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Presumptive Taxation: A promise or a threat?

records. Therefore, the tax 
authorities assess a taxpayer on the 
basis of perceived income. That is - 
in the opinion of the tax 
authorities, what is the quantum of 
income the taxpayer would have 
made in the relevant period?

    Whilst the income indicator could 
be a systematic approach such as - 
receipts per cash book/bank 
statements, the taxpayer's type of 
business (here the tax authorities 
would benchmark the taxpayer 
with similar businesses whose 
records are available), estimated 
value of assets etc. it could very 
well be based on the popularity of 
business, number of employees or 
even the location of the business!

?  Is it legal? – Although there is no 

The National Tax Policy (NTP) identifies 
Presumptive Income Tax Assessment 
(PITAS) as one of the strategies for 
creating a tax system that encourages 
compliance with the provisions of the 
tax laws. In particular, the NTP notes 
that PITAS would help the tax 
authorities deal effectively with the 
taxable persons who have historically 
failed to comply with the tax laws due 
to their size or lack of business 
address. This category of taxable 
persons appear to be predominant in 
the informal sector.  

With the decline of oil revenues and 
the consequent clamor for alternative 
sources of revenue, it is no surprise 
that the Federal Inland Revenue 
Service (FIRS) has expressed an 
intention to introduce PITAS into the 
Nigerian tax system. In FIRS' opinion, 
PITAS is a strategy that would promote 
voluntary compliance amongst taxable 
persons in the informal sector – a 
scenario that would lead to increase in 
tax revenues.

In light of the foregoing, the following 
questions immediately become 
relevant - What is Presumptive Income 
Tax Assessment? Is it legal? What are 
the merits? What are the demerits? If it 
does bring the informal sector into the 
tax net (an acceptable consequence), 
what are the likely challenges? These 
are issues that would require a much 
bigger space than this column affords 
to exhaustively analyse.

?  What is PITAS? - Nigeria currently 
operates a self-assessment system in 
which a taxpayer reviews its books 
and based on such review calculates 
and pays the relevant tax. In doing 
this, the taxpayer would prepare 
and submit an audited account, tax 
calculations, completed assessment 
forms and evidence of tax payment. 
The tax authorities are empowered 
to review these returns and either 
accept or reject them – in which 
case additional assessments are 
levied on the taxpayer. 

    However under PITAS, there is no or 
low documentation as the taxpayer 
has typically not kept complete 

objective? If a taxpayer really wants 
certainty then such taxpayer 
should keep proper books!   

   Furthermore, it should be noted 
that if not properly managed, 
PITAS has the propensity to render 
tax collection still sub-optimal.  For 
instance, taxpayers could 
intentionally fail to keep proper 
books (even when it could have 
done so) in order to play the 
system. Such a loophole must not 
be permitted.

?  What are the challenges? - The 
issue around increasing tax 
revenues from the informal sector 
is not a lack of the tools to subject 
them to tax, but an inability to 
identify the taxable persons in this 
sector. How do you assess a 
taxable person you do not know? 
To this end, the issue will persist if 
taxable persons who have 
rendered themselves “invisible” are 
not identified and made subject to 
tax. FIRS' proposed collaboration 
with the Banking sector is one of 
the many plausible steps to 
uncover “invisible” taxable 
persons.  

The problems around collecting taxes 
from the informal sector is not 
peculiar to Nigeria. Experience in 
other countries shows the reality of 
this problem and the many 
approaches including presumptive 
tax, to uncover these taxable 
persons.  

In Nigeria, the approach to 
presumptive tax may need to be 
more elaborate or comprehensive 
given that a large proportion of 
taxable persons exist within the 
informal sector who have records but 
have refused to file tax returns.  
These taxable persons can be 
uncovered with the help of effective 
data management and analytics.  

Furthermore, the mechanics of PITAS 
should include an arrangement 
which allows taxable persons who 
wish to make voluntary tax 

expressly stated statutory provision 
that supports the implementation 
of PITAS, there are provisions that 
impliedly do. For instance, Section 
65 of the Companies Income Tax 
Act (CITA) empowers the Federal 
Inland Revenue Service (FIRS) to use 
its 'best of judgment' to determine 
the total profits of a taxpayer. 
Would this not be PITAS in action?

?  Merits and demerits? – Whilst 
PITAS would increase the value of 
the treasury – especially where the 
focus is on hitherto unidentified 
taxpayers, PITAS creates room for 
uncertainty and hardship in the tax 
system. The actions of the FIRS 
(where they collect more than is 
due) could harm members in the 
informal sector. But is this not the 

PITAS, no doubt, has the potential not only to increase tax revenue accruable to governments by 
enlarging the tax net but also to eliminate the distortion arising from “free riding” taxable persons in 
the allocation and access to social services. Whether PITAS would deliver on its promise or be 
undermined by its threat potential would depend on how the RTAS would apply it

disclosures to come forward.  
Relevant tax authorities (RTAs) must 
provide certainty of treatment in 
respect of these tax defaulters who 
wish to turn new leaves. RTAs must 
generate and transmit signals of 
assurance and further assurances 
appropriate to the variety of cases 
that must surely unravel when 
“taxable persons” in this category feel 
emboldened/encouraged to come 
forward.  

PITAS, no doubt, has the potential 
not only to increase tax revenue 
accruable to governments by 
enlarging the tax net but also to 
eliminate the distortion arising from 
“free riding” taxable persons in the 
allocation and access to social 
services. Whether PITAS would deliver 
on its promise or be undermined by 
its potential would depend on 
how the RTAS would apply it.  
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Rivers State
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The FATCA train has 
left the station.  
Proactivity in 
managing its impact 
and implications for 
Nigeria's FSI is what   
is required

Inheritance tax rules 
however need to be 
applied in such a 
manner that the rules 
are not harmful to 
those who 
accumulated their 
wealth through sheer 
hardwork and 
industry

The need to ensure 
consistent valuation 
of capital expenditure 
amongst the various 
government agencies 
who would in 
performance of their 
duties need to 
validate the values of 
capital expenditure 
made by businesses 
emphasizes the 
relevance of the IID

The profits earned by 
a unit trust are 
subject to tax in the 
hands of the trustees

this is a collective scheme that continually issues and redeems units (shares) after the initial public offer

?the open-ended is one 
which the fund 
continually creates 
issues and redeems 
units after the initial 
public offer

Best Company to work for in Nigeria - 2015
And the winner is …

Akintola Williams Deloitte has been awarded the following recognitions by the  Institute:
??  No. 1 in Nigeria for the “Best Companies to Work for” – Large Population Category 
??  Best Practice Awards in Nigeria for “Delivering Excellence  in Learning and Development”

“GREAT PLACE TO WORK”

Deloitte makes an impact that matters.

tax corporate finance risk advisory services audit      consulting     accounting and financial advisory   

Best Company to work for in Nigeria - 2015
And the winner is …

?Closing the revenue gap of State Governments

?Employees' PAYE tax audit: 08052090545

Oluseye Arowolo
Partner Tax & Regulatory Services
oarowolo@deloitte.com

 | 
Fatai Folarin
Lead Partner | Tax & Regulatory Services
ffolarin@deloitte.com

.

© 2015. For information, contact Akintola Williams Deloitte

International capabilities with local delivery

Yomi Olugbenro
Partner | Tax & Regulatory Services
yolugbenro@deloitte.com

?

practiced” with 

“thereafter” and put full 

stop 

1.1 “as currently 

Fatai Folarin

Lead Partner | Tax & Regulatory Services

ffolarin@deloitte.com


	Page 1

