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ABSTRACT 

 

This journal, Understanding the Nigeria Value Added Tax System provides a 

comprehensive guide to the Value Added Tax (VAT) system in Nigeria. It explores the 

historical context, legal framework, registration process, compliance obligations, 

administrative procedures, and key considerations for businesses operating in Nigeria. 

 

The journal begins with an introduction to the concept of VAT and its importance in the 

Nigerian economy. It delves into the historical rates of VAT over the past five years, 

highlighting the changes and implications for businesses. The goods and services exempt 

from VAT are also discussed, providing clarity on items that are not subject to VAT. 

 

The subsequent sections of the journal cover various aspects of the VAT system.  

Section 1 provides an overview of the legal framework, including the Value Added Tax 

Act (VATA) and relevant regulations.  

Section 2 explores the VAT registration process, outlining the requirements and 

procedures for businesses to become VAT compliant. 

 

Section 3 focuses on VAT compliance, addressing the obligations and responsibilities of 

businesses in collecting and remitting VAT, filing returns, and maintaining accurate 

records. It also highlights the complexities and challenges faced by businesses in 

meeting VAT compliance requirements. 

 

Section 4. This section explores strategies to streamline VAT administration, such as 

leveraging technology solutions and engaging professional services to handle VAT 

compliance and reporting. 
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Section 5 delves into the impact of VAT on pricing, profit margins, and cash flow. It 

provides insights into how businesses can effectively manage pricing strategies, forecast 

VAT obligations, and mitigate cash flow challenges arising from VAT liabilities. 

 

Section 6 discusses the competitive landscape and the role of VAT compliance in 

maintaining a competitive edge. It emphasizes the importance of compliance in building 

trust and credibility among customers and suppliers. 

 

Section 7 provides a detailed analysis of VAT refunds and special schemes such as VAT 

withholding, VAT on imported services, and VAT on capital goods. It outlines the 

conditions, procedures, and considerations for businesses seeking VAT refunds and 

participating in these special schemes. 

 

Section 8 highlights the challenges and considerations businesses face in relation to VAT 

compliance, administrative burdens, pricing, cash flow, and competitiveness. It offers 

insights and recommendations to navigate these challenges effectively. 

 

The journal concludes by emphasizing the significance of understanding and complying 

with the Nigerian VAT system. It underscores the benefits of proper VAT management, 

including optimized VAT positions, compliance with regulatory requirements, and 

contributing to the economic development of Nigeria. 

 

Overall, "Understanding the Nigeria Value Added Tax System" serves as a 

comprehensive guide for businesses, tax professionals, and individuals seeking clarity 

and guidance on the intricacies of the Nigerian VAT system. Through its comprehensive 

coverage of historical rates, legal framework, compliance obligations, administrative 

procedures, and key considerations, the journal empowers readers to navigate the 

complex world of VAT in Nigeria successfully. 
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SECTION 1: UNDERSTANDING VAT BASICS 

Value Added Tax (VAT) is a consumption tax levied on the value added at each stage of 

the supply chain for goods and services. This section aims to provide a solid foundation 

by explaining the fundamental concepts of VAT, its historical background in Nigeria, its 

role in the economy, and how it compares to other tax systems. 

 

1.1 WHAT IS VALUE ADDED TAX (VAT)?  

Value Added Tax is a tax on consumption that is imposed on the value added to goods 

and services at each stage of production and distribution. It is an indirect tax, meaning 

that it is ultimately borne by the final consumer. VAT is collected by registered 

businesses, who act as intermediaries in the supply chain and remit the tax to the tax 

authority. 

 

1.2 HISTORICAL BACKGROUND OF VAT IN NIGERIA 

The introduction of VAT in Nigeria can be traced back to 1993 when it replaced the 

previous Sales Tax system. The implementation of VAT aimed to diversify the 

government's revenue sources and reduce dependence on oil revenue. Initially set at a 

rate of 5%, the VAT rate in Nigeria has undergone revisions over the years to align with 

economic realities and government objectives. 

 

1.3 ROLE OF VAT IN THE NIGERIAN ECONOMY  

VAT plays a crucial role in generating government revenue and promoting economic 

development in Nigeria. The revenue generated from VAT is utilized to fund 

infrastructure projects, social programs, and public services. By broadening the tax base 

and reducing reliance on oil revenue, VAT contributes to a more sustainable fiscal 

framework. 

 

 

 



 pg. 6 

1.4 COMPARISON WITH OTHER TAX SYSTEMS  

While VAT shares similarities with other consumption-based taxes, such as sales tax, it 

also differs in several key aspects. VAT is a multi-stage tax that is collected at each stage 

of the supply chain, whereas sales tax is typically collected only at the final retail stage. 

