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Abstract

Nigeria’s proposed tax reform bills mark a significant shift in the country’s fiscal policy, aiming to modernise the tax system,
enhance revenue generation, and promote fiscal equity. These reforms introduce progressive tax rates, a derivation-based VAT
distribution system, and measures to regulate the growing digital economy. While the reforms have the potential to stimulate
economic growth, they also present substantial risks to tax compliance, which could hinder their successful implementation.
These risks, particularly from an auditor’s perspective, include challenges in navigating complex tax provisions, preventing tax
evasion, and ensuring accurate VAT allocation.

This paper evaluates these compliance risks by examining the perspective of auditors responsible for overseeing the reforms.
The aim of the study is to explore the challenges auditors face in implementing the new tax framework, identify key compliance
risks, and propose strategies to mitigate these risks. A qualitative research methodology is adopted, involving in-depth
interviews with tax professionals, auditors, and representatives from regulatory bodies, along with a comprehensive review of
relevant policy documents and academic literature. The analysis focuses on key obstacles such as resource limitations,
technological constraints, and resistance from taxpayers, particularly in the digital economy.

The findings highlight that, despite the considerable challenges auditors face — including the complexity of the new provisions
and limited capacity for digital auditing — there are opportunities to improve compliance through the integration of advanced
technologies, capacity building, and enhanced collaboration between auditors, tax authorities, and businesses. The paper
concludes with several recommendations, including the adoption of data analytics tools, continuous professional development
for auditors, simplification of tax laws, and stronger public-private partnerships. Addressing these issues is crucial for ensuring
the success of Nigeria’s tax reforms and establishing a transparent, efficient, and equitable tax system that supports national
development.

Keywords: Tax Compliance Risk, Auditor’s Perspective, Tax Reform Bills

INTRODUCTION

Effective tax systems are fundamental to the economic stability and development of any nation. Taxes not only
provide governments with the resources needed to fund public services and infrastructure but also play a vital role
in redistributing wealth and fostering socio-economic equity. In Nigeria, the quest for an equitable and efficient
tax system has been ongoing, with numerous reforms aimed at addressing systemic inefficiencies, closing revenue
gaps, and improving compliance. However, despite these efforts, Nigeria’s tax-to-GDP ratio remains among the
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lowest globally, at approximately 6%, compared to the sub-Saharan African average of 16% (World Bank, 2022).
This low ratio underscores the urgent need for more effective fiscal policies and administration.

The recently proposed tax reform bills signify a transformative step towards modernising Nigeria’s tax system.
Key measures in these reforms include the adoption of progressive tax rates to address income inequality, the
introduction of derivation-based Value Added Tax (VAT) distribution to promote regional equity, and regulations
aimed at capturing revenues from the growing digital economy. These measures are designed to align Nigeria's
tax framework with global best practices, ensuring that taxation becomes a tool for sustainable development.
However, while these reforms are ambitious in scope, they also present significant challenges, particularly in
terms of compliance.

Compliance risks stem from several factors inherent in the Nigerian context. These include the complexity of new
tax provisions, low public trust in government institutions, and systemic corruption, which undermine tax
collection efforts (Afolabi & Taiwo, 2021). The digital economy, though promising as a revenue source, is
notoriously difficult to regulate due to its transnational nature and the use of decentralised platforms. Furthermore,
the derivation-based VAT model introduces administrative challenges that could exacerbate inter-state tensions
and compliance bottlenecks (Eze, 2022).

Auditors, as key players in the tax system, bear a significant responsibility in addressing these challenges. Their
role transcends routine financial audits, encompassing risk assessment, advisory services, and capacity building
for compliance. Yet, auditors themselves face numerous hurdles, including inadequate technological tools,
resource constraints, and a lack of cooperation from taxpayers. These challenges raise important questions about
the readiness of Nigeria’s audit system to support the successful implementation of the reforms.

This paper examines the compliance risks associated with Nigeria's tax reform bills from the perspective of
auditors. It explores the interplay between complex tax provisions, compliance behaviours, and systemic
challenges while offering actionable strategies for mitigating these risks. By focusing on the auditor's role, this
study underscores the importance of robust auditing processes in achieving the goals of fiscal equity, transparency,
and economic development.

The discussion draws on recent scholarly works and empirical studies, including those by Okeke et al. (2023) and
Adedeji (2023), which highlight the transformative potential of leveraging technology in tax administration.
Additionally, comparative insights from other developing economies, such as South Africa and Kenya, provide
valuable lessons on managing compliance risks through institutional reforms and capacity building (Babatunde,
2022). Ultimately, this analysis seeks to contribute to the ongoing discourse on tax reform in Nigeria by offering
practical recommendations for enhancing compliance and strengthening audit practices.
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UNDERSTANDING THE TAX REFORMS

The tax reform bills currently under consideration in Nigeria mark a significant shift towards a more progressive
and inclusive tax system. These reforms aim to address long-standing issues such as inadequate revenue
generation, inequitable distribution of tax burdens, and the challenges posed by the digital economy. The proposed
changes represent a comprehensive approach to modernising the tax system, but they also introduce complexities
and risks that must be carefully managed to ensure success. This section explores the key provisions of the
reforms, with a particular focus on progressive tax rates, the derivation-based VAT distribution model, and the
regulation of the digital economy.

