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Abstract 

The provision for ascertaining loss reliefs in the third tax year of new businesses under the Personal 
Income Tax Act (PITA), 2011 is ambiguous and conflicts with the provisions for determining the 
basis period under other parts/sections/schedules of the Act. This paper investigates the implications 
of the difference with a view to harmonizing the policy of PITA on the subject matter and resolving 
the ambiguities which have given rise to multiple interpretations/ applications with different claims 
for loss reliefs in the Nigerian tax system. Simulated data of the operating results of new businesses 
were generated and the amounts of relieved and unrelieved losses in the third tax year computed 
based on three interpretation approaches using different scenarios of dates of commencement and 
accounting year-ends. The data were analyzed using descriptive statistics, ANOVA and Bonferroni 
Post Hoc test. With F-ratios of 10.187 for relieved losses and 3.030 for unrelieved losses, both being 
significant at 1% level, the study indicates that mean relieved and unrelieved losses for the third tax-
year of new businesses significantly differed among the three approaches applied. Based on 
purposivism theory and rulings in Oputeh v. Ishida (1993), the paper concludes that the applicable 
rule envisaged in S.36(4) of PITA for relieving losses in the third year is S.23(1) as set out in both 
S.24(c) and Paragraph (1)(a) of the 5th Schedule to the  Act. The study therefore recommends that 
S.36(4) of PITA should be reviewed to align the meaning of basis period used therein with the 
definition of basis period in other sections and schedules of PITA. 

Keywords: Personal Income Tax Act, ambiguous provisions, multiple interpretations, Purposivism 
theory, Loss reliefs, basis period, tax administration. 
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Introduction. 

Personal Income Tax Act (PITA), 2011 is the legal instrument guiding the imposition of taxes on the 
earnings of individuals, itinerant workers, communities, families, trustees, and partnerships in 
Nigeria as provided for in sections 2 and 8 of the Act. This Act regulates the ascertainment of adjusted 
income/profits (S.20 and 21), assessable income (S.23 – 29) and total/chargeable income (S.36 and 
37) as well as the procedures for determining the liabilities of any person liable to tax under the Act 
in Nigeria. 

Under section 3 of PITA, tax is chargeable for each year of assessment on the aggregate amount of 
income of every taxable persons’ source inside or outside Nigeria, including gain or profits from any 
trade, business, profession or vocation for whatever period of time such business activities may have 

been carried on. Consequently, taxable persons are statutorily required to render returns on all their 
income arising from all sources to the tax authority for purposes of tax assessment. Tax assessments 
on income of such taxpayers are generally carried out annually and in line with the basis period for 
computing assessable income under Ss.23 to 25 of PITA. The Act also made specific relieving 
provisions in S.36(2) which enables taxpayers who sustain losses in business, which would normally 
be regarded as sources of income, to set off such losses against profits of later years under specified 
rules. These provisions are to ensure that there is uniformity in treatment of income items of 
individual taxpayers and in the amount charged as tax against the income. 

It should be stated that the provisions for determining the basis period for the third-year assessable 
profits/(losses), and the provisions for granting loss reliefs to individual taxpayers who stated 
businesses have not been uniformly adopted in practice by tax instructors and administrators in 
Nigeria (Ariwodola 2000; Tabansi-Ochiogy 2001; Ojo 2009; Nwezeaku 2005; ICAN 2009; Aguolu 
2009 and ICAN 2012). The meaning of basis period for ascertaining the amount of losses sustained 
in business under S.36(4) is ambiguous as it conflicts with the meaning for basis period in other parts 
of the same Act, and this ambiguity creates avenues for multiple interpretations by tax consultants, 
tax administrators and taxpayers under the Act. The observable differences in 
interpretation/application of these statutory provisions could result to inequities and uncertainties in 
tax administration with far reaching consequences on tax compliance, financial health of new 
businesses and government collectible tax revenue. 

It should further be noted that “benevolent presumptions” have generally been adopted in practice to 
circumvent situations of abnormal lengths in basis period and this has led to the application of 
multiple interpretations to S.36(4) of PITA such as the repetitive rule, grossing up rule, aggregations, 
and the PYB of either business or government fiscal year provided in sections 23(1and 2) of the Act 
and thus, wrongly deeming the reference to S.23(2) in S.36(4) to cover subsection 1 of section 23.The 
reference to S.23(2) of the Act covering accounts made up to someday other than the thirty first day 
of December is not sustainable in some scenarios with abnormal basis periods for new business and 
it is equally inconsistent with other clear provisions of income tax laws for determining basis period 
for the third tax year of new businesses in Nigeria. For instance, S.29(3)(c) of Company Income Tax 
Act (CITA), 2007, and Paragraph 1(1)(a) to the Second Schedule of the Act defined the third-year 
basis period of a new business with reference to S.29(1) as a period of twelve months commencing 
on first day of January. Similarly, S.24(c) of PITA and Paragraph 1(a) to the 5th Schedule of the Act 
equally referred to S.23(1) of PITA in defining the basis period for the third-tax year of a new 
business as a period of twelve months commencing on first day of January. Therefore, S.36(4) of 
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PITA which provides for the use of S.23(2) requiring accounts made up to someday other than the 
thirty first day of December as the basis period for computing losses incurred by individuals and 
groups of individuals in trade, business, profession or vocation is ambiguous and inconsistent with 
provisions on the subject in other Parts of the Act. This creates a need for ascertaining the true aim 
of PITA with a view to harmonizing the meaning of the basis period for computing loss reliefs with 
provisions that defined the term in other parts of PITA. The applications of S.23(2) prescribed in 
S.36(4) for the third tax year is not generally realizable/feasible and sometimes yields basis periods 
that are less than twelve months (Nwezeaku, 2005; Simeon, 2009 and ICAN, 2009). On the contrary, 
S.23(1) has been found to eliminate all absurdities in lengths of basis periods in all conceivable dates 
of commencement and  financial year-end of new trades/businesses in Nigeria(Okezie, 2003; 
Ihendinihu, Alpheaus & Onyekachi, 2018; and Alpheaus, Nwaiwu, Nmesirionye, Ibanichuka & 
Ihendinihu, 2018). Accordingly, S.23(1) and S.23(2) of PITA should be interpreted as 
distinct/different provisions relating to two separate year-ends and that any reference by S.24(c) and 
S.36(4) to any one of them cannot be presumed to be a general reference to both.   