Additionally, VAT allows for input tax credits, enabling businesses to offset the VAT they 

paid on inputs against the VAT they collect on sales. 

 

Understanding the basics of VAT sets the foundation for comprehending the intricacies 

of the Nigeria VAT system. By grasping the concept, historical background, role in the 

economy, and comparisons with other tax systems, readers will be equipped with the 

knowledge necessary to navigate the subsequent sections of this guide. 
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SECTION 2: LEGAL FRAMEWORK AND GOVERNING AUTHORITY  

 

The effective administration and enforcement of the Value Added Tax (VAT) system in 

Nigeria rely on a robust legal framework and a designated governing authority. In this 

section, we will delve into the legal provisions governing VAT and explore the roles and 

responsibilities of the governing authority. 

 

2.1 THE VALUE ADDED TAX ACT (VATA)  

The Value Added Tax Act (VATA) of Nigeria serves as the primary legislation governing 

VAT in the country. The VATA provides the legal framework for the imposition, 

administration, and collection of VAT. It outlines the obligations and rights of taxpayers, 

registration requirements, VAT rates, exemptions, and penalties for non-compliance. 

Familiarity with the provisions of the VATA is crucial for businesses and taxpayers to 

ensure compliance with VAT regulations. 

 

2.2 THE FEDERAL INLAND REVENUE SERVICE (FIRS)  

The Federal Inland Revenue Service (FIRS) is the designated governing authority 

responsible for administering and enforcing VAT regulations in Nigeria. The FIRS is 

empowered by the VATA to oversee VAT registration, collection, assessment, and audit 

processes. The authority has the mandate to issue guidelines, circulars, and directives to 

provide clarity and ensure uniform application of VAT provisions. The FIRS also handles 

taxpayer education, dispute resolution, and enforcement actions for non-compliance. 

 

2.3 OTHER RELATED LEGISLATIONS AND REGULATIONS  

In addition to the VATA, other legislations and regulations complement the VAT 

framework in Nigeria. These include: 
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Companies Income Tax Act: The Companies Income Tax Act outlines the tax obligations 

of companies in Nigeria, including the treatment of VAT in relation to corporate 

taxation. 

 

Personal Income Tax Act: The Personal Income Tax Act covers the taxation of 

individuals, and it may intersect with VAT in certain circumstances, such as when 

individuals engage in business activities subject to VAT. 

 

Finance Act: The Finance Act is an annual legislation that introduces changes to the tax 

laws, including provisions related to VAT rates, exemptions, and administrative 

procedures. It is essential to stay updated with the latest Finance Act to ensure 

compliance with current VAT regulations. 

 

Understanding the legal framework surrounding VAT in Nigeria is crucial for businesses 

and taxpayers to fulfill their obligations and navigate the VAT system effectively. 

Familiarity with the provisions of the VATA and the role of the FIRS provides a solid 

foundation for compliance and engagement with the VAT authorities. 
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SECTION 3: VAT REGISTRATION AND COMPLIANCE  

VAT registration is a critical step for businesses operating in Nigeria to comply with the 

Value Added Tax (VAT) system. In this section, we will guide you through the VAT 

registration process, including the threshold requirements, the step-by-step procedures, 

and the obligations and responsibilities of VAT-registered businesses. 

 

3.1 THRESHOLDS FOR VAT REGISTRATION  

The Value Added Tax Act (VATA) stipulates that businesses must register for VAT once 

their annual turnover exceeds the mandatory registration threshold. The current 

threshold for VAT registration in Nigeria is N25 million. It is important for businesses to 

monitor their turnover and promptly register for VAT when they cross this threshold to 

avoid non-compliance and penalties. 

 

3.2 STEP-BY-STEP GUIDE TO VAT REGISTRATION PROCESS  

VAT registration involves several steps, and it is crucial to follow the correct procedures 

to ensure compliance. The registration process typically includes the following: 

 

Taxpayer Identification Number (TIN) Registration: The first step is to obtain a Taxpayer 

Identification Number (TIN) from the Federal Inland Revenue Service (FIRS). This TIN 

serves as the unique identifier for the taxpayer. 

 

Application for VAT Registration: Once the TIN is obtained, businesses can proceed to 

apply for VAT registration. This involves completing the VAT registration form and 

submitting it to the nearest FIRS tax office. 

 

Documentation and Verification: Along with the application form, certain supporting 

documents are required, such as a copy of the company's Certificate of Incorporation, a 
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copy of the Memorandum and Articles of Association, and bank account details. The 

FIRS may conduct a verification process to validate the information provided. 

 

VAT Certificate Issuance: Upon successful registration, the FIRS will issue a VAT 

registration certificate to the business. This certificate serves as proof of registration and 

should be prominently displayed at the business premises. 