Progressive Tax Rates

The introduction of progressive taxation is a central feature of Nigeria’s proposed tax reforms. Progressive tax
systems are designed so that individuals and corporations with higher incomes or profits are taxed at higher rates,
thus ensuring greater equity in the distribution of tax burdens. In theory, progressive taxation reduces income
inequality by redistributing wealth from the affluent to the broader population, funding social programmes and
public services that benefit society as a whole (Afolabi & Taiwo, 2021).

In Nigeria, the progressive tax structure aims to capture more revenue from higher-income earners, including the
corporate sector, which has historically enjoyed substantial tax breaks. However, as with many tax reforms, the
introduction of progressive tax rates presents substantial compliance risks. High-income earners and large
corporations often resort to tax avoidance strategies to minimise their liabilities. According to Afolabi and Taiwo
(2021), the complexity of tax laws and the opportunities for loophole exploitation increase with the
implementation of progressive taxation, raising concerns about underreporting and evasion. These practices can
undermine the intent of progressive tax systems, making effective enforcement a challenge for auditors and tax
authorities alike.

Moreover, the resistance to increased tax burdens is often more pronounced among wealthier taxpayers, who
possess the means to engage in sophisticated tax planning. This challenge is not unique to Nigeria; studies from
other countries such as South Africa and Brazil show that progressive taxation often requires robust enforcement
measures and the capacity to investigate and audit complex financial transactions (Okeke et al., 2023). The
Nigerian tax authorities, therefore, must ensure that sufficient safeguards are in place to prevent widespread tax
evasion. Derivation-Based VAT Distribution

Another significant reform is the introduction of a derivation-based model for Value Added

Tax (VAT) distribution. Under this model, VAT revenue is allocated to states based on the volume of consumption
within each state, rather than being collected centrally and then redistributed. This approach is designed to address
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regional disparities and ensure that states with higher levels of consumption receive a fairer share of VAT
revenues.

While the derivation-based model aligns with the principle of fiscal federalism and aims to foster regional equity,
it introduces a series of administrative challenges. As Eze (2022) argues, the primary issue lies in the ability to
accurately track and allocate VAT revenues across states, given Nigeria’s fragmented data systems and the
informal sector's substantial share of economic activity. This decentralised approach demands a high level of
cooperation between businesses, local authorities, and tax administrators, which may not always be forthcoming
due to insufficient infrastructure and training.

Moreover, there are concerns about intergovernmental tensions that could arise from disputes over VAT
allocations. States with lower levels of consumption but higher population densities may feel disadvantaged by
the new distribution model. Additionally, businesses operating in multiple states must maintain detailed records
of transactions to determine the appropriate VAT distribution. This complexity increases the potential for errors,
fraud, and tax avoidance, especially if businesses are not adequately supported by tax administrators (Okeke et
al., 2023).

Digital Economy Regulation

The growth of the digital economy, encompassing sectors such as e-commerce, fintech, and digital services, has
fundamentally altered the global tax landscape. Traditional tax systems have struggled to keep pace with the rise
of multinational tech companies and the rapid expansion of online platforms. In Nigeria, the digital economy is
growing at a remarkable pace, yet the country’s tax system remains poorly equipped to capture revenues from
this sector (Adedeji, 2023).

The proposed reforms seek to rectify this by introducing measures aimed at taxing digital transactions, including
cross-border e-commerce activities. However, the global and often borderless nature of the digital economy
creates unique challenges for tax authorities. According to Babatunde (2022), one of the primary difficulties in
regulating the digital economy lies in tracing and taxing transactions that occur across multiple jurisdictions, often
beyond the reach of national tax laws. Furthermore, digital businesses frequently operate in ways that obscure
their actual revenue streams, such as through the use of digital wallets, offshore accounts, and other mechanisms
designed to minimise tax liabilities.

To address these challenges, Nigeria must implement stronger data collection frameworks and foster international
cooperation on digital taxation. Countries such as Kenya and South Africa have made strides in this regard,
working to establish digital taxation policies that address these cross-border issues while remaining competitive
in the global marketplace (Babatunde, 2022). Nigeria’s reform efforts must take into account these global trends,
while tailoring solutions to its unique economic and technological environment.
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COMPLIANCE RISKS AND CHALLENGES

The introduction of comprehensive tax reforms in Nigeria, while essential for modernising the tax system, has
given rise to several compliance risks that could potentially undermine their successful implementation. As the
reform bills aim to address issues of equity, efficiency, and tax base expansion, the risks associated with
compliance—whether due to administrative, technological, or behavioural challenges—must be considered
carefully. This section explores the key compliance risks linked to the new tax provisions, focusing on the
complexities introduced by progressive tax rates, the implementation of the derivation-based VAT system, and
the challenges posed by regulating the digital economy.

Complex Tax Provisions and Interpretation

One of the most significant risks arising from the proposed reforms is the complexity of the new tax provisions.
While tax systems must evolve to meet changing economic conditions, overly intricate laws can discourage
compliance, particularly among small and medium-sized enterprises (SMEs) and individual taxpayers who may
lack the resources or technical expertise to navigate them (Afolabi & Taiwo, 2021). In Nigeria, where a substantial
portion of economic activity occurs in the informal sector, the challenge of ensuring compliance with complex
regulations becomes even more pronounced.

