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Well, it seems this number is still not enough
going by the 9-page Bill currently at the
National Assembly described as an Act to
establish a National Security Tax Fund. The Bill
is said to seek new means by which the security
agencies can receive extra funds in addition to
the existing federation allocation in order to
make the agencies more efficient in ensuring
safety of lives and property throughout the
federation.

What else does the Bill contain?

Section 1(2) provides for a 5% tax on goods and
services to be charged by companies registered
in Nigeria. Interestingly subsection 3 of the
same section provides that the tax shall be
charged on the assessable profits of a company
registered in Nigeria.

Section 2 says the Federal Board of Internal
Revenue shall assess and collect the tax. The
FIRS is required to assess a company for the tax
when assessing for Companies Income Tax and
Petroleum Profit Tax. The tax is due within 60
days of assessment.

A fund will be established to be managed by a
board of trustees under section 4. The funds will
be allocated 35% to the Nigerian Police, 25% to
Nigerian Prisons, 15% to Nigerian Civil Defence,
15% to State Security Service and 10% to
Nigerian Fire Service.

There is a penalty of 15% for default and every
director, partner, manager and even secretary
of a defaulting company will be liable to
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N500,000 or 3 years imprisonment for a first
offence while subsequent violations will attract
a fine of N100 million or 5 years imprisonment
or both.

So what’s wrong with the Bill?

The fundamental issue with this Bill is that a
new tax is unnecessary to address insecurity in
Nigeria. The tax will place an additional burden
on companies especially in these difficult
economic times. Rather than ask questions
about how the over N4.6 trillion allocated to
national security over the past 5 years has been
spent, the lawmakers are seeking to throw more
money at the problem. If you pour water into a
leaking bowl and find that it fails to retain any,
then the solution cannot be to pour more water
but to fix the leakage and then figure out if more
water is needed.

Beyond this fundamental question of whether a
new tax is needed, the proposed law is
materially inconsistent with existing tax laws
and contains significant internal conflicts
between sections of the Bill itself. These include:

1. What should we call the Act? Section 1
imposes a National Security Tax to be
allocated to various agencies listed under
section 7 while section 16 says the act is a
Police Tax Act.

2. What exactly is the tax base? Section 1(2)
imposes the tax on goods and services while
subsection 3 of the same section says the tax
shall be charged on assessable profits.

3. Problem of definition. The Bill includes
partners in the list of punishable persons
when it only covers registered companies
rather than partnerships. Perhaps partners
refer to business partners. Also, the
interpretation section refers to the FIRS
established by the Income Tax Management
Act (this was enacted in 1961 and repealed
in 1979). In fact, the current FIRS
Establishment law was enacted in 2007.
Perhaps this Bill belongs in the sixties.

4. Scope and coverage - which goods and
services are covered? Will it be all goods
and services including those that are usually
not taxed such as basic food items,
educational materials, medical services and
exported products? If yes, what will be the
impact on the people in view of the current
economic climate?

5. Purpose and ambiguities regarding
utilisation of the funds. It is not clear why

for instance the benefiting agencies exclude
the Nigerian Army but includes Fire Service.

6. Inconsistency with National Tax Policy
which frowns at imposition of more direct
taxes and introduction of earmarked taxes.

7. What is the reasoning behind the taxable
persons under the Bill? Taxing only
registered companies in Nigeria will
effectively push more businesses to the
informal sector and discourage non-
resident companies from registering in
Nigeria.

8. Who bears the tax? Will the tax be borne by
companies or passed on to consumers? Will
the tax be deductible against corporate
income tax? How will this affect the revenue
accruing to the federation account for
allocation to the three tiers of government?

9. Negative impact on businesses and
investment. The tax will increase the
number of taxes a company needs to pay,
and further complicate tax compliance at a
time when the country needs to encourage
voluntary compliance.

10. Any by the way, the proposed law is to
prevail in the event of any inconsistency
with other laws including the Companies
Income Tax Act and the Petroleum Profit
Tax Act. This is a major concern given the
various shortcomings in the drafting of the
Bill.

The way forward

Countries around the world are vigorously
looking for ways to lower their tax rates and
simplify tax compliance. Unfortunately Nigeria
seems to be moving in the opposite direction.
There is also a proposal to increase education
tax from the current 2% of assessable profit
generating about N400 billion annually to 4%.
Proponents of the increase argue that more
funds will help raise the standard of education
in Nigeria. This argument defies logic given that
a number of Nigerian universities were in the
top 1000 in the world before the introduction of
the tax in 1993 while in 2015 there is no
Nigerian university in the top 1000. Again, the
solution cannot be more funds.

We cannot address multiplicity of taxes by
introducing new ones. Conventional wisdom
suggests that if you are in a hole you should stop
digging.

Regarding the planned re-introduction of
highway tolling, there should be robust controls
and structures in place to prevent leakages and



ensure the funds are used for the intended
purpose. It may be more effective to impose the
levy on petrol and diesel which will be easier to
assess and more efficient to collect although it
may be more politically difficult to impose.

Overall, we should focus on expanding the tax
net and not raising rates or introducing new
ones. Government’s role is to allocate its scarce
resources from existing sources as best as
possible to the various competing needs rather

than the simple solution of introducing a new
tax for each area of need.

To curb this trend, there should be a framework
to ensure that any new tax Bill aligns with the
National Tax Policy. While it is difficult to stop
different levels of government from imposing
taxes, the Constitution should be amended to
limit the maximum number of tax by each level
of government to a certain number, say 10.
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