 

3.3 OBLIGATIONS AND RESPONSIBILITIES OF VAT -REGISTERED BUSINESSES  

 

Once registered for VAT, businesses have certain obligations and responsibilities to 

fulfill. These include: 

 

Collecting VAT: VAT-registered businesses are required to charge VAT on taxable 

supplies made to their customers. The VAT amount should be clearly stated on the 

invoices issued. 

 

Issuing VAT Invoices: VAT-registered businesses must issue VAT invoices to their 

customers, which should contain specific information required by the VAT regulations. 

 

Filing VAT Returns: VAT-registered businesses are required to file periodic VAT returns 

with the FIRS, detailing their sales, purchases, and VAT payable for the reporting period. 

 

Remitting VAT: VAT collected from customers should be remitted to the FIRS within the 

specified timeframe. Late or non-payment of VAT may result in penalties and interest. 
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Record-Keeping: VAT-registered businesses must maintain accurate and up-to-date 

records of their transactions, including invoices, receipts, and VAT returns, as these may 

be subject to audit by the FIRS. 

 

3.4 PENALTIES AND CONSEQUENCES FOR NON -COMPLIANCE 

Non-compliance with VAT regulations can lead to penalties, interest charges, and 

reputational risks. The FIRS has the authority to conduct audits, investigations, and 

enforcement actions to ensure compliance. It is crucial for businesses to understand and 

fulfill their VAT obligations to avoid unnecessary penalties and disruptions to their 

operations. 

 

By following the VAT registration process and adhering to the obligations and 

responsibilities of VAT-registered businesses, businesses can ensure compliance with 

the VAT system in Nigeria. Proper registration and compliance contribute to a smooth 

and efficient operation while avoiding potential penalties and risks associated with non-

compliance. 
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SECTION 4: VAT RATES AND CALCULATION 

 

Value Added Tax (VAT) rates and the proper calculation of VAT are crucial aspects of the 

Nigerian VAT system. In this section, we will explore the standard VAT rate in Nigeria, 

any adjustments that have occurred over time, examples of VAT calculation methods, 

and considerations for handling discounts and allowances. 

 

4.1 STANDARD VAT RATE  

The standard VAT rate in Nigeria is currently set at 7.5%. However, it is important to 

note that the VAT rate is subject to change based on government policies and legislative 

amendments. Businesses must stay updated with any changes in VAT rates to ensure 

accurate calculation and compliance. 

 

4.2 HISTORICAL ADJUSTMENTS IN VAT RATE  

Over the years, the standard VAT rate in Nigeria has experienced revisions. Prior to the 

current rate of 7.5%, the VAT rate was 5% for several years. The adjustments in VAT 

rates are made by the government in response to economic conditions, revenue needs, 

and policy objectives. 

 

4.3 VAT CALCULATION METHODS  

The calculation of VAT involves applying the appropriate VAT rate to the taxable value of 

goods or services. There are two commonly used methods for calculating VAT: 

 

4.3.1 INCLUSIVE METHOD : 

Under the inclusive method, the VAT amount is included in the selling price of goods or 

services. To calculate the VAT amount, the selling price is divided by (1 + VAT rate). The 

VAT-exclusive price can be obtained by subtracting the VAT amount from the selling 

price. 
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Example: 

Selling price (inclusive of VAT): N10,000 

VAT rate: 7.5% 

 

VAT Amount = Selling Price / (1 + VAT rate) 

VAT Amount = 10,000 / (1 + 0.075) = 522.75 

 

VAT-Exclusive Price = Selling Price - VAT Amount 

VAT-Exclusive Price = 10,000 - 522.75 = N9,477.25 

 

4.3.2 EXCLUSIVE METHOD:  

Under the exclusive method, the VAT amount is calculated separately and added to the 

selling price to determine the VAT-inclusive price. To calculate the VAT amount, the 

selling price is multiplied by the VAT rate. 

 

Example: 

Selling price (exclusive of VAT): N9,000 

VAT rate: 7.5% 

 

VAT Amount = Selling Price x VAT rate 

VAT Amount = 9,000 x 0.075 = N675 

 

VAT-Inclusive Price = Selling Price + VAT Amount 
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VAT-Inclusive Price = 9,000 + 675 = N9,675 

 

4.4 HANDLING DISCOUNTS AND ALLOWANCES  

Discounts and allowances may be offered by businesses to customers. When calculating 

VAT on discounted prices, the VAT amount is calculated based on the discounted price, 

not the original selling price. However, any VAT already paid on the original price can be 

adjusted accordingly. 

