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Abstract 
This paper discusses various taxation issues relating to sole proprietorship businesses in 
Nigeria. The issues are discussed essentially within the context of sole proprietorship 
businesses operating in Nigeria that are invariably subject to Nigerian income tax laws 
and practices and other statutory rules and regulations that may be legally binding 
therein. Thus, relevant provisions of important tax legislations currently in force in 
Nigeria and some other fiscal and legal issues that have a direct bearing on the activities 
of sole proprietorship businesses operating in Nigeria are highlighted and discussed 
accordingly. 

Introduction 
Tax can be defined as a compulsory levy imposed* by a public authority on the income, capital, profit 

or wealth of an individual, family, community, estate, corporate or unincorporated body, etc. for the public 
purpose (Anyaduba, 1999). 

Taxation on the other hand is the system of raising public revenue through the levying of different 
types, forms and classes of taxes (Musgravc and Musgrave, 1989). !t is usually based on an accumulating body of 
tax legislation which is reviewed and revised from time to time as circumstances dictate. 

A sole proprietorship is a business organization owned and controlled and usually financed by one person 
known as a sole proprietor (Lee, 1999). He may operate the business alone or seek the assistance of some other 
person or persons. Sole proprietorships are usually small or medium sized enterprises, and are the most popular 
form of business organization in Nigeria (Ekpenyong and Nyong, 1992). They abound in most towns and cities 
and even villages across the country. Typical examples are small general provisions shops, bakeries, restaurants, 
barbing and hair dressing salons, boutiques, business centres, mechanic workshops and furniture and cabinet 
designers (Ekpenyong and Nyong, 1992). 

In this paper, we shall be discussing various basic taxation issues that relate to sole proprietorship 
businesses operating in Nigeria. 

Registration of Business 
o 

Every sole proprietor is required by law to register the name of his business with the appropriate 
government Agency, in accordance with the Registration of Business Names Act of 1961 (1961; Laws of Nigeria, 
Cap, 179). The sole proprietor may also be required to state the general nature of the business. Thereafter, the 
enterprise would be expected to obtain a Business Premises Registration Licence on the payment of a prescribed 
fee (renewable annually) from the relevant tax authority of the territory in which it is deemed to be resident. With 
effect from 1st April, 1997 to date (i.e. 2004), the Business Premises Registration and Renewal Levy has 
remained as follows: 
(a) Urban areas as defined by each state: 

Registration: £410,000 (maximum) Renewal: 
£45,000 per annum 

(b) Rural areas: 
Registration: ^2,000 Renewal: £41,000 per annum Source: Taxes and Levies 
(Approved List for Collection), Act. No.2I, 1998. 

Legal Status of a Sole Proprietorship for Tax Purposes 
The sole proprietorship form of business organisation does not have a distinct legal status of its own, 

separate from that of its owner (Lee, 1999). Thus, the business and its owner are regarded as one and the same, 
implying that such an enterprise would be assessed to tax as an individual taxpayer. Any profits arising from the 
business are therefore expected to be declared in the annual tax returns of 
the sole proprietor. 
 
 
 

Imposition of Tax and Income Chargeable 
Any gains or profits arising from the activities of a sole proprietorship shall constitute taxable income 

following their assessment to tax. They shall be assessed to tax on preceding year basis in accordance with Section 
23(1) of the Personal Income Tax Act (PITA) 1993. This implies that the profits that shall be due for assessment 



in any given year shall be those of the year immediately preceding such assessment year. Thus, profits accruing 
in 2003, shall be assessed to tax in 2004 assessment year. Personal income tax would be duly imposed on such 
profits by the relevant tax authority after deducting any statutory annual charges, reliefs and allowances etc. The 
State Boards of Internal Revenue are mainly responsible for the administration and collection of personal income 
tax in Nigeria. The State Boards of Internal Revenue act strictly in accordance with Section 85(A), (B) & (C) of 
PITA 1993, as amended by Act No.31 of 1996. PITA 1993, is thus the principal taxing statute or law that deals 
with personal income tax matters throughout the country. There is also another body known as the Joint Tax 
Board (JTB), which offers advice on personal income tax matters and coordinates various aspects of taxation 
in the country. It also promotes uniformity both in the application of PITA 1993, and in the incidence of tax on 
individuals throughout the country [PITA, 1993 Section 85(l)-(9)]. 

