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ABSTRACT

It is a duty of every good governnment to nmaintain |law and
order anong its citizens. To provide the basic necessary
facilities which includes:- Education; Health; (od drin-
king water; El ectricity; Good drai nage system Sanitaries.

How do governnent get noney to neet all these requirenents?

Ceneral ly Government derives its revenue for public expenditure
froma nunber of sources of which taxation is one of the

naj or ones. Wth regard to our situation, the greatest
drawback to our devel oprment efforts has not only been the

I n-adequacy of the revenue sources but |uck of properly
established strategies for effective revenue collection

and admnistration. Really, with the current economc
situation in the country, the need to look for a nore effec-
tive nethods for revenue collection and admnistration need

to be properly tacl ed.

The nain objective of the study is to examne and anal yse
the existing strategies for revenue collection and adm ni s-
tration in Katsina State with a view to proposing sone new
strategies that could help in the inprovenent of the general

revenue collection and adm ni strati on.

The existing revenue sources on which the collection and
admni stration need to be inproved are: -
(a) Taxation which includes

(i) Drect Assessnent tax
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(ii) Pay As You Earn PAYE) tax
(iii) SalLes tax

(iv) Entai nnent tax

(v) Tax on conpany divi dends

(vi) Wth hol ding taxes

(d) Devel opnent | evies

Based 6n the past records of collection policies and
procedures, we woul d pinpoint the short-comngs in the
exi sting admnistrative set-up, node of collection and
suggest a list of proposed potential strategies, so that;
the governnment could use themto properly tape the above

exi sting sources and even the potential now sources.

The existing strategies for revenue collection and admni s-
tration has been anal ysed and found inadequate and i nsuf-
ficient to neet bhe present day governnent requirenent for

funds for the eve expanding public expenditure.

Because of the problens of revnue collection and tax
adm ni stration which resulted in the inadequacy of the
recurrent locally collected revenue, we suggest the follow ng:-
(a) Al States Internal Revenue Boards be directly

under the Governnor's office (Mlitary or Gvilian)

for effective control and supervision



(b) Onharity begin at Lome - Therefore the Governor and
Menbers of his Council should be the first to mneet
their tax obligation at the begining of every year

of tax assessnents.

(c) Al other top officials of the governnent shoul d
also be directed by the Governor to neet their tax

obligations at the begining of every year of tax

assessnent .

(d) Internal Revenue Board nust properly and effectively

account for all revenue collected at the end of every

financial year.

(e) Al necessary facilities which will enhance the
revenue collection and tax admnistrati on nust

be provided to the collection authorities in good tine.

Wth the recent re-organisation of the Internal revenue

Board nmaking it nore autononous, the needed attention given
to the staff devel opnent and training, current effort of
providing nore suitable office accommodati on and the inproved
transportation facilities. Al put together woul d no doubt
heLp to facilitate the strategies and effectiveness of

revenue collection and admnistration in Katsina State.
The study traces the history of revenue collection and

admnistration in our study case area as well as the

organi sational and admnistrative set-up of the revenue
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Board. A detailed analysis of the data collected is
carried out and alot of findings regarding perfornance

and problens of the various sources were nmade, Suggestions
and recommendations for nore effective and reliable
strategies for revenue collection and adm nistration were

put forward for the governnent to inplenent.
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CHAPTUER ONE

PRELIMINARY CONGIDURATIONS

INTRODUCTION

This chapter consists of eight psrts and the first
chapter involves the identificetion of the problems
(statement of the problem) under discussion. The

second and the third parts of the chepter deal with

the purpose and significance of the study respectively.
While part four and five covers the scope and the re-
search methodology used. The last three sections of the
chapter deal with the limitations of the study; organi-
zation of the study and definitions of the terms.

STATLMUNT OF THZ PROBL1SM

Government sources of revenue for public expenditure are
many, some of which includes:=

(a) Taxes

(b) Losns granted by banks and other financial institutions.

(c) B8tatutory allocation from t' e Federation accounts.
(4) VYe=s and specific charges.
(e) Special grants by the Federal Government.

(f) Dividends, Rents nnd Royalities.

Of all the sbove sources, taxation would he our main
tdbic for discussion. However, it should be noted that
taxation do not only concern with personal income tax

but also includes the compsny income tax, import duties,
gxerciae; sales tax, petrol and tabacco taxes, tin and
dil royalities, motor and ot er licences are all part

of the structure of taxation in Niperia. The intermally
generated revenue by various state governments is derived

slmost entirely from some of the =2bove mentioned form of

A



taxes.

Nigeria as a developing country with considerable
endowment in humsn and natural resources, the greatest
drawback to our development efforts has nlways been
the none-availability of adequate resouvces.for

financing development projects,

Until recently when the oil prices shoot up es a
result of Gulf CUriseg, the pglobul economic recesion
being experienced worldwide led to a decline in the
nation's main source of revenue (o0il). Therefore,
mogt state doverﬁments have already begaa to expe-
rience a tight financ zl1 policies and Katsina State

ig not an exception .

The question to be asked here jisg, hov do we improve
the collection of the internally generateq revenue?
Ho w do we improve the strategies of collection and
administration of revenue in Katsina State? To
answer all these questions, there is the need for the
government to effectively revise the current methods
of revenue collection and administrstion with the aim
of coming out with a8 more effective and effecient
strategies for revenue collection and administration

in the State.



To3

The government should therefore seriously check the
large scale tax evasion and avoidance by self-employed
individuals and corporate bodies which 2re sometimes

aided by the unpartriotic chorttered accounting firms.

PURPOCL OF THu STUDY

Inspite of the government effort to provide to its
citizens gsome of the essential facilities like:
schools, hospitals, improved infra-structures and
alot of other essential services, still some citizems

do not see any logic in paying their taxes.

These and many other vovernment functionaries entails
colleosal ~xpenditure and this justify the need for all
citizens to effectively pay their tox., Any short fall
in revenue collection will bring with it, a circular
effects within the economy, hence-forth less provision
of infra-structures which may =zlso effect the produc-

tivity of the people.

The following are the objectives of the study:-

(a) To examine the rationnl of theorctical aspects
of taxation.

(b) To enumeratsg end discuss the mn.jor sources of
revenue by giﬁinm their definations, historical

background, tax rates and tax bases, economic effects.



1.4

1.5

(c)

(d)

To examine the structure, sdministration orga-
nization and the general operation of tax.

To examine the existing strate;ies for'collection
end administration of teoxes with a view to improve
upon t .em.

To analyse the existing main sources of revenue
and the relationship betw 'n revenue agnd expen-

diture.

SIGNIFICANC s OF THE PROJSUT

The project is significent for the following reasons:-

(a)

(b)

(c)

If the project is successtully carriedout, it

will fill the missing gap of none-avazilability.

of any litriture on revenue collection and adminis-—
tration in Katsina State,

The findings from the project will go & long way

in assisting policy makers to take prompt actions
in order to hasten tle process of revenue collec-
tion &nd administration.

The project is the first of its kind to emphasize
an evaeluating the performence of the strategies

of revenue collection and administration in Katsina

btate,

SCOFY OF THS STUDY

The problem of revenue collection and saiministration is

not paculiar to sny one particular state but could be a

subject of discussion in the entire states of the Fede-



retion., However, this study is intended to review

the strategies for revenue collection 8nd sdministra-
tion in Katsiﬁa State with particular reference to the
period of January, 1988 to Uecembsr, 1990, Although,
this research findings will be specially useful to
Katsins State, objections w 11 not be raised, should

other stetes find it useful too.

RS BARCH METHODOLOGY

It is usual for & researcher to cdopts certain methods
#hile conducting his research work. The methodology
used in this project is discussed under the following

8 ib-headings:-

(A) Sources of Information

Of the many sources of drta or informution for the
project, the following sources have been of concern

to the researcher;-

(1) Documents from libraries of institutions of
higher learning, especially A.B.U, Kaduna &
Katsina ?olyteuhnics.

(?) BSome existing literature on Nipgerisn taxation
plus other relevant matcorisls obtainable from
the Joint Tax Board of Uipg ris.

(3) Opinions -of inter . sted members of the Public
on the activities and performance of Katgina

State intornal revenue board.



(B) Methods of Collecting Vais

Data for the project was acouirced through the

following met!ods:i-

(1) Visit to the Healquarters of Internal Revenue
Board Katsina, and ot'er Zonal offices of the
Board to,collcct importsnt documents and some
existing litersature,
(2) We also hed an intervies with some officials
both of the lieadquarters and Zonal offices.
Interview was also held with some ot'er pro-
feséionals in the field with s view of gathering
of more uscful supgrestions on how to improve
upon the current strategies ol rcvenue collec=-
tion and administrztion in Katsina State.
The data collected from the various sourceg wes carefully
studied and eanalysed in order to come out with meaning-
ful recommendations that are aimed to assist policy
makers take appfopriate decisions for improving the per-
formance of revenue collection snd sdministration in

Katsina State.

LIMITARION OF THu STUDY

Indeed, there is no research pro,ject free from all form
of weakneszes. The fact thet nobody hsd ever sttempted
to undertake any me:ningful r search work on strategies
for revenue collection and administration in Katsina
State since its creation in Beptember, 1987 further

compounded the probiem of this project.

