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ABSTRACT

. The ability of any government to fulfill its obligations to the citizenry greatly depends on the
resources available at its disposal and the effectiveness of the machinery for generating and
collecting these resources. State Governments, being one of the three tiers of government in

the Nigerian Federation, largely depend on their Internal Revenue

Boards for their internally generated revenue. This study, therefore, is aimed at critically
appraising the effectiveness and strategics of various revenue generation and collection

mechanism used by the Kaduna State Revenue Board.

The methodology used for this research has been Survey, even though it was supplemented
by historical research. As the study was limited to the appraisal of Internal Revenue
generation of Kaduna State under the Revenue Board, questionnaires were administered to both

Board's personnel and a broad spectrum of taxpayers in the state.

Two hypothesis were formulated to test the effectiveness of the revenue generation

mechanism in Kaduna State

The maor findings of the research revealed that there is lack of taxpayer education in the State
generally; poor record keeping by both taxpayers and the Board's officials which hamper effective
revenue collection; that self-employed persons are more prone to tax evasion than employees in the
organised sectors; that some new strategies introduced in the Board, such as the Accelerated

Revenue Generation (ARG) Programme and direct payment of taxes to the Banks, have



boosted revenue collection greatly and that the Best of Judgement Assessment (BOJA) is
full of arbitrariness.

Some of the major recommendation made include: the need for streamlining the BOJA to
remove/reduce arbitrary assessments; organising comprehensive and sustained taxpayer
education; conducting continous training of Board's officials and that taxpayers should be compelled

to keep records to be prescribed by the Board, failure for which penalties arc to be imposed.

In conclusion, it was observed that mere introduction of the strategies in the mechanism of
revenue generation and collection is not enough, concerted efforts to improve the tax system

should involve a more comprehensive reform of the various aspect of the whole system.
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CHAPTER ONE

INTRODUCTION
1.0 BACKGROUND TO THE STUDY
The role of Government in modern times has expanded from the traditional function of
maintenance of law and order, and the protection of the citizenry from external aggression to
mclude the provision of social, economic and commercial activities.  These include the
~ provision of sound education. effective & functional infrastructure facilities like good road,

waler supply and electricity, health services.

These functions cannot be performed without adequate finances. In order to meet up with
these responsibilities, therefore, Government need both human & material resources that can
only be procured with funds. The basic question here 1s how does Government obtain funds
or Revenue with which to undertake all the functions enumerated above? One such direct

way is through taxation.

It is one of the oldest and commonest sources of revenue to governments, all over the world.
Taxation is however not only a source of revenue 1t also represents a potent instrument for
public fiscal policy which serve varied functions in modern society. In the words of Lord
Lugard, he said that "taxation is a necessity to any nation seeking civilization as there is no
civilized State in the world where some form of taxation has not been found to be a

necessity” .



Nigeria, like other federations has three tiers of Government (the Federal, Statc & l.ocal
Governments). responsibilities to finance.  Hach tier has it cconomic & Social The
constitution shares the powers of (dentification and collcetion of various sources of revenue
between these three tiers. The hon share of revenue however goes o the Federal
Government. The State sources of revenue are scanty and the various taxes collectible very
meager. Personal Income Tax is the major Tax source, which accounts for more than half of
the States total internally generated revenue. This source, though very buoyant in developed
country’s. has not been properly exploited and tapped in many developing cconomies like
Nigeria. Indeed, i1t contributes only a very small percentage of the total revenue ol most

stales in Nigeria,

Tt is in the ight of the above scenario thal we consider it imperative to critically appraise the
effectiveness and stratcgics of various revenue generalion mechanism in Kaduna State

order to establish where the problem rcally lics.

1.1 STATEMENT OF PROBI.LEM

There arg many source ofl revenue for the public expenditure opened (o the States
Governments. Some of these sourccs include: |

Statutory allocation from the Federation Account,

Taxation

Special grants from the Federal Government,

Dividends, Rents & Royalties,

Aids from within & international donor countries & agencics.



And what are the roles of Accelerated Revenue generation Programmes which is being
adopted by the state Government to enhance & improve on the performance of the Internally

generated effort of the state Government?

1.3 AIMS OF THE STUDY

The aimms of this study are as follows:

To adentify the system of Internal revenue generation and collection mechanism  and
procedures under the Income Tax management Act (ITMA) 1961; PIT Decrees No 104 of
1993 and No 3 1996 (amended).

Identify the problems encountered by Kaduna State Revenue Board and by how much these
problems affect the level of reaching the set target;

To enumerate and discuss the major sources of Revenue by analyzing their background,
historical background, tax rates and tax bases;

I'o examine the structure, administration, organisation and the general operation of the tax &
the tax system: and

To examine the existing strategies for generation, collection and administration of taxes n

Kaduna State.

1.4  SIGNIFICANCE OF THE STUDY
The significance of this study lies in the fact that it 1s mtended to educate the State
Government in general and management of the Board in particular of the need to depend on

the internally generated Revenue sources in the face the great challenges of this time. Thesc



challenges include the persistent decline of Revenne from the federation accounts duc to

fluctuations in oil prices in the world market, which is the life wire of the economy.

The choice of the topic is particularly significant because the findings and recommendations
emanating from this study are expected to be useful to Kaduna State Government in its
effort at ecnhancing the cxisting tax administration machinery in the State. In the end, it is

also hoped that this study would make a modest contribution to knowledge and research.

1.5  HYPOTHESES OF THE STUDY HYPOTHESIS

Improved strategies of the mechanism of Revenue generation is likcly to contribute to an
efficient tax Administration system;

Tmprove record keeping and staffing situations are likely to contribufe to an effective tax

system in Kaduna State.

1.6 SCOPE OF STUDY

The problem of internal revenue generation and collection is not peculiar to Kaduna State
alone. Almost alt the State Governments of the federation have been forced to re-gvaluate
their existing internal revenue generation mechanisms in order lo improve their revenue

generation and collection.

In Kaduna State, there arc scven Heads through which the state government generates
internal rcvenue. These arc Taxes; Fines and Fees; License; Earnings and sales; Rent on

Government Properties; Interest, Repayments and Dividends; and miscellancous ol these,



Taxes, FMines and fees and licences constitute about 70 % of the internally generate revenue
of the State and Board of Internal Revenue is solely charged with the responsibility of their
generation and collection.

This study therefore will be limited (o an appraisal of the effectiveness and strategics of

revenue generation mechanisms employed by Revenue Board.

The selection of 7-year period (1990-1997) was deliberate as it corresponds with the period

when the Board was granted full autonomy.

It was during the same period that many strateyics were introduced to improve the revenue

generation muchinery resulling in massive improvement in actual collections.

1.7 RESEARCH METHODOLOGY
1. Sources of Data:

In this research work, data were collected through periodicals, journals, files, circulars,
gazetltes, and minutes of meetings. These arc cssentially secondary sources. This however
docs not preclude other sources such as text books, articles and conference papers.

i. Methods of analysis of data

Primary data werc generated through personal interviews/ questionnaire tcchnigues.
Information received from thesc sources reflected on issucs of administrative, human and

material resources of the Board. -



The interview/questionnaire were administered on hoth the officials of the Board and the
taxpayers. And i addition to all the above sources, the rescarcher who is also a staff of the

Board availed himself with the participant observation of the operations of the Boatd,

The data collected from these sources were carefully studied and analyzcd in order to come
owt wilh meaning full recommendations that are aimed at assisting the policy makers take
appropriate decisions for improving the performance of Revenue generation and collection

and administration i Kaduna State,

1.8  PLAN OF THE STUDY

This stt.:dy consists of five chapters. The first deals with Introduction. The second chapter
focuses on the review of related literatures as well as the theoretical framework. Chapter
threc discusses Tax Administration and the cntical appraisal of the sirategies of revenue
. genération in Kaduna State (1990-1997). Chapler four discusscs the analysis of the data
received from field @hilc the last chapter .deals with summary, recommendations and

conclusions of the research,



CHAPTER TWO
LITERATURE REVIEW & THEORETICAL FRAMEWORK
[n this chapter, attempts will be made to discuss the background of taxation in general in
Nigeria and the personal Income Tax in particular. Also the study will concentrate on the

concept of taxation and personal income as it relates to tax.

2.0 HISTORICAL DEVELOPMENT OF TAXATION
The history of payment ol tax is as early as the history of man himself, That is, the history of
" man has shown he has had to pay tax in one form or the other so as to assist government i

meeting up its responsibilities (rom the early stages of civilization.

The basic type and nature of taxes levied in the course of history have been profoundly
affected in charactenstics and scope by the nature of the political, economic and social
changes which every society experienced. Simply put, the tax system operating i any
Country is a product of the cumulative effect of the political and ccononne lastory of thai
Country. In this regard, taxation has developed over the centuries from a simple transfer
' arrangement between the subjeet and s leader, between the community and its feader, and
indeed between a believer and his faith; to a complex set of transfers affecting almost every
aspect of human endevour with the evolution and development of government and economie

life in general.

Although a large number of existing tax systems operating in most developmg Countries

have roots in Western Europe, there has existed what we might call idigenous form ol



taxation m many ol these Countries. For some of them, the imposition of colonial rule just
helped to re-structure and strengthen already existing form of taxation with the basic objects
of the taxes remaining legally unchanged. A good example of this is the haraji (Poll
tax) and Jangali (Cattle tax) that were already developed and extensively applied
the Northern part of the present day Nigeria long before the advent of the Briush Colonial
administration.  The Colonial rulers merely improved and consolidated the existing
arrangements, As Rabiu points out

"In the Muslim ruled states of the North, the Chiefs, Judges and the tax
collectors were well-organized before the British came. So when the British
came they made use of them to foster and consolidate their admimstration. All
the various traditional taxes were strengthen and brought under a single tax
payable on a single demand after the harvest, and whenever possible, in
currency instead of in kind"',

Lord Luggard, the architect of such colonial taxation himself cxplained in one of his
political memoir the rationale for this course of action,

"So far as 1t was based on tradition and custom, it ensured a ready acceptance
among the natives and 1s collection presented no novel difficulties, while so
far 1 was modified by the Resident, consolidated and fixed alternatively of
moncy value payable only once in the year, it inaugurated the beginning ol
new prineiples, recognized i more advanced communities and enabled the
collection to be made i a manner in which the proceed could best be utilized
by the admimstration, and accounted for in accordance with  financial
instructions, while it ensured more just incidence and greater uniformity."2

+ Today. decades after the attainment of political independence, some of these "traditional

taxes," m particular the Haraji and Jangali still play important, though contestable roles mn

revenue structure of many states and local government authorities in the Country.