Turnover Assessment 
Where in any year of assessment, a sole proprietorship fails to produce any assessable income or produces 

assessable income which m the opinion of the relevant tax authority is less than ought to be expected to arise 
there from, or the true amount cannot be readily ascertained, it may be assessed and charged on a fair and 
reasonable percentage of its turnover as determined by the relevant tax authority [PITA, 1993 Section 7(1 )(a) & 
(b)]. 

Adjustment of Financial Statements for Income Tax Purposes 
The sole proprietor is expected to prepare financial statements at the end of each financial year in 

respect of his business activities. The financial statements usually required for this form of business enterprise are 
the Profit and Loss Account and Balance Sheet. These financial statements are submitted to the tax authorities 
who examine them and thereafter determine the enterprise's tax liability. The net profit (or loss) figure stated in 
the Profit and Loss Account of the enterprisers statutorily adjusted in accordance with the rules for determination 
of taxable profits, specified under Sections 21,22 &23 of PITA 1993. These definite rules ensure that a reasonably 
equitable distribution of the burden of income tax is attained. The general principle, is that only revenue profits (as 
distinct from capital profits) are assessable to income tax. Capital profits are subjected to capital gains tax. Also, 
only expenses incurred wholly, reasonably, necessarily and exclusively for the purpose of the business, and which 
are not of a capital nature are allowed for tax purposes. Capital allowances are granted in lieu of depreciation 
which is a disallowable expense. The emerging figure following the statutory adjustment of the enterprise's Profit 
and Loss Account is referred to as Adjusted Profit. 

An Adjusted Profit pro-forma is provided below: 

Table I: Adjusted Profit Computation Proforma 

Sole Proprietorship Computation of 
Adjusted Profit For Year Ended 31 
December... 

N N 
Net Profit per Accounts xx 
Add back: Disallowable items - 

Depreciation xx 
Loss on sale of fixed assets xx 
General provision for bad debts xx 
Other expenses (not allowable) xx xxx 

xxx 

Less: Allowable items - 
Profit on sale of fixed assets Interest on capital employed Others         

Adjusted Profit 
  



Less: Allowable items - 
Profit on sale of fixed assets 
Interest on capital employed 
Others 

Adjusted Profit 

Best of Judgment Assessment 
It is pertinent to note that the elaborate procedure put in place by the tax authorities for 

adjusting the profit figure of a sole proprietorship business, can only be effectively undertaken if 
relevant financial statements (such as the Profit and Loss Account and Balance Sheet) are actually 
submitted to the tax authorities. In the absence of such financial statements, the tax authorities may 
apply ail arbitrary procedure known as "best of judgment assessment" in accordance with section 
53(3) of PITA, 1993. This involves the tax authorities using their own initiative to determine the 
enterprise's statutory taxable income. 

Personal Income Tax Rate 
Income tax is payable on the profits accruing to a sole proprietorship business on the basis of 

progressively graduated tax rates contained in the sixth schedule to PITA 1993 (see current tax rate 
table below). 

 
For every naira above £4160,000 at 25%. 
Source: 2001 Federal Budget. 

Special Rules Applicable on the Commencement of a New Business 
The profits generated from the first year of activities of a sole proprietorship business and the ' 

next two years  following shall  be ascertained  on  a special basis  in  accordance with  
Section 24(a),(b),(c),(d) & (e) of PITA 1993. 

For the first year of assessment, the assessable profits shall be the actual profits generated 
from the date of commencement of the business to 31st December following. 

For the second year of assessment, the assessable profits shall be the amount of the profits of 
one year from the date of commencement of the business, unless a notice is given in writing to the 
relevant tax authority within two years after the end of the second year. The notice shall request that 
the assessable profits for both the second and the third years (taken together) be adjusted to the actual 
profits of those respective years. 