6



1.8

The government 'Gecret sSyndrome' which characterises
desling on such sensitive matter ss rovenue has been

a major inhibiting factor, becuuse some vital documents
which are very rel:vant to the research work could not

be easily reached even to en insider. Gome could not

be released at all to the researcher inspite of aésurance

that 211 s~crets should be kept ani treated as such.

However, some useful informetions has been obtained from
the relevant governm:nt departments precisely the internal
revenue board. Also a sizesble sand reliable information
on related topic especiolly through Newspapers, Speeches,
pamplats and periodic government reports has also been

obteined.

The above limiting, fectors not withstanling, alot of
efforts has been put in order to realise the objectives
of.this study and indeed meaningful schievements have

been recovered with the reperd to this projcet.

ORGANILATION OF THE STUDY

Chapter one of this project de-ls with the preliminary
consideration which includes the following:- Statement-
of the problem; purpose of the stuiy; sirnificance of
the project; scope of the study; research methodology
and limitations of the study. Th= second chapter is

concern mainly with the rational taxation, theoretical



framework of taxation; definations of rel:vent concepts,
objectives of taxation; principles of pgood taxation and

tax classificetions.

In chapter three and four, oxisting strat.ogies for
revenue collection end sdministration, historical
developments of tax collection and the pencral tex

operation were properly analysed and discussed.

Finally, the summary, conclusion ¢nd recommendation

of the project were given in chapter five.

8



Do INATION OF TuhkMS

Total Income:

Is the aggregate (summation of) assessable
incomes from all sources for the year after

deducting losses and copital allowanges,

Assessable Income:

The amount of Income (after charping expenses
and outings against gross income) from each
source in the year immedisately proceeding the

year of assessment.

Chargeable Income:

Is the smount of an individual's total income
less personal reliefs. It is spplicable only
in the case of an individusl as personal reliefs

are not granted to other catepories of texpayers.

Assessment Years:

Means 2 period of twelve months beginning from

1st January to 31st December of the year.

( Income Tax:

Justice Rowlah had once defined Income Tax simply
as tax on income and is charyeable on gains or

profits from trade, business or vocation and also

from employment.



Pay-As-You-Barn (PAYs):

Direct hsses

This is a method by which an emnployeec pays the
income. tax on his earnings from employment and
other sources in twelve month instnlments during
the accounting yeur.

gsment:

WithHolding

This is the process of taxing szlf-enployed indi-
viduals on the basis of a standardised income to
be determined in each year of asscssment by the

relevant tax authority of each state.

Tax (WHT):

caleg Tax:

It is 2 tax deducted from rents/contract payments
and paid to the relevant tax suthority. The de-
iction i8 normally maie belore the final payment

reaches the payee.

It is & tax churg=able and payable on goods end
services listed in column 'A' of schedule 1 to
this Decree (1986 sules tax Decr-e No. 7) at the

rates specified in column 'B',

gntertainment Tax:

1t is a tax deducted from th: sales of all form
of entertainments (e. .. Uinema houses, Stadium etc)
and paid to the relevant tax asuthority. The charge

is normally bas:d on percentage.

10



Stamp Duties:

It is a tax collected by the Uommigsioner of
otamp Duties whenever he/she stamped an instru-

ment brought by a person or body of persons as

stipulsted by the Law,.

Joint Tax Board:

It is & body r:sponsible for the genersl adminis-
tration of the Income Tax Managzement Act (ITMA).
The Chairmeh of Federsl Board of inland Revenue
is also the Chairmsn of J.T.B. Members are.drawn

from all the states revenue boards,

11
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CHAPTUER TWwWO

LITERATURGSE RWEVISJ

INTRODUCTTION

This chapter is divided into five parts. The fimst
section deal with Theoretical Frame-work of Taxation.
Definations of Relevant concepts are discussed in the
gsecond part while onjectives and principles of
taxation are explained in section three and four
respectively. Finally, chassification of taxes are

given in section five of the chapter.

TH sOR=TICAL FRAMu=dORK

Given the Income distribution, the income tax

revenue is a function of the tax bzse, the tax rates
and the effectiveness and quality of tax administfation.
The tax base is establish~d by the Legal Structure

of exemptions ani deductions from gross income used

in arriving at the cheregeable Income. The tax ability
is then determine by applying the taxable rates to

the taxable income brackets. 1In this context the
amount of Tax paid by & person is the function of the
efficacy of tax administration in properly enforcing

the codified tax - all element of deductions,

.exemptions and the like are built into the analysis

through this relationship. As rightly pointed out
by Harold Graves (1959).
e «» o« An income tax is like a stool with
three legs . . . if anyone of them is

defective the others would not save it



from defective performence. Lhe first

and the simplest whi:h pets most attention

is the rate. The second is the base; it

involves all issues of tex avoidence . . .

The third ig administration.1
The theory of tax structure dev~10pmentp postulates that
at the éarly stages of economic development the basic
features of taxation are the narrowness of the PIT base,
the operation of poll tax, the scarcity heipht of Indirect
. taxation on foreign trade in the tax structure, 1In addition
the tax r:venue to GDP ratio.is low. However, these basis
features more in opposite directiong :s the positive
measura2s by government propel the economy sooner or later,
beyond the stagnation level.
Overtime, therefore, some taxes are likely to grow in impor-
tance while others are almost certain to decline. Personal
lncome Tax provides a good exumple of the former since
personal income tax revenue is expected to increase ag per
capital income rises. Consequently, in the progressive tax
system, personal income tax revenus hes & hich degree of
elasticity in terms of income.
For the self-employed, his tax is based on the income declared
at the end of the tax year =nd income under declaration is
quite rampant in Nigeria. As a matter of fact the gelf-emp-
loyed individuals in Nigerias so under-declared their income
that 80 percent cof them [all within the lowest income éroup
either paying one percent of their total income as tax or
completely exampt following the snbolition of the flat income

rate by slmost all the State Governments., In a system with

13



ineffective tex administration, it is easy for the wealthy

gelf-employed to evade tax completely.

Voluntary compliance is not only low, P'IT 'nforcement ia
also poor. This largely explains why the PIT evyasion is
over 50 percent in Niperia compared with about 1/ percent
in the United Kingdom. The fault is not our tax officials
as such but ig the tax system and the onvironment under
which the tax system operates. keferring to the U.K, TOM
Bingham in his book "Tax evusion" has this to say, and we
agree, thet the continued existance of tax evasion is none
reflection on the in-effectual efforts of the KRevenue De-
partment which is:
« « o faced with a virtually impossible task in
an age when standards of honesty sppear to have
declined and tax dod;ini has become, if not res-
pectable, at least acceplable in & society which
now appears to regard the tax evader with good
humoured envy. The unacceptable face of capita-
lism is unacceptable no moru.5
Our earlier atudyu further reveals that the PIT effort in
Nigeria is 1ess than 2 percent, indicating the existance of
excegs taxable cnpaciﬁf expecially for the self-employed
professionals and wealthy businessmen who only pay PIT on
less than 20 percent of their total income, A PIT effort
of under 2 percent in Nigeria does not compare favourasble
with the 14 gnd 15 perﬁent in the U.K. and U.5.i4j respec-
_‘tivelya The unsstisfactory PIT effort in Nigeria is due
not oﬁly to low per capital income but also to other factors
which essentially reflect on the weskness in PIT sdminist-

ration.



BY
Consequently, the emphir.cal eviidence in Ligcria rejects
the hypothesis that PIT revenue is income-elastic in an
upward direction as the economy progresses. Hence there
is a statistically Big;ificent difference between the :
progregsivity of the statutory PIT rates and the realized
progressivity. In other words, PIT is not, therefore,

surprising that PI1T has.little ofr no effect on the re-dis-

.trivution of income in Nigeria.

As pointed out earlier in this gection, a low PIT efforf

of under 2 capacity is an indication that excess taxable
capacity exists, but until the last few years of the
military, the political will, to tax appeared weak in
Nigeria while the means haye not been sdequate., The will

to tax, as such does not necessarily mean thot policy -
meagures should buldirected to further increases in PIT
rates, but it largely involves the political will to enfbrce

the tex law. b

A

b J

To further increase the PIT rates, will only imply a rele-
tively greater burden on the conscientious tax payers who
are mostly under the PAYs s,stem. It is even necessary to
reduce the msximum tax rate of L0 percent to about 40% so
that PIT payers in the highest income bra:kets would have a
maximum tax rate which is close to the companies income tax
rate of 45 percent. The maximum tax rste in the U.K. was

reduced from 83 percent in 1978/79 to 604 in 1979/80.
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In 1979 the maximum PIT rate was ©0, in France and 56% in
Western Germany; it was 44% in Denmark (1973). The higher
the marginal tax rate, the more profiteble it is to avoid

and/or avade tax.

The political will within the context of I revenue maximi-
zation in Nigeria has to be mainly exercised with respects to
the self-employed taxable persons who evade tax, thereby redu-

cing both the PIT effort and revenue.

Du¥INATIONS OF RuLoVANT CONCLPTS

Revenue:
1t has not been possible to provide a single defi-
nation for the concept "Kevenue" while Longman Dic-
tionary simply defined it "as money received by
government”", Advance Lesners Dictionary defines it
as "the total annual income of a state", or "money
collected for public funds". 1t furtﬁer defines

'Inland Revenue' as “inc me from taxation“.