 

Example: 

Original selling price: N1,000 

Discount: 10% 

VAT rate: 7.5% 

 

Discounted Price = Original Price - (Original Price x Discount) 

Discounted Price = 1,000 - (1,000 x 0.10) = N900 

 

VAT Amount = Discounted Price x VAT rate 

VAT Amount = 900 x 0.075 = N67.50 

 

Final Price (inclusive of VAT) = Discounted Price + VAT Amount 

Final Price = 900 + 67.50 = N967.50 

 

Proper handling of discounts and allowances ensures accurate VAT calculation and 

compliance with the VAT system. 
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Understanding the VAT rate and mastering the calculation methods are essential for 

businesses to accurately determine the VAT liability on their supplies. Whether using the 

inclusive or exclusive method, businesses must ensure consistency and compliance in 

their VAT calculations. Proper consideration 
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SECTION 5: VAT EXEMPTIONS AND ZERO-RATED SUPPLIES 

 

The Value Added Tax (VAT) system in Nigeria incorporates provisions for exemptions 

and zero-rated supplies. In this section, we will explore the concept of VAT exemptions, 

zero-rated supplies, and their implications for businesses. We will also discuss the 

criteria for qualifying for VAT exemptions and the impact on input tax credits. 

 

5.1 VAT EXEMPTIONS 

VAT exemptions refer to specific goods and services that are not subject to VAT. These 

exemptions are determined by the Value Added Tax Act (VATA) and other regulations. 

The rationale behind VAT exemptions is to provide relief for essential goods and services 

or to support specific sectors of the economy. 

 

Some common examples of VAT-exempt items in Nigeria include basic food items (e.g., 

raw agricultural produce), medical services, educational services, and certain financial 

services. However, it is important to consult the VATA and related guidelines for a 

comprehensive list of VAT exemptions. 

 

5.2 ZERO-RATED SUPPLIES  

Zero-rated supplies are goods and services that are subject to VAT at a rate of 0%. While 

zero-rated supplies are still VAT applicable, they are taxed at a zero rate, meaning that 

no VAT is charged to the customer. Unlike VAT-exempt items, businesses can claim 

input tax credits on the inputs used in the production or provision of zero-rated 

supplies. 

 

Zero-rated supplies typically include exports of goods and services, agricultural 

products, medical supplies, and certain manufacturing inputs. Zero-rating aims to 

promote exports, encourage key sectors, and facilitate the competitiveness of certain 

industries. 
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5.3 CRITERIA FOR VAT EXEMPTIONS  

The VATA specifies certain criteria that must be met for goods or services to qualify for 

VAT exemptions. These criteria may include the nature of the goods or services, the 

purpose for which they are used, or the intended recipients. It is crucial for businesses 

to understand these criteria to determine the VAT treatment of their supplies 

accurately. 

 

Businesses dealing with VAT-exempt goods or services need to be cautious as they are 

not eligible to claim input tax credits on purchases related to VAT-exempt supplies. This 

can impact the overall VAT position of the business and require careful consideration of 

the impact on pricing, margins, and cost recovery. 

 

5.4 IMPACT ON INPUT TAX CREDITS  

Input tax credits are credits that businesses can claim for the VAT they pay on their 

purchases and expenses. While businesses can claim input tax credits for VAT incurred 

on inputs used in the production or provision of taxable supplies, they cannot claim 

input tax credits for VAT incurred on inputs related to exempt supplies. 

 

For businesses involved in both taxable and exempt supplies, a partial exemption 

method may be applicable to determine the amount of input tax credits that can be 

claimed. This method considers the proportion of taxable supplies to total supplies and 

allows businesses to claim input tax credits based on the taxable portion. 

 

Proper understanding of VAT exemptions and zero-rated supplies is essential for 

businesses to accurately apply the correct VAT treatment to their supplies. Careful 

consideration of input tax credits and potential partial exemption calculations is crucial 

to ensure compliance with VAT regulations and maximize VAT recovery where 

applicable. 
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By understanding the criteria for VAT exemptions, the concept of zero-rated supplies, 

and the implications for input tax credits, businesses can navigate the complexities of 

the Nigerian VAT system and make informed decisions regarding their VAT liabilities and 

recoverable amounts. 
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SECTION 6: VAT REPORTING AND COMPLIANCE  

Effective reporting and compliance with Value Added Tax (VAT) regulations are vital for 

businesses operating in Nigeria. In this section, we will discuss the reporting 

requirements, deadlines, and procedures for VAT returns, as well as the importance of 

record-keeping, VAT audits, and potential penalties for non-compliance. 

 

6.1 VAT RETURN FILING 

VAT-registered businesses in Nigeria are required to file periodic VAT returns with the 

Federal Inland Revenue Service (FIRS). VAT returns provide a summary of sales, 

purchases, and VAT payable for a specific reporting period. The reporting periods are 

usually monthly or quarterly, depending on the turnover and category of the taxpayer. 

