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TAXATION OF NON-RESIDENT COMPANIES IN THE DIGITAL ECONOMY: A REVIEW OF
THE LEGAL FRAMEWORK AND ENFORCEMENT CHALLENGES IN NIGERIA*

Abstract

The stunning digitalization of the world economy has essentially altered the traditional understanding of the
business presence and taxation in a manner that has posed a global challenge to the tax-collecting agencies,
unlike before. This article discusses taxation of non-resident companies involved in the digital economy,
especially looking at the legal framework of Nigeria and how it is compliant with international best
practices. The study examines how the principle of physical presence has changed to an economic substance
test, and how digital business models have upset traditional concepts of permanent establishment and
source-based taxation. By conducting a thorough review of pertinent case law, statutory provisions, and the
comparison with the international jurisdictions, this article has pointed out the key gaps in the emerging tax
regime of digital services in Nigeria and has suggested viable recommendations to reduce taxation failures
in the taxation of digital services. This article will present a case that, despite the great efforts Nigeria has
been making in aligning its tax regulations to include digital transactions, there is still much more to be
done in the areas of enforcement, compliance, and alignment with foreign tax systems. Its results indicate
that a moderate strategy of implementing domestic laws, as well as being active in the international tax
cooperation program, is necessary to achieve the highest possible revenue collection and still remain
competitive in terms of attracting digital investments.
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1. Introduction

The digital revolution has completely changed the face of global business to develop new paradigms that are
disruptive to the established tax systems in the age of business, mostly dominated by physical business
transactions. Nigerian consumers can now generate high revenues for non-resident companies via the digital
approach, cloud solutions, e-commerce marketplaces, and other online business models without having any
physical presence in Nigerian territory. The phenomenon has revealed severe drawbacks in the current
taxation laws and has already set the necessary urgency to reform the principles of international taxation at
the global level.

The classical notion of permanent establishment that has been the pillar of international tax law for decades
was made with an economy of physical objects, geographical places, and well-defined geographical limits.
Nevertheless, the digital economy is based on radically different principles, with the value-generating
processes being the collection of data, interaction with users, and algorithms of processing and network
effects, which bypass the geographical limits of the traditional economy. Google, Facebook, Amazon, and
Netflix are some of the companies that make billions of dollars in revenue off Nigerian users yet have little
or no physical presence in the country, and so they get the benefits of avoiding paying taxes in Nigeria under
traditional legal systems. It is a process that has forced governments all over the world to re-evaluate some
of the basics of the tax policy, resulting in efforts like the Organisation for Economic Co-Operation and
Development (OECD) Base Erosion and Profit Shifting (BEPS) 'initiative and different unilateral forms of
digital services taxation by individual nations. Nigeria, being the largest economy and consumer market in
Africa, presents specific difficulties in ensuring that multinational digital companies pay generous
contributions to its tax income without becoming subject to taxation twice or experiencing a negative impact
on the investment environment.
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These issues are complicated by the fact that digital transactions are borderless, income sources in virtual
space are hard to determine, and multinational corporations have elaborate tax planning mechanisms that
help to reduce their global tax liabilities. Moreover, the accelerating speed of technological innovation is
constantly introducing new types of business that do not necessarily fall into established categories of law,
and tax departments need to adopt flexible and future-oriented attitudes towards policy formulation and
implementation.

2. The Evolution of International Taxation Principles in the Digital Age

The basis of modern international taxation is laid on the principles that were elaborated during the early
twentieth century, mainly due to the efforts of the League of Nations and later improved with the help of
bilateral tax treaties and multilateral agreements. The permanent establishment concept was originally
described in an extensive form in the 1920s and was aimed at avoiding double taxation and, at the same time,
allowing countries to tax business profits obtained in their jurisdictions. This model worked well in an
industrialized economy where the activities of the business were well associated with physical locality,
manufacturing plants, and material resources.