Consequently, this paper evaluates the difference between the basis period for ascertaining loss reliefs 
as provided for under S.36(4) of  PITA, and the provisions for determining the basis period under 
other parts of the Act. It also investigates the implications of adopting multiple interpretations of the 
provisions for ascertaining basis period on the loss relief claims by taxpayers to provide grounds for 
harmonizing the policy of PITA on the subject and resolving the ambiguities which have given rise 
to multiple interpretations/applications of basis period for loss reliefs in the Nigerian tax system. 

Basis Period of Assessment 

Every individual who carries on a trade, business, profession or vocation has its financial 
reporting/accounting year-end which may not correspond with the government fiscal year (which is 
1st January to 31st December). To accommodate differences in accounting periods of businesses and 
ensure equity in tax administration, income tax laws provide for common grounds /basis upon which 
taxes would be computed, known as basis period. The basis period is the time period within which 
an assessment is raised/computed on a tax payer for the purposes of establishing the correct amount 
of tax liability in a particular tax year (Ojo, 2003; Nwezeaku, 2005 and Aguolu, 2009). It provides 
feasible and definitive period for tax assessment, and outlines equitable basis upon which differences 
in accounting periods of business entities are resolved and their tax liabilities computed on a common 
ground (Ezejelue & Ihendinihu, 2006). 

Provisions in the Nigerian tax laws, (and in particular, section 23 and 24 of PITA, 2011) indicate the 
existence of two types of basis period that are used to compute the assessable income/losses of an 
individual from his trade, business, profession or vocation under the Act, and they are the Normal 
Basis Period and the Abnormal Basis Period. The Normal Basis Period, otherwise called the 
Preceding Year Basis (PYB) is provided for under section 23(1 & 2) PITA, 2011.  

Section 23(1) of the Act provides that: 

. . . the income of any individual for each year of assessment from each source of his 
income (hereinafter referred to as “the assessable income”) shall be the amount of 
the income of the year immediately preceding the year of assessment from each such 
source, notwithstanding that he may have ceased to possess that source or that the 
source may have ceased to produce income. 
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The year of assessment is interpreted in S.108 of PITA as a period of twelve months commencing on 
first day of January. 

However, section 23(2) of PITA provides an alternative way of maintaining the preceding year basis 
but the rule is only for taxpayers whose accounting year-end is not on December 31.This section 
states that: 

Where the relevant tax authority is satisfied that an individual makes, or intends to 
make up the accounts of a trade, business, profession or vocation carried on by him 
to someday other than the thirty first day of December, it shall direct that the 
assessable income from that source be computed on the amount of the gains or profits 
of the year ending on that day in the year preceding the year of assessment . . . 

Three basic conditions are required to be satisfied before a normal basis period is applied and these 
conditions as reported by Ezejelue and Ihendinihu, 2006; Simeon, 2009; Aguolu 2009 and ICAN 
2012 are that: 

a) The length of the basis period must be equal to twelve(12) months; it should not be more or 
less than twelve(12) months. 

b) It is the only accounting period ending in a preceding tax year – it will have only one 
permanent year-end. 

c) It must have commenced on the day after the last account ended – there should be no 
overlapping or coinciding periods, or gap between the basis periods, hence the next basis 
period must commence on the day immediately after the end of the last basis period – there 
is an element of continuity. 

Where any of the above conditions is not met, the normal basis period cannot be used in computing 
the assessable profits, hence the Abnormal Basis Period will apply. Abnormal Basis Period refers to 
special provisions in tax laws for determining the basis period in circumstances where any of the 
conditions for normal basis of assessment is not satisfied. The four circumstances that give rise to 
abnormal basis period are commencement of a new business, change in government fiscal year, 
change in the accounting date of a business, and cessation of a business. 

The statutory provisions for determining the basis period for any individual in a new trade, business, 
profession or vocation in the first three years of existence are derived from S.24(a – e) of PITA and 
subsections a) to c)are restated here as follows: 

(a)    for the first year the assessable income shall be the amount of the income of that 
year;  

(b)   for the second year the assessable income shall, unless such notice as hereinafter  
 mentioned is given, be the amount of the income of one year from the date of the     
 commencement in Nigeria of the trade, business, profession or vocation;  

(c)  for the third year the assessable income shall, unless such notice as is hereinafter         
  mentioned  be given, be computed in accordance with the provisions of 
section 23(1)    of this Act;     
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Therefore, the basis period for the third year as earlier reported is the year immediately preceding 
the year of assessment, and further interpreted in S.108 of PITA as a period of 12 months 
commencing on 1st January. 

Interpretation Approaches to the Third-Year Basis Period of New Businesses adopted 
in Practice in Nigeria. 

a) PYB of Government Year-end - This approach uses a period of twelve months commencing 
on first day of January of the year immediately preceding the year of assessment. It is the 
government fiscal year-end. Prior to March 31st, 1980, the fiscal year of government was a 
twelve (12) month period from April 1 to March 31st. With effect from 1980, the fiscal year 
of government was changed to start from January 1 to December 31 each year. Thus, 
S.29(1)(a & b) and S.29(3)(d) of CITA provide guidelines for transiting from the old to the 
new government fiscal year-end. The new government fiscal year-end is provided for in 
S.23(1) of PITA and interpreted in S.108 of the same Act as a period of twelve months 
commencing on first day of January. Also, government fiscal year is provided for in S.29(1) 
of CITA, 2007 and similarly interpreted in S.105(1) of CITA as a period of twelve months 
starting from January 1 to December 31. 
 

b) PYB of Business Year-end – This approach uses a period of twelve months ending someday 
other than the thirty first day of December of the year immediately preceding the year of 
assessment. This is provided for under S.23(2) of PITA to cover businesses whose financial 
accounting/reporting year-ends do not align with the fiscal year of government. 
 