For the third year of assessment, the assessable profits shall be the amount of the profits of 
the year immediately preceding the year of assessment, unless a notice is given in writing to the 
relevant tax authority within two years after the end of the second year. The notice shall request that 
the assessable profits for both the second and the third years (taken together) be adjusted to the actual 
profits of those years. 

The notice can however be revoked within one year from the end of the third year of 
assessment by giving another notice in writing to the relevant tax authority, in which case the 
assessable profits for both the second and the third years shall be computed as if the notice had never 
been given. 

For the/owrr/7 and subsequent years of assessment, the assessable profits shall be the amount 
of the profits of the year immediately preceding the year of assessment  

Tax Payers Right of Election on Commencement 
As stated earlier the new business has a right of election for the second and third years taken 

together. Thus, it could opt to be assessed either on the normal basis or on the actual basis, which 
would imply taking the aggregate of the actual profits generated in the second and third years 
respectively. The enterprise would quite naturally only opt for an election for the second and third 

 
 



years taken together if it would be beneficial to the business (i.e. if it would lessen its tax burden). 

Special Rules Applicable on the Permanent Cessation of a Business 
An on-going sole proprietorship business shall be assessed to tax on preceding year basis. 

However, if the business ceases its activities on a permanent basis, then any profits accruing to it for the 
last two years of assessment shall be ascertained on a special basis in accordance with Section 
25(a)&(b)of PITA, 1993. 

For the year of assessment preceding that in which the cessation occurs (i.e. the penultimate 
year), the assessable profits shall be either - 

(a) The actual profits for the year; or 
(b) The profits of the preceding year, whichever is higher. 

For the year of assessment in which the cessation occurs (i.e. the ultimate year), the assessable 
profits shall be the amount of the profits of that year. In other words, the amount of the profits 
accruing from the 1st of January of that year to the date of cessation. 

Note: 
The power to revise the assessment of the penultimate year is the exclusive right of the 

relevant tax authority. This is in contrast to the rules applicable on the commencement of a new 
business in which the option to revise the assessment of the second and the third years respectively 
lies with the taxpayer. 

 

Change of Accounting Date 
On the commencement of a new business, it is the responsibility of the sole proprietor to 

choose a convenient date to which to make up the annual financial statements of his business. The date 
chosen should thereafter be maintained on a regular basis. However, if there is a genuine reason for such 
date to be changed, then the relevant tax authority shall compute the assessable profits for the year in 
which the change occurs and the next two years following on such basis as it may in -its discretion 
deem fit [PITA, 1993 Section 23(3) & (4)]. What usually obtains in practice however, is that the 
relevant tax authority will compute the profits of the business seeking the change, over a three-year 
period, using the old and new accounting dates respectively, and then compare the aggregate profits, 
and opt for the higher of the two [PITA, 1993, Section 23(3) & (4)]. 

Loss Relief 
This is a form of tax relief granted to any enterprise that incurs a loss in its business activities, in 

order to reduce its tax burden. Where a sole proprietorship incurs a loss in any given year of 
assessment, its assessment for tax for that year shall be nil. Under such circumstances it may be 
granted a loss relief whereby it can off-set such loss against profits from other sources or from future 
profits. There are two types of loss reliefs that may be granted to a sole proprietorship business, as 
specified under Section 36(2), (3), (4) & (5) of PITA, 1993. They are as follows: 

Current Year Loss Relief 

The first type is current year loss relief, which is granted in respect of losses incurred by a business 
during a given year of assessment. It is obtained by setting-off losses incurred during an accounting year 
against profits from other sources that would otherwise be assessed to tax in the year in which such 
accounting year ended. In this respect, the accounting year is treated as being co-terminus with the 
assessment year (i.e the loss of the accounting year is treated as if it were a loss incurred in a tax year). 
Any loss that is unrelieved in the accounting year in which it was incurred, shall be available for 
carry-forward loss relief in subsequent years. A written claim must be made to the relevant tax 
authority within twelve months following the year of assessment in which the loss was incurred for 
the relief to be granted [PITA, 1993, Section 36(2) (a) & (b)]. 