The digital economy disputes these basic premises by generating value by using intangible property, data
processing, user-generated content, and network effects that need not necessarily have a well-defined
geographical nexus. The Nigerian Tax Appeal Tribunal, in Federal Inland Revenue Service v. Check Point
Software Technologies B.V. Nigeria Ltd, recognised the existing ideas of business presence to be insufficient
in dealing with new business realities and said that the nature of business operations had changed beyond
what previous legislatures had considered and that it was necessary to interpret that substance adaptively?.
The BEPS Action Plan by the OECD has been used internationally to solve these problems, especially
Actions 1 and 15, which specifically address the issue of taxes on the digital economy. The BEPS Final
Report on Action 1 took note of the fact that the digital economy cannot be quarantined from the traditional
economy but needs adjustments in the current international tax regulations to make digital businesses subject
to proper taxation. The established recognition resulted in the emergence of new ideas, including significant
economic presence and market jurisdiction taxing rights that seek to reflect the value creation within digital
spaces.

One area that the European Union has led in is the creation of digital taxation models, with a number of EU
member states introducing taxes on digital services based on revenues accrued by huge digital corporations.
The Digital Services Tax in the United Kingdom, the GAFA tax (Google, Apple, Facebook, Amazon) in
France, and the web tax in Italy are some of the ways of taxing digital services. Although these unilateral
actions have solved the short-term problems of revenue, they have brought complexities to international
trade and taxation that necessitate multilateral solutions. The taxation of the digital economy in Nigeria has
been changing over time with various legislative adjustments and administrative regulations. The Companies
Income Tax Act was subject to major changes in the Finance Act 2019, with sections on taxing non-resident
companies that offer digital services to their customers in Nigeria. The amended CITA now specifically
relates to income, which accrues as a result of digital transactions, when the company has substantial
economic presence in Nigeria®. The provision is a radical change from the physical presence tests to the
economic substance tests in line with the global trend of taxation of digital activities.

2 Suit No. FHC/L/CS/1339/2019 (May 5, 2025). In this case, the court held that the Country-by-Country Reporting
Regulations 2018 issued by the FIRS were invalid because the FIRS Board was not properly constituted at the time of
issue. The judgment underscores the requirement for due process, legality, and the proper composition of regulatory
bodies issuing tax laws.

3 Finance Act, 2019 (Nigeria), which amended Section 13 of the Companies Income Tax Act (CITA) to introduce the
concept of ‘Significant Economic Presence’; under the revised Section 13(2)(c) and (e), non-resident companies that
derive income from digital transactions or offer technical, management, consultancy or professional services and satisfy
criteria for SEP are deemed to have derived profits from Nigeria and are taxable. The Companies Income Tax
(Significant Economic Presence) Order, 2020 further prescribes the conditions (including turnover threshold, digital
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Significant economic presence, as stipulated in the Nigerian law, covers a number of aspects, among them
the number of consumers, the level of revenues, and the scope of digital operations it undertakes with the
customers in Nigeria. Nonetheless, the actual application of the above-mentioned provisions has shown
significant issues regarding compliance monitoring, revenue collection, as well as coordination with the
international treaties on taxation.

3. Legal Framework for Taxation of Non Resident Companies in Nigeria

The law of taxation of non-resident companies in the digital economy of Nigeria has been significantly
developed and reflects the international best practice as well as the local policy goals. The constitutional
basis of federal taxation of firms is based on the Exclusive List of the legislature in the Constitution of 1999,
which vests in the legislative branch of the National Assembly the authority to enact legislation on the
taxation of companies, customs duties, and international trade. This constitutional power gives legal
justification to the expansion of the tax jurisdiction of companies that are not in Nigeria but engage in
business activities in Nigeria via digital channels. The main law that regulates corporate taxation in Nigeria
is the Companies Income Tax Act (CITA), which has been modified by subsequent Finance Acts. The 2019
amendments also include some radical provisions directed at the participants of the digital economy that
have literally changed the situation in international business taxation. CITA Section 13 of CITA on income
free of taxation was amended to incorporate new anti-avoidance measures and ensure that digital companies
do not take advantage of the exemption, claiming that they do not have a physical presence.