2.1 PERSONAL INCOME TAXATION IN NIGERIA

Adedeji and Rouland (1972) traced the history ol personal income taxation to the Native
Revenue Ordinance of 1916 which was the first consolidated attempt to delimit the income
tax system for the ncw amalgamated country. In the real sense however, the history of
personal income taxation dates back only to the 1930 with the enactment of the colony
taxation ordinance of 1937 which sought to define the ordinance. The Direct taxation
ordinance ol 1940 sﬁught to consolidate lhle various Tax ordinances since 1916. This
ordinance recognized four sources ol 1ocal revenue; the flat rate for those earning less than
$30 (N 60 =) per annum which varies from % to 12 shilling {70k to N 1.20) por male adult, a
graduated income tax for these carning more than $30 trade license fees and a tax on rental
and other uneamed income which varics from 21/5 to 5 percent and was imposed on

. ilj
certainareas only,

Although' amendments to the 1940 ordinanct? were made, notably the on¢ of 1943 which
emphasized that direct taxes camc under the jurisdiction of the central government, such
taxes remained local and regional in the'ir. structure and organization up till the enactment of
the Income Tax Management Act of 1961, The 1961 Tax Act made the first concerted
attempt at .a national and broad based Personal Income Tax structure in the Country, The
implementation of the principles underlying the Act were constrained becaunsc the Act itsell
did not I(somc say could not) stipulate uniform tax rates and allowances o he granted
because the (then) constitution has placed persYnal income taxation under the residual st

« and thus under the orbit of the regional legislation.
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. The 1901 Act honetheless define some fundamentaf principles governing varlous aspects
taxation in the Country. Importantly, it also provided for the establishment of 4 loint Ty
Board JTB) -which was to serve gs g clearing house for Jurisdictional disputes and act a5

f_:'m_'pm f_‘or discussing matters of common interest to authorities, The Board has today becony

P i

an important institution in the Country’s tax system,

I 1975, a new legislation (decree) was made 1o further strengthen the Income Tax

Machinery iy {(f1e Country. "Ihe lncome Tax Managemeni (Uniform Taxution Provision)

F

Decree was promulgated - thys amending section of the 196] 1ax Act. The decree sought to

unify and cod; fy income tax provisions in the entire federation.

According to alg "The essence of such unification of (he tax is the same throughont the
{ederation as the codification automatically Jeads to certainty of payment, At the same time,

it enables the taxpayer (and his adviser, where relevant) to determing with a high degrec of

accuracy the precise amount of tax which wil] be one in any given year*
* The decree has provided for uniform allowances (reliefs) and tax ratg, Allowances providad
include:
Personal Allowance: WI ,600.00 where the tax payers income is bejow W2.600.00 pa or
W1200.00 where the laxpayer's income 18 between W2,500.00 and W2.000.00 where the
laxpayer's income exceeds W 6,000;

Wife Allowance of W300: The taxpayer may also claim this allowance ifhe js 4 divorcee

and pays atimony to his ex-wife;

11



Children Allowance of W250 for each unmarried child under 16 years of age maintained by
the taxpayer upto a maximum of four children, e, up W 1000, Dependent Relative
Allowance of W400 (maximum);

Life Assurance Relief which is restricted to 10 percent of the capital sumsecured at death

exclusive of bonuses:

Rent Rehief: A reliet of 10% is granted on appropriate evidence of payment.

Subscription to prolessional bodies. Such subscription are tax deductibles.

The Income Tax Management Act 1961 was further amended by the finance (Miscellancous
Taxation Provision) Decree 1985. Under this amendment. the personal mcome tax
~allowance was raised to W 1200 plus 12.5 percent of earned income in excess of W 6000,
Previously the allowance was W 000 or 10 percent of earned income which even was
higher. The marginal tax rates and other allowances however remained unchanged. Under

1985 amendment, tax clearance certificate was required for 19 types of transaction.

2.2 DEFINITION OF RELEV ANT CONCEPTS

(a) Personal Income

The (ic[iqilmn of personal income subject to taxation remains a contentious issue i the
literature of public finance. So far, there has not been a definition that cuts across
international boundaries. Attempt along this line by Haig and Simon however scemed to
have gain substantial adherence and infact forms the basis for the statutory definition of

personal income in relation to tax in many countries. Independently propounded. what has



come to be popularly known as Haig-Simon definition consist of the views of Robert Haig
who defines personal income as "the increase of a creation in ones power to satisfy his wants
in a given period in so far as that powers consist of meney itself and or anything susceptible

to valuation in terms of money™.

While Henry Simon™ equates personal income with the algebraic sum of consumption and
change m net worth"0. This in essence gives raise to the equation:

y=C+ W where Y = Income, C = Consumption and W = Chungg in networth.

It 15 important to notc that the definitions offered by both Haig and Simon serve only as
conceptual guide rather than as umversal formuia lor defining personal income in rclation
to tax. The Haig-Simon definition has come to be known as the accretion principle.

The statutory deflined income in Nigeria exhibit strong Haig-Simon influence. According to

the tax Act, the total income (i.e statutory total income) of any individual is:

_—

{i} The amount of ¢ (1) Any baluncing (iity Anyloss (minus) ([1v) Ay (minus)
his total (plus) changes for that year redief for that year capital

allowance

assessable incorne for that year.

from all sources

for thut year.

Income defined on the basis of the acerction principle like the onc above is known as the
Adjusted Gross Income (AGI). The AGI consisls of assessable incomc [rom all sources
including wages/salaries, dividends, rents, profits, royaltics, clc from unincorporaicd
business operation. The adjective’ gross' may be misleading since the AGH itsell is mnfacl the

'Ref Concept' as is cvident from the Haig-Simon formula. The AGI is income net of costs

incutred in carning that income. The AGI is not taxable income but what we might call the

13



first step .in the' subtraction game' to arrive at the taxable income. It is after allowances are
made for personal exemption and deduction that we eventually arrive at the taxable income
(TY).

Again taxable income less tax liability (TL) leaves us with disposable income (YD). Thus.
we have a set of relationships in the system.

AGI - (Exemption + Deduction) = TY

1Y - (Tax Liability) = YD

The notion of the AGI 1s useful in determining the comprehensiveness of any defined
income concepl.

(B)  Personal Allowances

Most, if not all modern tax systems provide a series of allowances or reliefs in the form of
deductions and exemptions. The personal income tax returns form in Nigena for instance
typically contains two sections dealing with allowances. Part C of the form is in respect of
deductions (from imcome) which include provision only for contribution to pension funds,
capital allowances and subscriptions to professional bodies. Part D contains the provisions
for personal allowances (exemption) which include spouse and children allowances,
dependent relatives allowances, rents and life msurance reliefs. All these have become

common features of taxation in Nigeria.

(C)  Personal Deductions
Personal deductions are statutorily defined expenses which do not qualify as regular

business expenses that are subtracted from the AGI to arrive at taxable income. Basically.



deduction arc used to adjust tax labilities to reflect other types of expenditures that are
considercd 1o reduce tax paying capacities. Furtherance, such deductions aliow for the
adjustment of tax Jiabilitics 1o cncourage increases in certain types of spending. These
dcductioqs can be itemized or standardized,

The original basis for allowing deductions are not very clear and some scholars have
everyone to conclude that "there is nothing inherent in the idea of income taxation itscif
which requires that any personal deductions or personal exemptions must be allowed "7 .
Such fiscal previledges like excimptions and deductions can thus be seen moerely as an
embodiment of age long convention - certainly a convention borne out of the desire to do

further social justice.

Without prejudice to the foregoing howevcer, the policy of allowing tax deductions have
come o playa number of major functions in the tax system from which we can readily
identify four:

To allow the deduction of certain items that are costs of oblaining non-business incomge or
that are hard to distinguish from such sects;

To re]iévc hardships that would arise from strict application of a tax on cconomic Income;
To encourage voluntary support for certain social desirable activities; and

To promote inter-governmental commitment in a federal system like Nigeria.
in effect then, deduction can be rationalized on two major grounds:

Improving an individual’s ability to pay; and

To promote certain public policy goals through the medium of tax expenditures.

15



Where personal deductions are allowed, the taxpayer may be required 1o itemize such
allowable personal deduction under a number of classifications including, but not limited to
medical expenses and casually losses (like in the USA), contribution to charttable
organizations and professional bodies and interest payments (like in Nigeria, the USA and
several other countries),

(2}  Personal Exemption

Personal cxemptions are specified amountlfor the taxpaycr, his spouse, children and
dependent relations. In effect, given portion of an individual’'s AGI may be subject 10 zero
taxation. It is suggested that the amount allowed as personal exemption ought to reflect the
amount of money needed to maintain some minimum standards of living.

Again personal exemptions have both ceonomic and general public policy aspects. For
instance, cxemptions given dircctly to the taxpayer for himself, wife and children may be
based mainly on prevailing economic conditions like the cost of living index. The order not
to make the taxpayer loss too much welfare, the tax system can cxempt part of this income
from taxation or morc correctly subjected it to zero taxation. The granting of cxemptions on
the support of dependents other than the ones mentioned above is however more of an
expression of public policy designed (o encourage tax payers to assume financial

responsibility for dependents. This is of course in consonance with our social values.
(E) Tax

Attempts Lo define the term "taxation™ in the literature of public finance have not been quitc

- successful as to the general term of its meaning. Nonetheless, one finds some definitions

16



given by the authors very compromising and have therefore adopted them in this research

work.

According to the International Encyelopedia of Social Science, taxation is "A general
concept for devices used by governments to extract money or other valuables from people

and organizations by the usc of laws "

Taxation has been seen by Hugh Dalton (1961.521) as "A compulsory contribution imposed
by a public authority, irrespective of the exact amount by services rendered 1o the taxpavers

in return and imposed as a penalty for any legal offence .

Also, Bhatia (1982.43) defined tax as "A compulsory levy and those who are taxed have 1o

pay the sums irrespective ol any corresponding return of goods and services by the
nltl

government” .

Another deflnition oftax is given by in the works of Wilson and Caemichael, Spicer and

Pegler (1983.16). They see taxation as "a levy made by the state on the income arising from

sources within the country and also upon the income arising from sources outside the

country, if the person enjoying the income is domicile and resident in the country”

While writers ke Hanson (1994.446) see taxation as "A compulsory payment by
individuals and companies to the state. it is a contribution for the provision of services
which can be eflectively provided by the state than by the individuals themselves. Local

P et e
taxation imposed by local authorities 1s known as rates"



Furthermore, Rabiu (1981.2) sees taxation as "A demand made by governments of a country
for a compulsory payment of money by the citizens of that country" 1+ From the above
definitions, it is clear that from time immemorial, governments imposed taxes to raise
revenue 1n order to cover the cost of administration, maintain law and order as well as for
defence purpose, against external aggression. Thus a tax is a liability imposed upon the tax
assesses that can be an individual, group of persons or other fegal entities. 1t is a hability 10
pay an amount on account of the fact that the tax assesses possesses an income of a
minimum amount and for certain specific services. Therefore a tax can be said to be a

generalized exaction.