 

6.2 REPORTING DEADLINES  

The VAT return filing deadlines depend on the reporting period chosen by the taxpayer. 

For monthly VAT returns, the deadline is usually on or before the 21st day of the 

following month. For quarterly VAT returns, the deadline is typically on or before the 

21st day of the month following the end of the quarter. 

 

It is crucial for businesses to adhere to the VAT return filing deadlines to avoid penalties 

and ensure compliance with VAT regulations. Timely filing also allows businesses to 

manage their cash flow effectively. 

 

6.3 VAT RETURN PROCEDURES  

The VAT return filing process involves the following steps: 

 

Gathering Transaction Data: Businesses need to compile and summarize their sales and 

purchase transactions for the reporting period. This includes identifying VAT amounts 

charged on sales and VAT amounts paid on purchases. 
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Completion of VAT Return Form: Using the approved VAT return form, businesses enter 

the relevant information, including the sales, purchases, and VAT payable for the 

reporting period. The form may also require details such as the VAT registration 

number, TIN, and business name. 

 

Calculation of VAT Payable: Based on the information provided, businesses calculate the 

VAT payable by applying the appropriate VAT rate to the taxable sales and subtracting 

the input tax credits available. 

 

Payment and Submission: After calculating the VAT payable, businesses make the 

necessary payment to the FIRS. The VAT return form, along with any supporting 

documents, is then submitted to the tax authority within the specified deadline. 

 

6.4 RECORD-KEEPING REQUIREMENTS 

Proper record-keeping is essential for VAT compliance. VAT-registered businesses are 

required to maintain accurate and up-to-date records of their transactions, including 

sales invoices, purchase invoices, VAT returns, bank statements, and relevant supporting 

documents. These records should be retained for a minimum of six years and made 

available for inspection by the FIRS if requested. 

 

Maintaining comprehensive records not only ensures compliance with VAT regulations 

but also facilitates the preparation of accurate VAT returns, enables efficient tax audits, 

and supports evidence in case of disputes or claims. 

 

6.5 VAT AUDITS AND PENALTIES  

The FIRS has the authority to conduct VAT audits to verify the accuracy and compliance 

of VAT returns filed by businesses. VAT audits involve a thorough examination of the 

taxpayer's records and may require the submission of additional documentation and 

explanations. 
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Non-compliance with VAT regulations can result in penalties, interest charges, and other 

enforcement actions. Penalties may be imposed for late or non-filing of VAT returns, 

incorrect VAT calculations, failure to maintain proper records, or deliberate evasion of 

VAT. It is essential for businesses to be aware of the potential penalties and strive for 

full compliance with VAT regulations. 

 

By understanding the reporting requirements, adhering to filing deadlines, maintaining 

proper records, and ensuring compliance with VAT regulations, businesses can navigate 

the VAT reporting process effectively and minimize the risk of penalties or adverse 

consequences. Effective VAT reporting and compliance contribute to the integrity of the 

VAT system and support a transparent and fair tax environment. 
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SECTION 7: VAT ADMINISTRATION AND LEGAL FRAMEWORK  

The administration and legal framework of the Value Added Tax (VAT) system in Nigeria 

are governed by the provisions of the Value Added Tax Act (VATA) and related 

regulations. In this section, we will explore the key aspects of VAT administration, 

including the roles and responsibilities of the tax authority, VAT enforcement, and 

relevant sections of the VATA. 

7.1 ROLES AND RESPONSIBILITIES OF THE TAX AUTHORITY  

The Federal Inland Revenue Service (FIRS) is the tax authority responsible for the 

administration and enforcement of VAT in Nigeria. The FIRS plays a crucial role in 

ensuring compliance, collecting VAT revenue, providing guidance to taxpayers, and 

conducting audits and investigations to detect tax evasion and non-compliance. 

 

The specific roles and responsibilities of the FIRS under the VAT system include: 

 

VAT Registration: The FIRS is responsible for the registration of taxpayers for VAT 

purposes. This includes issuing Taxpayer Identification Numbers (TINs) and VAT 

registration certificates to eligible businesses. 

 

VAT Return Processing: The FIRS receives, and processes VAT returns filed by taxpayers, 

verifying the accuracy of the information provided and calculating the VAT payable or 

refundable. 

 

Collection and Remittance: The FIRS collects VAT payments from taxpayers and ensures 

the timely remittance of the collected VAT to the government treasury. 

 

Audits and Investigations: The FIRS conducts VAT audits and investigations to verify the 

accuracy and compliance of VAT returns filed by taxpayers. This involves examining 
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records, conducting interviews, and taking appropriate enforcement actions when non-

compliance is identified. 