The intricacies of the new tax laws may also lead to confusion and errors in tax reporting. Complex rules
surrounding deductions, allowances, and exemptions under the progressive tax structure can be difficult for both
taxpayers and auditors to interpret consistently. According to Okeke et al. (2023), the ambiguity surrounding these
provisions could foster inadvertent noncompliance, particularly where businesses lack access to professional tax
advice. Furthermore, the introduction of progressive tax rates may incentivise tax avoidance strategies, with
highincome earners and corporations leveraging legal loopholes to minimise their tax liabilities (Okeke et al.,
2023). Without clear guidance and effective communication from tax authorities, the risk of widespread
underreporting or misinterpretation of tax obligations increases significantly.

Digital Economy Oversight and Jurisdictional Issues

The digital economy poses one of the most significant compliance risks under the proposed tax reforms. The
expansion of digital platforms and cross-border e-commerce has created a challenging environment for traditional
tax systems that were not designed to capture online transactions. Digital businesses, particularly multinational
corporations, often exploit the complexities of international tax rules to evade tax liabilities. The lack of a clear
and harmonised global framework for taxing digital transactions only exacerbates this issue (Babatunde, 2022).
In the Nigerian context, the regulation of the digital economy is particularly problematic due to the inherent
transnational nature of digital transactions. E-commerce platforms, fintech companies, and online service
providers often operate in multiple jurisdictions, making it difficult for Nigerian tax authorities to determine where
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and how these businesses should be taxed. This challenge is compounded by Nigeria’s limited technological
infrastructure for tracking digital transactions. Adedeji (2023) notes that without the necessary digital tools,
Nigerian auditors and tax authorities face significant hurdles in identifying and taxing income generated through
online channels. This situation creates a grey area in compliance, where businesses may either unintentionally or
intentionally underreport their taxable income from digital activities.

Moreover, the difficulty of enforcing tax regulations on digital platforms is heightened by the ease with which
businesses can conceal their operations through virtual currencies, offshore accounts, and unregistered
subsidiaries. According to Babatunde (2022), these practices allow digital businesses to avoid or reduce their tax
obligations, particularly in regions where tax enforcement is weak. As digital platforms continue to expand in
Nigeria, addressing these issues will require enhanced cooperation between Nigerian tax authorities and
international organisations, as well as investments in data analytics and technological innovations that can track
and capture digital revenues.

VAT Compliance Risks under the Derivation-Based Model

The implementation of a derivation-based VAT distribution system introduces new compliance risks, particularly
related to the collection and allocation of VAT across different states. Under this model, VAT revenues are
distributed based on the volume of consumption within each state. While this approach aims to promote regional
equity, it adds an administrative layer that may increase the risk of both errors and fraud.

The primary risk here is that businesses operating in multiple states will find it difficult to maintain accurate
records of transactions, especially in regions where VAT collection mechanisms are less robust. As Eze (2022)
points out, businesses may intentionally misreport their sales in order to evade taxes or unfairly claim a larger
share of VAT revenues. The complexity of ensuring compliance across state lines is compounded by Nigeria’s
relatively underdeveloped data infrastructure, which is ill-equipped to track the precise movements of goods and
services between states. As a result, the tax authorities may face difficulties in ensuring that businesses comply
with VAT reporting requirements, particularly in states with large informal economies.

Additionally, the introduction of derivation-based VAT could exacerbate tensions between states, especially if
discrepancies in VAT distribution arise. In a competitive tax environment, states may resort to aggressive measures
to secure a larger share of VAT revenues, which could lead to disputes and delays in compliance. According to
Eze (2022), such tensions could undermine the effectiveness of the reform and increase the risk of non-
compliance, particularly if businesses exploit the system for financial gain. To mitigate these risks, the Nigerian
government must invest in improving its data infrastructure, ensuring that state tax authorities are equipped with
the tools and training necessary to enforce VAT compliance.
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Resistance to Change and Lack of Trust in Tax Authorities

Another significant compliance challenge is the inherent resistance to change among taxpayers, particularly in a
country like Nigeria where trust in tax authorities is low. Historical issues such as corruption within the tax
administration and the perception of unfairness in tax collection have contributed to widespread non-compliance.
As Ajayi and Olatunde (2022) observe, taxpayers often view tax authorities as adversaries rather than partners in
nation-building. This lack of trust can result in deliberate tax evasion, where taxpayers choose to avoid their
obligations rather than engage with the system in good faith.

The reluctance to comply is particularly evident among SMEs, which represent a large segment of Nigeria’s
economy. These businesses often face significant barriers to formalisation, including high compliance costs,
bureaucratic inefficiencies, and limited access to tax education (Afolabi & Taiwo, 2021). As the new tax reforms
are rolled out, these SMEs may struggle to adapt to the changing regulatory environment, further exacerbating
compliance risks. Therefore, effective public relations campaigns, along with the simplification of tax procedures,
are essential to rebuilding taxpayer trust and promoting voluntary compliance.

Resource Constraints and Auditor Challenges

For auditors, compliance risks are compounded by resource constraints. In many Nigerian audit firms, particularly
those serving SMEs, there is a lack of access to the necessary tools, technologies, and expertise required to
efficiently carry out audits under the new tax regime. As noted by Okeke et al. (2023), the capacity of auditors to
detect and prevent non-compliance will be severely limited if they do not have access to data analytics, forensic
tools, and digital audit solutions.