With regards to the general enterprises, the tradi-
tional defin;tion of revenue . . . "represents an
inflow of assests or net assests into the firm as a
result of sales of poods or services by such firm.

.

For one, all the definations show one thing in common
and tha t is the fact that 'revenue' literally repre-
sents 'inflow' or 'income' of assests (both in terms

of monetary assests and physicsl assests). For our

16



Taxation:

purpose, we shall consider the monetary aspect

of the concept.

'Revenue' is therefore defined as money or physi-
cal assestsicollected as income to and by the State,
the government or the enterprise snd which accrue

from various sources. 'The sources could be taxa-—

. tion (211 forms), terriffs, customs duties etc,

fines, proéeéda from sales of properties or even
subventions received from =zllocations. The sgources
available to & government or enterprise depends on
the level of such a government or enterprise. Also,
the revenue size accruing to a government or enter-

prise equally depends on the level of that govern-

ment or enterprise.

For instsnce, the sources snd the actual level of
revenue sccruing to katsina State Government gquite
significently differs from those of the Local =
Government or those of the Federal Government.

The concensus, however is that 'Hevenue' represents

inflow or income to the government or enterprise.

Taxation is one of the old:zst institutions on earth
todsy. About 3,500 yezrs ero = citizen in lraq

wrote:—

"you can have a lord, you ccn have
a King, but the man to fear is the

tax collector".
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However, Loris, Kings and Stotes have continued
to levy taxes on persons ani these persons have
continued to live with tax collectors. Tax has
been defined by various peoples and the following

are few of such definations:-

(a) A compulsory contribution of the wealth of
a person or body ol person for the services
of the public powers.

(b) A contribution from the citizens to the support
of the gtate.

(¢) A compulsory contribution from persons to the
government to defray the expenses incurred in
the common interest of all, with_out reference

to special benefit confered.

Taxation is therefore & process of levying and
collection' by a public authority, with proper juris-
diction of compulsory contribution from person or
body of persons to defray costs incurred by the
authority in common interest of all. In every

country of the world, even in Americe with a strong
belief in right of private property, government under-
taskes a lot of activities for common good, and
government extracts in various propertiems some

wealth of citizdns for this purpose.

As a8 result of tle colonizution ol the African conti-
nent a large number of existing tax systems opera-
ting in most sub-gsaharan Africon countries have their

'roots' in Western uLurope. tHowever, there has



existed what one might csll indigenous forms of
texation in mpany of these countries., The imposi-
tion of coloniasm, if anytbing, has just help

to re-structure &nd straighten the slready exis-—
ting form of taxation with the base of the taxes

remaining largely unchangod.

As a result of process of taxabtion some taxpayers
find themgelves with legs money to spend and the
government finds itself with more money to spend.
This transfer of property right from citizens to

the government gives rise to obligation on the
government to use the ripght in a way most beneficial

to the citizens as a2 whole.

The sbove definations have male it clear that a tax
in the modern content is » lepal instrument which is
used to extrsct money psyments from citizens (or -
residents) of a country or within a 'tax Jurisdic-
tion'. In a sense tax could be secn as an indivi-
dual contribution to the cost of government or to
the cost of providing collectively consumed goods
and services like defence, immunization, pollution

control, water supply ete.

Conceptunlly, © tax formuln contains at least three

basic elements including:-

(a) =2 defination of the tax base ie the object on
which the tax is imposed;

(b) the rate structure ie how it is graduated to



conform to certain basic objectives of
taxing authority;

(¢) the identification of the person or corporates
body who bears the lejnl liability of the tax,

particularly when it is & direct tax.

income Tax:

It is sometime difficult to define income tax, pre-
cisely as income tax appears to be Sglf—descriptive
- that is tax on income. w&ven the income tax manage-
ment Act does not give any precise defination of
income tax. Justice Rowlaft hed once defined income
tax simply és tax income. A pelitical economist had
once defined income tax as the levy by public autho-
rity with 'Jjurisdication of compulsory contributions

| by the citizens to defray part of the cost of govern-
ment activities in providing the needs of society.
I would like to ags to these definations that per-
gonal income teax is the best example of direct tax
the impact snd incidence ol which falls on one and

the same person.

In this attempt to define income tax, the question
ask itself - what is income for tax purpose? To
answer this question, one most bear in mind the
foundamental legel principle of taxalion that income
tax is the creation of statute and as decided by
Lord Atkinson in the case of "Urmond Investment Coy.

V. Black (1881) " No t.x cun he levied on a citizen



ithout expressed words in the statute or taxing
act clearly stating the intention to lay the
burden upon him" It could be deduced from this
that only income that ar: achedule by the tax law

are taxable income,

Income tax is chsargeable on gaing or profits from
trade, business or vocation. This excludes isplated
transactions such as winning from football pool.

But income from illegal earnings such as prostitution
or smuggling are income for tax purposes. The

taxing of illegsl income however does not legalize

the business.

Having attempted to define income, 1 should like to
say something about concept of personal income tax.
In recent times, personal income tax is considered
not only in relation to the revenue needed to finance
povernment expenditure but slso as an instrument of
political and economic policies as well as re-distri-
bution of igcome, and manipulstion of the ratea of
tax in such & way that will benefit long term growth

of the economy.

2.4 OBJuCTIVio OF TAXATION

The primary objective of taxstion is to raise revenue to
defray the cost of government. The rotio of government

spending to private spending varies from country to
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country, the greatest vasristion beinp between "developed"
and "developing countries". The proportion of the

national income taken in taxulion vuries similarly.

neonomic and socist kunctions of Taxation

Even though raising revenue for the ;overnment was the
6riginal and still femains a sipnificent purpose of
taxation, taxes are also usciul as instruments of
economic and social policies. In somne cases the non-
revenue purpose of taxation may be accounted of equaql,
if not greater importance ith its ability to yield

revernue

(8) Re-sllocution of Resources

The distribution of resources is concern with the

adjustment that society decides to make in order

to correct for deficiencies in the distribution

of resources and wealth. This adjustment is mainly,
~done through taxation ani shou! i involve horizontal

and vertical re-distribution of income such re-dig-

tribution maight for instence fsvour rural against

urban tax payers, it might favour these with .small

earnings a8 ageinst those with larg. ones, and

it certainly favour those who abstzin from liquor

and tebacco against those wlho are heavy consumers

of these economic goods e.g. througph sales tax.

In & free economy for instance, a tax system can

influence the pattern of allocation of resources



for production. 1In the U.,5.A for example rates of
tex on such necessities as milk, meat Bhd similar
food items are low, hence the citizens are

encouraged by the accompaying relative law prices

to consume a large quantity of these items.

On the other hand, prices of liquor, tobacco, house-
hold appliemies are made relstively high, becuase

of high rates of tax on them. As a result, the
citizens are discouraged from consuming much of
these items. The resulting pattern of demand
dictates the pattern of production which in turn

directs the allocation of resources in the economy.

In Nigeria, the government attempted to do the same
by introﬁucing sales btax in 16 on such items like
liquor, Tobscco and hotel services. However, this
may hardly beccme &s effective as that of U.S.A.
because of.the government in-ability to keep the
prices of such necessities like milk, suger, meat

end other similar items low.

However, the government of Nigeria had from time
to time given tex concessions to encourage business-

men and Investors to undertaske or intensify
activities in certain sectors of the economy. For
example, to encourape agricultural activities and
establishment of agro-allied industries, import

duties on agricultural machinary snd equipment were

_"\_)
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(b)

abolished by the 1980 fiscnl measur:s while
exercise duties were imposed for the first time

on umbrellas and metal Grown Cork. Also as a

- means of encouraging manufacturing for export,

the ¥ederal government in 1980 Budget, introduced
additional grant of 5 percent snnual allowance on
the plants and buildings of any comwpany engaged

in the manufacturing of goods for export.

Taxation and Economy FPolicy:

It is generally moade sense for every government
Budiget to have a main theme related to the current
needs of the economy. 1n early 80s many State
Military Administrataérs in Nigeria introudced their
budpets with different insinuating descriptions as
belt=tishtening budget or asugterity budget designed
to continue‘ﬁhe drive apsinst over spending
tendencies. To effect such drive, taxation was
used as a means of transfering money from the
spending potential of the private sector to the
spending potantial of the public sector. Similarly,
taxation has be'n used at different times as
instument to avoid inflation or deflation throuh

its controlling influence .n consumers expenditures.

To encourage the growth of local manufacturing
industries custom duties has ove the years been
imposed un certain imported items considered

luxury. - The general idea of the infant industry



arguement is thaet the industries of the developing
countriec offen suffers from economies of scale,
Juvenile weékness and other growing pains, such
industries may be viable, in the early stages of
their development, to withstand the aggressive
competition of the established industries of the
developed nations. To overcome these initial
dis~advantages, these youny industries are often
accorded tariff protection against imports from the

better endowed foreign competitors.