c) Repetition Rule– This is a “general practice” rule that uses the one year period from the date 
of the commencement in Nigeria of a trade, business, profession or vocation. The period is 
statutorily provided for under S.24(b) of PITA as the basis period for the second tax year of 
a new business, but applied by many authors and tax administrators (Ojo, 2009; Nwezeaku, 
2005; ICAN, 2009 and ICAN, 2012) to remedy abnormalities in lengths of basis period in the 
third-tax year of a new business. Onochie (2002), while condemning the use of basis periods 
of the second year for the third year of assessment by ICAN, noted that the legal provision 
for the second tax year is specifically provided for in S.24(b) of PITA and that the Act made 
no provisions for this section to be used for the third year of assessment or for any other tax 
year. This general practice neither accurately fixes the letters of the law to its spirit nor 
ascertains the true intentions of the legislature from the words employed in sections 23(1) and 
24(c) of PITA. 
 

d) Grossing-up Rule–This rule is provided for in S.29(3)(d) of CITA for resolving abnormal 
basis period of nine(9) months from April 1 to December 31, 1980 created by the transition 
of government fiscal year in S.29(1)(a &b) of Act. The transitional provisions in S.29(1)(a & 
b) states that:  

. . . in respect of any company which made up its accounts to any date between 
January 1 and March 31, 1980, such that the profits to be assessed to tax: 

a) In 1980 year of assessment, shall be the profits of the period from the 
beginning of the accounting year to 31st December, 1979.  
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b) In 1981 tax year, shall be the profits for January 1 to the end of the 
company’s accounting year in 1980.  

S.29(3)(d) equally states  that:  

if the basis period for the second or third year is the period of nine months 
from 1 April to 31 December, 1980, the profits of that basis period shall be 
grossed-up as if they were the profits of twelve months. 

These provisions cannot be generalized or even be applied to situations outside the year and 
the accounting period specified (that is, January 1 to March 31, and April 1 to December 31, 
1980), neither can the provisions be extended by implication. (see Municipal Council of 
Hinabangan, Samar (1964) G.R. No. L-18924) 

e) Apportionment, Allocation and Aggregation Rule -Protagonists of this rule often base their 
arguments on the provisions in S.30 of PITA, which is substantially the same as S.29(6) of 
CITA. This section states that: 
 

Where in the case of a trade, business, profession or vocation it is necessary, in 

order to arrive at the income of any year of assessment or other period, to allocate 

or apportion to specific periods the profits or loss of any period for which accounts 

have been made up, or to aggregate any such income or loss of any period for 

which accounts have been made up, or to aggregate any such income or loss or 

any apportioned parts thereof, it shall be lawful to make such allocation, 

apportionment or aggregation, and any apportionment under this section shall be 

made in proportion to the number of days in the respective periods. 

 

These statutory requirements for Apportionment of Profits/income are not necessary and legal 

remedies for abnormality in length of basis period in the third tax year. Although Onochie 

(2002) had relied on this provision to allocate twelve(12) month profits to the third tax year, 

it is absolutely unnecessary to rely on this provisions as remedy for abnormality in lengths 

of basis period in the third tax year for two reasons. Firstly, any reliance on the provisions for 

Apportionment of Profits/income to allocate, apportion and aggregate profits must comply 

with express provisions of tax laws in other to be lawful and should never be used as grounds 

for breaching the clear provisions of S.24(c) of PITA. To do so in the third tax year of a new 

business will amount to striving to create ambiguity where none exists, and committing 

illegality while attempting to resolve imaginary abnormality in length of basis period. 

Secondly, the section provides legal backing for resolving complications in basis periods 

where the tax laws specifically provide discretionary rights to either tax payers or the Relevant 

Tax Authority to so apportion. Such situations where S.30 of PITA applies are changes in 

accounting year-ends by either the government or business entities, cessation of 

trade/business, right of election, and in abnormal situations involving complications in 

determining basis period for capital allowances arising from coinciding, overlapping and gap 

in basis period. Therefore it is unlawful and absolutely unnecessary to apply apportionment 

provisions in S.30 of PITA to the clear, definitive and unambiguous provisions in S24(c) 
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which specifically requires the application of S.23(1) of PITA in determining the basis period 

for the third tax-year of new businesses.  

 

Relieved Losses and Unrelieved Losses 

The scheme of the PITA, 2011 is to charge tax on income arising or due to individuals and groups of 
individuals (communities, itinerant workers, families, and trustees) as specified under S.1 of PITA. 
Such income includes the generality of the gains or profits from any trade, business, profession or 
vocation carried out inside or outside Nigeria. If any of these business activities which would 
normally be expected to generate gains/profits, results in a loss, no gain/profit arises and the 
assessment in respect of that year is nil. 

There are, however, special relieving provisions in PITA which enables such individuals that 
sustained losses to set-off the losses against their gains or income in subsequent tax years.  Loss 
reliefs therefore, are special arrangements provided for in tax laws for losses sustained in business to 
be deducted in computing the total/chargeable income of taxpayers in subsequent years under 
specified conditions as provided for under S.36(2)–(5); and provided that such deductions shall not 
be made against the income of the individual after four years– S.36(2)(b)(iv) of PITA. Therefore, a 
loss sustained in a year could be relieved in the year following that in which the loss arose, and any 
unrelieved part thereof is carried forward to the next tax year, and so on, up to a limit of four 
consecutive tax years. Any loss(s) unrelieved at the end of the fourth year is regarded as a terminal 
loss and such a loss is lost to perpetuity.  The proportion of the total loss that is relieved in a tax year 
is regarded as relieved loss and any outstanding loss at the end of any particular year which is carried 
forward against future profits is termed unrelieved loss.  

In determining the basis period for relieving losses sustained by individuals or groups of individuals 
in a trade, business, profession or vocation, regard is hard to the provisions of S.36(2) of PITA. This 
section provides for a deduction of the amount of a loss which the Relevant Tax Authority is satisfied 
has been incurred by the individual in any trade, business, profession, or vocation in the year of 
assessment –ie Actual Year Basis (AYB) as stated under S.36(2)(a), and during any year preceding 
the year of assessment (that is, Preceding Year Basis (PYB) as stated under S.36(2)(b). This means 
that losses incurred by individual taxpayers are relieved either on AYB or on PYB.  

