® Avoids excessive subjectivity and duplication.

Ministerial ond FIRS
approval for tox deductions
(Section 27 (1} (h) of CITA)

A4

® The deduction for gement exp ond exp
outside Nigeria give the Minister of Finance and FIRS respeciively
the power to approve such dedudlions. This is inappropriate in
the light of the WREN and TP rules. Furthermore, these provisions
merely cause an unnecessory addilional administrative burden.

® Avoids excessive subjectivity and duplication.

Clarity on withholding tax
regulation {WHT Regulafions)

® Clarify thal there is no withholding tox on the sale of gobods by
" darifying the definition of “ordinary course of business” through
Regulations.

@ Dividends, renl, inlerest ond royalty should be 10% WHT, and
construction conlracts ot 2.5%, all other items should be 5%

# Clorify thal reimbursements {of whatever nature) ore exempt from
excepl the reimbursements relate lo foreign purchases which have
not been subject lo WHT in accordarnice with the law.

# Include a threshold of complionce whereby companies that have
o low risk based on their lox governance shruclure are exempt
from WHT on their invoices to customers

#® This eases the current position where the WHT tax rate on sales of goods
and other ilems are sometimes higher than the profit margin generated by
the supplier.

Pioneer Legislalion
(S.14 IDITRA)

® Pioneer legislotion should be assessed whether il should be
conlinued based on the value il hos added to government versus
the cost. A seclorol (bosed on indusfry} or geographical (based
on where faclory is localed e.g. outside Lagos, PH, Abuja or
Ogun) exemplion without discretion granted lo any government
authorily should be considered for equity based on poramelers
oullined under “Tox incentives”

@ The Morch 2015 list is ouldoted and should be revisited fo align
with currenl realilies. P

® Incidentul income to o pioneer business (such as inferest income)
should be deorly defined in the tox low on whether they are
toxable or exemp! during the relief period.

@ Pre-pioneer lox losses and Pre-pioneer qualifying capital
expenditure carried forword fo post pioneer periods should be
clarified.

® Tox incentives should provide @ nel benefil to the counlry.

@ They should clso be ovailable equally to all persons in the same dlass,

® Provisions on fax incentives should also be very dear and aveid
ambiguity.

Intra-group transadlions

® Companies wilhin a group (e.g. 75% eflective ownership group)
should be able Io Iransact free from WHT, and VAT,

® This will encourage business (particularly Nigerian conglomerates) o
organise themselves more efficiently and avoid unnecessary lox leakoge
and addilional cost of daing business.

Stomp Duly (Slomp Duly Act)

@ The Stamp Act is currently not fit for purpose, it is outdated. A
transaction could fall within a number of provisions. Stamp duty
should be applicable on spedifically designed instruments or
based on underlying transactions (rather than instruments) fo
tackle avoidance. . :

# The old Act should be repecled and o new act should be enocted

lo specily the specilic insiruments thot will be slomped and the

rate of the duty.

@ Currenlly the cost of administering the Adl is higher than the benefit. There
is also breach of law with regards to the CBN dircular on Stomp duly
which could lead to cash refund to depasitors based on court judgments or
refund lo Slale governments. A more efficient mechanism for taxing
consumplion is.lhrough VAT,

Franked Investment Income

The rules oméffsetting of WHT on franked dividend income by o
company which is lurther distribuled to individuals should be

darified.

® To ovaid mulliple taxalion on the same income.
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Laws and Regulafions Recommended for Review and Amendment By NASS

Subject Matter

Proposal

Justification

Commencement, Change
of Accounting ond Cessatien
Rules (Section 29 of CITA)

These rules should be token out of CITA.

 These rules are compliceled and ploces unnecessary compliance burden
on the taxpayers, Porticularly, the commencement rule often leads to
double foxation of a campany o its early stoge ond increases the chances
of failure.

® A company should be taxed based on the profit it eams and its obility to
compensate sharéholders through dividends. This should be reflected by
the normal profits eamed each accounting year.