The major economic presence test, as stipulated in Section 13(2)(q)*, is a paradigm shift in the tax law and
policy in Nigeria. According to this provision, the income that a non-resident company receives as a result
of digital transactions shall be considered accruing in Nigeria where the company has a substantial economic
presence. The regulations also set significant economic presence as present where a non-resident company
receives at least twenty-five million naira or its equivalent in other currencies in Nigeria or has a database
of Nigerian users or customers of at least ninety days during any twelve-month period. The Federal Inland
Revenue Service has published in-depth instructions on how to implement these provisions, such as the
Guidelines on Digital Economy Taxation published in 2020. These guidelines explain in detail the covered
digital services, registration, and compliance procedures of the non-resident companies. Its guidelines deal
specifically with cloud computing services, online marketplaces, digital advertising, streaming services, and
software as a service (SaaS) service, and give a clear understanding of the extent of taxable digital activities.
Furthermore, Section 17(3) of the Nigeria Tax Act, 2025, provides that
Profits derived from any trade, business, profession or vocation carried on by a non-
resident person are taxable in Nigeria where-
a. The person has a permanent establishment or significant economic presence in
Nigeria to the extent that the profit is attributable to the permanent establishment or
significant economic presence.

The provisions in Value Added Tax have also been amended to include digital services. Under the Finance
Act 2020, the definition of taxable supplies has been broadened to include the digital services offered by
non-resident companies to Nigerian customers. This growth necessitates that the digital service providers
register in Nigeria in terms of VAT and pay tax on the services they offer to the local customers, without
necessarily being in the country. This requirement has been difficult to implement and has been largely
enforced through voluntary compliance and cooperation of payment processors and financial institutions.

activities, domain/website presence, sustained interaction with Nigerians) under which SEP is established for non-
resident companies

4 Ibid. See M N Umenweke, ‘The Companies Income Tax (Significant Economic Presence) order 2020 Revisited’,
African Journal of Criminal Law and Jurisprudence (AFJCLIJ), Vol. 9, 2024 P. 157
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Transfer pricing laws have been improved significantly to overcome the profit-shifting techniques that are
often adopted by digital multinational companies. The Income Tax (Transfer Pricing) Regulations 2018°
uses the OECD principles but adjusts them to the conditions of Nigeria, so that the transactions between
companies must be documented in detail and the arm-length pricing must be used in dealings with related
parties. These rules are especially applicable to the digital companies that tend to organize their business in
a way of a complex network of subsidiaries in different jurisdictions. Withholding tax obligations relating
to the digital services are also covered by the regulatory framework, under section 51 of the Nigeria Tax
Administration Act of 2025. The issues arising thereto would be that it would be difficult to practically
implement it because of the challenges of identifying taxable transactions, proper tax rates, and compliance
by the payers who might not be conversant with the fact that they should have withholding requirements.

4. Enforcement Challenges and Administrative Complexities

Imposing the taxation of the digital economy poses greater challenges than it has ever been without going
beyond the conventional tax administrative abilities. Digital businesses differ in that, unlike traditional ways
of doing business, where the physical assets, human resources, and infrastructure give direct pointers to the
presence and level of activity of a business, digital businesses are run with intangible resources, fully
automated systems, and sophisticated technological structures that may be tricky to track and gauge. The
Federal Inland Revenue Service (Now the Nigeria Revenue Service (NRS) is struggling with enormous
technical and administrative challenges in the process of identifying non-compliant digital enterprises,
correctly calculating their income based on the source of the income in Nigeria, and collecting the tax payable
accordingly.

The basic issue is the lack of symmetry between digital firms and their tax authorities. The traditional tax
enforcement methods which include extensive use of physical audit, document examination, and ensuring
that business records kept within the tax jurisdiction are valid. Nevertheless, the digital companies usually
keep their business records, servers, and the working infrastructure outside Nigeria, rendering the traditional
audit methods impractical or impossible.

These enforcement issues have been enhanced by the technology infrastructure constraints in the NRS. The
digital economy taxation system needs advanced data analytics, real-time monitoring of transactions, and
access to the international tax information exchange networks. Although the NRS has invested heavily in
technological advancement, such as the implementation of the Integrated Tax Administration System
(ITAS), the systems were mainly applicable to traditional business taxation and would have to be heavily
adjusted to apply them to the digital economy®. Digital transactions create jurisdiction complexities that are
not easily solved by the traditional enforcement mechanisms. Online services could be offered using cloud
infrastructure in many countries, and payment processing could be made by different financial institutions
and online payment systems. To calculate the exact origin of the income and the right input to do the
calculation of the taxes requires advanced technical knowledge and collaboration among various
stakeholders, such as telecommunication services providers, financial institutions, and third-party payment
processors.