2.3  BASISOF A TAX

A base of a tax i1s a legal description of the object with reference to which the tax apphes.
For instance, the basis ol an income tax 1s the income of the assessee as delined and
estimated m terms of rules and regulations Taid down for such purpose. Similarly, the basis

of an excise duty 1s the production, processing of specific goods and scrvices.

The base of cach tax has to be defined legally and it has to be qualified for that purpose of
determining the tax lability of an individual taxpayer. Each taxpaver 1s therefore regarded
as a legal entity by this purpose. Accordingly, an individual legal entity may be subjected to
more than one tax. 1« It should be noted that a tax base has a time dimension. For example. a
tax is usually on an annual basis and the law has to decide whether income would be taxed
on the basis of accruals or receipts, While determining a tax base, the tax authorities are

expected to give due consideration to various questions such as the cost of administration,



collection and effects of the tax. The precise coverage of a tax base therefore is sought by a

combimation ol the considerations.

As an important tool of fiscal policy. a tax is used extensively in all spheres of government
policy particularly n the process of revenue generation, income distribution are economic
stabilization. It is a fact to be reckoned with that in all the three tiers of government m
Nigeria, taxation is one of the major sources of revenue. The taxes collected come back to
~the lalxpu_l\;cl' i the form of social amenities. Hence, taxation is an all round subject which
affects the life of nearly evervbody. It is owing to this that Franklin, a philosopher observed

that nothing 1s certain in this world. except death and taxes

2.4  FUNCTIONS OF TAXATION

As indicated carlier, taxation is an important tool of fiscal policy and it is used extensively in
all spheres of government policy in the process of revenue generation. allocation, income
distribution and cconomic stabilization. In effect, it is used for extractive. compensatory and
regulatory purposes. We can identfy three major functions which government aims 1o
achieve through taxation. These include the raising of revenue, the distribution of income
and demand as well as supply management to stabilize the economy. Now let us look at
these functions in greater details:

{a) Raising Revenue

Taxation as indicated earhier. provides one very important dependable and elastic system of
revenue to the government. Through a multiple system of taxes on incomes. wealth and

consumption, government can raise large sums of money to help m offsetting expenditures
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incurred in the course of discharging its responsibilities to the gencral public. [n luact,
taxation grew out of the desire to gencrate revenue for the maintenance of basic public

-

utilitics.

The extent 1o which any government authority is able to use taxation to this end, i.¢ raising
revenue, will however depend on, among other things, the laxable capacity of the country,
which refers not only to the size and distribution of the aggregate tax base, but also on the
tax paying public. The taxable capacity of a country depends on factors such as the overall
level of development, the percentage of the population engage in cash income employment
and the structuve and compensation of prevailing taxes and the cfficiency and reliability of
the machinery charged with the management and administration of taxes in the country.
Thirwell {1983} points out that "the rudimeniary nature of the tax system in developing

countries is partly a reflection of the stage of development. Whereas 70 % of national

income is subject to income tax in developed countries, only about 30% is subject in the
developing countrics”" 10, This clearly goes to show that taxable capacity is

usually higher in the more advanced countries. Infact, there is a functional capacity and the
level of economic development coupled with the taxable capacity of course, is the amount of
. tax effort put in by government to cfficiently hamess all major tax sources. A country could
have a rclatively high taxable capacity but a.low tax effort. In which case, the tax revenuc
will be much lower than can be generated with_in the country. On the other hand, even the

most aggressive tax cffort will have a very marginal effect if the taxable capacity ol the

country is low. In effect, the extent to which a tax system performs this important revenuc
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function will be determined by a combination of all these factors; the elasticity of then tax,
the taxable capacity and the level of the tax efforts.

(h) Income Redistribution

When there 1s a potentially large incomes differentials not only between individual but also
_ between geo-political units and the different sections of the economy. taxation is used 1o
adjust or rectify such cleavages. Through a system of progressive income tax, government
attempts 1o redistribute income between individuals by taxing incomes excess of certain
levels very steeply and exempting on relieving incomes below certain levels from taxation,
The importance of (progressive) taxation is indeed universally acknowledged as a deliberate
corrective spontancous cconomic and political forces which produce steadily growing
mcome inequality m any modern society, As Kaldor puts it, "progressive taxation is in the

i - i X 17
end, the only alternative to complete expropriation through violent revolution”

(c) Stabilization

Taxation can be used in the arca of demand management and supply stimulation to
stabilized the economy from undue economic upheavals and to mantain a "reasonable”
price level. Government can tax (or increase tax) the consumption. production and
importation of certain line of goods and services. Likewise it can in a bid to promote
exports, give a package of tax incentives. To discourage conspicuous consumption, for
instance, the ‘tax instrument can also be used. Though a vancty of indirect taxes,
government can attempt to contain inflation to reasonable levels. The same 1s also achieved

by taxing corporate profits.



It should be mentioned that government usually attempts to use a given tax to perform any
or all of the functions enumerated/discussed above. In essence, the functions are inextricably
linked, One might observe that some of the functions outlined are more likely than not to

conflict in practice.

This is inevitable in any public policy, and taxation is no exception. For instance, one can
foresce a conflict between the goals of using taxes to raise revenue and taxation for
_ balancing incomes inequality. A lot of the conflicts that arise in the course of the application
of certain taxes are not easily resolvable, The policy maker can attempt to minimize or make
some trade offs between the two conflicting ends of the policy.

Writing on personal income taxation, Richard Goode (1982) observed that of a possible
variety of tax basecs, including consumption and wealth, income has been identified as the
best eriteria or vardstick for measuring ability. Income measures the cconomic power of
individual and provides accounting system that can really be used in assessing taxes
According to him (Good),

- "The beliefl that the income tax is the fairest of all taxes arise from the conviction that it
accords best with the ability to pay. Net income is a measure of a person's capacity to
command economic resources and intuitively it seems to be a good indicator of ability 1o

M - - 1%
help finance government™ ™,

In a research study conducted on public finance and budgeting, Halidu [. Abubakar (1996)
gave out some characteristics that tend to single out income as the most appropriate measure

of ability to pay, which include 19,

b
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Directness:- An income tax 1s direct in the sense that its burden falls directly on the person
whose icome 1s taxed. It 1s not possible to shift the burden of an income tax to a third party:
E .-\d:mluhiiiiy: - By providing for personal allowances and a graduated rate structure. the
income tax may cause an individual's tax to increase faster than his income an individual's
tax to increase faster than his income with the result that the percentage of income absorbed
by the tax rises with income. This characteristic has led the tag of "progressivity” to income
taxation.

Flasticity:- An income tax 1s elastic in the sense that it responds accordingly to change. in
meome level, Thus, when general income rises, the tax yield also rises, and as pointed out
above, at a faster rate than the rise in income; and

Neuatrality:- An income tax as against a wealth or consumption tax is neutral as between
different lines of expenditure. A man whose income is reduced by a certain sum on account
of income tax will spend that income in the same way as he would have done if he had paid
no tax but his income had been correspondingly lower.

In this brief review of related literature, one can see that irrespective of how we look at it.
income tax meets the basic notion of ability to pay and equity; which almost evervbody
agrees should be acknowledged as an important consideration i taxation. This will be
discussed more in the next discussion of theoretical framework particularly as it relates to

the Nigerian personal income tax system.

25 THEORETICAL FRAMEWORK
Ihe theoretical frame work of revenue 1s a function of the tax base, tax rate and the

effectiveness and quality of the tax administration. The tax established by the usual structure



of exemptions and dedications from gross income used in arriving at the chargeable income.
Tax ability 1s then determined by applying the taxable rates on the taxable Income brackets.
In this contract. the amount of tax paid by a person is the function of the efficiency of tax
administration - properly  enforeing  the classified tax (all c¢lements ol deduction,
exemptions and the like are brought mto the analysis through relationship). As rightly
pointed ulul by Harold Graves (1959), " An income Tax is like a stool with three legs if

anyone of them 1s defective, the others will not save it from defective performance” The first
and the simplest which gets more attention is the rate. The second 15 the base™ it involves all

i i i 4y i R n )
issues of tax avoidance... and the third is the administration.”

I'he theory of tax structure particularly i the carly stages of economic development has
some basic features such as the narrowness of the personal Income Tax base the operation of
the poll tax and the scarcity of indirect tax on foreign trade. In addition. the tax revenue to
- oross domestic products ratio is very low. However, this basis feature more in the
appropriate direction as the positive measures adopted by government to propel the

cconomy forward beyond the stagnation level.

Overtime therefore, some taxes are likely to grow in importance while other are certain to
decline. Personal Income Tax provides a good example of the former since 1t personal
income tax revenue is expected to increase as per capital Income rises. consequently, in the
progressive tax system Personal Income Tax revenue has a high degree of elastieity in terms

ol Income.



FFor the self employed. the tax is based on the declared income at the end of the tax year. The
system allows for massive declaration of income among the tax pavers in such a situation
with an ineffective tax administration, it is easy for the wealthy self-employed people 1o

evade pavment of taxes completely.

Also voluntary compliance to existing tax laws and the enforcement of such laws where
there is default is another problem area in the tax system. The fault may not be with the tax
officials but with the system and the environment under which the tax system operates.
Referring of this problem in the UK., Tom Bingham (1959) in his book "Tax evasion" said
that the continued existence of tax evasion i1s none reflection on the effectual efforts of the
Revenue Dept. which is "faced with a virtually impossible task in an age when standards of
honesty appear to have decline and tax dodging has become, if not respectable, at least
acceptable in a society which now appears to regard the tax evader with good hourmoured

envy. The unacceptable face of capitalism is unacceptable no more "'

In our earlier analysis, we have indicated that the personal Income Tax efforts in Nigeria 1s
very small; indicating the existence of excess taxable capacity especially for the self-
employed professionals and wealthy business who only Pay Personal Income Tax (PIT) on
less 2 percent of therr total Income. A Personal Income Tax effort ol under 2 percent n
Nigeria does not compare {avourably with the 14 and 15 percent in the UK and USA
respectively. The unsatisfactory low Personal Income Tax effort in Nigenia 1s due not only to
low Capital Income but as to other factors which essentially effect on the weakness in the

Personal Income Tax administration in the country,

b
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Consequently the empirical evidence in Nigeria regards the hypothesis that Personal Income
Tax revenuc is income elastic in an upward direction as the economy progress. Hence, there
15 a statistical differences between the progressively of the Personal Income tux rates und the
realized progressively. In other words, 1t is not therefore surprising that Personal Income

Tax has little or no cffect on the re-distribution ol income in Nigeria.