(¢c) Income Re-distribution:

s

The burden of taxation should be spread as fairly
as possible, having regerd to ability to pay. Tor
along time taxation has served as a toel for income
re-distribution particularly in developed economies
. of the destern #orld. One leading management
cansultant once claimed that before world Wer II,
the top men in industrics esasrned tifteen times then
the psy of the ordinary floor worker. However,
today, the highe.lL paid people in industries earn
only six times the ordinary worker wage after tax.
The probable base for the claim of taxation as a
means of income re-distribution are the maximum
of ability to pay and the concent of progressive tax
rate., As people with hirh incomes pay high taxes,
ani vice versa, the enhanced spending ébility of

the government is to the good for both poor and rich.



(d)

Two conclosions deserve to be made in connection
with the use of taxation for income re-distribution.
First, with respect to money income, a tax sfatem

is distributionally neutral if it reduces each
person's income in the some proportion. Sedondly,
there is no agreement that taxation can be a good
tool of wealth distribution. Also strong view
exists that inflation is more effective in redistri-
buting wealth than texation. It is difficult to

see why we should strain at the gient of a wealth
tax which will gield less thsan W500 miltlion, when

we ha e already swallowed th- carmel of inflationary
policies whidh redistribute weslth st a rate which
is more than six times ss grest, lLowever, it is a
truism that but for prorressive rate of taxation

the disparity in wealth betwe:n the rich and the poor

would have been even greater.

*Bocial and Medical fector:

Considering the fact th:st henvy taxes are imposed

on tobacco and alcohelic, drinks exemplifies the

use of taxation for socisl and medical purposes.
Similarly, purchsse tax was introduced for the first
time in British empire with considersable impoqtance
attached to its use ss a means of limiting civilien
consumption and thus frecing certsin resources for
the war effort. Further more, Tax allowance, Tax

Holiday or Investkent Allowance hzs been used by the



2.5

government to encourapge thz provision of scientific
research facilities and re-equipment of industry,
while profit tax has becn used discriminatingly in
favour of undistributed profit with the object of

encouraging companies to plough back profits in

their business.

PRINCIPL.L3 OF GOOD T/AXATION

Generally principle of taxation are difficult to discern,
and w'en found, are frequently contradictory in their
effect. There are four accepted principle which govern
most tax systems. They are set out below and it would
be a8 rewarding exercise for you to consider them in
relétion to taxation as it affects the citizens of your
State. You should also bear in mind that texation is
concerned with more than Just personsl Income tax, it
includes - Community tax, Import and Tobacco taxes, oil
and tin royalties, motor and tother licences are all

part of the whole structure of taxation in this country.
(a) Eguality:

The burden of taxation should be spread as fairly
as possible, having regard to ability to pay.
auity demand that there should be no distinction
between citizens similarly , placed all users of
petrol must expect to pay the petrol tax, but the
principle i85 hot violstel by tl . Inuf thet
cyclists do not psy the Lns, texes of this nature
do, of course, fipure in the prices of all

commodities which have to be transported by road of
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(b)

any stage, and petrol tax is thorefore indirectly
borne by non-moterists in the community. You should
consider how personal income tax measures up to this

principle.

Certainty:

The supposedly tax to be peid by a person or Body
of persons ought to be certein, and not arbitrary.
The form of payment, the manner of payment, the
quantity to be peid ought a1l t» be clear and plain
to the contributor and every other peron.' History
is replete with examples of Jlisastrous consequences
of attempts to violate this principle. Notably, it
was a tax gystem under which dishonest and cruel
collectors extorted any smount from the peasent farmer:
which contributed to the French Hevolution of 1789.
The imposition of a tax system called ship-money,
contributed to the wsnglisi Civil War and eventual
execution of King Charles 1 in th~ 17th Centry.

In Nigeria, it is slleped that various texes
imposed by the chiefs and rulers before the advent
of the Colonisers were unwieldy, complicatéd ﬁnd
consequently lending themselves to abuses and
perwersion of Justice. But history dues not record
any violent upheavel as a result of imposition of

such arbiftrary taxes.



(c)

(a)

Convenience of Peyment:

Every tax ought to be levied st the time, or in

the manner, most likely to be ¢ nvenient for the
contributors to vay it, convenience of paymenti
requires, among other things, that object and time
of collection of the tax be relsted to the habit

of the people.

EBconomy in coll:ction:

Taxes cease to be profitable source of revenue

when administrative costs are tovo high, they should
therfore be in-expensive to administer. "Basy"
here also con notes "Convenient", - fitting in well
with the habits and costoms of the community.

This aspéct should be considered when, as often
happens, possible .new trxes sre su,gested to take
the place of existing ones, would strange new taxes
be prohibitively dif'icult, therefore expemsive,

to administer becusse they do not fit in with the
habits of the communites in Niperia? To what :
extent are thos2 hanits likely to change in thé
foreseable future so as to make the suggested new

-

tax more agceptable?

Finally, the "form of psayment, the manner of
psyment and the amount bto be paid ought to be
chear and plain". The possibility of conflict
between the first principle and this one has

already been noted, The effort to spread the£
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the burden fairly, so that no hardship of any
sort would be possible, would require legislation

8o intricate and so full of exceptions and provisions

“that it would be un-intelligeble to the ordinary

tax payer. Many claim that the tax legislation
in the "Developed" Counbtries hns alresady reached
this state and thet the fourth principle is ﬁeing

ingnored,

2.6 CLAGSIFICATION OF TAXES

Taxes are often classified, according to method of

payment into:-

(a)

(b)

Direct Taxes:

Where the persun so taxed makes his payment direct
to the rovenue aut ority. wxamples aré personal
income tax, company tax, licence fees.

k

Indirect Taxes:

They are normaly taxes 'n goods or services collected '
from the importer, manufacturer e.g. the operation
of sales tax in Nigeria, although ultimately borne
as part of the price of the goods or services by

the consumer. Petrol tasx, tobacco and import duty

are examples of Indirect taxes.

In general, direct taxes are on income (and some
times on capital) and indirect taxes are on outlay,
although the classification is sometimes difficult

to apply.and some levies, which appear to be on
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outlay (e.g. licence duty on & private motor car)
are paid direct to the taxing authority.
ClaSBificatipn of taxes into direct and indirect
categories is easier applied than defemied. By
popular usgage, many authorities can easily
identify the different types of tax that will fall

in either the direct class or the indirect class.

But some problems arise when one has to Justify

why a particular item is put into one tax class and
not the other, This difficulty arises becsuse the
determination of the ultimaete incidence of é tax

i not essy. An imposition of reactions in the
economy which no economic analysis cen adequentely
explain. For exsmple, when & car importer pays
custom duties on his merchsndise, the duty will
effect the selling price of the cars. First simple
" micro-economic analysis predicts thet in the short-
run the unit tax or custom duty on each car will r
raise the price per car but by less than the amount
of the tax so th t the burden will be shared by

the consumer and the importer, But the proportions

of sharing is not easy to fix.

Secondly, because of the custom duty (and other
taxes) paid by the csr buyer/transporter, the
commodities transported will attract higher fares.
The csr importer will be among those paying higher

prices for his food stuff or other requirements



becuase of the increased cost of trsnsportation.

S50 one can not really say that the custom duty paid
on the car was absolultely indirect tax on the

" arguement that the incidence was passed on, neither.
Can one unequivocally state the ultimate location

of the incidence of the custom duty.

Similarly, it may be difficult to convince a layman
that a tax on sslary of sn employee under 'PAYE'
system is 8 diredt tax. The employee may never have
gone to the revenue office or povernment treasury

to pasy his tax, rather he pays his tax through his
employer. Yet taxes un salaries and wages are

generally clagsified as direct tax.
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CHAPPTER PTHREE . L

I NTRrRODUCTION;

In this chapter, attempt was made to present a brief _ -

history of revenue collection and administration in

Katsina HBtate. An anslysise of orgenisatioznal set-up

- and vsrous strategies for revenue collection and T

administration were also discussed.

B
L8
He

T

History of Revenue Collection und Administration in

Katsina Btatet

The present Katsina State Intérnal revenue Board has its
root from the former defunt Kaduna State Internal Revenue
Board. Howéver, thQ‘issue of revenue collection and
administratisn in Katsina State like every other State
curved out from the former defunt Northnrn Nigeria

could be traced as far back as 1962 when tno Operatlon

of tax was based on the income Tax mznagement. Act of

1967 (I.7.M.A.) as ampnded and Personal Tax Law (P,T, %h)

of ‘19602 (as amended).  « = e &

ﬁ
2

In 1962;'the Northern Niferia personel tax law was enacted,
and a neé formula of sharing tsx revenuc between the
former Northern Nigerian government and the then Native
Authorities was also introduced. The regional govef#@ent
allowed the native authorities to retzin twenty percént

of P.A.Y.E, andd Direct asseésment proceeds which theii
coilected in sccordence with the commissioner of Revenue

Division of the then Ministry of Pinsnce.,” The remaining

eighty percent then goes'to the than Northern Nigerian

. L s |



government Treasury.