2 | Excess Dividend Tox Redrafling the excess dividend tax pravision in CITA to specilicolly | ® To moke Nigeria a favourable jurisdiction for incorporaling HoldCos and ta
[Section 19 of CITA) exempl franked investment income, copital gains, income exempt place Nigeria ina favourable position Io be considered os the West Alrican
under other provisions of the law e.g pioneer profil, income from Hub for investments in the ECOWAS region.
bonds, prior year alreody taxed refained earnings, ond dividends | @ P, ing double toxali
received from foreign subsidiaries. ® Most companies in Nigeria are already moving lo neighbouring and other
counlries with lovourable tox legislation for HoldCos
3 | Minimum tox The exemption for foreign companies with al least 25% imported ® loss making companies are usuolly lorced to pay tax out of equity or
(Section 33 of CITA) equily should be removed as it is considered discriminatory to further increasing the clready existing negafive relained earnings.
Nigerian compaonies ® Where o company hos cloimed copital allowances in arriving of the loss
® Overall, minimum tax should be removed allogether, OR for tax purposes ond it pays minimum tax, it loses the capitol allowance
minimum tax should be imposed on @ percentage of lurnover claimed in effect.
e.9.0.3 %. When o company is assessed to minimum lax, the | @ The go con collect tox fairly in instances where profit
company should be oble to carry forward all its unutilized shifting has resulied in losses in the locol operating enlity.
capital aflowonces ond fax losses thot has not been used in
computing the minimum tox.
4 | Taxation of lnsurance ® The proposals by the Nigeria Insurers Association lo amend ® This is necessary lo provide more cerlainly for insurance companies, which
componies [Section 16 of the low 1o dec! with ambiguilies should be considered and is o developing industry.
CITA) agreed omendments adopted in the next one yeor.
@ The definifion of insurance companies in section 15 should
be made dlear fo exclude Heallh Maintenance Orgonisations as
Ihey are not required to keep their
5 | VAT The current VAT Act should be repecled and replaced with an These changes should:
enlirely new VAT Act immediately as a matter of urgency. The VAT
Act should be aligned with global best practices. ® Align Nigerian VAT Act with that of other jurisdictions o aveid double
. loxation and double nen-taxation
Censiderations should include: ® Align Nigerion VAT with infernational best practices
® Definition of Vatable persons (a threshold should be in place ® Plug the current significant loss of VAT revenue related fo cross-border
before a person is registerable for VAT). services and inlangibles '
®Input VAT recovery on all inputs (including overheads) regardless | ® Minimize the high cost of doing business in Nigeria. E.g. it is currently
of the nalure of the Vatable supply. often not highlighted thal the hidden cost of irrecaverability of inpu VAT
# Definition of gaods and services. and multiple layers of VAT flows to final cost o business ond the economy.
® Desfination principle should be adopted to give clarily on the ® Pravide more clarity on ransactions, goods and persons fo be toxed.
point at which VAT is applicable on a particular supply. ® Moke the sale of goads and services by Nigerion businesses fo be at par
®There should be a workable refund mechanism (Loss of input VAT).|  with fareign jurisdictions.
®Expanding the definition of input VAT, ® Make Nigerion VAT a real volue added tox on consumption that is o be
®Expand the list of items that are zero raled to enable input VAT borne by the final consumer.
®Financiol services should be Ireoted os exempt.
® Reverse chorge should apply on e-commerce Iransactions
@ Customs legislation should be aligned with the VAT,
@ VAT should be on a cash basis rather than accrual basis o align
with how mas! businesses in Nigeria operate.
® VAT of bed debt should be redaimable without unnecessary
botilenecks.
®Deduction of VAT at source by govemment and companies in the
cil ond gas seclor should be scrapped os it leaves vendors with
daimable input VAT without odequote output VAT.
® Exemption of VAT on exporfed services should be more clearly
defined.
® Consideration should be given lo a progressive VAT system e.g.
higher VAT rate on luxury ilems e.g. cars, planes, jewelry. Whilst
there should be an expansion of exemption on basic food and
other items considered to be essential lo the poor.
6 | Tax losses carried forward [ ® Amendment of the low Io clarify that tox losses can be carried ® This change should remove the current uncertainty in the low.
{5.31 (2ii) of CITA) forward indefinitely in line with the 2007 Amendments, ® Group loss relief will also allow groups of related parties o organize
; ® Give effect o group tax loss refief. Enfilies in a group should be themselves more efficiently and assis! related porties fo grow by beneliting
able to relief fox losses amongst themsehves. from investments made by principals in other areas of the group's
business.
7 |Inira-group ransactions ® Companies within a group (e.g. 75% effective ownership group} | ® This will encourage business (particularly Nigerian conglomerales) to
should be able fo ransoct free from CGT organise themselves more efficiently ond avoid unnecessary tox leakage
and addilional cost of doing business.
8 | Stomp Duty @ The Stamp Act is currently not fit for purpose, it is ouldated, A Currently the cost of administering the Act is higher than the benefit. There is
{Stamp Duty Act) fransaction could foll within @ number of pravisions. Stamp duty | 31so breach of law with regards to the CBN circular on Stamp duty which could