In defining the requirement for relieving losses, S.36(4) clearly states that: 

the loss incurred during any year of assessment shall be computed by reference to the 
year ending on a day in that year of assessment which would have been adopted under 
subsection(2) of section 23 of this Act for the computation of assessable profits for the 
following year of assessment if such profits had arisen.  

It should be noted that S.23(2) of PITA relates to an individual taxpayer who makes up the accounts 
of a trade, business, profession or vocation carried on by him to someday other than the thirty first 
day of December. First, this reference in S.36(4) to S.23(2) of PITA conflicts with other provisions 
for third year basis period under the Act. For instance, S.24(c) of PITA referred to S.23(1) as basis 
period for computing assessable income in the third-tax year of a new trade or business carried on by 
individuals or body of individuals. Paragraph 1(a) to the 5th Schedule of PITA, 2011 also defined the 
basis period for computing capital allowances in the third-tax year of a new trade with reference to 
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the same S.23(1). Therefore, reference to S.23(2) by S.36(4) as basis period for computing the amount 
of losses incurred by any individual or groups of individuals in trade, business, profession or vocation 
creates implementation challenges in certain circumstances where the length of the basis period is 
less than 12 months (Nwezeaku, 2005; Ihendinihu, et. al., 2018), and where the account of the trade 
or business is made up to 31st day of December as provided for in S.23(1) of the Act. In the later case, 
specific reference to S.23(2) of PITA cannot properly be deemed to be reference to S.23(1) of the 
Act since S.23(1) and S.23(2) are distinct from each other  and cannot be interpreted conjunctively. 

In such difficult and doubtful situations, the position of the Courts and Tax Appeal Tribunals become 
a guiding/guarding compass. Thus, in Oputeh v. Ishida (1993) 3 NWLR, the court noted that where 
a word in a statute or legal document is plain, the Court is enjoined to give it its ordinary or popular 
meaning. When however, some difficulty arises in the interpretation of a word in a statute (as is the 
case in S.36(4) of PITA) the court is expected to consider the meaning of the word in relation to the 
aim or policy of the statute or in relation to other parts of the statute and not simply to construe it in 
isolation. Citing Maxwell on the interpretation of statutes in Oputeh v. Ishida, Achike J.C.A. stated: 

The words of a statute, when there is doubt about their meaning are to be understood 
in the sense in which they best harmonized with the subject of the enactment. Their 
meaning is found not so much in a strictly grammatical or etymological propriety 
of language . . . whenever a statute or document is to be construed, it must be 
construed according to the ordinary meaning of the worlds as applied to the subject 
matter with regards to which they are used . . . 

Nowhere in PITA are the words “basis period” used in reference toS.23(2) relating to year ended 
someday other than the thirty first day of December. It is manifest that reading S.24(c) and paragraph 
1(a & b) of the 5th Schedule on one hand, and S.36(4) of PITA on the other, the applicable rules 
envisaged under the Act for determining the basis period can be no other than those set out in S.24(c) 
for S.23(1) of PITA. Thus, S.36(4) which made reference to S,23(2)(that is, the use of preceding year 
ending someday other than the thirty first day of December) as the basis period for granting loss 
reliefs in the third tax year of a new business cannot be read in isolation of the general provisions 
guiding the determination of basis period for assessable profits and capital allowances under new 
business scenario.  

Accordingly, the policy of PITA for determining the third year basis period as reflected in other parts 
of the statutes is as set out in S.23(1) of PITA relating to government fiscal year ending on 31st 
December in the year preceding the year of assessment. This salient point and error has continued 
unnoticed in practice because of the general lack of proper interpretation to the third year basis period 
as provided for under S.24(c) of PITA. Like Aristotle long noted, this error remains an error until it 
is corrected. 

Theoretical Framework 

Brannon (2018) reported of the existence of two predominant theories of statutory interpretation - 
the Textualism and Purposivism theories. The textualism theory focuses on the words of a statute, 
emphasizing text over any unstated purpose. The theory argues that courts should read the words of 
that text as any ordinary member of legislature would have read them.  Textualism theory cares about 
statutory purpose to the extent that it is evident from the text – looking at the statutory structure to 
hear the words as they would sound in the mind of a skilled, objectively reasonable user of words. 
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On the other hand, purposivist theorists (like Henry Hart and Albert Sacks) argue that courts should 
prioritize interpretations that advance the  statute’s purpose,  and thus interpret ambiguous text in a 
way that is faithful to the purpose of legislature and guided by ‘benevolent presumption’ that the 
legislature is made up of reasonable men pursuing reasonable purpose reasonably.  

This paper used the purposivism theory as its framework because the reference in S.36(4) to S.23(2) 
of the Act covering accounts made up to someday other than the thirty first day of December is not 
sustainable in some scenarios with abnormal basis periods for new business and equally inconsistent 
with other clear provisions of income tax laws for determining basis period for the third tax year of 
new businesses in Nigeria. S.36(4) of PITA is ambiguous and should be interpreted to advance the 
purpose of the statute. The provision should best be harmonized with the policy of the statute on the 
subject; and not simply construed in isolation. This is in line with Oputeh v. Ishida (1993) 

Review of Prior Studies 

Until recently, no indebt empirical works appear to have been undertaken to resolve the problem of 
multiple interpretations to the third-year basis period. Many authors merely noted the existence of 
the problem while remaining evasive to the problem or suggested remedies that appear to even 
complicate the problem (Onochie, 2002; Nwezeaku, 2005 and Fagbemigun, 2017).A few others have 
openly declared that the wrong interpretations and applications of the provisions in practice are illegal 
and called for their rejection (Alpheaus, et. al.,2018). Okezie (2003) equally rejected the usage of 
twelve month accounts ending on someday other than 31st day of December in the preceding year 
for the third tax-year, stating that the rules for taxation of new businesses as provided in S.24(c) of 
Personal Income Tax Act (PITA), are specific, simple and non-ambiguous, and concluded that the 
Repetition Rule and Grossing-up Rule should be rejected since they are not the standard of the Act. 