As carlier pointed out, a low PIT effort of under 2 percent capacity is an indication that
excess taxable capacity exist. But until the last few years of Military and polilicat rule, the
Qvill to tax people is very weak in the country while the means have not been adequate. The
will 1o tax as such docs not nccessarily means that policy measurcs should be directed to
further increases in the "PIT rates", but it largely involves the political will o enforce the

existing tax laws.

To further increases the P rates will only imply a relatively greater burden on the
contentious tax paycrs who are mostly ﬁ|1d0|‘ the Pay As You Earned (P AYE) system. [t
may be cven necessary to reduce the maximum PIT payers in the highest Income brackets
would have a maximum tax ratc which is close to the Company Income (ax rate ot 45

percent.

.t

Although, tax rates tends lo (luctuate greatly in recent years in Nigeria, every year lhe
Fedcral government changes the rale to reduce such burdens. The pohtical will within the
context of PIT revenue maximization in Nigeria has to be mainly cxercised with respect 1o
self-employed taxable person who cvade lax thercby reducing both the PIT effort and

revCenue.
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CHAPTER THREE
TAX ADMINISTRATION AND STRATEGIES FOR REVENUE
- GENERATION AND COLLECTION IN KADUNA STATE.
3.0 INTRODUCTION
[n this chapter, attempt was made to present a brief history ol Revenue Collection and
Administration in Kaduna State. Also, an analysis of the organisational set - up and various

existing strategies for Revenue Collection were discussed.

The machinery charged with the responsibility for interpreting and executing tax laws which
is what tax administration represents is a very important element in the tax system of any
- Country or State. For as Abubakar says "the operation of any tax system and the attitude of
tax pavers toward it are strongly influenced by the quality of its administration 1", In fact,
many Scholars and Practitioners alike. contend that the defiets of a bad tax may be
substantially corrected by good administration, while bad tax administration may convert a
good tax into an instrument of oppression, In other words, an inherently good tax can be

turned counter - productive by poor administration and vice versa.

As an organisational process. the scope of tax administration spans the initial determination
- of an individual's tax liability, providing an appropriate organizational framework for tax
assessment and collection, and the enforcement of penalties to a default on tax liability. As
such, the structure charged with that responsibility is established partly by the same
regulations that may be promulgated through administrative discisions. Although 1t is

regarded as a ministerial function the system of tax administration is constantly subjected 1o
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review and possible correction by the Courts. For it is assumed that taxation always involves
the transler of private mcome and wealth for public purposes and as such the taxpayer is

entittled at every turn to the protection afforded by the county's constitution.

Viewed in the foregoing term therefore. the importance of a good and effective tax
administration cannot be over - emphasized and so too is the need for people operating the
system to be those of high qualities of intelligence and integrity.  The calibre of who man
the system has a lot of implications for the outlook of the overall administrative structure not

only for taxation, but for any other facets of public policy,

In Kaduna State as in any other Stacs of the Federation, tax administration is designed
around two major function: Assessment and Collection.  Organisationally. the Revnue
collection determine the main framework for tax admimstration. Each state of the federation
has its own Revenue Board, but there is often a lot of interaction and cooperation between

the states through the auspices of the Joint Tax Board (JTB).

3.1 HISTORY OF REVENUE COLLECTION AND ADMINISTRATION IN
KADUNA STATE.

I'he present Kaduna State Board of Internal Revenue has its roots from the former Northen

Nigeria Revenue Division of the Ministry of Finance. The Board is said to be the oldest

* Revenue Division North of the Niger. Its history can be traced as far back as 1962 when th
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operations of tax was based on Income Tax Management Act of 1961 and the amended

Personal Tax Laws of 1962,

In 1962, the Northern Nigeria Personal Tax Law was enacted and a new formula of sharing
revenue between the former Northern Nigeria government and the then native authorities
was introduced. The regional government allowed the Native authorities 20 per cent of P A
YE and Direct Assessment proceeds which they collected in accordance with the
Commissioner of Revenue Division of the Ministry of Finance. The remaining 80 percent

then goes.to the Northern Nigeria Government treasury.,

According o section 3( 1) ofthe Personal Tax Laws of 1902, it was stated that:

"Authorities responsible for the administration of this law shall be the Director of the State
Board of Internal Revenue. who shall be a public officer, and such other persons as may be
necessary, the director of the State Board of Internal Revenue may however authorise any
person to perform or assist advise in the performance of the functions under the law other

than some specified function™,

In 1967 the Federal Military Government created twelve autonomous States with a view to
removing the imbalance in the political structure of the country. Soon after this, Decree
No.15 was promulgated which gave financial provision for all States and cach of the six
States carved out of the former North was to receive certain amount. This development led

to the creation of the North Central State and the revenue section of the Ministry of Finance.
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In 1970 Northern Nigeria tax law, later known as Personal Tax Law (amended) edict
conferred the power to distrain properties of defaulting tax pavers on the Director of the
State Board of Internal Revenue. However, the local authorities were relieved of the
responsibility for the collection of Direct Assessment tax which accorded to 20 percent of

the State Revenue. This singular act made the states revenue more functional.

In 1985, edict No. 12 known as the Kaduna State Board of internal Revenue edict was
enacted thereby establishing for the first time an autonomous Board of Internal Revenue
with full powers and function. This development completely divorced the Board and its
operations independent of the state Ministry of Finance. The Board has its corporate
headquarters in Kaduna with office in all the former 12 local Governments headquarters i

the state. .

As indicated earlier, and prior to 1985, the administration of tax and fees, and the collection
and accounting of the same was the sole responsibility of the Ministry of Finance and
Economic Planning. The Minmistry then operate a Revenue Division headed by a
"Commissioner of Revenue" The creation of the post of a Commissioner of Revenue was
under the provision of the Northern Nigeria personal law of 1966 and was applicable to all
division regions of the defunct Northern Nigeria. The above position was universally
adopted mn the whole Northern Nigeria until recently. The Personal Tax Law of 1962
complemented the income management act, 1961, which is still a valid law. The above

arrangement did not succeeded in having a solid tax admimstration. adequate internal



revenue collection and accounting in the former Northern Nigeria including Kaduna State.

The destre for improvement resulted in the creation of the Board of Internal Revenue.,

Between 1985 and 1993, the Board operated under direct supervision of the Ministry of
Finance and in March 1994, the provision of Decrec No.3 1993 was implemented and a
Board was constituted under an Exccutive Chairman reporting dircetly to his Excellency, the

Military Administrator.

Between March 1994, the Board was completely re-orgnised in line with the provision of the
decree. The Board collects taxs and fees from individuals and corporate bodies as prescribed
by the various enabling laws from thc following sources - PA YE, Personul [ncome Tax
(Direct. Assessment) With-holding Taxs relating (o individuals on rents, Commission
conlracts, etc, Road taxs, cntertainment taxes, Development levy, Regisiration of Business
bremises fees, and stamp duty from ﬁon-corpo’rate persons.

In order. to achieve its objectives of enhancing the revenue collection machinery in the state,
the Board went thfough internal reorgaf;isation aimed af re-oricntation  based on
accountabtlity and hard work with commensurate reward lor samc through the years o
1997. It also undertook massive tax payer education, review of methodé of accounting for

collection and the collection machinery.

It is worthy to notc thal in order to cnsure effective administration of taxes i the state, a
revenue court was established to try tax defaulter. The court was established by edict NO.7

of 1989 o adjudicate on all cases arising [rom the contravention of all the laws and other



revenue matters i force throughout the state. Also in accordance with section 39 of Personal
Income Tax Decree No.104 ol 1993, the State Government has set up the Body of Appeal
Commissioner. The main duty of this Body of Appeal will be to a dedicate on all apeals that
shall arise out of the assessment on Income tax either from taxpayers or from the Board of

Internal Revenue.

3.2  ADMINISTRATIVE ORGANISATION. POWER OF THE BOARD

The Administrative organisation of Revenue Board 1s basically the same throughout the
country, except for slight varations m designation and devaluation of responsibility. The
Kaduna State Revenue Board in headed by the Executive Chairman with six part time
members drawn from state Ministry of Finance, Justice Land and Suvey, Works and
Housing and two external members drawn from the private sector. They assume supervisory
role of the general affairs of the Board. Sections 2(1), 26(1) and 39(1) of the Person Tax
Law of 1962 vest the responsibility for the administration of tax laws and Revenue on the
Executive Chairman. He has the powers to assess, collect and account for all the amount of
tax on revenue collected and has the power to exempt people from paving tax under section

8 of Personal Tax Law of 1962,

3.2.1 Powers and functions of the Board.
Section of the edict No.12 of 1985 stated the powers and function of the Board as follows,
"They shall have the power to ......

a) Administer the provisions of the Personal Income Tax Law in the State:
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Asses, collect and account for all taxes in the state and may do all such things as may be
deemed necessary or expedient for the assessment and the collection of such taxes:
Supervise the collection of all revenue of the state which other Ministries or Departments
collect:

Revise Elll. absolute rates collected by the Board; and

Liaise on tax and revenue matters with the Federal and all other State Governments through

the Joint Tax Board. "'

3.3 ORGANISATIONAL STRUCTURE OF THE BOARD

In order to effectively carry the functions outlined in 3.2.1, and as indicated earlier, the edict
No.12 of 1985 made the Board autonomous in all its areas of operations. It is also to pursue
its affairs independently in the conduct of its day today affairs such as the selection
recruitment training and development, promotion and discipline of its personal.  Along this
line. three policy making bodies were provided for the edict who are to establish proper
policy - guardlines and decision as well as procedures for the conduct of the Board and to
ensure control and monitor results/ achievements of the Board, These are the Board of
Directors (highst policy making body), the personal management Board (PMB) and the

['echnical Committee,
At the operational level (see organisational chart of the Board on the appendix), we have the

Executive Chairman, who is the Chief Executive and the accounting officer of the Board. He

oversees and supervises the implementation of all policy decision/guidelines of Board and
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reports directly to the Board of Directors and the Governor vide the Commissioner of

Finance.

Under the Executive Chairman, seven departments have been created for effective
functioning of the Board, and these are:

a) The Personal Income Tax Department (PI'T)

Under the PIT Dept. there are 2 important sections:

PAY AS ‘Y()l’ EAN (P A YE) Section: - This section deals with the tax matters of workers
of both the public and private sectors in so far as their taxes are being deducted from their
salaries and wages.

Direct Assessment Section:- This section is responsible for the identification assessment and
collection of taxes from all Delf employed person like sole-profination. Business

professionals and all Dell-employed actisam,

As provided for in PIT Decree 104 of 1993, i.e. the Personal Income tax Decree, a whole
Dept. was created to cater for the provisions of the Decree. The Department is headed by a
Director on GL. 16, And among the major sources of taxes to be generated and collected
include the Pay As You Earn (PA YE). the Direct assessment and Withholding taxes on
rents, dividends, interest commission ele

b) Administration and Personnel Management Department.

