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“Due to the 
complexity the 

state-run VAT 
administration 

portends, Nigeria 
risks losing 

foreign direct 
investment as 

non-resident 
companies...”

It is no longer news that the Federal 
High Court in AG Rivers State v. 
Federal Inland Revenue Service 
recently held that the competent 
body to regulate, assess and collect 
Value Added Tax (VAT), is the State 
Government.

It is against the backdrop of this 
judgement that Rivers State and 
Lagos State have enacted their 
respec�ve VAT Laws to regulate the 
administra�on of VAT by their 
re levant  Boards  of  Interna l 
Revenue.

The table below highlights the key 
features of the VAT Laws in 
comparison with the extant VAT 
Act:
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Features VAT Act VAT Law of Rivers State VAT Law of Lagos State

Rate 7.5% 7.5% 5%

Administra�on Federal Inland Revenue 
Service

Rivers State Board of Internal 
Revenue Service

Lagos State Internal Revenue 
Service

Distribu�on of 
Revenue

15% - Federal Government
50% - State Government
35% - Local Government

30% - Local Government
70% - State Government 75% - State government

25% - Local government (on 
deriva�on basis) 

Obliga�on to 
render Returns

21st day of succeeding 
month

21st day of succeeding month 21st day of succeeding month

Dispute Resolu�on 
(Appeal lies to the Federal 
High Court)

Tax Appeal Tribunal
(Appeal lies to the State High 
Court)

Tax Appeal Commission Value Added Tax Appeal 
Tribunal. 
(Appeal lies to the State High 
Court)

P K C / T E C / 2 1 / 0 9 / 1 6 / 0 1 2
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Features VAT Act VAT Law of Rivers State VAT Law of Lagos State

Exempted goods As contained in the 1st 
Schedule to the VAT Act 
(amended by Finance 
Acts 2019 & 2020, and 
VAT Modifica�on Order 
2020) 

Do not cover updated goods 
and services introduced by the 
Finance Acts & VAT 
Modifica�on Order, e.g, locally 
manufactured sanitary towels, 
pads or tampons; tui�on of 
nursery, primary, secondary 
and ter�ary ins�tu�ons, etc.

Do not cover updated goods 
and services introduced by 
the Finance Acts & VAT 
Modifica�on Order, e.g., 
locally manufactured 
sanitary towels, pads or 
tampons; tui�on of nursery, 
primary, secondary and 
ter�ary ins�tu�ons, etc.

Registra�on Upon commencement of 
business

6 months within 
commencement of business or 
law, whichever is earlier.

6 months within 
commencement of business 
or law, whichever is earlier.

Penal�es Up to ₦50,000 Up to ₦100,000 Up to ₦2,000,000

OUR COMMENTS

 

§ Input Tax Recoverability: VAT as we know it, 
is a consump�on tax paid on the value 
added to a taxable item and it is borne by 
the final consumer. Typically, the input tax 
incurred at the point of purchase is 
recovered from the output tax collected at 
the point of sale. However, with the 
development, it is unclear how taxpayers 
who source products or raw materials from 
one state will recover the input tax suffered 
in that state from output tax collected on 
sales of the products in another state, 
especially with the disparity in VAT rates 
across the states.

There are peculiar challenges which may render 
the administra�on of VAT by the States 
unfeasible, some of which include:

§ Rather than a�empt to administer VAT, 
States might consider implemen�ng a 
Goods and Services Tax (GST) regime, as 
obtainable in some jurisdic�ons, albeit 
while aligning the best interests of both the 

The decision of the Federal High Court in AG 
Rivers State v. Federal Inland Revenue Service 
has been a topical issue which has generated 
several discussions in the past weeks. These 
discussions have generally hovered around the 
prac�cability or otherwise of VAT administra�on 
on a state-by-state basis in Nigeria.

§ Import VAT: The States' VAT laws purport to 
collect VAT on imported goods as a 
prerequisite to clearing such goods from 
the port. It will be recalled that the core of 
the dispute as averred by Rivers State, is 
that VAT is not on the Exclusive Legisla�ve 
List and cannot be administered by the 
Federal  Government.  By the same 
a rg u m e nt ,  m a r i � m e  s h i p p i n g  a n d 
naviga�on including ports is listed on the 
Exclusive Legisla�ve List, thus making it a 
ma�er reserved exclusively for the Federal 
Government. Consequently, VAT on goods 

  

state and taxpayers. This eliminates the 
issue of input tax claim, as GST will be 
charged strictly on sales.

§ These have not been considered by both 
Rivers and Lagos States as observed from 
their recently enacted VAT Laws. This 
creates a setback to the progress already 
made and imposes addi�onal burden on 
the taxpayers within the States, especially 
small companies.

§ Recent Developments: Finance Acts 2019 & 
2020 have ushered in major amendments 
to the administra�on of VAT. For instance, 
companies with a turnover of less than ₦25 
million have been excluded from charging 
and collec�ng VAT, exclusion of interest in 
land and building from VAT, expansion of 
exempted items to include tui�on, and so 
on. 

§ Penal�es: The penalty regime contained in 
the States' Laws are steep and puni�ve in 
nature. While River State's VAT Law 
prescribes a penalty of up to ₦100,000 for 
failure to register with its Board of Internal 
Revenue, Lagos State imposes a penalty of 
up to ₦2,000,000 for aiding and abe�ng.

§ Consump�on Tax: The Supreme Court in AG 
Lagos v. Eko Hotels Ltd & Anor has held that 
a State is estopped from concurrently 
charging both VAT and Consump�on Tax. 
Therefore, States which have an exis�ng 
Consump�on Tax law such as Lagos State, 
must first repeal such law, where it intends 
to administer VAT. 

brought in through these ports fall out of 
the purview of the State Governments. 

§ Ease of Doing Business: Due to the 
complexity the state-run VAT administra�on 
portends, Nigeria risks losing foreign direct 
investment as non-resident companies are 
required by the States' VAT Laws to register 
in all the states where it carries on business. 
T h i s  p r o c e s s  i s  c u m b e r s o m e  a n d 
discourages investment, which in turn will 
affect the country's ranking on World Bank 
Ease of Doing Business Index.

For now, we are aware that the Court of Appeal 
has granted FIRS' applica�on for a stay of the 
judgement delivered by the Federal High Court. 
By implica�on, Rivers State Government has 
been ordered to refrain from collec�ng or 
otherwise administering VAT on taxable supplies 
within the State, pending the determina�on of 
the appeal of the substan�ve suit as filed by FIRS.
 

On the other hand, decentralizing the VAT 
administra�on may lead to introspec�on on the 
part of state governments, to harness innate but 
untapped poten�als to build greater capacity for 
revenue genera�on and economic development.

Taxpayers are however implored to always seek 
professional advice, especially in the event of 
uncertain�es, to avoid contraven�on of the law.
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