This gap in resources also affects auditors' ability to keep pace with the evolving complexity of tax provisions.
Without advanced training in areas such as digital taxation and cross-border transaction audits, auditors may
struggle to assess the accuracy of tax filings, particularly in industries like e-commerce where transactions are
harder to trace. Furthermore, auditors themselves may face significant pushback from taxpayers who are resistant
to external scrutiny or lack the resources to engage with the audit process fully.

AUDITORS' ROLE IN MITIGATING COMPLIANCE RISKS

The role of auditors in ensuring compliance with Nigeria’s evolving tax reforms is crucial to the success of these
legislative changes. As the custodians of financial integrity, auditors are tasked with identifying risks, ensuring
transparency, and recommending measures to enhance compliance across various tax provisions. While auditors’
traditional role has focused on ensuring accurate financial reporting, the complexity and scope of Nigeria’s new
tax reforms require auditors to adopt a broader, more proactive role in addressing tax compliance risks. This
section outlines the key responsibilities of auditors in the context of Nigeria’s tax reforms, their challenges, and
strategies for effective risk mitigation.
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Identifying and Assessing Compliance Risks

One of the primary responsibilities of auditors in the face of the proposed tax reforms is to identify and assess the
potential compliance risks associated with the new regulations. The complexity of the reforms—ranging from
progressive tax rates and the derivation-based VAT model to the regulation of the digital economy—demands a
sophisticated understanding of the new tax landscape (Afolabi & Taiwo, 2021). Auditors must evaluate how these
changes impact different sectors of the economy and identify areas where businesses may be prone to
misreporting, underreporting, or outright tax evasion.

In particular, auditors must assess whether businesses are correctly interpreting and applying the progressive tax
system. As noted by Okeke et al. (2023), the introduction of progressive taxation in Nigeria could result in higher
risks of tax avoidance among high-income earners and large corporations. Auditors must scrutinise income
declarations and business transactions to ensure that tax avoidance strategies, such as income splitting or the
underreporting of taxable income, are not being employed. Given that progressive taxation often involves
complex calculations for different income brackets, auditors are required to use advanced tools and methodologies
to verify the accuracy of tax returns.

Similarly, the derivation-based VAT system introduces additional compliance risks in terms of accurate
transaction recording and proper VAT allocation across states. Auditors are expected to ensure that businesses
report VAT consistently and in line with the new system, taking into account consumption patterns across different
regions. As Eze (2022) argues, the decentralisation of VAT collection increases the risk of misreporting and fraud,
especially in Nigeria's fragmented tax environment. Auditors must therefore maintain vigilance in monitoring
VAT-related transactions, identifying potential errors, omissions, or intentional fraud.

Enhancing Transparency and Accountability

Transparency and accountability are fundamental principles that underpin auditors’ responsibilities in ensuring
tax compliance. With the introduction of reforms that may seem burdensome or overly complicated to taxpayers,
auditors must play an instrumental role in promoting transparency and fostering trust in the tax system. As
highlighted by Babatunde (2022), the successful implementation of tax reforms in emerging economies hinges
on building taxpayer confidence, which in turn requires transparent and accountable auditing practices.

To enhance transparency, auditors must ensure that businesses maintain accurate and reliable records that reflect
true taxable activity. This includes verifying the legitimacy of deductions, credits, and exemptions claimed by
businesses, especially in sectors prone to fraud such as ecommerce and cross-border transactions. For instance,
in the digital economy, online businesses may attempt to obscure their income streams through the use of digital
wallets or offshore accounts (Babatunde, 2022). Auditors, in this case, should apply advanced digital auditing
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techniques, such as forensic accounting and data analytics, to track these transactions and ensure that revenue is
appropriately declared for tax purposes.

Moreover, auditors must actively collaborate with tax authorities to share information, improve compliance
procedures, and address inconsistencies in reported tax filings. According to Okeke et al. (2023), auditors’
collaboration with tax authorities can help identify patterns of noncompliance across industries and regions,
leading to more targeted audits and interventions. A coordinated approach to tax enforcement, backed by accurate
financial data and consistent reporting, can help improve compliance rates and reduce the prevalence of tax
evasion.

Advocating for the Adoption of Advanced Audit Technologies

In the context of Nigeria’s evolving tax landscape, auditors must embrace technology to effectively address the
growing complexity of tax compliance. As traditional audit methods may no longer be sufficient to tackle the
challenges posed by the digital economy and the intricacies of VAT allocation, auditors must advocate for and
invest in advanced auditing tools and technologies. Data analytics, artificial intelligence (Al), and machine
learning have proven to be indispensable in identifying patterns of non-compliance, particularly in detecting
underreporting, overreporting, and tax fraud (Afolabi & Taiwo, 2021).

For instance, advanced data analytics tools can process vast amounts of financial data to identify discrepancies in
transaction reporting, which may indicate deliberate tax evasion. Furthermore, Al can assist auditors in identifying
anomalies in VAT returns by crossreferencing reported data with actual consumption patterns across different
states. The automation of such processes not only increases efficiency but also enhances the accuracy of tax audits,
making it more difficult for businesses to conceal tax liabilities.