The Administration and Personnel Management Dept. of the Board 1s solely charged with.
the responsibly of general administration and maintenance of Board's Structures, Buildings,

Vehicles, Furniture and equipments. It also deals with the general staff recruitment, training
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and development. The Dept. also oversees staff welfare, promotion and discipline. In
essence, 11 1s a support and Management Service Dept. headed by a Director on GL16.

C) Department of finance and supplics

This Dept. has the following major responsibilities:

(1) Control the Finance of the Board:

(11) Preparation and payment of salaries:

(it1)  Preparing. submitting and defending requests for budget release and follow - up for
cash backing for the Ministry of Finance;

(iv)  Budget coordination and preparation. The Dept. is involved in the preparation of
Income and cxpenditures statements, Bank reconciliation and other sundry financial
lrunsucliu‘n undertaken by the Board,

'he Dept. is also headed by a Director on GL. 10,

dj Investigation. Monitoring and Audit (IMA) Dept.

[his DEpt. 1s made of three sections as follows:

(1) Investigation: - This section dealswith cases of frauds and fraudlent practice,
embezzlements, thefts, as an when they arise. Cases for the investigation may originate from
within the sections other Depts. or even from outside the Board.

(ii)  Monitoring: - This section monitors and ensures strict compliance with laid drawn
procedures, rules and regulations in respect of assessment and collection of taxes. It also
gathers relevant tax information in respect of new and old taxpavers and designate some to
relevant Depts. for their necessary action.

(ili)  Auditing: - This section is pre-occupied with the internal controls and their

application within the operating system of the Board.  These include accuracy of record
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maintenancc and keeping, prc payment audit with regards to vouchers, certification of
rcquest for the issuance of tax clearance certificates, cash/cheques collection and
lodgements, revealing cases of fraud that have been apparent and a general cheék on staff
performance and attitudes to work. Generally the IMA Dept is the wateh-dog of the Board's
operation with emphasizc on f[inances. They also perform the intelligence functions of
identifying tax defaulters, avoiders and the discovery of new establishments and querics of
lax payn;lenl. The Dept also monitors the general revenue collection ol Kaduna State. Al
agencies of government are supposed to generate revenuc (ministries of cducation, health,
lands and surveys) etc are o be cvaluate periodically by the Dept. so that their strategies and
efforts are duly monitored. This Dept is also headed by a Director on GL.16.

(c) Revenue Accounting and Data Processing (RADP)

DEPARTMENT

This department is charged with the responsibility of collecting enough information about
existing_apd prospective taxpayers. Such findings cnable the department to make convincing
recommendations to the tax authority for timely implementation. The department is also
responsible for the collection and compilation of weekly and monthly returns. Through thi.s
singular act, performance of all depts and revenue offices are closely monitored and cascs of
meeting of revenue targets arc studied. All the data and information collected are sent to the
computer unit of the Dept. lor inputting and evaluation. The information is then produced in
a useflul form and sent to the Board of Dircctors and Ministry of Finance as well as the
Revenue Sharing Comnutlee (or proper policy analysis, interpretiation and implementation,

The dept is headed by a Direclor on GL.16.

38



(F) 6‘ther Taxes Dept .

The Other Taxes Dept was created in 1994 when the depts of the Boarclé were rcstructurcd..
The departiment was created o cater for collection of taxes from the following sections:

(1 Motor Licencing Authority Section - This section deals with the issues of processing
apphcations for motor vehicle registration, licences and other road taxes. 1 s also
responsible for the maintenance of records of vehicles registered in the state. In addition, it
is charged with the responsibility for the procurement ol vehicles number plates, licences
and all other materials necessary for the collection of road taxes.

{i1) écgislra.tion of Business Premises Scétion - The main edict for the assessment and
collection of fee from registration of business premises was promulgated in 1979 where the
state Minis(ry of Commerce was the sole agent for the administration of BPR. In 1994, the
edict was amended and the powers of collection was transferred to the Board. The Board
took over the collection with very high expectations because of its expertiée and versatility
in revenue generation. In addition, the rates chargeable was roviewed higher and the state
was zoned in order to enhance collection from this source. |

(iii) ?Fvelopment Levy Section - This section is responsible for the collection of
development levy chargeable from all taxable adults in the state on a flat rate of N 15.00 per
annum. The section 1s responsible lor the designing of the methods of collection and
lodgement of all proceeds from the development levy. At the beginning of every collection
period, each year, usually between October November, the section afler gelting approval
from His Excellency the Governor of the state, issue out call-circular where guidelines for

the administration of the development levy arc clearly spell out and all taxable adults,



individual and corporate are duly mandated to follow the guidelines. And at the end of the
collection period, the section is mandated to go round the emirates and chiefdoms to retrieve
all the documents given to the Emirs/Chiefs as well as AROs and to undertake accurate and
comprehensive reconciliation. In 1994, the rate chargeable was reviewed to N 50.00 per
individual and N 100,00 and N 500 to corporate organisations.

(ivl  Entertainment, Stamp-duty and Capital Gains Tax Section  This section deals with
the generation and collection of revenue from capital gains tax and stamp duty. The
collection of tax from capital gains tax is backed by the (CGT A) Act of 1967 as amended
by CAP42 LEN of 1990 and 1996. This act regulates the taxation of the profits derived from
the sale of capital items (asscts). While the collection of stamp duty tax is backed by the
stamp duty act of 1961, It regulates transactions that are subject to advoloren duties to give
them legal backing. This type of tax is administered by both the states and federal
government,

(g) Legal and Statutory Matters Dept

This dept take charge of all the Board's legal requirements. In addition, the. Board s

operation is guided and protected by the following instruments:

(1) The Board of Internal Revenue Edict 1985
(11) Personal Tax Law (1962) and Income Tax management Act 1979
_ (1) Kaduna State Development Levy Edict 1984 and Civil Service Reforms of 1986,

Another most important section of the dept is the Revenue Court.
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REVENUE COURT

The Kaduna State revenue Court was established by Edict No.7 of 1989 to adjudicate on all
cases arising from the contravention of all laws on revenue matters in force throughout the
state. The court was established to treat cases in default of payment of taxes and fees 1o
Kaduna State Revenue Board, Bureau for Lands and Surveys, Ministry of Education, cte.
The court commenced prosecution in January 1993 with most of the cases coming from
Bureau for Lands and Survevs and later cases were sent from Jibo Commission known as

the Kaduna State Investigation Panel on colossal loss of Government revenue to prosecule

those:
(1) egal diversion of government funds,
(1) Tax evasion and non-payment of arrcars of taxes.

Initially, all cases were referred to the Office of the State Attorney General and
Commissioner of Justice for prosecution. But because of the volume of work mvolved and
required the Board had to engage the services of two external solicitors to handle the cases

s0 as to speed up the recovery.

The Kaduna State Revenue Court uses district court rules as "modus operandi” and is
presided over by a Chief magistrate who combines his magisterial duties with that of the
revenue court. Similarly, the office of Registrar of the court was provided for by the edict to
overlook the general administration and to facilitate the prosecution and perfection of all the

COUTt processes.
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3.5 PERSONAL INCOME TAX PROCESSES

PersonalIncome tax is one of the main sources of internal revenue to all states in the
federation. Thus, the determination of assessable income of prospective taxpayers by the
revenue authorittes 1s onc of their major function. According to the provision of scction
201} of Incomec Tax management Act of 1961 (is amended up o 1979), "lncome of any
individual for the year of assessment from each sources of his income (hercin referred as
assessable income) shall be the amount o.f the income of the year immediatcly preceding the
year of assessment carned from such sources, notwithstanding that he may have ceased to
possess any such source and that such source may have ceased to produce any income.
~

This provision is made to enable both the taxpayers and the tax authorities to delerming
whether there is profit or loss in the Business. Before the commencement of the year of
assessment, usually in December, this category of taxpayers arc normally served with relief
from (Rev. 49) in which they are required to fill and declare (heir income and return the
form to the tax authority within the period of three months beginning from the first month of
the year of assessment. When completed and returned, notices of assessment are sent (o the
laxpayers, which serves as the first demand note to the tax due. The notice will indicate a
taxpaycx.“'s‘ asscssable income, (he tax payable, and the place of which the payment 1s to be
made, There is also a column where the laxpayer's right to object to the assessment il he

docs not agree with it is indicated.
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3.5.1 Best of Judgement (BOJA)

When taxpayers refuse to declare their income as demanded by tax laws at the beginning of
the vear of assessment afier they might have been served with the reliel form, then the tax
authority is covered by law to assess the taxpavers on the Best of Judgement (BOJA)
princip]c.. In a situation where a taxpayer makes false declaration of income, the law
stipulates that whenever the true mcome is known, the taxpayer be reassessed. In addition. a
penalty sum equal to the amount of the tax due is chargeable and pavable to the Chief

Executive of the Revenue Board.

3.5.2 Pay As You Earn Operation

This is a system by which am employee pays the income tax on his earnings from
cmplu'\-'m-l:nl and other sources in twelve monthly instalments during the accounting year.
Income carn during the year of assessment, which 1s the year commencing st of January
and ending December 31st will be subjected to tax deduction under this system. Earnings
here include salaries, wages, fees, bonuses, commissions and allowances payable in money
except amounts which represent re-imbursement of expenses incurred by the employee or

office in the performance of his duties.

Under this scheme. estimated amount of personal incnome tax due for any year is collected
through the employee who deducts the tax from payments or remuncration made to the
emplovee. According to scction 3(2) of personal tax laws of Northern States 1962 (as

amended), only those employers who have been directed to operate the "P AYE Scheme"
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have the right to deduct the income of the employees. Any employer that has not receive a

notice of deduction has no authority to operate the Pay as You Farn Scheme,

n the P AYE section of the Board, there are some vital papers issued to taxpayers frec of
charge and they include:

(1) Tax Relief Form (Rev. 49) - This is a working sheet for the computation of the
taxpayer's free pay allowances. It is from this form that the allowances are entered on the tax
deduction cards (Rev. 4m). The allowances are set out clearly on the working sheet which is
designed 1o provide columns for the various adjustments to the free pay allowance figure.

(11) Tax Deduction Card - This card shows among other things the most free pay
allowances of the taxpayer and provides columns for recording total gross pay and monthly
tax deductions. It 1s forwarded to the employer after an employee has completed tax relief
form showing the employees free pay allowance on it. The figure taken into account
excludes any income from other sources (after from the employment income) set against the
free pay allowance figure. The net figure is entered in column 4 of the card on cumulative
basis.