Acdordinﬁ to section 3 (1) of tho nersonsl Tax Law of .1962,
it wes steted that "the authorities v:sponsible 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 bLe necessary, the
Director of the State Board of Internal Kevenue, may.
however authorise any person to perform or assist or
advise in the performsnce of the functions under the law

L " : A
other than some specified function". 0

In 1967, the then Federal Military Government created
twelve autonomous States with a view to remove the
inbalance in politicel structure of the country. As

soon as the twelve Stotes governments got settled with
their new Military governors, Decree No. 15 was promulgated
which gave financial provision for all States and eﬁah

of the six states curved out from the former north was

to receive from the Fed:oration acount 7/42 of the amount
going to the former Northern regional governmentqq. With
the above new position former Kat ina province still
remain part of the former North Central State which later

renamed Kaduna OState.

In 1970, the personal Tax Law (emended) wdit confered

the power of distraint on the Director of the State Board
of Internal Revenuéi However, the local aﬁthoritiea were
releived of the responsibility for the collection of
Direct assessment tax, therefore deprived of the twenty

percent share of revenue. This particular act, made the



various stetes Internal Revenue Beoards wmore functional.

The 1973 Decree No. 7 repealed the personal Tax Law

edit of 1970 and transfered the powers tc the Director
of the Btate Board of Internal Revenue and such other
pergons 8s may be necessary (section % (1)) Liuve,
therefore, been given the legal backing to levy tax on
taxable person defined by the law as "2ny Individusasl
having any income which is chsr, esble with tax under the

provisions of part I1I1I.).

In 1976, the then Murtalafobasunjo gpovernment created
seven additional states ﬂhich chanied the Federal
gtructure from twelve to 19 states in the Federation.
However, Katsi a Btate was still part of former Kadun;
State until September 27th 1987. Jhen it was curved but
of the former Kaduna State of Nigerias. Up-to the timer
these seven new states were created, the state authority
responsible for Internal revenue generation and collection
remained the Revenue Division of Ministry of Finance;l
However, in 1980 the F.R.!P'. irovernment of Kaduna State.
transfered the department to the Governnor's office for
effective suvervision. It wans later transfer:d back

to the Minitry of Finance as a department by the N.P.N.

government of Kaduna Stote in 1987%.

Katsina Revenue office itself was only commissioned inmn
1973 to suplement the sctivities of Keduna and Zaria '
revenue office s which have already been in operation

for a quite a long time., However, in 1982, four
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additional offices were opened in Daura, Yuntusa,
Dutsin-ma and Kafanchan in an effort by the then civilian

povernment to genetate mor: revenue for its current and

capitel expenditure.

In 198%, the Revenue department which has been in operations
under the Ministry of Finance was vp=-graded to a full

pledge asutonomous Board by the pov . rnment £dit No. 12 of
1985, snd became know a: the Koduna Gtute Board of Internal

Hevenue.q?

1t may be interesting to note that upto this moment, I

am carrying this research work, the Katsina Stste Internal
Revenue Board althouth a full pledge Board itself is gtill
operating under the adit No.12 of 1985 of the former ‘
Keduha State.

However, since the inception of Kalsina State in September
1987, the Revenue Board has become more functional with

a lot of improvements and modifications particularly :

in the organisational structure of the Board.

COMPOSITION OF TH: BOARD ;

Bection 5 of the then Kaduna State idit Neo.12 1985 as amended

and adopted by Katsina State Intornal Hevenue Board, stated the

number and composition of the Board as follows:-
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"The Board shall consists of the following members:-
1+ The Chief Executive of the State Internal Revenue

Board who is also the chairmena of the Board to be

appointed by the Governor;

1
4

2. The Secretary of Internal Revenue Baord sho is also

the secretary of the Board.

Do One renresentative'of each of the following Ministries:
' Finance
Local Government
Justice

vommerce and Industry

4y, Chief Vehicle Inspedtion Officer, Ministry of Works %

and Housinge.

o 1 Director of Lsnds, Military Governor's Office.

6. Two representatives private sector who shall be a
businesgman and a chartered Accountant/3anker to be

appointed by the dovernor.13

FUNCTIONS AND POWERS OF THL BOARD

Section 7 of the same BEdit States the functions and powers

of the Boari as follows:i~ " The Board shall have the power to:-

(a) Administer the provisions of the personal Tax Law in

the State.
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(b) Assess, colledt and account for all tuxes in the State
and may do all such things as mey be deomed necessary or

expedient for the sssessment @nd the collection of such

taxes;

(¢) BSupervise the collection of all revenue to the state

which other ministry or Department collects;
(d) Revise all absolete rates collected by the Board; and

(e) Liase on tax ani revenue matters with the Fedepral and

all other state governments through the Joint Tax Bosrd".

The former Kaduna State Revenue Division of the ministry of
Finance was sbolished by section 26 of the same udit No.12

of 1985, which states that "the Revenue Division of the

Ministry of Finance is hereby ab.lished, resulting into the

emergence of the former Kaduna State Board of Igternal Revenue.

ORGANISATIONAL STRUCTURw OF REVENUE BOARD IN KATSINA STATE:

At the top of the affairs of the Board is the chairman/chief
Executive otthe Board and eleven othe members, six of which
are based on ministerial representation while two sre political
appointees by the Governor, asmon;z the pest, one is the
secretary of the Board énd the other representing Traditional

rulers.

The chairman of the Board of governing council is also

the chief lxecutive of the Internal Revenue Board. In-respect
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to his function, section 3 (1 and 2) and %9(1) of

the personal Tox Lew, lorthern Stutes of Nigeria of
“ 1962 (as amended) confered to him the rosponsibility

for the administration .i teverue (tax) Laws.

The Chairmen/Chief ©xecutive is assisted by two

Dir ctors:-

(1) Director Administration and Finance:-

who is responsible for the fiance and accounts
personnel, establishment matters and management
services of the Board. lie or she alsc co-ordinates
the activities of 811 the finence and administrative
matters of all the technical- stafts, Under this
office, these are two sections.

(a) AMnminstration Section:=-
Headed by an Assistant Director and deal with ali
staff matters.

(b) Finance Section:-
héaded by an Assistant Uirector linance ani deal with
a!l finance matters including staff salaries and

other expenses.

(2) Director Tax Operation:-

dho is incherpge of all technicla operation of
taxation an! he is directly responsible to the t
‘hariman/chief wxecutive of the Bosrd.

To improve upon the stratepies of revenue collection
ani administraotion, the mana emenl has recently

re-organized the Board into four Zones: A, B, C. and D

no



and all sones become functionel in Jenuary 1991.;
ach of the four zon2s is headed by assistant -
Director who is responsible for the day to day .
operation of the zone, le is to bz held res-
ponsible for what ever happens in his zone. This
is an intentional decision of tho Board to enable
it improve on the collection ani sdministration of

Revenue.

Howev 'r, all the Assistant zonal Directors are
directly responsible to the Director Tax Operations.
They will have to report all happenings in their}zonel
to him. The p.gctice, in the genernl tax opgrat?on

is based n lin; orpanization msnagement system.% The
~line of management ranges from the Diredtor Tax ?
operation to Assistant Lonsl Director and up~to the

tax assistants._ A1l werk is ;enerally done for and
on behalf of charrmsn/chief uxecutive,. _ :
The current organizational set-up which zoned the tax
§ :

anthority ihto four end p've resvonsibilities to}the more
sznior of licers in themore organised unit will definately
faster both the administration and collection of revenue
in the state ss a_ainst the lormer arregement where
centratization of activities was given more empﬁ:ais.
As far the current structure, the Revenue Board now
operctes under four zones which constitute the
following:-
1. ZONw "A'

Under an Assistant Dircctor constitute the

following locel government areasi-



n

Katsina

Himi

_Bindawa

Kaita

Jibia

4ZONw 'B!

Under an Assistsnt Director also constitute the
following local Government areas:-
Daura

Zango

Mashi

Mani

Inprawa
ZonNg 'C!

Under an Assistant Dir_.cotr also constitute the
3

|

following local Government areas:-
Funtua

Malunfashi

Bakori

Faskari

Kankara

40Le 'D! .
Under an Assistant Uirector also constitute the
following local Government areas:-—

Lutsin-Ma
Kankia )
Safana
Batsari

Musawa



Presently, this current arrangement is proving. to
be very eff:ctive as th general collection is
growing steadly and 1 wou'd like to recommend it to
other states Internal Revenue Bosrs who may be

willing to adopt something similar.

Under Zone 'A' there are six Uperational Gections and

are as follows:-

i

Pay-As-You~iarn Section:

All tax matters of all workers of both pﬁblic and
private institutions are being administered in this

‘'section, in so far as their taxes are being deducted

from their salaries and wa:;es by their employers,

However, it should be noted thal these employers
must have been, directed to operate the

Pay-hs-You-Karn oystem,

This section is usually hesded by a Chief or an
asgistant Chief Inspector of Tax s, who is algo
beiny, assisted by either a Principle Inspector

of taxes or a Genior Inspector of toxes.

Direct Assessment Secgtion:

This Section is responsible for indentification, asse

I3
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and collection of taxes from sclf-employed persons,
like sole proprietors, business persons, professionals

and all other self employed artisans.

The Bection is headed by a Chief Inspector of Taxes who

is being assisted by a principal Inspeoctor of Taxes.

Collection and Accounbting Section

This section is subdivided into two sub-units nemely:-
(a) Collection and Accounting (P A.Y.s.)