In what appears to be a pioneering empirical investigation of the multiple interpretation saga, 
Ihendinihu, et. al.,(2018) used a combination of case study methodology and literal rule of legal 
interpretation to arrive at the correct and proper interpretation/application of the provisions of Section 
29(3)(c) of CITA 2007 and  Section 24(c) of PITA 2011. The work collected simulated adjusted 
profits of new businesses and computed assessable profits for the third tax-year using three 
interpretation approaches under different scenarios of dates of commencement and accounting year-
end. They used paired sample t-test and ANOVA to test for differences in mean assessable profits 
and found significant differences in mean assessable profits/income computed using the approaches 
adopted. The work concluded that multiple interpretations to the commencement provisions for 
calculating assessable profits in the third tax-year lead to significant disparity in computed assessable 
profits and promote inequity in the distribution of tax burden among taxpayers. The paper 
propounded the Clear Letters Theory and recommends for uniform adoption, the preceding fiscal 
year of government in computing assessable profits in the third tax years of new businesses in 
Nigeria. 

In a similar investigation, Alpheaus, et. al.,(2018) evaluated the effect of different interpretation 
approaches on capital allowances claimable in the third tax years of new companies in Nigeria under 
CITA, 2007.  The paper used a multi stage process in selecting Qualifying Expenditures and scenarios 
of commencement dates with each date assigned three different year-ends to someday other than the 
31st day of December. Six(6) out of the fifteen(15) Qualifying Expenditures listed in tables 1 and 2 
to the Second Schedule of the Act,  were selected and spread in groups of four items across six(6) 
specified scenarios of commencement dates of new companies with each scenario having three 
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presumed year-ends. The selection criterion ensured that every applicable Initial and Annual 
Allowance rates for granting capital allowances under the Act were included.  The four Qualifying 
Expenditure items in each scenario were deemed to have been acquired at specified costs and on 
different acquisition dates. With these simulated data, total capital allowance was computed for each 
of the six commencement scenarios with three year-ends using the three interpretation approaches to 
the third-year basis period for a new business (ie 6 commencement dates by 3 year-ends by 3 
interpretation approaches); giving a total of 54 data points on capital allowances. ANOVA was used 
to test for the significant difference among the three interpretation approaches.  With F-ratio of 59.468 
being significant at 1% level, the results indicate significant difference in mean capital allowances 
computed using the three approaches.  The paper concludes that multiple interpretation to the 
provision for the third year basis period for new companies in Nigeria contravened the principles of 
certainty, equity and equality and recommends for uniform adoption, the preceding year basis of 
government fiscal year as the correct basis period for computing capital allowances in the third tax 
year of new companies in Nigeria. 

The present study extends the investigation on the multiple interpretation problem. The effect of the 
different approaches on relieved and unrelieved losses of new trade, business, profession or vocation 
that are liable to tax under PITA were evaluated in other to ascertain consistency or others of earlier 
investigations. Thus, extensions in methodology and variables used in this study created gaps in 
literature upon which new contributions in knowledge were empirically provided. 

Accordingly, this paper pursued two specific objectives: 

1. To determine whether the mean relieved losses computed using three interpretation 
approaches for the third tax year of new trades or businesses differ significantly. 

2. To ascertain whether the mean unrelieved losses computed using three interpretation 
approaches for the third tax year of new trades or businesses significantly differ. 

Two research hypotheses were equally tested:  

H01: There is no significant difference among mean relieved losses computed using the three 
interpretation approaches for the third tax year of new trades or businesses in Nigeria. 

H02: There is no significant difference among mean unrelieved losses computed using the three 
interpretation approaches for the third tax year of new trades or businesses in Nigeria. 

Methodology 

Comparative research design was adopted for this study. The design was used in comparing three 
different interpretations of sections 24(c) and 36(4) of PITA to determine the effects of the multiple 
interpretation on the tax variables investigated – that is, relieved and unrelieved losses. The three 
interpretation approaches found to be in use in practice in Nigeria are: 

a) PYB of government fiscal year-end (GFYE) –  as provided for under S.23(1) of PITA. 
b) PYB of Business Accounting year-end (BAYE) – as provided under S.23(2) of PITA. 
c) Repetition Rule (RR) – as suggested by some authors and tax practitioners (Nwezeaku, 

2005 and ICAN, 2009). 

In generating the data for computing loss reliefs, simulated adjusted profits/(losses) of twelve (12) 
new businesses were provided for the first four years. Four different commencement dates were also 
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simulated to generate multiple cases/scenarios, and each scenario assigned different year-ends with 
each ending someday other than the 31st day of December – see Appendix 1. Using the data generated, 
the relieved and unrelieved losses for the third tax-years under each scenario were computed for each 
business using the three(3) different interpretation approaches/options; (that is, 12 sets of business 
data by 4 commencement dates each by 3 interpretation approaches); giving a total of 144valid data 
points of relieved and unrelieved losses – see Appendices 2 to 5. 

Descriptive statistics was used to summarize the computed values while Analysis of 
Variance(ANOVA) was used to test for the overall significant difference among the three 
approaches/options. The Bonferroni Post Hoc test was executed to locate the differential effects of 
the different interpretation approaches to the basis period adopted for the third tax-year.  The 
Bonferroni adjustment is considered necessary in other to mitigate the risk of obtaining false-positive 
results/conclusions (type I error) when multiple pairwise tests are performed on a single set of data. 
According to Napierala (2012), the procedure sets the significance cut-off at: 

ᵅ/n, and rejects a null hypothesis if the P-value (P) is less than ᵅ/n. 

Thus, in this study, the Bonferroni procedure involved comparing the means of BAYE and GFYE, 
BAYE and RR, and GFYE and RR, and then comparing the computed P-value of each pair with the 
Bonferroni value derived as the ratio of critical value (5%) to the number of 
approaches/comparisons(n); that is, 0.05/3 = 0.0167. The decision rule is to reject HO if P is less than 
0.0167. 

Results and Discussions 

1. Mean Relieved and Unrelieved Losses. 
 

Table 1 presents the descriptive statistics of the study variables. 