 

Taxpayer Education and Guidance: The FIRS provides guidance and educational 

materials to taxpayers, disseminating information on VAT regulations, compliance 

requirements, and procedural guidelines. 

 

7.2 Relevant Sections of the Value Added Tax Act (VATA ) 

The VATA serves as the legal framework for the administration and operation of the VAT 

system in Nigeria. Some relevant sections of the VATA include: 

 

Section 1: This section provides the legal basis for the imposition and collection of VAT 

in Nigeria. It outlines the scope of VAT, the taxable transactions, and the liability of 

taxpayers to pay VAT. 

 

Section 10: This section establishes the VAT registration requirements, including the 

threshold for mandatory registration and the procedures for voluntary registration. 

 

Section 15: This section outlines the obligations of VAT-registered persons, including the 

collection and remittance of VAT, the issuance of VAT invoices, and the filing of VAT 

returns. 

 

Section 18: This section empowers the tax authority to conduct audits, investigations, 

and inspections to ensure compliance with VAT regulations. 
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Section 24: This section stipulates the penalties and enforcement measures for non-

compliance with VAT provisions, including late or non-filing of VAT returns, incorrect 

VAT calculations, and failure to maintain records. 

 

These are just a few examples of the relevant sections of the VATA. It is crucial for 

businesses operating in Nigeria to consult the complete text of the VATA and seek 

professional advice to ensure compliance with the specific provisions and requirements. 

 

Understanding the roles and responsibilities of the tax authority and familiarizing 

oneself with the relevant sections of the VATA are essential for businesses to navigate 

the VAT administration and legal framework in Nigeria. Compliance with VAT 

regulations and cooperation with the tax authority contribute to a transparent and 

efficient tax system and support the overall economic development of the country. 
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SECTION 8: VAT REFUNDS AND SPECIAL SCHEMES 

Value Added Tax (VAT) refunds and special schemes play a significant role in the 

Nigerian VAT system. In this section, we will discuss the conditions and procedures for 

VAT refunds, as well as special schemes such as VAT withholding, VAT on imported 

services, and VAT on capital goods. 

 

8.1 VAT REFUNDS 

Under certain circumstances, businesses may be eligible for VAT refunds for excess VAT 

paid on purchases or inputs. VAT refunds are typically claimed when the input VAT (VAT 

paid on purchases) exceeds the output VAT (VAT collected on sales). 

The conditions for VAT refunds vary based on the nature of the business and the specific 

provisions of the Value Added Tax Act (VATA). Some common scenarios where VAT 

refunds may be applicable include exports of goods or services, zero-rated supplies, and 

input VAT on capital goods. 

To claim a VAT refund, businesses need to follow the prescribed procedures set by the 

tax authority. This generally involves filing a VAT refund application, providing 

supporting documentation, and meeting specific criteria as outlined in the VATA and 

related regulations. 

 

It is important for businesses to maintain accurate records and retain relevant 

documents to support their VAT refund claims. Timely submission of refund applications 

and adherence to the procedures set by the tax authority are essential to facilitate a 

smooth refund process. 

8.2 VAT WITHHOLDING 

VAT withholding is a special scheme designed to simplify the VAT compliance process 

for certain types of transactions. It requires the purchaser or customer to withhold a 

portion of the VAT payable to the supplier or service provider and remit it directly to the 

tax authority. 
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The VAT withholding scheme applies to specific categories of transactions, such as 

government contracts, construction contracts, and other designated transactions as 

specified by the tax authority. The withholding rate is typically a percentage of the VAT 

payable on the transaction. 

 

By implementing VAT withholding, the tax authority aims to ensure the prompt 

collection of VAT and reduce the risk of non-compliance or evasion. It places an 

additional responsibility on the purchaser or customer to withhold and remit the 

appropriate VAT amount, thereby sharing the compliance burden with the supplier. 

 

8.3 VAT ON IMPORTED SERVICES  

Imported services are services provided by foreign entities to Nigerian businesses or 

individuals. The Nigerian VAT system requires the recipient of the imported services to 

self-assess and remit VAT directly to the tax authority. 

 

Businesses importing services are required to calculate and remit the VAT due on the 

imported services using a reverse charge mechanism. The reverse charge mechanism 

shifts the responsibility for VAT payment from the foreign service provider to the 

recipient of the services. 

 

Imported services include a wide range of services, such as consultancy, technical 

services, professional fees, and software licensing. It is important for businesses to 

properly assess the VAT obligations on imported services and comply with the reporting 

and payment requirements set by the tax authority. 

 

8.4 VAT ON CAPITAL GOODS 

VAT on capital goods refers to the VAT payable on the acquisition or importation of 

assets used for long-term business purposes. Examples of capital goods include 

machinery, equipment, vehicles, and buildings. 
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Businesses are generally required to pay VAT on the purchase or importation of capital 

goods. However, they may be eligible to claim input tax credits on the VAT paid, 

provided that the capital goods are used in the production of taxable supplies. 