should be applicable on specifically designed instruments or
based on underlying Iransactions {rather thon instruments) to
tackle avoidance.

@ The old Act should be repsfited and o new act should be enacted
to specify the specific instruments thot will be stomped and the

rate of the duty.

lead to cash refund to depositors based on court judgments or refund to State
Governments. A more efficient mechanism for taxing consumption is through
VAT
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9 | Copital Gains Tax @ The low should allow for the deduction of capital losses given'thot | @ Faimess in loxing only the aggregate gain.
(CGTA) all chargeable gains (excep! for shares) are subject to CGT.
10 | Rate of corporale faxation @ Inserl o section in the DOIBPSCA on the rate of fax for income - | @ Tomoke it clear thal deep offshore gas projects will not be prejudiced -
on income under PPTA derived from gos projects corried out under o production sharing through taxalion.
and/or DOIBPSA. conlradh, s
(Section 11 (2)d of PPTA
and Section of 3 of
r DOIBPSCA)
11 | Definition of income @ This provision should be more clearly defined. ® To avoid uncerlainty.
incidental to petroleum
rafions.
(Seclion 9 of PPTA)
12 | Withholding tax on ® Make section on gas income loxability in PPTA more robust; to | ® Aveids uncertainty
dividend declored by o speak lo applicobility of gas profits on CITA concepts such as
company engaged in commencement, excess dividend tax and ofher non-PPT provisions.
exclusive gas utilizefion
Projects.
{Section 60 and 11(2) of
PPTA and 80 and 9{1) of
CITA)
13 | The taxalion of Form in # Introdudiion of o specific provision thot relates to these ® There is no provision of the low thal relotes to these armangement
ond Farm out arrangements. -
orrangement- Taxed under
PPT or CGT
14 |Restriction of copital ® Remove the requirement lo deduct 170% of Petroleum Investment | ® The requirement discourages additional investmenl.
ollowances cloim Allowance or allow oil and gas componies to claim capital
allowances ot the same rate for depreciafion
15 | Holding Companies There should o preferential regime for holding companies which | ® Make Nigeria o | hub/gateway for ir p in west
exempls them from minimum lax, excess dividend lax (EDT), WHT | Africa and even Alrica
on intra group fransoctions, VAT on inlra group transactions. A | ® Encourage retention of capifal invesiment in Nigerio versus capitol flight to
Nigerian headquartered company could easily pay lox al 51% of | tax hovens/countries with preferential tax regimes
its profits simply becouse of the impoct of EDT. ® Encourage compelitiveness of Nigerian headquariered companies by
inimizing incidence of double loxati
There will be need lo iniroduce rules to miligale lox evasion from =
the proposed favourable regime e.g. parficipation exemption,
subsiance and beneficiol ownership rules -
16 | Reol Estate Investment ® Nigeria currently has no legislation or regulotion thal specifically. | ® Specific REIT legislation must be enacted rather than using a combination of
Trusls deals with the of Real Estate Investment Trusts (RE(Ts). corporate incorne tax law, Investment and Securities law as well as trust law tg
Hence, there is no dlarity of tax Irealment of REITs, determine the correct (and often unfavourable) treatment for REITS. The
current situation encourages non-compliance with the current law and is a
® In other climes, o REIT is seen os o Ironsparent or flow through disincen\_ive to irwes.lmenl in sector that has clearly generated significant
entity that is not different and separate from ils unit banafivs in other jurisdictions.
holders/investors.
Hence, the income of the REIT is treated s the income of the unit
holders or investors and therefore laxed ol that level. However, this
is nol the cose in Nigeria based on the current income lox lows
ond ifs interprefation by the FIRS
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