In a similar vein, forensic accounting tools can help auditors trace digital transactions, especially in sectors where
cashless payments and online transactions are prevalent. The use of forensic tools is particularly critical in the
context of digital businesses that operate across multiple jurisdictions, making it challenging for tax authorities
to track revenues. Babatunde (2022) emphasises that the adoption of these technologies by auditors can
significantly improve the detection of tax evasion tactics and reduce the risks associated with manual audits.
However, for auditors to effectively leverage these technologies, there is a need for adequate training and capacity
building. Auditors must be well-versed in new audit methodologies and tools to remain effective in their roles. As
Okeke et al. (2023) point out, the scarcity of skilled auditors familiar with modern auditing technologies remains
a significant challenge in Nigeria. Addressing this skills gap is critical to ensuring that auditors can meet the
demands of the new tax regime.
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Collaboration with Tax Authorities and Stakeholders

Another essential aspect of auditors’ roles in mitigating compliance risks is their collaboration with tax authorities
and other key stakeholders, including businesses and legal professionals. Tax reforms are often accompanied by
confusion and resistance from taxpayers, especially when new provisions introduce additional reporting
requirements. Auditors must, therefore, act as intermediaries between the tax authorities and the businesses,
ensuring that all parties understand the new tax laws and their implications.

Collaboration between auditors and tax authorities is particularly important in the context of digital economy
regulation. As noted by Adedeji (2023), the rapid growth of the digital economy in Nigeria presents unique
challenges that require coordinated efforts between auditors, tax authorities, and digital businesses. Auditors can
help bridge the gap by providing expert advice on how to report digital transactions and ensuring that businesses
comply with tax regulations. Through regular dialogue and information-sharing, auditors can help to foster an
environment of compliance, while also identifying and addressing systemic issues in the tax system.

Training and Public Awareness

A critical component of auditors’ responsibilities is to engage in continuous training and public awareness
campaigns that promote understanding of the new tax laws. Taxpayers, particularly SMEs and those in the
informal sector, may be unaware of their obligations under the new system, which increases the likelihood of non-
compliance. Auditors can contribute to taxpayer education by working with tax authorities to provide training
sessions and workshops that simplify complex tax provisions. This proactive approach helps businesses navigate
the new rules and mitigates the risk of errors or deliberate non-compliance (Ajayi & Olatunde, 2022).
Strategies for Risk Mitigation

The complexity of Nigeria’s proposed tax reforms necessitates a strategic approach to risk mitigation, particularly
in the face of the compliance challenges outlined earlier. Auditors, businesses, and tax authorities must adopt
proactive, multifaceted strategies to ensure that the reforms are implemented successfully, that tax compliance is
maintained, and that the risks associated with the new provisions are effectively mitigated. This section explores
the key strategies that can be employed to address the various compliance risks arising from the reforms, including
the use of technology, enhancing stakeholder collaboration, simplifying tax laws, and strengthening audit
processes.

1. Adoption of Advanced Technologies in Auditing

One of the most critical strategies for mitigating compliance risks in the context of Nigeria’s tax reforms is the
adoption of advanced technologies. As businesses increasingly engage in digital transactions, the need for
sophisticated auditing tools has become paramount. Technology can significantly enhance the ability of auditors
to track complex transactions, detect fraud, and verify compliance with new tax provisions.
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A key technological advancement that can aid in risk mitigation is the use of data analytics. By employing data
analytics, auditors can analyse large volumes of transactional data to identify discrepancies, patterns of non-
compliance, or areas where tax obligations are being under-reported. This approach is particularly valuable in
detecting tax avoidance strategies, such as income splitting or hiding taxable income (Afolabi & Taiwo, 2021).
Moreover, the use of forensic accounting tools allows auditors to trace illicit or concealed financial activities,
especially in sectors like digital business and cross-border transactions. As Babatunde (2022) notes, advanced
forensic tools enable auditors to track online transactions and ensure businesses comply with tax laws in the digital
economy.

Additionally, the integration of artificial intelligence (AI) and machine learning can be game-changing. These
technologies can be employed to detect irregularities in tax filings by comparing reported financial data with
expected outcomes based on historical trends and industry norms. Al-powered auditing software can also assist
in flagging high-risk transactions for closer inspection, thereby reducing the risk of oversight and increasing the
efficiency of audits (Okeke et al., 2023).

The Nigerian tax system must ensure that auditors are adequately trained in these technologies. Investment in
capacity-building programmes for auditors is essential to equip them with the necessary skills to use these
advanced tools effectively. As Adedeji (2023) suggests, tax authorities should collaborate with professional bodies
to provide training on emerging audit technologies, ensuring that auditors stay up-to-date with technological
advancements.

2. Strengthening Collaboration Between Auditors and Tax Authorities

Collaboration between auditors, tax authorities, and other stakeholders is another essential strategy for mitigating
compliance risks. The successful implementation of Nigeria’s tax reforms relies heavily on the coordination of
efforts among all parties involved. A fragmented approach to tax compliance, where auditors and tax authorities
work 1in isolation, can lead to inefficiencies, inaccuracies, and increased risk of non-compliance.

Auditors play a vital role in providing feedback and insights to tax authorities about the practical challenges
businesses face in complying with the new tax laws. As noted by Okeke et al. (2023), tax authorities can benefit
from auditors’ on-the-ground knowledge, which can help refine and streamline tax policies to ensure they are
both effective and practical. Regular communication and collaboration can also assist in clarifying ambiguous tax
provisions, particularly those relating to VAT distribution and progressive tax rates, which may otherwise lead to
confusion and errors in compliance (Eze, 2022).