Table 1: Descriptive Statistics of Relieved and Unrelieved Losses under three       
Interpretation Approaches for third-year Basis Period. 

Source: Authors’ computation from simulated financial statement data in Appendix 1. 

Table 1 shows that the calculated mean relieved losses of N27,733.88 under GFYE(Approach 2 
placed the businesses at greater tax advantage than when either the BAYE or RR approaches are 
adopted with mean relieved losses of N15,317.71 and N9,505.88 respectively. Similarly, Approach 
2 (GFYE) yielded the least mean unrelieved losses among the three approaches. With mean value of 
N66,261.98 obtained using GFYE as against N78,344.27 and N89,432.40respectively computed 
under BAYE and RR, the GFYE provides greater tax benefits to individual taxpayers in trade, 
business, profession or vocation in Nigeria.   

Approach/ 
Option 

Relieved Losses Unrelieved Losses  
Mean Standard 

Deviation 
Mean Standard 

Deviation 
BAYE 
GFYE       
RR 

15,317.71 
27,733.88 

9,505.88 

23,898.136 
21,906.543 
13,211.200 

78,344.27 
66,261.98 
89,432.40 

46,985.364 
40,625.170 
50,248.888 
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2. Analysis of Differences among the Mean Relieved Losses Computed Using the 
three Interpretation Approaches. 

The reported differences in mean relieved losses for the third tax-year under the three interpretation 
approaches were equally analyzed and table 2 shows the results. 

Table 2: Analysis of Variance on Computed Relieved Losses under three Interpretation Approaches  

ANOVA 

Relieved Loss 

 Sum of Squares df Mean Square F Sig. 

Between 

Groups 
8323177366.222 2 4161588683.111 

 

 

10.187 

 

 

.000 

Within Groups 57601006672.417 141 408517777.819   

 

Total 

 

65924184038.639 

 

143 

   

Source: Computed with data extracted from Appendices 2 - 5. 

From table 2, the F-value of 10.187 with a P-value of .000 is indicated to be significant at the 0.05 
level.  This implies that the relieved losses computed using the three interpretation approaches 
yielded materially different amounts in the third tax years of the businesses.  

Based on the established significant difference among the three means, we further conducted Post 
Hoc test for pairwise comparison of means of relieved losses using Bonferroni procedure and this is 
shown in table 3.   

Table 3: Multiple Comparisons of Approaches used in Computing Mean Relieved Losses. 

Paired Group 
(Approaches) 

Probability 
(P) 

Bonferroni Value 
(BV) 

Decision 

BAYE & GFYE 
BAYE & RR 
GFYE & RR 

.009 

.483 

.000 

0.0167 
0.0167 
0.0167 

P ˂ BV, Reject HO 
P ˃ BV, Accept HO 
P ˂ BV, Reject HO 

Source: Computed with data extracted from Appendices 2 - 5. 

Table 3 indicates that the P-value of .009 is less than the BV of 0.0167, hence there is significant 
difference in means between the values of relieved losses obtained using BAYE and GFYE 
approaches. Also, the paired comparison between GFYE and RR produced P-value that is less than 
BV, confirming the existence of significant difference in means between the values of relieved losses 
ascertained using GFYE and RR approaches. However, with a P-value of .483 obtained from the 
comparison between BAYE and RR, the mean differences in relieved losses computed under the two 
approaches are not significant at the 0.05 level, indicating that the two incorrect interpretations to the 
third-year basis period (BAYE and RR) yielded results that are significantly different from the one 
obtained using the correct interpretation (GFYE). 
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3. Analysis of Differences among the Mean Unrelieved Losses Computed Using the 
three Interpretation Approaches. 

The paper further investigated the observed differences in the mean unrelieved losses for the third 
tax-year computed using the three interpretation approaches and the results are shown in Table 4. 

 

Table 4: Analysis of Variance on Mean Unrelieved Losses under three Approaches 

ANOVA 

Unrelieved Loss 

 Sum of Squares df Mean Square F Sig. 

Between 

Groups 
12892743943.056 2 6446371971.528 

 

 

3.030 .041

Within Groups 300000041029.938 141 2127659865.461   

 

Total 

 

312892784972.993 

 

143 

   

Source: Computed with data extracted from Appendices 2 - 5. 

The analysis produced an F-value of 3.030 with probability of .041, indicating a significant difference 
among the mean unrelieved losses computed using the three interpretation approaches for the third 
tax year. 

Based on the established significant difference, Post Hoc tests were conducted using the Bonferroni 
procedure for pairwise comparisons of the mean unrelieved losses and the results are summarized in 
table 5. 

Table 5: Multiple Comparisons of Approaches used in Computing Mean Unrelieved Losses. 

Paired Group 
(Approaches) 

Probability 
(P) 

Bonferroni Value 
(BV) 

Decision 

BAYE &GFYE 
BAYE & RR 
GFYE& RR 

.605 

.723 

.045 

0.0167 
0.0167 
0.0167 

P ˃ BV, Accept HO 
P ˃ BV, Accept HO 
P ˃ BV, Accept HO 

Source: Computed with data extracted from Appendices 2 - 5. 

From table 5, the comparisons between the three pairs of approaches indicate that their P-values are 
greater than the Bonferroni value implying that the differences in their means are not significant at 
the 0.05 level. 
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4. Test of Hypotheses 

The two hypotheses formulated for the study are hereby restated and tested. 

H01: There is no significant difference among mean relieved losses computed using the three 
interpretation approaches for the third tax year of new businesses in Nigeria. 

From table 2, the F-value of 10.187 with a P-value of .000 is indicated to be significant at the 0.05 
level. This shows that relieved losses computed in the third-year using the three interpretation 
approaches differed significantly among each other. The study therefore rejects the null hypothesis 
and concludes that there is significant difference among mean relieved losses computed using the 
three interpretation approaches for the third tax year of new businesses in Nigeria. 

H02: There is no significant difference among mean unrelieved losses computed using the three 
interpretation approaches for the third tax year of new businesses in Nigeria. 