(b) Cellection apd Accounting (Direct Assessment)

The Section is responsible for Collection and Accounting
for sll taxes of the Board. 1t is also responsible for

the collection of all accounting records from all the

four Zonal offices.

All follow ups on tax arrecrs or defaults are being
administered her- also. 1t is in this section that the
monthly and end of yesr collection reports are being

prepsred.

This section is the central privot of all the' other
sections including other Zonal offices. All information
regarding the accounting, collection and or récordin‘

of withholdirp taxiqn contracts, dividends and any other

L3

levy th«ot the government of the gtrte may decide upon are

being administered here.

This section is hesded by an fssictant Chief Inpector of

Taxes and is being 'assisteq by two principal Inspectors
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of Taxes, who are in turn incharee of the collection
direct asseasment and collection payee. The

other sub-units are being manned by lnsp:ctors of

Taxes.

Indrrect Tox Bection:

This is @ new section entir-ly, it evolved as a
result of the recent re-orgzsnisstion introuduced
by the Management to further enhance the revenue

collection and edministration.

The Section ig responsible for assessment and
t

coll 'ction of 811 indirect taxes which includes:=-

_(a) Entertainment tax

(b) Sale Tax

(c¢) Stamp duties.

Information and Inteéllepence Bection

I'nis section hes as its responsibility the gathering
of all information concerning tax matters of . ‘
individuals and corporate bodies (both receivabie

3
and distributable information) from the other sections
of the Board, including other Zonal Offices. It
liasises with the other states kevenue Boards as.
well as the Federal Inland Revenue Offices fof

the exchanges of information concerning tax matters.

!
L3

Most of the work of this section involves goingiout
for the indentification ani or ascertaining of

inférmation received, more especially thosge invigving

the self employed artisans,

L
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The section is hesded by an Lssistent Chief
Inspector of Taxes eni is being assisted by

some Insp2ctors of Taxes.

: .
S

Vehicle Liccences Section:

This section is hesded by a Principal

Inspector of Taxes. 1t iS.rBSUOHBible for

the adminiﬁtering and monitoring of all the

vehicle liecences offices in the state.

It liaises with the office of the Chief

Vehicle Inspectorate Officer (V.1.0.)

of the Ministry of Jorke and rousing of

the State.

For orgeanisationsl chart of the Board, see Appendix I

Personal Income Tax Processes: s

Personal Income Tax is one of the main soufcps
o
of internsl revenue to all States in the Federa-
13
tion. Thus the Adetermination of assessable

income is one of the major tasks of revenue

authorities.

According to the provision of section 20 (1) of
income tax management act of 1961 (as amendeq up=-
to 1979) states that "the income of any indiéidual
for each year of asses:ment from each source&; of
his income (here-in after referred to as “aa;ess-
able income") shall be the amount of the income

of the year immediately preceding the year of
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assessment from each such source, notwith-
stunding tﬁkt he may have ceased to possess

any such sourcs or that any such source may

have seased to produce inuumgf This provision

is made ta enable both the tax zuthorities and
tax payers determine whether there is a profit

or loss in businéss. The asses: ment is done
whether or not the source of income has ceased to

exist or has ceased to produce income.

A tax payer, however, has the right to object

to an assessment and appeal spainst same. But
section 28 of perscnal income toex law of Northern
Stutes have empowers tire tax suthorities to
refuse to amend an assessmont ns well. ©Section
15 of 1.T.M.A. states that any sppeal with res-
pect to assessment of income arising from and
decision or direction of the Joint Tax Board
under sub-scction (2) of scction 14, shall lie
only to the federal supreme court at the instence
of the pserson in whose hands that income is
assessed to tax, and no shureholder shall have
any right of sppeal with respect to any amount
decmed to be his income under the provisions of

sub=scction () of section 91) of this Act.

Liability to l'ey Tux:

A person that is resident or to be resident within

the state on the 1st January of the &ear'of
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assessment is liable to pay trx. According

to section % (2) of the lirst JSchedule of I.T.M.A.
which states that ifor =ny year of assessment

tax may be imposed only the state in which the
individuael is deemed to be resident for that

year.

Section 1 of the first schedule sub-section 3 (2)
states that "place of residence" in relation to
un individual meuns o place available for his
domestic use in Niperia on s relevant day, and
does not include any Hotel, Hest-house or other
place at which he is temporarily lodging unless
no more permanent placc ig available for his use
on that day.

3
“Principal plsce of residence" in relation to an
individual with two or more olaces of residence
on a relevant day, not heing within any one tem-

porsry, medns:

(a) In the cage of an individnal with no source -
of earned income other than & pension in Nigeria
that place of those in which he usually resides
(b) 1n the case of #n individual who has a source
of earned income other than a& pension in
Nigeria, that plac: of bthose which on a rele-

vont dry is nesrccl to his usual place of work;

08



(c)

in th2 cose of #pn individusl who has a
source of earnzd ircome in Nigeria, that

place of those in which he ususlly reside".

Income Lxerpted from tax:

Not

are

(1)

(2)
(3)

(4)

(5)

(6)

(7)

(8)

all incomes are t:xable, howover, some'incomea
exempted from tax and they are as follows:-
The cfficial omoluments of the bHead of State
and the Stste Sovernor's; #nd of esny person(s)
performing their functions received by such
person{s) in that cspacity.
The establishment allowance of a chief.
Income of persons engsped by various overseas
aid sgencies such ag U.B8.A.1.Dy U.N.E.S:C.O;

-
1.CeR.C. ete.

Income: of ecclesiactical, chafitable or edu=-
cational institution or public character, as
far as such income is not derived from trade
or business.

income of #ny locil povernment or government
institution.

Interest peid or credited to any person by
the Nigerian Post Office Saving Bank,

Income of any Trade Union registered under
the trade unions ordinance in so far aa;such
unions income is not derived from trsde;or
business. :
Gratuity psyable Lo povernment officers subject

to a maximum in ceses of services not
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(9)

(10)

(11)

(13)

(14)

{15}

amounting to five years or ',000 per year

of service, any axcess is taxable.

Incom= of any statutory or registered friendly
society $n so far ss such income is not
derived from a trade or business, cerried on
by such a gociety.

Investment income of bodies running approved
pension, provident retirement benefit scheme.
I'ne renumerstion ol any consumer office of
employce of @ foreign conntry except'wﬁnra

the employee is engu,ed on domestic duties or
he ordinarily resides in liigeria.

Income of @ny repistered co-operative gociety.
The emoluments paysble from United Kingdom
funds to an individusl in the permanent.aervice
of the United hingdom's pgovernment in Nigeria
except where eployee is & citizen @f Nigeria
snd he ordinsrily resides in Nigeria.

sound and Disability pensions gresnted to
menbers of the Armed rorces or any recognised
netional defence orgenisation or to persons
injured as & result of enemy action and

Death gratuities

Personal Income Tax Operations:

Fersonal incom: tux operations in batgina State

zonal revenue officas contred mrinly in the

following s=ctions:-

&P

The Direct #ssessment section, and
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(2) The Pay-As=You-sarn (PAYs) soction

The tax assessoment of troiers, self-employed
persons and pertnerships sre n1l under the Juris-

diction of this section. At the begining of each

yYear of assessm2nt, these group of tax payers are

issued Rev, 49 snd ure reaquired to submit returns
of income latest at th~e end of three months in
the relevant year of sssescment. The practice

in Kateina Rewvenue Boari »re ns follows:i-

Before the ‘:ommencement of the year ol assessment
usually in december, this cutepgory of tex payers
are normally served vith relief forms (Reve 49)

in which they are advis:d to declare their incomes
and return the forms within a period cf three
months beginiing from the first month of the year

of assessment.

When completedi ond returned, notice of assessments
are then s:nt to the tax poyers which serves as
the first "demand notes" for the tax due. The
notice will indic te a tax payer's assessable
income, the tax payable anl the place of which
payment are to be made. Tux payer's right to
object to the as:essment, if he does not agree

with the essessment is al!so indicated.
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Income earns during e-ch ye'r of assessment, which
is the ye-r commercing on 1st Jonusry and ending
318t december, vill be subject to tax deductions
under the gystems, and earnings including saleries,
wapes, feeg, bonuses, commissions and allowances
payable in money except anmounts which represent
re-imbursements of expenses incurred by the emplo=-

yee or oflice in t e performance of bis duties.

Under this cheme, t ¢ estimatei smount of personal
income tax due for any yewur is collected through
the employer who deducts the tax from payments or

renpumerations maie to the cmployer,

According to section %(”) of the personal tax laws
of Northern Btates of 1062 (as omended) only those
employers who have becn directed to operate the
scheme of FP.A.Y.s., hayve the right to deduct the
income of the employees. Any employer that has

not received s notice of direction has no authority

to operate the pay-as-you-earn scheme,

In the P.A.Y.u. of the Boarl, there are some forms
thet are usually supplied to the employers free of

ch: rge such forms include:-

(a) Tax *“elief rorms (kev. 49)
(b) Tax Deduction ©ards (Hev. “m)
(¢) Tax tables

(4) Annual “eturn Forms Rev. 9 and S¢)
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lative basis and covels only the tax Calcu-'%t
‘lated ut tbe scheduled rotes.. It should be
notified that the tax «ue on any taxable pay. f ff

to date for a taxpayer in a certain month is

different from the sirount payable by that i%iﬁd__
same person on the same fiure of taxable pﬁy
in another month. Jonsequently, the user of,

i?.i such tables should be sxtra coreful te asceﬁ;gjg;

tain the appropriate month applicable to the;
cagse inview in order to obtain the correct'*"‘;\."iﬁ"'f T
tax figure applicable to that taxpayer for the ;

month dealt with.