To further enhance collaboration, auditors and tax authorities can share resources, such as tax compliance data
and audit findings, which can provide a clearer picture of areas where businesses are most likely to underreport
taxes or engage in fraudulent activities. In this sense, collaboration should extend beyond just compliance
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enforcement to include joint initiatives for improving taxpayer education, simplifying tax processes, and
providing guidance to businesses on best practices for tax reporting (Babatunde, 2022).

Moreover, collaboration should not be limited to auditors and tax authorities alone; it must also include
businesses, professional associations, and civil society. These stakeholders must work together to create an
environment of mutual trust and shared responsibility in tax compliance. Building partnerships between auditors
and these groups can help address resistance to tax reforms, foster cooperation, and reduce the likelihood of non-
compliance.

3. Simplification of Tax Laws and Procedures

One of the most effective ways to mitigate compliance risks is to simplify the tax laws and reporting procedures.
The complexity of Nigeria’s proposed tax reforms—particularly the new progressive tax structure and derivation-
based VAT allocation system—poses a significant risk for businesses, especially SMEs and informal sector
players who may lack the resources to engage with intricate tax rules (Ajayi & Olatunde, 2022).

To reduce the risk of non-compliance, the Nigerian government should focus on simplifying tax laws and
streamlining administrative procedures. Simplification could involve clarifying tax provisions, standardising
processes, and reducing bureaucratic hurdles that businesses must navigate. This would make it easier for
businesses to understand their tax obligations and reduce the possibility of errors or omissions in tax reporting
(Afolabi & Taiwo, 2021).

The introduction of pre-filled tax returns and online tax filing platforms could also significantly reduce the
administrative burden on taxpayers and auditors. As noted by Adedeji (2023), these platforms can help ensure
that taxpayers submit accurate tax returns while reducing the risk of human error. Simplified tax filing systems,
integrated with the country’s digital payment infrastructure, can help reduce tax evasion by making the process
of reporting and paying taxes more transparent and efficient.

4. Promoting Public Awareness and Taxpayer Education

A proactive strategy for mitigating compliance risks is investing in taxpayer education and public awareness
campaigns. Many taxpayers, particularly those in the informal sector and SMEs, may not fully understand the
implications of the new tax laws or their responsibilities under the new regime. This lack of understanding
increases the risk of non-compliance, as taxpayers may inadvertently make mistakes due to ignorance (Ajayi &
Olatunde, 2022).

To address this, both tax authorities and auditors should engage in public education initiatives aimed at informing
the public about the importance of tax compliance, the specifics of the new tax provisions, and how they can fulfil
their tax obligations. Tax authorities should conduct workshops, seminars, and outreach programmes to educate

| ISSN: 3064-8424 Page | 12

Vol: 13 No: 01
https://keithpub.com/ | ©2025 IFRJ

Published by Keith Publication

y 4



ISSN: 3065-
0313

Insurance and Financial Risk Journal

Research Article

business owners on the new tax laws and how they can ensure compliance. Collaborating with professional
associations, business groups, and universities can amplify the reach of these campaigns.

Auditors can also support these efforts by providing technical guidance and resources to businesses, especially
SMEs, which may struggle to navigate the new tax system. According to Babatunde (2022), creating simple, easy-
to-understand educational materials—such as pamphlets, websites, and instructional videos—can go a long way
in promoting compliance and addressing misunderstandings about tax obligations.

5. Strengthening Enforcement Mechanisms and Penalties

While preventive strategies like simplification and education are vital, the enforcement of tax laws remains crucial
to ensuring compliance. Strengthening enforcement mechanisms—such as increasing penalties for non-
compliance and expanding audits—can deter tax evasion and create a more compliant tax environment.

The Nigerian government should consider adopting a risk-based audit system, where businesses are prioritised
for audits based on their likelihood of non-compliance. This approach can optimise resources and ensure that
audits are targeted at the most high-risk areas (Eze, 2022). Additionally, auditors should employ a combination
of routine audits and surprise audits to uncover potential fraud or non-compliance that may have gone undetected
in regular reporting.

It is also critical to enhance the transparency of the enforcement process. As Ajayi and Olatunde (2022) suggest,
publicly accessible information about the enforcement actions taken against tax evaders, as well as the penalties
imposed, can create a culture of accountability, deterring others from engaging in tax avoidance or evasion.
OPPORTUNITIES FOR GROWTH

Despite the inherent challenges posed by the proposed tax reforms in Nigeria, these reforms also present numerous
opportunities for growth. These opportunities are particularly significant for auditors, businesses, tax authorities,
and the broader economy, as they can lead to enhanced efficiency, increased tax revenue, and improved tax
compliance. This section explores the various growth opportunities that arise from Nigeria’s tax reforms, with a
focus on how auditors, businesses, and policymakers can leverage these opportunities to foster a more robust and
transparent tax system.