The results in Table 4 shows an F-value of 3.030 with probability of .041. Based on this result, we 
reject the null hypothesis and conclude that there is significant difference among mean unrelieved 
losses computed using the three interpretation approaches for the third tax year of new businesses 
in Nigeria. 

5. Discussion of Findings 

The provisions of PITA 2011 for determining the third year basis period for new individual 
businesses in S.24(c) with reference to S.23(1) of the Act is clear and unambiguous. The practice of 
linking any specific reference to S.23(2) as including S.23(1) of the Act is an illegal extension of the 
law and this has created multiple interpretations of the third year basis period for new businesses in 

practice.  However, the reference by S.36(4) to S.23(2)  is inconsistent with related provisions in 
income tax laws for ascertaining the basis periods to be used in computing assessable income and 
capital allowances under both PITA and CITA, all of which are based on PYB of government fiscal 
year provided under S.23(1) and S.29(1) of PITA and CITA respectively.  

Evidence from reviewed works indicate that the application of PYB of BAYE ending someday other 
than 31st day of December for the third tax-year is not generally feasible, realizable and sustainable 
and sometimes leads to basis periods that are less than 12 months.  Evidence in prior studies further 
show that the application of Repetition Rule (Approach 3) as the third year basis period as a remedy 
to the problem created by adopting Approach 1(BAYE) is not the standard of the Act, and to justify 
its use as a general practice obviously runs counter to the true intentions of the legislature. These 
avoidable problems cannot even be remedied by any future amendment to S.24(c)to include a 
reference to S.23(2) as basis period for the third tax-year.  Therefore, to continue the application of 
Approach 1 (BAYE) in practice amounts to perpetuating avoidable problem. 

Results from the present study has shown that computed mean values for relieved and unrelieved 
losses in the third tax year of new businesses differed significantly among the three interpretation 
approaches adopted, with Approach 2 (GFYE) consistently yielding greatest tax advantage to 
individual tax payers in Nigeria. The results of the descriptive statistics in table 1 and the Post Hoc 
tests for pairwise comparisons of the three approaches in table 3 indicate that the two incorrect 
interpretations to the third-year basis period (BAYE and RR) yielded results that are significantly 
different (lower amount of relieved losses) from the one obtained using the correct interpretation 
(GFYE) which had the highest relieved loss claims. Also, the results in tables 2 and 4 have validated 
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findings in the earlier work by Ihendinihu, et. al., 2018 and Alpheaus, et. al. 2018) and strengthened 
the call for a uniform adoption of the correct interpretation (GFYE) a compelling necessity for 
taxpayers, consultants, tax authorities, authors, professional accountancy bodies, and the 
government. This proposition has become urgent since different interpretations and applications of 
the provisions for the third-year basis period in the Nigerian tax system alters the equity and certainty 
principles in tax administration with serious implications for tax burden, tax loyalty/compliance, and 
government collectible tax revenue. 

Summary of Findings 

The results from this study are summarized as follows: 

1. The provisions of S.36(4) of PITA, which referred to S.23(2) of PITA as the basis period 
for relieving losses in the third tax year of new businesses, do not synchronize with other 
provisions for the third year basis period under the Act and lead to absurdity in the length 
of basis periods in certain circumstances. 

2. The GFYE yielded the highest tax advantage to individual taxpayers in terms of enhanced 
loss relief claims and reduced amounts of unrelieved losses to be carried forward against 
future profits. 

3. Possible amendments to S.24(c) of PITA to include a reference to S.23(2) of PITA cannot 
remedy the absurdity and  irreconcilable circumstances where basis periods are less than 
12 months in the third tax-year of new businesses. 

4. The use of different interpretations to the provisions for the third-year basis period leads 
to significant disparity in claims for loss reliefs and increases the risk of losing unrelieved 
losses by new businesses in Nigeria.  

5. Multiple interpretations of the provisions for determining the basis period for the third 
year in PITA have implications on tax compliance by individual tax payers and on 
collectible tax revenue to government.   

Conclusion and Recommendations: 

Multiple interpretation of the provisions to the third-year basis period for new businesses in Nigeria 
contravenes the principles of certainty, equity, and equality for which a good tax system is known, 
and this could have negative effect on tax compliance for new businesses and government collectible 
tax revenue. The paper therefore affirms that the preceding fiscal year of government covering 
January 1 to December 31 is the envisaged aim of PITA in S.36(4), and conclusion provides the right 
basis period for computing assessable profits/(losses), and for relieving losses in the third tax year 
for individuals in new trade, business, profession or vocation under the Act. 

Based on the above findings and conclusions, the paper recommends that: 

1. S.36(4) of PITA, relating to basis periods for relieving losses, should be reviewed to align the 
meaning of basis period used therein with the definition of basis period for determining 
assessable income and capital allowances in other parts, sections, and schedules of PITA. 

2. The preceding year of Government fiscal year (ie period of 12 months ending on 31st 
December in the preceding year) should be uniformly applied {as a consensus interpretation} 
in ascertaining the 3rd year basis period of new businesses in Nigeria for computing assessable 
income, capital allowances and loss reliefs so as to neutralized existing uneven effects of 
multiple interpretations. 
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3. The application of more than one interpretation of the provisions for determining the third 
year basis period under PITA should be avoided to ensure certainty and equity in Nigerian 
tax system. 

4. All levels of Government, the Joint Tax Board, the Chartered Institute of Taxation of Nigeria, 
and other professional accountancy bodies in Nigeria should stimulate regular dialogues 
based on sponsored research works in critical areas of taxation – To identify imbalances in 
tax statutes for greater efficiency in fiscal administration in Nigeria. 