(ii1)  Tax Table:- Tax tables used by the employer as issued by the appropriate tax
authority s designed on a cumulative basis and covers only the tax calculated on the
scheduled rates. It should be noted that the tax due on any taxable pay for a tax payer in a
certain month is different from the amount payable by that same person on the same figure
of taxable pay in another month, Consequently, users of tax tables should be extra careful to
ascertain the appropriate month applicable to the case in view. in order to obtain the correct

. tax figure applicable to that taxpayer for the month in question.
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(iv)  Annual Return Form (REV. 9 and 9Cj - The tax laws require the employer of labour

. o send the list of lus cmployces in this form during the year of asscssment, showing total
salaries and wages, total tax paid by each cmployee. There is also column indicating
employcrs menthly remittance to the relevant tax authority which when added up should
reconcile with the total tax deducted and paid. All directed employers are required to obtain
complcte and submit this form from on or before 31% January, preceding the year of
deduction.
(v) Leaving Certificate - This is olten called final certificatc. Tt is usually uscd by
foreigners resident in Nigeria who wish to finally leave for their countries.

© - (vi) Tax Clearance Certificatc - To the majority of taxpayers, the basic function of
revenue Board is the processing and issuance of tax clearance certificates. Tax clearance
certificate is a top security document issued to taxpayers on making their payment of lax
liabilities. It usually covers the period of three years and is given once a year. The
certificates perform very vital functions to the taxpayers which include:
(a) It enables foreigners remit to their home countries their earnings;
(b) It may.bc used to process application for government loans for industries and
businesses, firearms and vehicle licences.

“{c) It is also uscd for application in ccrtificate of occupancy and award of contracts,
foreign exchange.

(d) Application for imports and exports ot plots of lands, etc.
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3.6  PROBLEM OF PERSONAL INCOME TAXATION

Despite the many advantages of personal income tax over other forms of taxation as we have
shown in chapter 11, it 1s not without its own problems which m an economic setting like
ours tend to seriously undermine the mmportance of income taxation. Some of these
problems are general in nature in the sense that they apply to every tax system, the historical
peculiarities of a country : S socio-ecconomic structure and level of development. Though
these problems of taxation are numerous, we can identify some major arcas which ine lude:
(1) Problem of Definition: - The problem of defining income can be seen from two
perspectives, first, the taxing authority has to determine which of the two widely used
statutory definitions to adopt. Government can either use the "global" or a "scheduler”
definitions of income subject to tax. It makes a difference as to which definition is adopted
because the purpose of such distinction is usually to differentiate between eammed and
accrued income. Most people are of the view that substantial equity is sacrificed when
imcomes from all sources are lumped together and taxed under a untform rate schedule as the

global approach attempts to do.

They contend that carned income-owners like workers make more sacrifice in paying taxes
than people who derive income from profits, dividends, rents, and nterestes. Thus, the
scheduler definition that provides two sets of income flows and two sets of tax rates will be
preferable. On the otherhand. there is a related problem of inputing money-income to a large

number of self~employed persons that reside in the country.
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A large portion of the taxable population is self-employed in diverse arcas like agriculture,
commerce, construction industry and transportation. Many, particularly those engaged in the
agricultural sector earn income in real terms than in nominal or monetary terms. While
others hardly even keep any record of the financial transactions. To tax these group of
people on any progressive system of taxation would of necessity involve the mputation of
money income to individuals. These "assumed" incomes may be at some variance with the
incomes actually earned by these people which again raises fundamental question of equity .

(1) The second set of problems Tall into two broad categories. First, there 1s the problem
of deciding what and which types of activities a fiscal transfers should be made tax
deductible. Related to this, i1s deciding conditions under which a taxpayer should claim
personal exemption.  Secondly, there is the problem of fixing rate allowances that truly
reflect the goals of public policy. How much should be granted as personal exemption to the
taxpavers? How much exemption should be given on each child and in anv case for how
many children should taxpayer emjoy relief? These and a number of other questions are
usually bound to arise when the circumstances under which they were originally determined
change significantly thereby making existing rates outdated

and out of tune with the realities of prevailing socio-economic circumstances.

As Abubakar points out "on the surface, the problem may appear casily resolvable but
experience has shown that determining equitable tax deductible expenditures and fixing
appropriate and allowances is a very difficult exercise. It requires the analytical capabihities
of the economist, the perceptive mind of the public administrator. and the wit of the

politician, to resolve this sensitive tax policy issue. The rate structure like most other policy,
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outcomes eventually adopted ofien reflect a comprise between what is desirable and what is

practicable "4

(i) The third source of problem is in the area of assessment, collection and the overall
tax administration; though each of these can convenicntly be categorised as a problem area
in itself. Here, we have decided to treat them collectively under one heading on the belief
that they arc closely interrelated, each one of them has some implications for the other and
in particular tax adnunistration constitutes the most appropriate link between tax assessment
and collection.

The asse.ssment problem arises becausc we have mentioned earlicr on. there is a lurge
number of people who are sell employed and so have to be asscssed. This is because as
Presel points out that "if an increase tax is to be anything other than a poll tax or at the most,
tax based on occupation or profession, some attempts al assessment of individual incomes
become necessary 5. Unfortunately it has often proved difficult o cffectively asscss
individual incomes where therc are hardly any records of financial transactions. This is the
situation that prevails on a large scalc in Kaduna State. Assessment in this regard relies
.rather heavily on the cooperation of the potential taxpayer to disclosc his income or taxable

capacity.

More often than not, the information the taxpayer are willing to provide when they do,
usually lcads to gross under assessment of their income and corresponding tax liabilities.

Closcly related to the problem of assessment is that of collection. Rabiu aptly brings to force
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the extent of this relationship when he pointed out that "the greatest difficulty in tax

collection in a considerable number of cases 1s the area of the directly assessed tax"".

The dual problem of assessment and collection has contributed  substantially to severely
limit the ‘amount of personal income tax collected through direct assessment. Even when
assessed, many taxpayers often renegade on the agreed terms of pavment. Tax officials in
the country are often faced with the unenviable task of trying to get business persons,
contractors and other self-employed persons to come and pay taxes. The third component of
this problem is admimistration. We have already said that the way and manner in which tax
administration 1s organised and conducted have far reaching implications for the overall
relevance and efficiency of the tax system. In particular, the system of administration will
have significant mfluence on the assessment and collection conditions. As pointed earlier,
the upurul'iuns of a tax system and the attitude of taxpayers towards it are strongly influenced

by the quality of its administration.

To sum up, the problems of tax administration in Kaduna State and Nigeria generally can be
seen within an institutional and structural context. The structural problem relate mainly to
the system of collecting and recording relevant informations on taxpavers, the usually poor

working conditions and the general inadequacy of trained personnel.

While the mstitutional problems relate mamly on attitude of both the tax officials to their

work and taxpayers to tax officials.
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(1v)  Tax Evasion and Avoidance:- The fourth group of problems associated with income
tax are the twin problem of evasion and avoidance constituting the taxman's dilema, the
world over. The severity of these two problems will however differ from one country to the
other. Simply defined, tax evasion is the total refusal to either pau up or honour taxes duly
imposed or the deliberate refusal to declare some incomes received for the purpose of
taxation. Evasion is a criminal offence and can lead to severe legal sanctions. Tax avoidance
on the nl!lcr hand. involves the suppression of ones true taxable capacity by making false

declarations i order to enjoy some legally allowed deductions or exemptions.

lax avoidance is more often than not encouraged by the existence of loopholes created by
some inherent shortcomings of the tax laws. The tendency to avoid taxes is therefore higher
when the law allows a large number of tax allowance or reliefs most of which can be
claimed without any substantive evidence. In a sense, we can view tax avoldance as a legal

way of evading tax.

An example of the two (1.¢ evasion and avoidance) in order to further draw a line of
distinction is that, for instance, if one earns the sum of W 5000 outside his regular income in
the year. and he refuses to declare this income when making his tax returns or completing
his tax forms he has evaded tax on that amount. The same goes to the businessmen who
refuses to declare all his income for the purpose of taxation. Again, where a university
lecturer has a poultry farm or his wife runs a nursery school from which they eam extra
income, they will be deemed to have evaded tax if they refuse to declare income from theses

sources. On the other hand. if it is the case that ones actual income 1s fully declared but one
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claim children allowance for four child (because the law permits such an allowance), when

in actual-Fact, one has only two children, then onc has avoided tax, elc.

3.7 MEANING OF STRATEGY
Strategy is a Greek word and it means “the general act - strategic". In a military sense, it

involves the planning and directing of battles or companys. In the usiness sense however,
the term refers to the actions by management Lo offsct actual or polential actions of the
competitors. W.F. Gluck 91980 P.8) define strategy as "a unificd, comprehensive and
integrated plans rclating the stratcgic advantages of the firm to the challenges of the
envirorment. 1t is designed to ensurc that the basic objectives of the cnterprise are

achieved".

Keneth B. Runyor (1969 p.20) view the lerm in describing how new abjcctives are lo be
accomplished. This strategy statement communicate the principles used in selecting and or
utilizing ways to achicve a sct of objectives. Richard Viacil of Harvard University sces the
concept of strategy in an organisation as "a conceplualization expressced or implied stating
the long term objectives or purpose of the organisation as well as the current set of plans and
near teng goals that have been adoptled in expectlation of contribuling to the achievement of

the organisations goals and objectives” .
3.7.1 Existing Strategies of Revenue Collection in Kaduna State
The survival and growth ol every organisation is largely dependent on the existing strategies

the organisation pursued in achieving its basic objectives. As such, it is the primary
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responsibility of the management of every erganization to give prime attention to stralegies
used in achicving the goals and objcctives of that organisation. There are many strategies of
Revenue collection in the Board of Internal Revenue of Kaduna State,

(1)  ISSUANCE OF THE CLEARANCE CERTIFICATE

Itis iSSL.I-E..:;;l within two weeks of the demand when the income of a person has been fully pa.id
that né lax is due on such profit on income, Section 80 of the companies Income Tax State
that:

{1) Whenever the Board is of the opinion that tax assessed on profit s or income of
person has been fully paid or that no tax is due on such profit or income, it shall issue a tax
clearance certificate to the persbn within two weeks of the demand for such certificate by
that person on if not, give reason for denial;

(2) Any Ministry, department an agency of GGovernment or any commercial Bank with
whom a.rlly person has any dealing with rcspéct to any of the transactions mentioned in 4
subsection (4} of this section, shall deimand from such a person a tax clearance certificate of
three ycars immediately precceding the current year year of assessment.

{3) An application for exchange control permission to remit funds to a non resident
reeepient in respect of income accruing from rent, divident, interest, royalty, fees or any
other similar income shall be required to Produce a tax clearance cretificate to the effect that
tax has becen paid on funds in respect of which the application is sought or that no tax is
payable_ifhichcvcr is the casc.

(4) When a person who has deducted any tax under any provision of this Act fails to pay
the tax so deducted to the appropriate tax authority, no tax clearance certificate may be

issucd to that person even if he fully discharge his tax liability under this act.