1. Enhancing Audit Processes through Technology

One of the most prominent opportunities for growth stemming from Nigeria’s tax reforms lies in the integration
of advanced technologies into auditing processes. As the reforms introduce more complex provisions such as
progressive tax rates and VAT allocation based on derivation, the traditional methods of auditing are increasingly
becoming insufficient. This shift presents a compelling opportunity for auditors to adopt innovative technologies
that can improve the accuracy, efficiency, and scope of tax audits.
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Data analytics, artificial intelligence (AI), and blockchain technology offer auditors the potential to revolutionise
their approach to tax compliance. Data analytics tools allow auditors to sift through large volumes of transaction
data and identify inconsistencies, anomalies, and patterns that suggest potential non-compliance. Al, in particular,
can be used to analyse tax returns, compare reported data with industry standards, and flag high-risk tax filings
for further review (Afolabi & Taiwo, 2021). Moreover, the use of blockchain technology can enhance
transparency in financial transactions by providing an immutable record of every transaction, making it easier for
auditors to track VAT payments and other tax obligations (Adedeji, 2023).

These technologies can help auditors move from a reactive to a proactive role in detecting and preventing tax
fraud, fostering greater accuracy in tax reporting.

As noted by Babatunde (2022), the adoption of technology-driven audit processes also creates opportunities for
auditors to provide value-added services to businesses, such as consulting on tax planning, risk management, and
digital transformation. This shift will not only enhance the efficiency of tax audits but also open new avenues for
auditors to contribute to the broader financial ecosystem.

2. Growth in the Digital Economy and Tax Base Expansion

The rise of the digital economy in Nigeria presents a significant opportunity for growth, both in terms of
expanding the tax base and improving the efficiency of tax collection. The new tax reforms, particularly those
targeting the regulation of digital platforms, create an opportunity for tax authorities to capture revenue from
previously under-taxed sectors such as e-commerce, online services, and digital goods. By introducing provisions
to address digital transactions, Nigeria can increase its tax base, which is essential for sustainable fiscal growth
(Adedeji, 2023).

For businesses operating in the digital space, the reforms offer an opportunity to formalise their operations and
gain better access to financing, support, and growth. Compliance with tax regulations can improve a company’s
reputation, making it more attractive to investors, partners, and customers. As digital transactions are increasingly
integrated into the economy, businesses can benefit from improved tax clarity and the creation of a fairer, more
transparent marketplace. The digital economy also offers opportunities for innovation in how taxes are collected,
such as through the implementation of electronic invoicing or automated VAT collection systems (Babatunde,
2022).

In the long term, the effective taxation of the digital economy will contribute to a more diversified economy,
reducing Nigeria’s reliance on oil revenues. This aligns with the broader objectives of the tax reforms, which aim
to create a more sustainable and equitable fiscal system.
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3. Capacity Building and Auditor Development

The tax reforms in Nigeria also present significant opportunities for the development of auditors and the
professionalisation of the auditing industry. With the introduction of complex tax provisions, there is an increasing
need for auditors to deepen their expertise in areas such as taxation of digital platforms, VAT compliance, and
forensic accounting. This creates opportunities for the growth of the auditing profession through capacity-building
initiatives and the development of specialised skills.

As noted by Okeke et al. (2023), the capacity-building efforts required to meet the demands of the new tax laws
include not only technical training in tax audit procedures but also the development of soft skills such as
communication, negotiation, and collaboration.

Through formal training programmes, certifications, and workshops, auditors can enhance their professional
competencies, thereby improving their ability to navigate the complexities of the reformed tax system.
Furthermore, the reform process can help stimulate the growth of accounting and auditing firms. With increased
demand for qualified professionals to conduct tax audits, businesses, especially SMEs, will be encouraged to
engage the services of audit firms to ensure compliance with the new tax laws. As Babatunde (2022) suggests,
this trend can also lead to the emergence of specialised audit firms that focus on areas such as VAT compliance,
digital tax audits, and cross-border tax issues.

4. Streamlined Tax Administration and Improved Efficiency

A well-implemented tax reform can lead to a more efficient and streamlined tax administration system. The new
measures aimed at improving tax collection and reducing administrative bottlenecks can reduce the time and
resources spent on tax compliance and enforcement. By simplifying tax procedures and enhancing the use of
technology-driven tax collection, Nigeria can significantly improve the efficiency of its tax administration,
thereby fostering a more conducive environment for business growth (Eze, 2022).

The introduction of electronic tax filing systems and online payment platforms can also make it easier for
businesses to comply with tax obligations, reducing delays and the costs associated with tax compliance. As
businesses adapt to these new digital platforms, they can save time, reduce operational inefficiencies, and increase
their ability to focus on core business activities. These efficiencies will create opportunities for growth, as
businesses will be better positioned to reinvest savings into expanding operations, hiring talent, and exploring
new markets.

Moreover, enhanced transparency in tax administration will increase public confidence in the system, leading to
greater voluntary compliance. As tax compliance improves, the government will have more resources to invest in
infrastructure, healthcare, education, and other public goods that support national development.
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5. Strengthening Public-Private Sector Partnerships

A critical opportunity arising from Nigeria’s tax reforms is the potential to strengthen publicprivate sector
partnerships. Successful tax reform requires the active participation of businesses, the government, and other
stakeholders. By fostering strong relationships between tax authorities, auditors, and businesses, Nigeria can
create an ecosystem that is more conducive to tax compliance and economic growth.