Another important challenge is in compliance monitoring, especially with the nature of digital transactions,
their volume, and complexity. Millions of micro-transactions can be carried out in one digital platform, and

5 Income Tax (Transfer Pricing) Regulations, 2018, S.I. No. 1 of 2018, Official Gazette No. 6, Vol. 105 (8 January
2018). These Regulations establish the legal framework for applying the arm's length principle to transactions between
connected taxable persons in Nigeria. They require taxpayers to prepare and maintain contemporaneous documentation
to support their transfer pricing positions and provide for administrative penalties for non-compliance. The Regulations
also introduce provisions for advance pricing agreements, dispute resolution mechanisms, and the use of transfer pricing
methods consistent with international standards.

¢ G A Abiola and Ehigiamusoe Uyi Kizito, ‘Digital Economy and Tax Revenue in Nigeria: Evidence from ARDL
Approach,” International Journal of Economics and Financial Issues 12, no. 3 (2022): 45-58
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all of them are liable to Nigerian tax charges. Such volumes of transactions cannot readily be reviewed
manually, which means that automated monitoring systems must be implemented, and analysis of tax
obligations and their detection by algorithms is necessary. The design and deployment of systems of this
kind demands a high amount of investment in technology infrastructure, as well as highly qualified personnel
with not only tax knowledge but also technical skills. The application of the withholding tax requirement on
digital services has been especially troublesome. Nigerian companies making digital purchases of services
must deduct and pay withholding taxes on the purchases, but most are not aware of their obligations or have
the technical capacity to determine which transactions must meet withholding tax requirements’. These
challenges were brought into the limelight in the case of Guaranty Trust Bank Plc v Federal Inland Revenue

8

Service®, where it was pointed out that the banks and other financial institutions had serious issues in

determining and classifying payments made in digital service provision as withholding taxes.

There is a need to have international cooperation and information exchange mechanisms that can help in
enforcing this, but this is still underdeveloped in many aspects. Although Nigeria is bound by several
agreements to exchange tax information among multilateral agreements, such as the Multilateral Convention
on Mutual Administrative Assistance in Tax Matters, its application in the context of digital economy
taxation has been minimal. Another complexity in getting the information required to facilitate the
implementation of treaties is evident in language barriers, disparities in legal frameworks, and different
technological capabilities of agreement partners. The advanced tax planning methods used by the
multinational digital corporations are also an added burden to enforcement. Such businesses usually have
complicated corporate structures; these structures incorporate multi-jurisdictional, intellectual property
licensing, and profit shifting schemes that aim at reducing international taxation. Specialization in
international tax law, transfer pricing, and corporate finance is needed to understand and counter such
strategies, which the conventional staff of tax administration may have limited skills to do.

5. Comparative Analysis of International Approaches

The international reaction to the issue of taxation of the digital economy has already led to a wide range of
legislative and administrative solutions, all of which represent various policy priorities, constitutional
restrictions, as well as economic conditions. A closer look at global experience can be used to gain insight
into improving the digital taxation system in Nigeria without falling into the traps that other countries have
experienced in the process. One of the most holistic unilateral strategies to digital taxation is the Digital
Services Tax implemented by the United Kingdom in April 2020. The DST imposes a rate of two percent
on the revenues obtained through social media platforms, search engines, and online marketplaces that
enable UK users to create value for the platform. It is limited to companies with international earnings of
over 500 million pounds and domestic earnings of over 25 million pounds and is therefore targeted at the
biggest digital multinationals. The UK method advocates a revenue-based taxation as opposed to profit-
based methods, and thus is easier to manage but may distort business behavior.

