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Al AND TAX: NIGERIA

echnology continues to gain ground globally

and affect businesses and governments alike.

Nigeria, like many other countries was not
sufficiently poised for the changes the digital
economy brought to taxation and only tried to
recover from an eroded tax base by relying on the
BEPS Action Plans. Beyond the digital economy,
Artificial Intelligence (Al) is quickly being
imprinted in several facets of the economy with
predictions that it would contribute US$15.7 trillion
to the global economy by 2030%. Internationally, the
major themes in discussions surrounding Al and tax
include the effect of utilising robots, labour market
size, reduced income taxes, reduced public funds for
social welfare systems, introduction of robot taxes?,
introduction of energy taxes®, improved tax
administration in combating tax evasion and tax
fraud®, the legality of automated decisions® and data
privacy among others. It is imperative that Nigerian
tax administrations, both federal and states, consider
what the threats and opportunities in tax are and join
the conversations to ensure they do not get left
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behind.
Intersections between Al and Tax

In considering Al in tax, analyses are usually from
the perspective of its effect on national revenue and
its potential for improved administrations. Firstly,
considering national revenue, the employment of Al
by governments and businesses alike reduces
reliance on human employees previously trained for
such roles. The result beyond its impact on the size
of the labour market is a shrinking of the personal
income tax base and revenues previously available to
governments for social welfare services. To combat
this, more developed economies have made
suggestions for the introduction of robot taxes and
creating new tax types.® In Nigeria, the informal
economy reportedly accounts for 57.7% of the GDP.’
By implication, the nation already grapples with a
very small tax base. On the flip side of the small tax
base is the lack of accountability by government
officials for taxes collected resulting in taxpayer
apathy and tax evasion. Consequently, any policies
aimed at introducing robot taxes or other taxes would
not be welcome. With the current imbalance between
Nigerians who earn and Nigerians who actually get
taxed, new taxes are certain to result in greater
inequalities among citizens.

Another subject crucial in the relationship between
Al and tax is the increased efficiency in tax
administrations. The Norwegian Tax Authority
deploys data analysis for case selection for
investigations and the Belgian Government deploys
Al for finding fraud patterns. Al is also deployed by
several national tax authorities across the globe. The
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OECD notes that advanced analytics offer potential
to developing countries to modernise their tax
systems by utilising data beyond recording and
storing. While the inland revenue services in Nigeria
may house more data in their archives than they are
aware of, irregular data handling may affect the
reliability of such data. Further, the existing data
irrespective, the inland revenue services and other
public offices in the country, suffer severe data
limitation issues. ° If these challenges are
surmounted, accessing and exploiting the right kind
of data, training personnel and investing in machine
learning would prepare the inland revenue service for
leveraging Al to improve administration of taxes.
Practical benefits would include saving time,
reducing risks of errors and manipulations, tax case
predictions, checking correctness of declared data,
identifying hidden relationships, promoting equal
treatment for similar taxes, and curbing tax evasion.
In addition to aiding monitoring and compliance, Al
in tax will also help multinationals satisfy
government demands for accurate tax reporting thus
improving the development of government
regulation.®®  As machine learning will be cost
intensive!?!, the government will need to undertake a
cost-benefit  analysis.  These  considerations
nonetheless, it is important the country is not left
behind in utilising Al in tax administration.
Currently, the Federal Inland Revenue Service
utilises technology through its TaxPro Max platform.
Although it is reported to have increased collections
within the first year of its deployment?, user
experience has not been without hitches. To avoid
these hitches with Al, much work must go into
properly classifying taxpayers and businesses and
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curating the content to avoid counterproductive
results. Also key to AI’s influence on tax is the role
of data. Al rides on the wheels of data and the rules
governing data must be adhered to in the use of Al.
Any reliance on Al for automated decision-making
by tax administrations must satisfy the demands of
privacy, fairness, transparency and accountability.
The Nigerian Data Privacy Regulation 2019
(Regulation) regulates the use of data and the rights
of data subjects. Accordingly, the inland revenue
services must adhere to the provisions of the
Regulation in processing data, especially with regard
to automated decision-making.

In terms of whether a labour-intensive economy
should embrace Al or adopt a protectionist approach,
it is noted that in Egypt, it was finally agreed that
embracing Al was not optional.™® Therefore, Nigeria
should equally not only embrace Al as it is currently
doing*, but also take the wheels in determining what
direction Al should take in key sectors such as
taxation. If wielded correctly, investments made in
Al for tax administration would work in the overall
interests of the economy.

Conclusion

The digital economy served as a preview of how
countries can have their tax base eroded if blinded to
the potential of technology in business. As Al is
already utilised in businesses local and international,
it is imperative that the government examines what
the effects will be both in terms of taxes collected and
administration of taxes. It is hoped that Nigeria will
make the needed investment in training personnel
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and machine learning to ensure it is well-poised to
take advantage of the innovations of Al in taxation.
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