B

d.  Annusl Return Forms (Rev. 9 :nd 9c¢)

The ewployer of lab ur send:s bLhe list of hisifﬂ:  
. ewmployees in this form dur'ny the year of :fi;'
asgessment, showing teotanl salaries and wagés;
total tax paid by each employe: less any refund,
There is also columns to indicate the empioyer's
monthly remittances, which when addell up should
reconcile with the total tux deducted and paid
less uny relund(s) during the year. All directed
employerswﬂro supposed to obtain and subwit this
form on or %efore 51st of January preceding Fhe
. yesr of deductions, 1 | R -   g?&
' ' I}l"'.b"g7#‘f
Q. Leoving uéﬁyificate ",i.g 4 fr _f

This is used whn =n emnploy~e ig leaving an employ-
ment for another within the country or is leaving

" Nigeris éomplebely. It is made in triplicaté,

misfortuneg,
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(b) The problem of lack of voluntary compliance
people do not show up voluntarily until per-

naps events cnd circumstunces forced them.

(c) HMany tax offices often run short of return
of income forms, tax deduction cards,.income

tax receipts and income rate receipts.19

Meaning of Stratepy:

The term strategy is derived from the Greek
'strategos' meaning gen-cral. lp a military
senge, it involves tho pliming ond directing
of battles or campairns. In Lhe business aeﬁae
however, the t2rm refers to actions by msnage-
ment to off-set actuzl or potential action of

competitorq.

Keuneth &. Runyon expressed thet the term ia used
to describe how objchives.vr' to be accomplished.
us stratepy statcments communicate the principles
used in selecting ond or/utilising ways to achieve

s
. . e\
a set of objectives.“”

‘According to W.lF. Gluek (1980 page 8), strategy

is 2 unified comprehensive and intergrated plan
relating the stretesic advantupes of the firm to
the challanpes of the environment. 1t is designed
to ensure thot t'e basic objectives of the'éntar-

; ’ a9
prise are s2chieved.
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Richard Vancil of borved University defines

the concept of strat:mv a= follows:- The

stratepgy of an organization is a conceptua=-

lization expressed or im;lied by the organi-

zation's leader of (i) the longterm objectives

or purposes of the orgeni.stion (ii) the broad

constraints end policies, cither se!'f imposed

by the leader or accepted by him from his

superior, thet currently r-strict the scope of

the organisation's activities ond (iii) the

current set of plans and reupr term goals that

have been adopted in expectation of contribue

ting to the schiev:ment oi the orgesnization's

0 S

objective. "

uxisting strategies for revenue collection and

administration:

For sny orgsniczation to snccecd there must be some

established, stratepies in oursusnce to achieve its

goals and objectives. Below are therefore some

of the strategies used in revenue col.ection and

administration in hatsina otate:

()

T

The issue of Tax Ulearance Certificate (TCC)
in order to make people puay ade juste ta; on
eirnings, tsx clesrance certificate was intro-
duced mainly to improve tsx collection.

Therefore tac clearance is demanded in respect



of the following trunsactions in Katsina
vtate:- _

- Tender for award of suvernment contracts.
- Approvsl of all buillinyg plans,

- QCandidates for cleclion,

- 1lssue ond renewzsl oi a market stalls.

-~ lssue snd rencwal of ligquor licences.

~ Application for registration of vehicles.
-~ Applicetion for povermnent quarters.

- Bsnk Loans,.

- Application for foreipn exchange,

- Applicstion for certificates of occupancy.

Because this particular strategy has become very
effect ve, in some states of the federation, it
is now been used as punit.ve measures, that they
dont recognise T.C.C, from their or other gtates
of the feddration. lowever, this is contrary to
the law &nd of course the spirit of unity. The
problem of double taxation should be checked and
people be made Lo pay tex only in their right

places of résidence.

The delsy often encounted in obtaining tax clear-
ance certif cate definstely calls for a review.

Jome wbtatces have used it to collect tax in advance
"while in gome cases the i nocent employee hes been

made to suffer for the delay or failure of his



—ba s

employer to remit rAYw teéx bo the tax autho-

— e

rities. ‘The result of course has been everj—
" pody for himself end God lor us sll. 1t is
indeed unfortunately thal political flavour
has been thrown into whalt is basic to the

progress and development of the nation,

(b) Tﬁe igsue of reigine o iditional agsesgement
particularly as it =flect PAY® cases before
issuing T.C.C. - a#lthourh, this particularly
strategy bas helped to improve collection
over the years, it hna howevzr, had some
breakdown, becauso it has made innocent
employszes to suffsr rs a result of either
none remittances or unier-deductions by their
employers, t'e tax suthoritics should.deo
something with dispatch to correct these

anomalies.

(¢) Advertisement in 1oc: | I'.V. sand Radio stations:
This is another stratepy recently employed by
hetsina Btate Internal Revenue Board, whether
it is roing to be successful or not, only f
future would be nblc to teli, However, with
the current develc ment of which‘more and
move;people are becoming concious of the use
of tel;vlsions end r: lios, we hope very soon,

this stratepy will yie'd a positive result,
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(d)

(e)

Collection vigsits snd toursi- As the
cconomy is bitingz hard both in the public
and privcte sectors,, the real issue is

now whether tle tax rnuthoritics will wait
in their offices for the tex payers to

come &nd pay or o out to collect payments
as they sare due, In recent time, the Board
has intensified its elfort for collection
visits snd tours, this has indeed helped to
improve collection drasticilly. Vehicles
gre provided to #1l1 zones to enable them

spz2ed the tax collection and administration.

vashier's control: This is an important
stratery and was .iven alot of attention in
recent time. All officers incherge of collec-
tion snd sccounting should give en extra
sttention tu this import: nt function of
checking their casticers in order to minimise
froud ;nd increass revenue collection. There
is no need saying that he is an honest chap
and 1 trust him. You should remember the
sayin® phet "man i: - complex rnimal and very
hard to predict" check your ceshier, and by

doing so, you help yourself eand help him or her

Loo.
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(g)

(h)

Uperating saperate bank accounts: The

recent docision to Airect every revenue

0ffiu$ to operat: u ssperate bank account is
indeed s wise d2cision in & right direction.
This, will no <Joubl check froud and
encoura;se accountability.

Feriodic checking of ledrers, pay record cards
and variousibooks i sccounts of the tax -
paying orgaenisations to &certain snd ensure
that correct tax is deducted and paid at a

right time,

reriodic checkin;; of vehicles particulars by
Vehicle lnspection Officers: The idea‘of
licencing officers roing with V.l .08 to check -
and sell vehicle liconces as practice by the
hefenue Board is o very important strategy for

increasing revenue collection.

o
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(8) Pay-As-You-sarn (PAYL):

CHAPTHWR FOUR

D/ TA ANALYSIS

INTRODUUTION :

This chuapter intond to eaxmine the trends of revenue

collection with regard to th> fol' owing sources:-

- Pay-As-You-warn (FAYw)
- Direct assessement

-~ Dividends:

- dsntertainment tax

- Balses Tax

- Motor licencing fees

For the period of thre: yenrs (1938 - 1990) as per

. deta collected from the uevenue Bosrd with a view to

findings ways and mesns of imorovement.

The r2searcher, &#lso intend to =xsmine the internal
control s,stem of collection und sccounting section
of the Board with ¢ view to exposing; any lapses go that

solutions could be provided.

Ageip, in this chapter the effects of income tax evasion
gnd svoidence will be examined so as to find out all
the possible problems relatin; to the tex collection

snd sdministration.

Fibhally, besed on the above dizcussions our findings

.T
will be stat:1 at the end of this chapter, 7
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4,2 TRBNDS OF RuVsNUs COLLuJTION (FROM 1988 - 1990)

R
¥
§
(a) Pay-As-You-uvarn (PAYu): i
The actual collection of FAYS tax in 1988 was %
B2,184,814 as against the estimeted amount of -
B3%,000,000 expected to be collected during the 3
same year. Therefure the actual PAYE tax :
collected in that -year represent 734 of the ;
estimated amount i.e. R2,184,314
Z1000.000 * 100 = 75%
When this PAYW tax collection of 1989 is
compared with the actual collection of some

tax in 1989 of #3%,120,278, this show an increased

of H5,120,278 - K2,184,814 = K935,464 which has

5
1

indeed shown & tremendeous improvement upon the

1088 PAYs taex collection.

However, tuking the percentsge factor of 1989 paye

collection i.e. B3,120,278 -
£3000,000 * 100 = 78% *

S5till, the 10289 PAYws of 78+ has shown an increased

of 5+ over that of 1988 which stood at only 73% of

the total estimated smount to be collected in

that year.

