
Acquisitions, divestments and restructuring 
during a pandemic – Exploiting tax opportunities
The economic effect of 
the COVID-19 pandemic 
(the Pandemic) has been 
described by the World 
Bank in its Global Economic 
Outlook1 , as the largest 
economic shock the world 
has experienced in decades. 
Many companies, particularly 
those in the airline, oil 
and gas, hospitality and 
entertainment business, 
have witnessed a massive 
decline in forecasted 
revenue, unpredictable 
foreign exchange, huge 
reduction in customers’ 
patronage, uncertainties in 
the economic framework, 
amongst other issues.

Given the new realities, 
which have been predicted 
might be the new norm, 
many companies are re-
evaluating their business 
models to ensure they 
remain viable and profitable. 
Some companies are 
considering undergoing 
a restructuring either by 
divesting their business 
operations or disposing of 
non-core assets. While some 
companies are considering 
investing in new businesses 
to guarantee survival. This 
may also include backward 
integration to curb foreign 
exchange uncertainties and 
ensure better operational 
efficiency. Whichever choice 
a company or investor makes, 
it is worthy to note that 
there are tax opportunities 
that can be harnessed. This 
article examines some of 
the tax considerations and 
opportunities that investors 
should be aware of when 
deciding to acquire new 
businesses, restructure 
existing businesses or divest 
underperforming businesses.

Acquisitions
Despite the current financial 
challenges, the Pandemic 
presents opportunities 
for investors to enter 
new markets and invest 
in thriving businesses or 
acquire underperforming 
assets. One of the key 
considerations for investors 
is the tax risks and 
opportunities embedded in 
the targeted business and 
the transaction structure. 
The transaction structure 
adopted by an investor 
may produce different 
tax consequences for the 
investor, the targeted 
business and the seller. 

Some of the typical 
considerations for investors 
are: Whether to structure the 

transaction as a share/asset 
deal? Should the mode of 
investment be equity or debt 
financing or a mix of both? 
What investment vehicle 
should be used – limited 
liability company, limited 
partnership, unit trusts 
etc.? Which jurisdiction 
should the investment 
vehicle be located? What 
tax attributes (liabilities/
assets) are embedded in 
the targeted business? How 
easy will it be to channel 
future investments into 
the business or exit the 
business where necessary? 
Ease of profit extraction/
repatriation, and other 
considerations.

Few of these areas of concern 
and possible structuring 
opportunities are considered 
below: 

• Share Vs. Asset deal 
     From a Nigerian tax 

perspective, a share deal 
wherein an investor 
acquires a company’s 
shares appears preferred 
to an asset deal (i.e., 
acquisition of part of the 
business or selected assets 
in a company) due to the 
minimal tax consequences. 
However, both options 
have tax opportunities 
which investors can 
consider. For instance, in 
an asset deal, the purchase 
price (or a portion) can 
be depreciated/amortised 
for tax purposes and 
the investor can avoid 
inheriting historical tax 
liabilities, while for a 
share deal, an investor can 
benefit from tax assets 
(i.e., tax losses, capital 
allowances, etc.) of the 
target company which 
can be carried forward 
indefinitely. Nevertheless, 

the investment decision 
should be taken holistically 
considering tax and other 
business exigencies, after 
conducting proper due 
diligence. 

• Debt Vs. Equity financing 
The financing option to be 
adopted for an investment 
depends on a number 
of factors including tax 
efficiency. While debt 
financing seems attractive 
when an evaluation is 
being made on the timing 
of return on investment, 
the tax consequences must 
be properly considered 
before an optimal 
decision is made. For 
instance, in an attempt 
to regulate the capital 
structure of Nigerian 
companies, the Finance 
Act 2019 introduced the 
thin capitalisation rule 
which restricts interest 
deductible on foreign-
related party loans. 
There are other changes 
introduced by the Finance 
Act worth evaluating. 
These changes beg the 
question of whether debt 
financing is still a viable 
tax-efficient financing 
option,  particularly for 
foreign investors, in the 
light of current realities. 

• Tax opportunities in 
the targeted business 
Investors can take 
advantage of available 
tax incentives in making 
business investment 
decisions, some of which 
include: 

• Pioneer status incentive 
which grants tax holiday 
to qualifying companies, 
particularly in their 
formative years

• Operation in the free 
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trade zone which 
exempts approved 
entities from all taxes 
and grants other 
incentives, subject 
to meeting certain 
conditions

• Income tax exemption 
for companies engaged 
in agricultural 
production for up to 8 
years

• Tax holiday for 
companies engaged 
in gas utilisation and 
accelerated claim of 
capital allowances after 
the tax holiday

Note that some of the 
incentives may result in net 
outflow to the investors, 
compared to the potential 
gains. Therefore, investors 
should seek professional 
guidance in evaluating the 
potential benefits obtainable 
from these incentives. 

Divestitures and 
restructurings
Businesses seeking to 
restructure their operations 
either through a merger or 
demerger, as a result of the 
effect of the Pandemic can 
take advantage of the tax 
incentives in the Companies 
Income Tax Act, Value Added 
Tax (VAT) Act, Capital Gains 
Tax (CGT) Act and Stamp 
Duties Act, provided they 
meet certain conditions. 
Some of these incentives 
include: deeming assets 
transferred as a result of a re-
organisation as transferred 
at tax written down value 
and exemption of such assets 
from VAT and CGT, provided 
certain conditions are met.

Also, similar to acquisitions, 
investors looking to dispose 
non-core/distressed assets 
have to consider optimal 
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structuring alternatives. For 
instance, there is a need to 
balance the tax efficiency that 
comes with a share disposal 
option with the potential loss 
of accumulated tax assets by 
the seller. 

In conclusion, with the 
continuing market volatility 
and the need for companies 
to divest of underperforming 
businesses and/or enter 
new markets to remain in 
business, understanding 
the tax consequences of 
such decisions is critical for 
investors. While the Nigerian 
government continues to 
put in place measures to 
create an enabling business 
environment in the face of 
the Pandemic, investors are 
advised to take advantage 
of tax opportunities that 
abound in the country 
while re-evaluating their 
investment strategy. 
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  1 https://www.worldbank.org/en/
news/feature/2020/06/08/the-
global-economic-outlook-during-
the-covid-19-pandemic-a-changed-
world