52



(5) When a person is able to produce evidence that he suffered tax by deduction of
source and that the assessment year to which the tax relates falls within the period covered
by the tax clearance certificate such a person may not be denied a tax clearance certificate -
provided that any balance of tax after credit has been given on the tax so deducted has been
fully paid.

The Board has fully implemented the provision of this act as are its Strategies in generating
revenue. It has made mandatory that all organisations, govt. agencies all to strictly comply
with the provision of this Act. As a result, this strategy from the basis of revenue generation
[1I the state. Many people pay taxs to the Board because of the enforcement of these

IMEASUres.

(2) DECENTRALIZATION OF REVENUEOFFICES IN THE STATE

[o further improve the Revenue generation mechanism and the effectiveness/efficiency of
the operation of the Board, offices were opened in 1990 in most of the major towns/cities in
the state. [n addition to the above objectives, the decentralization of offices has also
contributed to the following arcas in the revenue generation and collection efforts of the
Board:

(a) Marked improvement in the rise or increase in the amount ol money collected by the
Board:

(h) Created awareness generally whereby people ftaxpavers are more informed towards

payment of taxes;



(c) By opening offices closes to the people, the rampant incidences of tax evasion and
avordance was drastically reduced. This mean that more people and orgamisations are
brought into tax - net:

(d) The decentralization of offices has also enable the Board to expand on the existing

sources of revenue as well as identify other sources which were hitherto not exposed:

(¢) As a result of this process also, offices have been opened in Lagos and Abuja. The
operation/collections from these offices was very successful. Million of Naira were

being collected from these offices monthly;

(N The decentralization has also encouraged prompt investigations and recovery of
known cases of material loss of government revenue and as well inflicting punitive measures
on the offenders who may be tax payers or tax officials.

(3) DIRECT PAYMENT OF TAXS TO DESIGNATED BANKS

This is the third strategy which is being effected by the Board to improve its collection of
Revenue. As a result of serious problem of frauds as a result of banking revenue by tax
officials, this strategy was introduced. The strategy required that tax officials should no
longer colleet cash or cheques from tax pavers. Instead, all tax payers are required to go to
the various designated banks and make payment of their taxs directly to these banks. The
tax offices are required to process all payments due as tax liabilities and thereafter direct the
relevant taxpayers to go and pay directly to the bank. In addition, the taxpayers are required
to obtain Bank tellers to attach to their payment vouchers/schedules as evidence of payment
of their tax liabilities. They are required to present these document on demand to tax

investigator who may come to their premises for continue checks and investigation.



This strategy has effectively check the tendency by tax officials, their agents or tax payers to
commit fraud and deprive the state government its share of revenue. Presently, the Board
has mandated Habib Nigeria Bank, Guaranty Trust Bank. and Chartered Bank to collect

taxes on its behalf,

(4) COMPUTERISA TION OF REVENUE, OPERATIONS.

Tax generation and collection has become increasingly dynamic process. In recent vears,
various governments have come to depend heavily on the internally generated sources of
revenue. As a result, the operation of the Boards of Internal Revenue have been increasing
and expanding. Consequently, and to meet the challenge of the increasing demands of both
government and taxpayers, the need to introduce the computerisation process in reventue
generation process has become a necessity. Accordingly. the Board with the active support
of the state povernment has started computerizing its operation since 1993, This effort has
cnable the Board to expand the existing data base and information i respect of revenue
sources as well as taxable persons and organizations. This has encourage a certain degree of
efficiency in the mechanics of the tax officials whereby taxes can be easily assessed and
detection of all cases of payments and non-payments of taxes monitored. Also mformation
on organisations and individuals can be casily and quickly retrieved and processed by the
use of the computers. Also. cases of return from tax offices and organisations can be casily
analysed, compared and decisions as to a negative or positive variance/action can be taken
or u.‘nrrccl‘cd. In the end. sound policy decisions and actions that boarders on revenue matters
are casily determined and monitored by the policy makers at both the Board's and state

government levels.

55



5. Role of Tax Officials

The management of the Board has since realized that it cannot achieve its objectives of
maximizing revenue generation until there is a standard, modemized and well trained
equipped manpower to do so. Therefore, in its  effort to solidify its human resources.
conscious and deliberate personnel policies were designed and put in place to enable it
recruit and retain the right number and caliber of people to maimed 1ts operation. At present
the Board has a very sound personnel policy. Recruitment of staf{ into the Board is very
competitive.  There is a  provision for continuous ftraining of staff  through
seminars/conferences and formal training in taxation at the various institutions offering tax
courses. Taxation is a dynamic process. Thus tax officials need to be abreast daily on the
changes introduced nto the tax system and that can only be achieved through constant and

continous training.

Other personnel policies on reward system, promotion and discipline are also very sound in
the Buurali. Incentives and bonuses are paid to staff’ for a job well done. Reward and
compensation are also paid to those officers that show extra zeal and determination in the
execution of their official assignments. All these have helped the Board to mamntained a
workforce that 1s very effective and dedicated and this has enable the Board to maximize its

operations in the area of revenue generation and collection.

0. Role of the Mass-Media and Public Relations Unit Another strategy adopted by the
Board in its revenue generation is through the adoption of the mass media. The roles the

mass media played include:



a) To fully educate the public on the operation and activities of the Board.

b) ~ To create good image of the Board in the eyes of the general public. The image may
likely beéin with the public perception of the' Board, the preconceived ideas and prejudices
that mformed the minds of some people who may have had contact with the Board and that
perception may not be true of the Board, but in the rcalm of the taxpayer it is a reality. This

challenge therefore is for the public relations unit of the Board (o correct this ncgative

image.

¢} Also, through embarking on somce public rclations programme such as taxpayers -
parley, end of the year award to consistent and reliable taxpayers, the revenue gehcration

mechanism of the Board was also improved.

To pursue these four objectives seriously, the Board has fully commissioned its public
rclations unit to establish a comprehensive plan of action whereby at all times the Board . s
operation and activities is in the news. The result so far is very encouraging because there is

marked improvement in relationship of the Board with its numerous clients.

End of thc Month Tuékforces This is one of the recent innovations in the stream of
strategies of revenue generation in the Board and the most cffeetive. At the last week of
cvery month, senior and management staff of the Board arc normally scnt to every arca
revenue offices to monitor performances and collections of revenue in that office. They are
also mandated to ensure that all relevant documents, files and necessary paperwork are done

in the system of revenue gencration. The idea here is {o try and perfect the system of
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revenue collection at the area office level to conform with the existing guidelines, rules and
regulations of the system. During these taskforces assignments, organizations are routinely
visited and their records on tax payments and remittances are inspected. Where lapses are
identified, prompt and on the spot solution are proffered there and then. At the end of the
taskforce-period, meetings are convened and members required to present their reports of
both the operations and collection of the offices they covered. At this meetings, weaknesses
and lapses recorded at the arca offices are presented for deliberation and analyses and
solutions/suggestions offered. The simple process of aggressive end of the month taskf{orce
has brought rapid increase/volume of revenue generations at the area offices and has also

made the Arca Officers sit-up in the discharge of their official functions.

8. Role of Traditional Rulers in Revenue generation, The history of relationship
between the Board and the traditional rulers in the area of revenue generation and collection
is very long. The royal fathers has been assisting the Board for quite sometimes in its quest
for improved revenue generation especially in the area of assessment and collection of
development Levy., Of recent., a new dimension has been introduced in the area of
development levy assessment and collection which has given prominence of the roles of the
traditional rulers. They are require to compile a census figure of all taxable adults in their
domain. The list then serves as a very effective base of the assessment. Thereafter, receipts
of payments are given to them and they serve as collecting agents. Out of their collection,
they are mandated to retain 10% which is like salary to them. This way, development levy

collection has greatly improved in recent years.
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To further enhance the collection, awards and trophics were introduced and given to the
highest collection of the development levy and at the shortest time. The awards and trophics
have cash backings attached to them. Thus, there 1s a sense of competition among the
emirates and chiefdoms in the state once collection of development levy begins. Also, the
Board has introduced a new dimension whereby the collection from development levy will
be greatly enhanced. This new dimension is a plan by the Board to retain certain percentage
from the development levy paid by every community towards a

particular community project every year. This will definitely boost the morale of payers of

the levy greatly.

9. Roles of Accelerated Revenue Generation (ARG) as  Strategy for Revenue
Generation  Various governments have at one point or another adopted a system through
which marked improvement is anticipated in the revenue generation mechanism of their
administrations. The recent mnovation in this hine is the use of private tax consultants for the
Accelerated Revenue Generation Programmes adopted by the federal and most of the state

governments in the country including Kaduna State.

Simply put. the ARG programme is the radical overhaul and transformation of he existing
svstem of revenue generation to a more dynamie, result -oriented and modern system of
revenue collection. The new approach adopted by the private tax consultants was successful

in almost all the states operating this ARG programme.



Naturally, the system has met with stiff resistance from several quartcrs ranging from crring
taxpayers and tax authorities of states who sce the appointment of the consultants as a
dclibcrz&; attempt at dislodging them from their employment. Also, it is even argued that the
appointment of tax consultants to gencratc and collect revenue is illegal. Those who arguc
along this line base their argumcent on the provision of the income Tax management Act
(ITMA) 1961 as amended. It would he recalled that section 33 of [TMA vesled the
administration of states Internal revenue generations in the hands of a properly constituted

states Board of Internal revenue which is defined as the relevant tax authority.

The proponents of this argument have argued that there is nothing wf'ong with the
appoiniment of privaté consultants for the ARG programme. They argue (hat section 100 of
PITD define relevant lax authority as "the person or body of persons rcsponsible under a law
of a territory, imposing tax on the income of individuals for the administration of the law." It
is then clcar from the foregoings that whoever and whichever agency a state government
appoints for the administration of tax laws in the state may be qualified to be referred as the
relevant tax authority. Strictly spcaking therelore, it may be wrong to claim that the
appointment ol private tax consultants for revenue gencration violates existing law. And in
any casg‘the recent cngagement of private Charted Accountant by the federal government
[or revenue collcction at the Nigeria Ports has vindicated the ARG consultants and proved
that the concepts is legitimate, fcasible and viable.

Suffice to say that ARG in Kaduna State has led 1o the following:

a) Unprecedented boost in internal revenue for the state;
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b) a creation of sustainable tax data.ba..s.c with the compilation of a standard master
register of taxpaycrs;

c) a posifive change in the orientation of the staff of the Board as well as an
improvement 1n the training and compensation packages;

d) cnormous benefits to accountants and tax practitioners thai participate in the
negotiation of their chient's tax Jiabilitics with the consultants and officials of the Board;

e) a recognition of the tax practice as a profession that is distinct from accountancy and
which must be taken seriously and;

f) an introduction of a new voluntary lax payment culture resulting from a better tax

education and awareness.