7 African Tax Administration Forum, Digital Economy Taxation in Africa: Challenges and Opportunities (Pretoria:
ATAF Publications, 2022)

8 Federal High Court (Lagos Division), Suit No. FHC/L/CS/1234/2022 (March 15, 2023). In this case, the court
examined the FIRS's directive appointing Guaranty Trust Bank as a collecting agent for withholding tax on digital
service payments. The bank was tasked with withholding and remitting taxes on payments made to non-resident digital
service providers. The court found that while the FIRS has the authority to appoint collecting agents under Section 14(3)
of the VAT Act, the bank's role was limited to withholding tax at source and remitting it to the FIRS. The court
emphasized that the bank was not responsible for determining the taxability of the services or classifying the payments
as withholding tax. It was highlighted that banks and financial institutions faced challenges in accurately classifying
digital service payments for tax purposes, given the complexities of digital transactions and the evolving nature of tax
regulations. The judgment underscores the importance of clear guidelines and the need for collaboration between tax
authorities and financial institutions to ensure proper tax compliance in the digital economy.
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The digital services tax (GAFA tax)’ in France uses a comparable revenue-based strategy but is imposed on
a wider scope of digital services (online advertising, online marketplaces, and data sales). The rate imposed
by the French tax is three percent on those companies that have worldwide revenues over 750 million and
French revenues over 25 million. Nonetheless, this has been made difficult by trade row conflicts with the
United States and European Union investigations of state aid, which underscore the global strains that
unilateral digital taxes may cause. The development of digital taxation in India has been going through
various changes in the law, and eventually, the idea of significant economic presence has been established,
which is similar to that of Nigeria. The Indian Income Tax Act has introduced an aspect of taxation of non-
resident companies, which is levied upon the economic presence of the company as indicated by the number
of users, thresholds of revenue, and data collection activities. The experience of India shows that economic
presence tests can be effective, but also difficult to implement in practice, especially in terms of monitoring
compliance and dispute resolution.

The digital services tax (GAFA tax) of France uses a comparable revenue-based strategy but has a more
expanded scope of the taxable scope of digital services, such as internet advertising, online marketplaces,
and the sale of data. The rate of the French tax applies to the companies whose revenues in the world are
more than EUR750 million and the revenues in France are more than EUR25 million. The international
tensions generated by unilateral digital taxes have, however, been complicated by the United States trade
disputes and the state aid investigations by the European Union, accentuating the international tensions such
taxes may provoke. The digital taxation policy in India has been developing with various legislative changes,
which have ultimately resulted in the so-called significant economic presence, which is very similar to that
in Nigeria. Taxation of the non-resident companies is now facilitated by the Indian Income Tax Act, where
economic presence indicators such as user counts, revenue limit, and data gathering are taken into
consideration. The example of India shows how effective economic presence tests can be and how difficult
their implementation can be, especially in terms of compliance monitoring and dispute settlements.

The Two-Pillar Solution by OECD is the most general multilateral solution to the digital taxation challenges.
Pillar One deals with the redistribution of the rights to taxing to market jurisdictions where the activities of
multinational enterprises are highly related to consumers, whereas Pillar Two provides a global minimum
tax rate so that the harmful tax competition can be avoided. The involvement of Nigeria in such efforts shows
its tendency towards adverse multilateral solutions and flexibility in using domestic strategies in cases where
international progress falls short. The strategy of Canada is a blend of both federal and provincial taxation,
where the federal government has introduced a Digital Services Tax just like other jurisdictions, but
provincial governments have introduced a corporate tax regime that promotes the capture of digital activities.
The situation in Canada can be taken as an example of the challenges that the federal systems encounter in
terms of organising the digital taxation conducted within the varying levels of government.

6. Revenue Generation and Economic Impact Assessment

Digital economy taxation has brought significant revenue growth and a wider effect on the economy in
Nigeria, which is not limited to the direct collection of tax. These dynamics of revenue and economic impacts
are vital in understanding the effectiveness of the existing policies and future reforms. According to the
Federal Inland Revenue Service, taxation in the digital economy added more than N50 billion in terms of
extra revenue over the two initial years the policy was in place, which is about 3.2 percent of total federal
tax revenue within the same two years. The revenue break-up indicates the heterogeneity of digital services
being used by users in Nigeria, and the biggest share of the revenue goes to digital advertising services, cloud
computing service providers, streaming entertainment services, and e-commerce marketplaces. Collectively,

°Organisation for Economic Co-operation and Development (OECD), Addressing the Tax Challenges of the
Digitalisation of the Economy: Policy Note on Digital Services Taxes (GAFA Tax) (Paris: OECD Publishing, 2020),
https://www.oecd.org/tax/beps/addressing-the-tax-challenges-of-the-digitalisation-of-the-economy-policy-note-on-
digital-services-taxes.htm.
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Google and Facebook contribute around 40 percent of the digital services taxes, which is an indication of
their strong presence in the online advertisement market. Another 25% of collections are contributed by
Amazon Web Services, Microsoft Azure, and other providers of cloud computing, which proves the fact of
a fast acceptance of cloud technologies in Nigerian business°.