 

The input tax credits on capital goods are usually claimed over a period, following the 

guidelines specified by the tax authority. Proper documentation and record-keeping are 

crucial to support the input tax credit claims for capital goods. 

 

Understanding VAT refunds, special schemes, and their associated procedures is 

important for businesses to optimize their VAT position and ensure compliance with the 

Nigerian VAT system. By properly managing VAT refunds, implementing VAT 

withholding where applicable, addressing VAT on imported services, and accurately 

accounting for VAT on capital goods, 
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SECTION 9: VAT CHALLENGES AND CONSIDERATIONS FOR BUSINESSES  

The Value Added Tax (VAT) system in Nigeria presents several challenges and 

considerations for businesses. In this section, we will discuss some of the common 

challenges faced by businesses in relation to VAT compliance, administrative burdens, 

and the impact of VAT on pricing, cash flow, and competitiveness. 

 

9.1 COMPLEXITIES OF VAT COMPLIANCE  

VAT compliance can be complex and challenging for businesses operating in Nigeria. The 

intricacies of VAT regulations, including registration requirements, filing deadlines, and 

the determination of VAT liability, can pose difficulties for businesses, particularly those 

with limited resources or unfamiliarity with the VAT system. 

 

Businesses need to invest time and effort into understanding the VAT laws and ensuring 

compliance with the requirements. This may involve engaging tax professionals, 

implementing robust accounting systems, and establishing internal controls to track VAT 

transactions accurately. 

 

9.2 ADMINISTRATIVE BURDENS 

The administrative burden associated with VAT can be significant for businesses. VAT 

requires businesses to maintain detailed records of transactions, calculate VAT 

liabilities, file periodic returns, and comply with reporting obligations. This 

administrative workload can be time-consuming and may divert resources away from 

core business activities. 

 

To mitigate the administrative burden, businesses can leverage technology solutions 

such as accounting software or engage professional services to handle VAT compliance 

and reporting. Efficient record-keeping, streamlined processes, and effective use of 

technology can help businesses navigate the administrative challenges associated with 

VAT. 
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9.3 IMPACT ON PRICING AND MARGINS  

VAT has a direct impact on pricing and profit margins for businesses. The VAT liability 

incurred on inputs and the ability to claim input tax credits significantly affect the overall 

cost structure and pricing decisions. 

 

Businesses need to carefully consider the impact of VAT on pricing strategies. VAT 

liability needs to be factored into the cost of goods or services, ensuring that the VAT 

charged on sales covers the VAT paid on inputs while maintaining competitive pricing. 

 

Moreover, changes in VAT rates or the introduction of new VAT regulations can impact 

pricing decisions and necessitate adjustments to pricing structures. Businesses need to 

stay abreast of any changes in VAT rates or regulations and proactively evaluate their 

pricing strategies accordingly. 

 

9.4 CASH FLOW CONSIDERATIONS  

VAT has implications for the cash flow of businesses. VAT is collected on sales and 

remitted to the tax authority, often before the corresponding input tax credits can be 

claimed. This time lag between VAT collection and input tax credit recovery can strain 

the cash flow of businesses, particularly those with substantial VAT liabilities. 

 

To manage cash flow effectively, businesses need to forecast their VAT obligations, plan 

for VAT payments, and consider strategies such as optimizing payment terms with 

suppliers and leveraging financing options to bridge any cash flow gaps arising from VAT 

liabilities. 

 

9.5 COMPETITIVENESS AND COM PLIANCE 
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VAT compliance can impact the competitiveness of businesses. Non-compliance with 

VAT regulations can result in penalties, interest charges, and reputational damage. 

Compliance failures can also lead to competitive disadvantages, as compliant businesses 

may have a cost advantage by properly accounting for VAT and claiming input tax 

credits. 

 

Compliance with VAT regulations is not only a legal obligation but also a factor that 

influences business relationships, particularly when dealing with VAT-registered 

customers or suppliers. Businesses that demonstrate a commitment to compliance and 

maintain accurate records are more likely to build trust and credibility in the 

marketplace. 

 

By recognizing and addressing the challenges associated with VAT compliance, 

administrative burdens, pricing, cash flow, and competitiveness, businesses can 

navigate the VAT landscape in Nigeria more effectively. Investing in VAT expertise, 

implementing robust systems and processes, and proactively managing VAT-related 

considerations can help businesses optimize their VAT position, ensure compliance, and 

achieve sustainable growth. 
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CONCLUSION 

 

The Value Added Tax (VAT) system in Nigeria is an essential component of the country's 

revenue generation and economic development efforts. It has evolved over the years, 

with the government making changes to rates, exemptions, and regulations to ensure 

effective tax administration and compliance. 