5. Review of existing text books and study manuals on Nigerian Taxation has become 
imperative so as to reflect these interpretations, and thus avoid perpetuating the wrong 
applications. 
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APPENDIX 1: 

SIMULATED RAW DATA FOR COMPUTING 3RD YEAR RELIEVED AND UNRELIEVED 
LOSSES 

 

 

 

 

 

 

 

 

 

 

 

Group Date Started Year-end AP1 AP2 AP3 AP4 AP5 AP6 AP7 AP8 AP9 AP10 AP11 AP12

1 01-07-00 30-Sep

Period to 30/9/01 -14,400 -42,400 -96,000 -78,600 -80,500 -149,500 -140,400 -180,000 -72,000 -70,000 -87,800 -120,500

YE 31/9/02 9,200 28,800 55,000 40,500 28,400 72,600 48,500 96,000 28,000 30,000 23,200 40,200

2 01-04-08 30-Sep

Period to 30/9/08 -220,000 -253,000 -98,000 -135,000 -41,000 -46,500 -39,600 -125,000 -35,000 -155,000 -44,600 -79,800

YE 30/9/09 65,000 46,000 50,000 60,000 18,000 7,700 6,500 17,000 4,000 43,500 19,200 23,400

YE 30/9/10 80,000 53,000 30,500 75,000 10,000 12,000 15,000 25,000 14,500 45,000 20,000 34,000

3 01-05-12 30-Apr

Period to 30/4/13 -32,000 -109,000 -19,000 -172,600 -145,500 -93,500 -85,600 -49,000 -138,000 -49,200 -138,300 -142,600

YE 30/4/14 72,000 28,000 12,500 89,000 56,000 25,000 35,000 24,000 46,000 33,000 49,600 63,400

4 01-06-13 31-Oct

Period to 31/10/13 -64,600 -75,300 -177,500 -244,000 -149,500 -75,200 -139,100 -246,500 -77,850 -138,500 -85,000 -98,500

YE 31/10/14 7,500 22,600 60,000 81,500 63,200 22,000 52,600 90,600 8,500 49,600 26,500 38,000

YE 31/10/15 10,600 25,000 66,000 90,000 75,000 40,000 58,000 88,000 20,000 50,000 38,000 45,000

                                                                  APi = Assessable Profits /(Losses) for ith business entity; with I = 1, 2, 3, . . ., 12
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APPENDIX 2: 

COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 1 
 (Started trade on 01/7/00 with YE September 30th 

 
AP 

BIZ ACCOUNTING YE GOVERNMENT YE REPETITION RULE 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
AP1 0 14,400 2,300 12,100 0 11,520 
AP2 0 42,400 7,200 35,200 0 33,920 
AP3 0 96,000 13,750 82,250 0 76,800 

AP4 0 78,000 10,125 68,475 0 62,880 
AP5 0 80,000 7,100 73,400 0 64,400 
AP6 0 149,500 18,150 131,350 0 119,600 
AP7 0 140,000 12,125 128,275 0 112,320 

AP8 0 180,000 24,000 156,000 0 144,000 
AP9 0 72,000 7,000 65,000 0 57,600 

AP10 0 70,000 7,500 62,500 0 56,000 
AP11 0 87,000 5,800 82,000 0 70,240 

AP12 0 120,500 10,050 110,450 0 96,400 
 

 

APPENDIX 3: 

COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 2 
 (Started trade on 01/04/08 with YE September 30th 

 
AP 

BIZ ACCOUNTING YE GOVERNMENT YE REPETITION RULE 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
AP1 65,000 117,083 68,750 113,333 32,500 182,083 
AP2 23,000 207,000 36,250 193,750 11,500 241,500 
AP3 25,000 48,000 32,625 40,375 12,500 73,000 
AP4 30,000 75,000 48,750 56,250 15,000 105,000 
AP5 9,000 23,000 11,500 20,500 4,500 32,000 
AP6 3,850 38,800 6,850 35,800 1,925 42,650 
AP7 3,250 33,100 7,000 29,350 1,625 36,350 
AP8 8,500 108,000 14,750 101,750 4,250 116,500 
AP9 2,000 31,000 5,625 27,375 1,000 33,000 

AP10 21,750 111,500 33,000 100,250 10,875 133,250 

AP11 9,600 15,800 14,600 20,400 4,800 35,000 

AP12 11,700 56,400 20,200 47,900 5,850 68,100 
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APPENDIX 4: 

COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 3 
 (Started trade on 01/05/12 with YE April 30th 

 
AP 

BIZ ACCOUNTING YE GOVERNMENT YE REPETITION RULE 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
AP1 0 26,000 26,000 0 6,000 26,000 
AP2 0 97,667 18,667 90,333 2,333 97,667 
AP3 0 17,958 9,375 8,583 1,042 17,958 

AP4 0 164,583 66,750 97,833 7,417 164,583 

AP5 0 140,333 42,000 98,333 4,667 140,333 
AP6 0 90,917 18,750 72,167 2,083 90,917 
AP7 0 82,083 26,250 55,833 2,917 82,083 

AP8 0 38,000 18,000 20,000 2,000 38,000 
AP9 0 134,167 34,500 99,967 3,833 134,167 

AP10 0 46,450 24,750 21,700 2,750 46,450 
AP11 0 134,167 37,200 96,967 4,133 134,167 
AP12 0 136,717 47,550 89,167 5,283 136,717 

 

 

APPENDIX 5: 

COMPUTED RELIEVED AND UNRELIEVED LOSSES FOR GROUP 4 
 (Started trade on 01/06/13 with YE October 31st 

 
AP 

BIZ ACCOUNTING YE GOVERNMENT YE REPETITION RULE 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
RELIEVED UNRELIEVED 

c/f 
AP1 7,500 51,475 8,017 43,458 4,375 58,975 
AP2 22,600 35,750 23,000 35,350 13,833 58,350 
AP3 60,000 72,500 61,000 71,500 35,000 132,500 
AP4 81,500 101,375 82,917 99,950 47,542 182,875 
AP5 63,200 38,900 65,167 36,933 36,867 102,100 
AP6 22,000 36,700 25,000 33,700 12,833 58,700 
AP7 52,600 47,050 53,500 46,150 30,683 99,650 
AP8 90,600 87,950 90,167 88,383 52,850 178,550 
AP9 8,500 ,975 10,416 61,059 4,958 71,475 

AP10 49,600 51,700 49,667 51,634 28,933 101,300 
AP11 26,500 38,625 28,416 36,709 15,458 65,125 
AP12 38,000 32,000 39,167 30,833 22,167 70,000 

 

 

 

‘ 