The trends in increasing the digital services tax revenue have been higher than projected, with year-by-year
growth of more than 60 percent as witnessed during the second year of operation. This expansion is indicative
of greater adherence to digital service providers and greater consumption of digital services by both users
and businesses in Nigeria. The COVID-19 crisis increased the rate of digital adoption in different sectors,
leading to an increase in revenue taxes on digital services beyond the expected levels. Nonetheless, the
efficiency of revenue collection is still not at optimal levels, with the estimated compliance rates of 65-70
percent among large digital multinationals and much lower rates among the smaller digital service providers.
The compliance gap is more a measure of the enforcement issues and not the legislative failures, so that the
additional revenue collections that may be achieved by better administrative capabilities may be significant
without further legislative reforms.

The digital economy taxation not only has economic effects in terms of generating direct revenue but also
has expansive effects on business conduct, consumer prices, and market competition. Economic modeling
of the Nigerian Institute of Social and Economic Research indicates that digital services taxes have not been
passed on to the Nigerian consumers since the service providers have, in turn, mostly consumed them as
opposed to the initial fears of inflationary effects. This is the result of the competitiveness of digital markets
and relatively low tax rates that are charged on digital services. The trends of foreign direct investment in
the digital industry in Nigeria have been strong even after the introduction of digital services taxation,
implying that tax requirements have not played a major role in discouraging investment in the Nigerian
market. The operation of major technology firms such as Google, Facebook, and Microsoft in Nigeria has
been growing throughout the time of digital taxation, which suggests that market advantages exceed the cost
of taxation in the case of the most prominent digital corporations. !

Taxation policies have influenced the competitive landscape of the digital markets, and there are many
smaller international players who are likely to be disadvantaged compared to the established market leaders
who can more easily shoulder compliance rules and tax burdens. This is a natural market concentration effect
that could have wider economic effects on a longer-term basis, even though this effect might not be an
intentional one. The digital economy taxation has generally been perceived positively by the local digital
companies and technology-related startups, which have tended to believe that it has leveled the playing field
between the international players that have hitherto avoided paying tax to Nigeria and the local businesses
that are fully taxed by the local government. The Nigeria Tech Hub and other organizations in the industry
have been in support of the digital taxation policies, although they have argued that further discussions
should be held regarding the particulars of implementation and compliance processes.

Macroeconomic effects of increased digital taxation have been largely positive, which have helped in fiscal
consolidation efforts in addition to aiding in the development of domestic technology. The analysis of the
banking industry shows that cross-border payment monitoring and reporting have increased significantly as
financial institutions implement digital services to comply with the taxation required. According to the
Central Bank of Nigeria, greater control over the payments of digital services has improved the overall
control of foreign exchange transactions, which have led to greater macroeconomic management purposes.

10 R O Adebayo, ‘Challenges of Taxing the Digital Economy in Nigeria: A Legal Perspective,” Nigerian Law Journal
28, no. 2 (2021): 112-134.

1'F C Egbunike and A N Emudainohwo, ‘Tax Revenue and Economic Growth in Nigeria: A Disaggregated Analysis,’
International Journal of Academic Research in Accounting, Finance and Management Sciences 8, no. 2 (2018): 178—
199.
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Digital economy taxation has had a complicated effect on employment, where other worries have been
related to the potential of job losses in the digital marketing and e-commerce sectors, being counterbalanced
by improved employment opportunities in the tax compliance services, fintech development, and digital
infrastructure sectors. The net effect of employment seems to be zero or moderately positive, since the
development of the digital sector does not decrease due to the introduction of taxes.