 

In this comprehensive exploration of the Nigeria VAT system, we have covered various 

aspects, including historical rates, goods and services exemptions, VAT registration, VAT 

compliance, VAT administration, and the legal framework. We have also discussed the 

challenges and considerations that businesses face in relation to VAT. 

 

It is evident that VAT plays a crucial role in the Nigerian economy by providing a reliable 

source of revenue for the government, supporting public infrastructure and services, 

and promoting economic growth. It also places responsibilities on businesses to collect 

and remit VAT, maintain accurate records, and comply with VAT regulations. 

 

Businesses operating in Nigeria need to have a solid understanding of the VAT system 

and its implications for their operations. They must ensure VAT compliance, maintain 

proper accounting systems, and keep up to date with any changes in VAT rates, 

exemptions, or regulations. 

 

Engaging tax professionals, implementing efficient record-keeping systems, and 

leveraging technology solutions can significantly ease the administrative burdens 

associated with VAT compliance. Businesses should also proactively manage their 

pricing strategies, cash flow considerations, and competitive positioning considering 

VAT requirements. 
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Furthermore, collaboration and cooperation between businesses and the tax authority, 

such as the Federal Inland Revenue Service (FIRS), are crucial for ensuring a transparent 

and efficient VAT system. By working together, businesses and the tax authority can 

foster compliance, resolve issues, and contribute to a sustainable and fair tax 

environment. 

 

In conclusion, the Nigeria VAT system is a critical component of the country's fiscal 

framework. Understanding its intricacies, complying with its requirements, and 

addressing the associated challenges are essential for businesses to thrive in the 

Nigerian marketplace. By embracing VAT compliance, businesses can contribute to the 

overall economic development of the nation while safeguarding their own long-term 

success. 
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APPENDIX: 

APPENDIX A: HISTORICAL VAT RATES IN NIGERIA  

Year Standard Rate 

2007 5% 

2012 10% 

2014 5% 

2015 5% 

2020 7.5% 

 

Note: The standard rate represents the prevailing rate of Value Added Tax (VAT) 

applicable to most goods and services in Nigeria during the respective years mentioned 

above. It is important to note that these rates are subject to change based on 

government policies and legislative amendments. 

 

APPENDIX B: LIST OF GOODS AND SERVICES EXEMPT FROM VAT  

 

Basic food items, such as raw agricultural produce, locally produced poultry, fish, meat, 

fruits, vegetables, and grains. 

Medical and pharmaceutical products. 

Educational materials, such as textbooks, exercise books, and educational services. 

Medical services provided by registered medical practitioners. 

Services rendered by community banks, people's banks, and mortgage institutions. 

Plant and machinery imported for use in the export processing zones. 

Machinery and equipment purchased for utilization in the solid minerals sector. 

Services provided by microfinance banks to their customers. 
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Commercial aircraft, aircraft engines, and aircraft spare parts. 

This is not an exhaustive list, and businesses should refer to the Value Added Tax Act 

(VATA) and relevant regulations for a complete and updated list of exempt goods and 

services. 

 

APPENDIX C: RELEVANT SECTIONS OF THE VALUE ADDED TAX ACT (VATA)  

 

Section 1: Imposition and charge of VAT. 

Section 10: Registration of taxable persons for VAT purposes. 

Section 15: Obligations of registered persons, including collection, remittance, and filing 

of VAT returns. 

Section 18: Powers of the tax authority to conduct audits, investigations, and 

inspections for VAT compliance. 

Section 24: Penalties and enforcement measures for non-compliance with VAT 

provisions. 

Please note that this is a brief list of relevant sections of the VATA. It is recommended to 

consult the complete text of the VATA and seek professional advice to ensure 

compliance with the specific provisions and requirements. 

 

APPENDIX D: VAT REGISTRATION CHECKLIST  

 

Completed VAT registration application form. 

Certificate of incorporation or business registration document. 

Memorandum and Articles of Association. 

Taxpayer Identification Number (TIN). 

Proof of address (utility bill, lease agreement, etc.). 
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Bank account details. 

Business owner's identification document (e.g., passport, national ID card). 

Company seal (if applicable). 

Other supporting documents as required by the tax authority. 

Please note that the exact requirements for VAT registration may vary, and it is 

advisable to consult the tax authority or seek professional advice for the most up-to-

date and accurate information. 

 

Disclaimer: The information provided in this appendix is for general guidance purposes 

only and should not be considered as professional tax advice. Businesses are advised to 

consult the relevant tax authorities and seek professional assistance for accurate and 

specific guidance related to VAT registration and compliance. 

 

 

 

 

 

 

 


