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On 19th October 2022, Nigeria took a significant step in its quest to encourage economic growth of
startups with the assent of the Startup Bill by President Muhammadu Buhari. The Nigeria Startup Act
[the Act] brings with it key provisions to encourage financial investments in startups. Our focus will be
on the tax provisions of the Act.

Tax Considerations of the Act

Part VII[1] of the Act provides for the Tax and Fiscal incentives available to labelled startups. A labelled startup is a
startup that qualifies for labelling under the Act by satisfying the requirements in Section 13(2) of the Act.
As a prefatory point, we note that a startup will be labelled if its objects are focused on the commercialization of
digital technology, as such, most startups will basically fall within industries captured under the Pioneer Status
Incentives.[2] 

Capital Gains Tax 

One key tax exemption captured under the Act is the Capital Gains Tax (CGT) exemption. Section 29(3) of the Act
provides that CGT shall not be charged on gains that accrue from the disposal of assets by an angel investor, venture
capitalist, private equity fund accelerators or incubators provided such assets have been held in Nigeria for a
minimum of 24 months. 

Although the Act did not define assets, one may infer that “assets” include shares (equity). This inference can be
made from the interpretation section where an “angel investor” is defined to mean a high net worth individual or
company which provides funding to an early-stage startup, typically in exchange for equity in the startup company. 
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The implication of this exemption vis-à-vis the recent
changes[1] in CGT under the Finance Act 2021 means that
most investors may consider investing in startups to enjoy
this tax exempt that is limited by the Finance Act 2021. It is
important to note that repatriation of the investment and
gains shall be carried out at the CBN’s official foreign
exchange rate, provided that the foreign investor can
provide a Certificate of Capital Importation.

Investment Tax Credit

The Act provides an investment tax credit equivalent to
30% of the investment made by an angel investor, venture
capitalist, private equity fund accelerators or incubators
which invests in a labelled startup.[1]
The condition that applies to this tax credit is that the tax
credit shall only be applied on any gains on investment
which are subject to tax.

Withholding Tax (WHT)

Section 25(4) of the Act introduces a current shift from the
WHT rate of 10% for Non-resident companies (NRCs) to
5% for NRCs that provide technical, consulting,
professional or management services to labelled startups.
The WHT on the income of the NRCs shall be the final tax
to be paid by such NRCs. 

Other tax incentives and reliefs to be enjoyed by a labelled
startup include:

a. A labelled startup shall in accordance with the
provisions of the Industrial Development (Income Tax
Relief) be...

entitled to exemption from the payment of income tax and
other tax chargeable on its income or revenue for a
minimum period of three (3) years and a maximum of five
(5) years. 

b. Full deduction of any expenses on research and
development which are wholly incurred in Nigeria
irrespective of the restriction placed by the Companies
Income Tax Act (CITA).

c. Exemption from payment of contributions to the
Industrial Training Fund (ITF) provided the startup runs in-
house training for its employees within the period of its
labelled startup year(s).

----
[1]                Sections 24 – 29 of the Act are the key sections regulating Tax and Fiscal Incentives 
[2]                Section 13(2)(b) of the Act
[3]                Under the Finance Act 202110% CGT will apply on gains from the disposal of shares where the proceeds are NGN100 million or above in any 12 consecutive months as long as such gains are not reinvested in a Nigerian Company within the same tax year
[4]                Section 29(2) of the Act



Our Comment

We must commend those who assiduously ensured the birth of this Act. The incentives and exemptions
enjoyed by the startups and potential investors will definitely promote significant economic activities of
startups in Nigeria.

We note that the exemption from income taxes makes use of the word “may”. Under the strict rules of
interpretation, the word “may” gives room for discretion. A tax exemption should be unambiguous for
ease of interpretation and application. The ambiguity in the use of “may” could leave room for
qualifications by the tax authorities. 

Also, as noted above, the word “asset” is not defined under the Act. Considering that most investments are
by way of shares, a reflection of this in the case of the CGT tax exemption will be apt. 

In conclusion, the Act is laudable and a step in the right direction.

Further information about the firm, its practice areas, client briefing notes and details of seminars/events are available at www.aluko-
oyebode.com. This is a publication of Aluko & Oyebode and it is for general information only. It should not be construed as legal advice under
any circumstances. For further information, please contact us at ao@aluko-oyebode.com.