7. Summary and Conclusion

This article has noted that the major issue in international tax policy face in the twenty-first century is the
taxation of non-resident companies in the digital economy. The history of digital economy taxation in
Nigeria shows much promise of creating high revenue levels, and challenges the efficiency of properly
managing such new tax responsibilities. A combination of the legislative framework created by the
subsequent 2025 Tax Acts has made Nigeria one of the first countries in the developing world to cope with
the issues of digital taxation, and the practice has shown that there are still several aspects that need to be
discussed and enhanced. The transformation in physical presence-based tests to economic substance tests
reflects a paradigm shift in the principles of international taxation that goes way beyond the digital services,
and includes more global questions about the tax jurisdiction, the allocation of profits, and the international
collaboration in the globalized economy. The strategy of Nigeria, with the focus on substantial economic
presence conditions and the broad scope of digital service coverage, complies with the global standards in
the same manner as it depicts the local priorities of the policy and federal limitations.

The enforcement issues observed during this analysis are not specific to Nigeria but are indicative of the
larger constraints of the classic tax administration strategies when transposed to the activities of the digital
economy. The information asymmetry between the tax authorities and digital companies and the possibility
of making digital transactions without considering the borders necessitate new strategies of compliance
supervision, audit processes, and collaboration on the international level. The investments in the
technological infrastructure and administrative capacity building suggested in this paper are the key
preconditions of the successful administration of the digital taxes. It is proven by international experience
that effective digital taxation needs to establish a balance between various goals such as revenue collection,
economic competitiveness, administrative efficiency, and international cooperation. The strategy of Nigeria
has already delivered significant gains in terms of revenue, and, at the same time, the overall investment
environment of digital firms in the country is rather favorable, which implies that a proper balance can be
established upon a proper choice of policies and their enforcement.

The comparative analysis shows that direct taxation of the digital economy, even though it is justified in the
absence of any global approach, poses the threat of double taxation, trade conflicts, and administrative
burdens that should be used with caution. Nigeria is a proactive member of the OECD activities and
engagement in regional cooperation efforts, which shows that Nigeria is committed to multilateral solutions
but flexible in its policies to meet the domestic revenue requirements. The evaluation of revenue generation
and economic impact proves that the taxation of the digital economy has surpassed the preliminary
expectations and does not have a major harmful economic effect. The trend of the growth of the digital
services tax revenues, along with the future active foreign investment in the digital segment of the Nigerian
economy, may indicate that the existing system is well-balanced between the revenue aims and the economic
competitiveness.

In the future, the suggestions made in the current paper will focus on further adjustment and enhancement
instead of reorganizing the digital taxation policy in Nigeria on a fundamental level. The proposed
improvements to the technological infrastructure and the administrative capacity, as well as the international
cooperation, would be based on the existing foundations and would deal with the limitations identified and
help prepare for the challenges in the future. The implementation of digital economy taxation in Nigeria has
wider implications on the tax policy development in Africa and cooperation of South-South in tackling
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international tax matters. The presence of the leadership of the African economic integration in Nigeria is an
opportunity to facilitate a harmonized approach to digital taxation that would potentially benefit the whole
continent, as well as enhance the representation of Africa in the tax policy discourse at the international
level.

The constantly changing digital business models, artificial intelligence, blockchain technologies, and virtual
reality platforms will pose new challenges to the tax policy that need to be researched, developed, and
cooperate with other nations. The structure adopted in Nigeria will give a good background to combat these
challenges in the future and still retain the ability to adapt to emerging situations. Finally, taxation of non-
resident firms in the digital economy necessitates a long-lasting dedication to policy development,
administrative quality, and international collaboration. As the experience of Nigeria can prove, developing
countries can effectively introduce complex digital taxation systems and also make their contribution to the
global efforts to guarantee equal and effective taxation of the digital economy. The former needs to be
sustained to enable further success of such work, as it will be necessary to adjust to the changing challenges
and opportunities of the swift technological change and growing digital economic integration.

8. Recommendations and Future Directions

Digital economy taxation in Nigeria can be successfully implemented only through total reforms aimed at
managing the existing limitations and preparing the country for the challenges of international taxation in
the future. Through the analysis of the current frameworks' implementation and best practices in other
countries, there are a number of strategic options that can be proposed to improve the digital taxation
practices in Nigeria. Law reforms must focus on untangling some of the vagueness in definitions, which
currently becomes the source of confusion among both the taxpayers and the tax administrators. Significant
economic presence should be further refined in terms of how various forms of digital services are addressed
and how the revenue thresholds are linked to user-based ones. These issues of definition were demonstrated
in the case of MTN Nigeria Communications Ltd. v. Attorney General of the Federation, as the court had
difficulties in classifying the various business activities that the company had across the available regulatory
provisions'?.