Further Explanation of Current Year Loss Relief 
We shall use a hypothetical case to try and explain further, how the current year loss relief 

operates in practice. 
Let us assume that Mr. F.A. Disu a Benin-based entrepreneur owns and operates three 

small-scale business ventures namely, FAD Bakeries, FAD Business Centre and FAD Restaurant. 
These business ventures are collectively referred to as FAD VENTURES. For the accounting years 



ended 31st December, 2001 and 2002 respectively, the adjusted profits (losses) of the three businesses 
were as follows: 

31/12/2001 31/12/2002 

 

The computation of the tax assessment of FAD VENTURES for 2002 year of assessment 
would be undertaken as follows: 

Profit from FAD Bakeries 
Profit from FAD Restaurant 

Deduct: Loss from FAD Business Centre (current year loss relief) 
Unrelieved loss c/f Assessment 

Points to Note 
(i) The loss of Nl,560,000 incurred by FAD Business Centre in the accounting year ended 31st December 

2002 was partially offset by profits from other sources (i.e. FAD Bakeries and FAD Restaurant 
respectively). The off-set was obtained via current year loss relief. 

(ii) The balance of the loss (i.e. $460,000) which was unrelieved in the 2002 assessment year, would 
qualify for carry-forward loss relief in 2003 assessment year. 

(iii) Such unrelieved loss can only be relieved in the future, from profits generated solely by FAD Business 
Centre which originally incurred the loss. 

(iv) The practical implication of the current year loss relief as applicable in this hypothetical case is that the 
assessment for 2002 assessment year would obviously have been determined and payment probably made 
by the taxpayer, prior to the emergence of the Wl,560,000 loss. The assessment would therefore have to 
be re-visited and re-computed in the light of such loss. 

The rather cumbersome nature of the application of the current year loss relief in practical terms seems 
to be responsible for its low patronage by Nigerian sole proprietors, in terms of putting up claims for it 
(Anyaduba: Field Survey, 2003). 

Carry Forward Loss Relief 
The second type of loss relief is known as carry-forward loss relief. It is granted in respect of losses 

incurred by a business that were not off-set in the year that they were incurred due to the unavailability or 
insufficiency of profits. It is obtained by deducting unrelieved losses brought forward, from profits generated 
by the business that originally incurred such losses. Unrelieved losses incurred by any business other than those 
engaged in agro-allied activities must be fully relieved within four years or else they would statutorily lapse 
[PITA, 1993, Section 36(2)(b) & (3)]. 

Capital Allowances 
Capital allowances are a form of tax relief granted to a sole proprietorship in respect of capital expenditure 
incurred on fixed assets employed for the purpose of the business. They are granted in lieu of depreciation 
which is a disallowable expenditure for tax purposes. Capital allowances are deductible from the assessable 
profits of a sole proprietorship in order to arrive at its total profits. Capital allowance claims by sole 
proprietorship businesses other than those engaged in agro-allied activities are restricted to 662/3% of their total 
profits (Refer, Fifth Schedule to PITA 1993). 

Returns 
Every sole proprietorship that is liable to income tax for a year of assessment is obliged by law to 

complete and file an income tax Return Form with the relevant tax authority of the territory in which the sole 
proprietorship business is deemed to be resident on the first day of the year of assessment. Duly completed 
Return Forms should be filed with the relevant tax authority within 90 days from the commencement of each year 
of assessment [PITA, 1993, Section 41(1), (2) & (3)]. 

 



Apart from the submission of a duly completed and signed Return Form, to the relevant tax authority, the 
sole proprietorhip may also be required to submit other documents such as a Profit and Loss Account and 
Balance Sheet as well as a statement of capital allowance claims. The sole proprietor would also be required to 
submit a statement of claims in respect of his personal reliefs and allowances and thereafter sign a declaration that 
the Return Form contains a true and correct statement of his income and that all particulars contained therein are 
true and complete. 

Filing of Self-Assessment Returns 
The self-assessment scheme was introduced in Nigeria in 1991. Under the scheme a taxpayer is expected 

to undertake his own assessment and determine his tax liability. The scheme is currently optional in Nigeria for 
the sole proprietorship form of business organization [PITA, 1993, Section 44]. 