Businesses, particularly large corporations, can collaborate with tax authorities to develop taxefficient structures,
ensuring that the new tax regulations are properly implemented and that they meet their obligations without
resorting to avoidance strategies. Auditors play a vital role in this partnership by facilitating dialogue between the
tax authorities and businesses, providing guidance, and ensuring that businesses comply with the new tax
provisions (Ajayi & Olatunde, 2022).

Public-private partnerships can also help in promoting tax literacy and education. Businesses can support
initiatives that raise awareness about the new tax provisions, ensuring that taxpayers are well-informed about their
rights and responsibilities. This collaborative approach is vital for fostering a culture of tax compliance and
improving the long-term sustainability of the tax system.

6. Fostering Long-Term Fiscal Sustainability

Finally, Nigeria’s tax reforms present an opportunity for long-term fiscal sustainability. By broadening the tax
base, improving compliance, and reducing dependence on oil revenues, the reforms create a more resilient
economy that is better positioned to weather global economic shocks. The reforms also create a more equitable
tax system, where both individuals and corporations contribute fairly to national development (Okeke et al.,
2023).

The successful implementation of these reforms will lead to improved revenue generation for the government,
enabling it to invest in key sectors such as infrastructure, education, and healthcare. With more robust public
finances, Nigeria will be better equipped to address its developmental challenges and build a more sustainable
future.

CONCLUSION

The proposed tax reforms in Nigeria represent a crucial step in modernising the nation’s tax system, addressing
fiscal challenges, and enhancing revenue generation for national development. However, the complexity of these
reforms, especially in areas such as progressive tax rates, VAT distribution, and the regulation of the digital
economy, introduces significant compliance risks. Auditors, as key stakeholders in this reform process, play an
essential role in mitigating these risks and ensuring that the new tax provisions are properly implemented.

The challenges auditors face, including resource constraints, technological barriers, and resistance from
taxpayers, require a concerted effort to strengthen the audit framework and improve tax compliance practices.
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Nevertheless, these reforms also present significant opportunities for growth, particularly through the adoption of
advanced technologies, the expansion of the tax base, and the development of more efficient tax administration
processes. By leveraging these opportunities, Nigeria can create a more transparent, equitable, and sustainable
tax system.

In light of these insights, the following recommendations are proposed to improve the implementation and
effectiveness of Nigeria's tax reforms and enhance compliance across the board.

RECOMMENDATIONS

1. Invest in Technology for Enhanced Auditing and Compliance Monitoring

Given the growing complexity of the tax system, it is essential to invest in advanced technologies such as data
analytics, artificial intelligence (AI), and blockchain to enhance auditing capabilities. Auditors should adopt data-
driven tools that allow them to identify patterns of non-compliance, detect fraud, and ensure accurate reporting
of taxes. The Nigerian government should support this shift by providing the necessary resources, training, and
infrastructure for auditors and businesses to integrate these technologies into their tax operations. By doing so,
the country can significantly improve the efficiency and transparency of tax administration.

2. Simplify Tax Laws and Filing Processes for Improved Compliance

A simplified tax system will reduce confusion among taxpayers and make it easier for businesses to comply with
new provisions. The Nigerian government should work to streamline tax laws and ensure that tax filing processes
are user-friendly and accessible, especially for small and medium-sized enterprises (SMEs). This includes creating
simplified tax filing platforms, offering pre-filled returns, and reducing bureaucratic red tape. Simplification will
also help auditors by reducing errors and making compliance monitoring more straightforward.

3. Strengthen Capacity Building for Auditors and Tax Professionals

As Nigeria's tax system becomes more complex, it is crucial to invest in the professional development of auditors
and tax professionals. This includes offering specialised training on the new tax provisions, particularly in areas
such as VAT compliance, digital taxation, and forensic auditing. A well-trained auditing workforce will be better
equipped to identify noncompliance, prevent tax evasion, and support businesses in adhering to the new
regulations. Collaborating with professional bodies, universities, and international audit firms can help ensure
that auditors have access to the latest knowledge and skills.

| ISSN: 3064-8424 Page | 17

Vol: 13 No: 01
https://keithpub.com/ | ©2025 IFRJ

Published by Keith Publication

y 4



/

ISSN: 3065-
0313

Insurance and Financial Risk Journal

Research Article

4. Promote Public-Private Sector Collaboration for Effective Tax Reforms

For tax reforms to succeed, there must be a strong partnership between the government, tax authorities, auditors,
and businesses. Regular consultations and collaboration between these stakeholders will foster greater
understanding of the challenges and opportunities created by the tax reforms. The government should establish
platforms for ongoing dialogue, where auditors and businesses can share insights on the practical implementation
of tax laws. This partnership will help to build trust, reduce resistance to reforms, and encourage voluntary
compliance from taxpayers.

5. Increase Public Awareness and Taxpayer Education

Taxpayer education is key to ensuring the success of Nigeria's tax reforms. The government, alongside auditors
and professional associations, should invest in comprehensive public awareness campaigns to educate businesses
and individuals about their tax responsibilities under the new system. These efforts should include workshops,
webinars, instructional materials, and community outreach programs. Improving taxpayer knowledge will lead to
better compliance, reduced resistance to new laws, and an overall culture of voluntary tax compliance. As
businesses, especially those in the informal sector, become more educated on their obligations, the broader
economy will benefit from a more compliant tax base.
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