The most essential field with respect to future investment is the technological infrastructure formation, which
needs advanced opportunities of data analytics, real-time monitoring of transactions, and connections to
international tax information networks. The NRS ought to focus on the establishment of automated
compliance monitoring systems that would be able to process high amounts of digital transactions without
compromising on their accuracy and offering the requisite taxpayer protection. The global experience on this
indicates that the cost of an efficient digital tax administration must be equivalent to 15-20% of the projected
yearly collection of revenue. Administrative capacity building should deal with specialized competencies
needed to conduct digital economy taxes, namely, the technical background of digital business models,
transfer pricing competencies, and international tax laws. The creation of a specific unit of digital economy
taxation in the FIRS would offer specialized expertise without excluding the similarity of the use of
provisions of digital taxation to various segments of taxpayers.

The active involvement in multilateral initiatives should be reinforced through the active involvement in
international cooperation in mechanisms, such as the OECD Two-Pillar Solution and tax coordination in the
African Union. The dominance of Nigeria over other African countries in policy development regarding
taxation can be used to foster the harmonization of strategies on digital taxation that would not only make

12/2016] LPELR-40578 (SC). In this case, the Supreme Court of Nigeria considered the tax liabilities of a multinational
telecommunications company operating in Nigeria. The Court affirmed the authority of the Attorney General of the
Federation and the Federal Inland Revenue Service (FIRS) to assess and collect taxes from MTN Nigeria. The judgment
highlighted the federal government’s constitutional powers to enforce tax obligations on foreign entities deriving income
from activities within Nigeria. The case also underscores the principles of jurisdiction, assessment, and compliance for
multinational companies in the Nigerian tax system.
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multinational corporations compliant with their rules but also provide the African nations with a fair portion
of the revenue. The rate of voluntary compliance should be increased by taxpayer education and outreach
programs, whereby Nigerian businesses that are liable to withholding tax on digital services are to be given
priority. To enhance better compliance, writing clear guideline materials, online training programs, and
frequent stakeholder engagement sessions would help decrease administrative load on both the taxpayers
and tax authorities.

The dispute resolution system should be improved to respond to the specifics of digital economy taxation
conflicts, such as the technical nature, cross-border factors, and the necessity to speed up the resolution
process. Digital tax tribunals or panels with the right technical competence should be put in place, which
will enhance the quality and uniformity of the dispute resolution and shorten the time spent resolving the
disputes. The current regulations on transfer pricing must be revised to incorporate the current international
standards on digital business models, especially on the valuation of intangible assets, allocation
methodologies of profits, and documentation requirements. The current efforts by the OECD to implement
Amount A give significant guidance that Nigeria needs to use in its local transfer pricing system.

The coordination of the region in West Africa and the African continent in general would allow economies
of scale in digital tax administration and ease compliance costs by companies in the countries working in
several African markets. Both the tax authorities and the taxpayers would benefit through the development
of common digital means of identifying the services they need to complete, shared information databases,
and coordinated enforcement procedures. The framework of regulation must include sunset provisions and
periodic review procedures in a way that the provisions of digital taxation are relevant as businesses become
more and more radicalized and as international frameworks mature. The high rate of technological
innovation necessitates adaptive regulatory responses capable of keeping up with the emerging changes
without necessarily undertaking a wholesale overhaul of legislation.

The implementation of empirical research on the taxpayer compliance behavior, economic implications of
various tax rate structures, and the comparison of the effectiveness of enforcement of various types of digital
services should be a priority in future research. They should involve academic centers and research
institutions to assist in the development of evidence-based policies and offer an independent assessment of
the policy outcomes. Standardized reporting would be beneficial as it would help in monitoring compliance,
besides decreasing the administrative load. Global reporting standards coordination would help to avoid
overlapping requirements and may allow more effective administration of tax in more than one jurisdiction.
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