Bonus for Early Filing of Self-Assessment Returns 
Any sole proprietor who files a self-assessment Return within the stipulated time of six months from 

the end of the accounting year of his business, shall, if there is no default in the payment arrangement, be granted 
a bonus of one percent of the tax payable [PITA, 1993, Section 44A]. 

Filing of Incorrect Returns 
Any sole proprietor who makes an incorrect return by omitting or understating any income liable to tax 

or gives incorrect information on any related matter shall be guilty of an offence and liable on conviction to a 
fine often percent of the correct tax and double the amount of tax which has been undercharged in consequence of 
the incorrect return or information [PITA, 1993, Section 87(l)(a)&(b)j.  

Assessment 
An assessment is a process whereby the taxable income or profits of a taxpayer are ascertained. A 

sole proprietor may be assessed to tax by the tax authorities on the basis of his filed Return Form or he may opt 
to carry out his own assessment under the self-assessment scheme. To ensure that the self-assessment scheme is 
not abused or unduly exploited, selective tax audits are carried out on sole proprietorship businesses on a regular 
basis by the tax authorities. 

Appeals 
Any sole proprietor who feels aggrieved with an assessment and who had earlier sought an amendment 

which was not granted by the relevant tax authority may appeal against the assessment within thirty days from 
the date of service of the notice of refusal to amend the assessment [PITA, 1993, Section 60]. A Body of Appeal 
Commissioners is usually appointed by the government with jurisdiction to hear the appeal against an assessment. 

Where the sole proprietor is dissatisfied with the decision of the Appeal Commissioners, he may appeal 
against the assessment and the decision, to the High Court on giving notice in writing to the relevant tax 
authority within thirty days after the date on which the decision was given [PITA, 1993, Section 64(1)]. 

An appeal against the decision of a judge shall lie to the Court of Appeal and thereafter to the 
Supreme Court: 

(a) At the instance of the taxpayer, where the decision of the judge is to the effect that tax 
chargeable on the taxpayer for the relevant year of assessment exceeds four hundred naira; 
and 

(b) At the instance of or with the consent of the relevant tax authority, in any other case [PITA, 
1993, Section 64(1! )(a) & (b)]. 

Payment Procedure 
Income tax charged by an assessment which is not or has not been the subject of an objection or appeal 

shall be payable, after the deduction of any amount to be set-off for the purpose of collection, or any amount 
deposited against the tax, at the place stated in the notice of assessment within two months after the dale of 
service of that notice [PITA, 1993, Section 67(1 )(a) & (b)], 

Collection of income tax in a case where notice of an objection or an appeal has been given by or on 
behalf of a sole proprietor shall remain in abeyance until the objection or appeal is determined. On the 
determination of the objection or appeal, the relevant tax authority shall serve a notice on the sole proprietor of 
the tax chargeable as so determined, and that tax shall be payable within one month of the date of service of the 
notice [PITA, 1993, Section 67(2) & (3)]. 

Where the sole proprietor opts for the self-assessment scheme in which he carries out his own assessment, 
he would be expected to write out a certified bank cheque in favour of the relevant tax authority for the amount of 



tax due and submit it together with other related documents to the designated tax office. 

Penalty for Non Payment of Income Tax 
Any tax that is not paid within the prescribed period shall attract a penalty equal to the sum of ten percent 

of the unpaid amount [PITA, 1993, Section 75(1), (2), (3) & (4)]. 

Interest for Late Payment of Income Tax 
The tax due from a sole proprietorship business shall carry interest at bank base lending rate from the date 

when the tax becomes payable until it is paid [PITA, 1993, Section 76]. 
- 

Summary and Conclusion 
This paper discusses some basic taxation issues that relate to sole proprietorship businesses operating in 

Nigeria. It also highlights some of the income tax laws and practices and other statutory rules and regulations that 
impact directly on sole proprietorship businesses operating in Nigeria. 

Hopefully, the paper will serve as a brief tax guide for both potential and existing sole proprietorship 
businesses, as well as tax administrators and practitioners. 
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