The question here 1 how did the privaic tax consultants manage to achicve these feats
within a very short time when the relevant tax authority that have been their for a long time

did not? The answer to this question 1s simplc.v

Fundamentally, there are differences in their approaches. The approach of the private tax
consultunts was very radical, forceful, dynamic and much more result-opriented. They
operated like businessmen who have no lime to waste and pursuc relentlessly their
objectives with single minded devotion. They had developed a blue-print through which
they do their business and this is based on two major issues, viz:

I(i) | Tax Audit and Investigations: Tax audit is the verification of documents and records
to ascertain their authenticity, authority umll conformity with the standards or tax laws,

While tax investigation on the other hand entails in-depth audit exercise which calls for
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more detailed work. usually, it concerns investigations where fraud or suspicion of fraud
exists. Tax andit involves similar functions as those conducted by external auditors. It also
analyses the tax returns filled by taxpayers. Tax audit, thus entails the effective discharge of
responsibilities of analyzing., recommending and commenting on the activities of taxable
persons or companies being reviewed.

lax audit and investigation are a critical segment of the monitoring mechanism that has
been instituted to review the taxable person’s books and records which include the financial
statements, This is to ensure that the dncumpms are substantially correct. Essentially, it is
also to ensure strict compliance with the tax laws and accountability of the tax collected or
payable. This control arrangement generates more revenue and stimulates voluntary
compliance.

(ii) Enforcement of Established tax Liability: Once an amount has been established as tax
liability through the process of assessment or tax audit, then enforcement process follows.
The enforcement process involves steps to be taken by the relevant tax authority in order to
recover tax hability from taxpayers. These steps include:

a) [ssuc of Demand Notice:- This is issued by the tax authority to taxpayers giving
them seven (7) days notice within which they are requested to come forward and settle their
tax liabilities. It is an obligation on the part of taxpayers to honour this notice by making
payment of their tax due.

b) Final Reminder Notice:- If after the expiry of the seven days notice granted by the
demand notice, the taxpayer fails to honour his obligation, a final reminder notice is sent to
the taxpayer again. Also, a seven days ultimatum is granted by the final reminder notice

within which the taxpayer is mandated to come and honour his tax obligation included in the
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content of the ﬁnal reminder notice arc clauses of interest and penalty which shall be enforce
when the taxpayer again fails to honour the payment due,

c) Harrassment/Closure of Office Premises:- It is expected that before the expiry of the
seven days ultimatum on the final reminder notice, the taxpayer should have settled all the
tax due. In the event of failurc however, the tax authority is statutorily allowed to harass or
cven close the office premises of the defaulting organization. This is most ¢specially in the |
cases of arrcars of P A YE and Business registration Premises by organizations. The relevant
tax authority may not only closc the organization with locks and police, il can also altach
some of the properties of the defaulting organization. This is all in the bid to compel the
organiz;;;on to pay. Because the closure is normally followed by bad publicity through
radios and tclevision and no organization will allow negative publicity as regards tax
payment, this method has proved o be very effective way of ensuring compliance by
organisations. In a situation whereby some properties have been seized by tax authority, they
may sell them 10 offset their tax liability and

d) Litigation - This is the final stage in the enforcement process. It involves taking the
defaulting individual taxpayer and or organisation to the Revenuc Court (o enforce payment
of tax liability. This stagc has also proved to be very effective especially in cases of
individual taxpayers who proved to be difficult and thus do not want to settle their

outstanding tax.
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CHAPTER FOUR

DATA PRESENT A TION AND ANALYSIS & TEST OF HYPOTHESIS

4.0 INTRODUCTION
[n the provious chapters, effort were made at the general introduction, discussion of a
historical perspective of the taxation in glcncral analysis of the problem association with tax
administration and the explanation ol the methods through which the research was
conducted. This chapter presents an analysis of the data collected to test the hypothesis that

have been provided in the introduction chapter.

4.1 DATA PRESENTATION & ANALYSIS

Both primary and secondary data were used in this research. The secondary data were
collected by going through various literature related to the study while the primary data were

o : : |
collected through the administrétion of questionnaire and interviews cn both taxpayer as tax
official. A tolal ol 250 questionnaires were distributed for the study. out of this, 180 werle
received from the respondents. Also, oral interviews were conducted which yieldc!d
subslant-i‘zil results in complimenting the responses 0 the questionnaires, The personal

interview helped in arriving at a balanced judgement. It also helped in strengthening the

validity of the dalta collection.

The study therclore uscd a total of 180 questionnaires from the sample. The remaining
questionnaires were not returned by those administered to. The questionnaire was mainly to
the officials of the Board and for the purse of cross - checking, | adminisiered a few

questionnaires to Pay As You Earn person.

¥
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It is worth noting here that the choice and division of the sample into officials of the Board
on one hand and P A YE person on the other hand is not arbitrary because the. tax officials
can supply most of the data/information required and the PA YL person are the main

Personal Income Taxpayers in the state.

There is strong indication in the theoretical framework that points to the fact that tax has an
economic bearing in the overall development of the nation. In other words, the expenditure
to which revenue from taxation can be put mclude provisions of pubhic utilities such as
roads, hospitals, schools, Industries, electricity, water and others such as the payment of
;ulminislr.uli\'c costs. These services are principally financed by revenue from taxation.,
Therefore the size of such revenue significantly affects the provision and maintenance of

such public utilities.

The responses to occupation in section A of this questionnaire showed that 75 % of the self-
employed person in Kaduna State are engaged in trading and transporting activities, while

25 % are in the organized private and public sectors.

In section B of the questionnaire, the responses to the question of whether the respondents
agree that tax plays an important role in the economic development of Kaduna State, 70% of
the respondents indicated that they are aware of the important role of tax in the economic
development of Kaduna State. Thus, the response showed the necessity for tax payment

since the contribution of tax has a greater impact on the internally generated revenue.
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Government uses the revenue from tax for day-to-day provision of socio-economic

amenities to its citizens and the society in general.

Closely related to the previous question discussed above, is to try to rate the contribution of
Personal Income Tax to internally generated Revenue in Kaduna State. Thus, table 4.1
below secks to know the percentage contribution of PIT from the bulk of what is collected

as tax in the state.

TABLE 4.1

CONTRIBUTION OF P.'T TO INTERNALLY GENERATED REVENUE

Questionnaire Number | Nos. of respondents | % of respondents
5.01 [ 40 152
5.02 60 258
Total 200 . 100
Source: Personal Survey by the Researcher
KEY: 5.0l High
5.02 Low

The table shows that 140 @ 74.2 % of respondents felt that the contribution of PIT to
internally generated revenue is high in the state. This readily confirm the earlier submission
in the introduction (chapter one) that personal income tax in the major tax source which is
responsible for most of the states total internally generated revenue due to the large

proportion of the working population engaged in paid and self-employments.
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Also. 60 or 25.8 % of the respondents indicated that PIT contribution to internally generated
revenue in the state is low. To these respondents, PIT contribution to total internally

generated revenue in the state 1s not much.

Next, the writer wants to show or anlyse how tax pavment is effected by taxpayers. It has
been shown in the literature that only self - employed person are subjected to the direct
assessment method by the appropriate tax authority shown in table 4.2 the study seeks to

- know the mode of payment of tax liabilityby the self = employed person in the state.

TABLE 4.2

MODE OF PAYMENT

Questionnaire Number | Nus._ ui‘rcspundcnls | % of respondents
! r
6.01 E 118 S8.4
6.02 - 32 15.8
6.03 52 258

Total 202 100

SOURCE: Survey by the Researcher

Tax authority cons regularly to colleet

KEY: 6.01
6.02 - [ go to authority to pay
6.03 - Both 1 & 2
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Table 4.2 demonstrates the mode by which the payment of tax liability is made. Thus, the
tablc shows that 118 a 58.4% of the respondents indicated that the tax authority comes

regularly.to assess and collect payment of their tax liability,

This greatly tends 1o slow that the ability of the respondents to pay their 1axes depend on the
action of the tax officials to their obviously is not a good arrangement. Also 32 or 15.8 % of
the respondents indicated that they usually went to the revenue office for assessment and
payment ol tax liability. This mean that tﬁey do not wait for tax officials to corﬁe and harass
them before they cffect payment of their tax liability. They usually make their returns as and
when they fall due,

While the table.indicates that 52 or 25.8 % of the respondents noted that tax officials usually
come for the assessment and also they make payments for their tax liability in the
assessment and collection. This indicate that the tax officials with either come or they go to

the tax office for appropriate payment.
However, personal interview conducted by the researcher with the tax officials revealed that

efforts are now putl in place to increase field officials in order to cope with the number of

- sclf-employed person and those in the organized private and public scctors 1n the state.
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Table 4.3

Refusal to pay tax more comumon to self-emploved person

Response Nos. of respondents % of respondents
Yes - 181 86.2
.. No 19 90
‘ Don't know 10 48
SOURCE:  Personal Survey

From the table above, it can be seen that majority of the respondents (over 86 %) responded

positively to the question. They supported the submission that refusal to pay the tax is

comunon 1o scll-cmployed person.

Alsoe 19 or 9 % of the respondents indicated that they do not agree that refusal to pay tax is

_ more common 1o sell-employed person, While 10 or 4.8 % of the respondents claimed

ignorance of the section. Respondents also indicated that self employed person indulged in

manipulation to reduce their tax liabililies.

They table advantage of the existing loopholes in the tax laws to minimize their tax builder,

We shall use the next table to illustrate this point as in below:

Response Nos. of respondents % of respondents
Yes 164 81.2
No 12 5.9
) wCan not decide 26 12.9
Total 202 100

SOURCE:

Personal Survey by the Researcher
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From the tablc above, 164 or 81.2 % of the 'res.pondcnts have agreed with the submission
that tax avoidance and evasion is more common (o sclf-employed person than those in the
organized public and private sectors. Further more, 12.9% or 26 of the respondents cannot
decide whether is true or not that tax avoidance/evasion is morc common to the self-

employed person while only 12 or 5.9 % disagree with the submission.

In order to support the above claim further, over 80 % of the respondents on question 19 of
the questionnaire revealed and atiributed the reason for this feature (o the foltowing factors:
(1) F;oor tax structure in the couniry makes it difficult to identify thosc who arc rcally
earning W3,000 and above as income annually among the self-employed to be qualified
as taxable mdividuals;

(i)  Continuous imposition of vanous levies by all the tiers of govt on the self~employed
individuals without due regard to the amount accounting to them annually; and

(ii1) Prcscncé of high level cbrruption that afflicts both the tax officials and taxpayers in
almost equal imagnitude and proportion.

ot

4.2 TEST OF HYPOTHESIS
Having presented and analyzed the data obtained by the study it is now possible for us at this
point to test the validity and rcliability of the hypothcesis of the study which are re-stated as

follows:

i) Improved strategies of the mechanism of Revenue generation is likely to contribute

to the efficient tax administration system;

-
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