The positive trends continuei up to 1990 where the

perceentoe of tAYS tux collection increvased from

76, An 1989 Lo 62, dn 1099 d.0. RL22hol8 x 100 - 82,
] ? ,

= 8
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Althougb, the rrowti ol texpagers operating
PAYE'syatem in th2 stste mighf not be un-
expected due to the repid growth of economic
ectivities taking place in the capital of

the young state, us slot o1 people are trooi
trOOpiﬁg to esteblish one kind of business or
the other. l'ence the number of taxpayers
kept on increasing. Alot of other factors
like the chonped of lealersiip of the Revenue
Board, the ching: in the orpgunigetional -
structure of the Uoard, improved transporta-
tion and staff desciplined might have also
contributed alot to the improvement oflthe

ravenue collection.

Direct Asgeasment:

In 1938 W5,798,3%2" was collacted as égainst
the estimated awount oi W700,000 and in 1989
B B40,649 was collected os ggainst the esti-
meted amount of H3%,000,000 2nd in 1990 W?7,280,
01?2 was collzcted as arsinst ¥4,000,000. When
w2 considepr the percentsp2 increases in all

the three years:-

19,8

"}j 77 7:"’(" -
0,000 — * 100 = 545

1989

i

W/, 840,469
T.000,000 * WO = 161%

N7, 080,012
1{",‘0'00,000 x 100 = 182%

1990
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From the above p=re ntaces of the D/A
collection as » zinst the ectusl amount
estimated, one could indced see some form

of deceptions of whotever criteria used to

meke the proposnls, Tuke for instance, in

1088 only 700,00 was ootimated, however, over
Y. of the estimobted amonunt was collected.

This may due to the inclusion of 23% witholding
tax whicn has aliays been considered to be

pert of the bDir.ct #ssessment. This situaticn
always create a2 strong kind of deception since
not even 1/10th of the 2}, contract tex is used
for taxpsyers assessment in each year of
assessment. To remove this deception, 1 should
therefore suprp:st that another acccunéing head
be created for the 2341 contract tax, so_that

at the end of every sccounting year, oﬁly the
amount used could be included in Direct Asgess-
ment while the balance be nccounted under a

different head sil to ether.

Please ref . r to appendix 111 statement of

account 1789 of Uir:ct Assessment:

Actuasl asscgsment raised = N726,795.35
Actuszl tax paid = B494,880. -
L] -
Legs tax discharge = _28,016.40
Tax outstanding - W203,898.%8
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(c)

Therefore, when one consider the actual tax
assessment of H726,795.35 end the actual tax
collected under Jirzct assessment of N494,
B30.H7Y with the tot<]l Li: sald to be collected
under the same hesad of B 840,649 in 1989,

the deception could b~ said to bo toe much,

Th.: 5}5 contract Lox should Cherefore be consie-
dered thh finol t:x on such income of the tax-
payers affected just like the sume way 15%

rent is consider 1 in the tax amendment Act

as amanded in 1 w9,

Jividends:

K%08,12% 5 collectel ns azsinst the proposed
H100,000 in 14, this chow:d an increased of
Hr:\d‘ﬁr}f‘, 'hen compared te the bu-igeted amount

of ®100,000.

Liowever, in 1739 only R22,171 was collected
as spoinst the buli2tod - mount of W150,000
which shown 2 decreased of ¥121,829 sgainst

the budpeted mount for the year.

In 1990 H”69,3%” wes collocted apainst the
budeet omount of W1%0,0.2. Going by this
trepnd, the reveme coll cted under this

vree hay not heon 'u-'-':‘J'(*".-"il'lt’, drzring the

neriod undor roview,.

Theretore, the Keverue tosrd, should seek



direction :mnA4 you are within tt =2 tax huyundry end tax
is exigible. Take a step in sroth:r dir:ction and
you step outside the boundry »nt no tax is exigible =

this is lepal tax ovoidance.

In illegsl tax evation, Lh: position is different,
lisbility exists but 4 ghon-sbt “voilance is beiﬁg
sourht. T'his ecan toske the jore of deliberate under-
statement of incom~, or dishon ot ommission of income.
In this connection, &ny self-p spucting practising
accountent or tax consultsnt :chould have pothing more
to do with a c¢!li nt who se~ks I'is help for such a

purpose.

Althouish in rocent reara, t~ inkroinction. of T.C.C,
the Decrze No. 61 of 1977 ich pnrovides for 23% on

turn—over and 1, minimum toy on total income where

personal reliefs end allowancen axceed chargeable income

end the Decree No. 98 of 1979 which provides for 23%
(now15%) witholding tax on rent sre commendable tax
legislations to combat tex ovosion. 4 battle is said
to be won or iost throuigh leadership style. The same.

tiing applics to personal incowe tox, which thrives

well when thece is & high depree of voluntary compliance.

Leaders in our society should 1ay (ood example in this
dir:ction by promptly snd correctly dcclaring their

income and pay their taxes os ond when due.s

In Katsina State, tax evesion and tsx avoidance parti-

cularly with regard to privete businessmen, including
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by means of hook 1'2'12rs =nl iunliczte roeceipts.

-~ TNR roceipts inrzspects of sl) onyments lone by the
Revenue Cashier to the sub-tressnrer must be collected

andl postedl to the KRevemue Unsh ook,

- All psyments must also post:1 anl recorded in the
Daily allocation Rapister by the officer in-charge

of eallection and accountin .

~ Irlformstion stored zre a1l usel {or end of the

pecount bnlenéine .

However, with 21l tie sbove systom of control, only an
intelliyent, courag:rous nnid interested officer could
check the revenus collection sni siministration effec—

tively. Yor collection and seconnting control, refer

. Appendix IV, V and VI for the d'tn nusg-d,

CONOTI LETS 1'Q ReVENU L COLL LY U101 A AUMINISTRATION 1IN
NIGuRIA

Revenue collection and aduinistrstion is not easy as
sou ht it to be. It must be pursuesd with alot of
caution specially in Nigceria where voluntary compliance
is not forthcoming. IMhembers o! Lhe society are_uaually
touchy nbout forns, notices and letters from the tax
authorities, 1In effect, col! ction and zdministration

problems c¢onstitute 2 real bane Lo s-hievement of targetst

Our emphirical znalysis of the 'onstraints to effective

hevenue Jollection and administration begins with their



. identification. These constrsings ure genersted hy

endemic factors such as:-

(a) Poor 1c¢.al structure,
(b) oShortase of trainzd personnel,

(¢) Low voluntary compiiance reflected inj-

i) assessment probloms &
ii) enforcement difficulties.

Bach of these constraints is discussed belows=-

Poor bLegal stpuctures:

The laws which PIT is administered are not only out of
date, they have so under,one o series ol piecemeal amend-
ments that is 1ifficult to recosnise the principal law,
Consequently, the PIT laws are not easily accessible,
especially as these has been no codification over the
years, Petween 1957 and Aujust, 1265 when Bendel State
wus created, the western repion income tax law (ITL)

wes amendeq 17 times., From the latter date to April,
19724, the Bendel ni sestoro stute pjovernments effected

9 and v wrendments to t.o PIT luw, respectively.

Another dcefect in tie legal basis 6f PIT is the problem
of subjecting PIT to both the state tax law and the Fede-
ral Tax uwsw (income tax mansgement fict, 4?61 (ITMA) as
am_.nded) in det umining tle strucuire of PIT. All that
the lipnilorm Tax Ueurﬁcﬁh flo. 7 of 1/ unl bDecree No. 61
ol 1977 4id was to standsriiz: Lhe 11T rates and reliefs

throughout the lederation.
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. identificatiqn. These constraings sre genersted by

endemic¢ factors such as:-

(a) Poor legsal structure,
(b) oShortase of trained personnel,

(¢) Low voluntary compliance reflected inj-

i) assessment problims &
ii) enforcemant difficulties.

Each of these constraints is discussed below:-

Poor Lesnl JLtpucture:

The laws which PIT is administered are not only out of
date, they have so under one s series of piecemeal amend-
ments that is iifficult to recognise the principal law.
Consequently, the PIT laws are not easily accessible,
especially as these has been no codification over the
years, Petween 1957 and August, 1965 when Bendel State
waes created, the western repion income tax law (ITL)

was amendeq 17 times. From the latter date to April,
1974, the B:enldel ' ndi sesborn stute governments effected

9 and L s endments to t.e FII luw, r2spectively.

Another defect in tie legal basis of PIT is the problem
of subjecting PIT to boeth the state tax law and the Fede~
ral Tax uvaw (income tax management Act, ﬂ§61 (ITMA) as
am_nded) in detirmining the struciure of PIT., All that

o 1}

the Unilorm Tax Decree”” lo. 7 of 1/ anl Decree No. 67

ol 1977 4id was to standariiz: the V1T rates snd reliefs

throughout the rederation.

*
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From r11 iulicsations, 't oppe v thot the legsal basis
of PIT so iar is v comnvlete d.parture from the ideal
gystem in terms of clarity, sccossibility, simplicity
and codific:tion. Th~ implicstion is that the state
tex law s#nd ITMA as omended, ere difflicult for even
the PIT officials to underctard :nd effectively inter-
pret.

i
Much administrative effort is, tlerefore, wasted in
evadin,, through both the stute t-x law and the Federal
ITHMA and the series of piec:m:n! am:niments (some of
whicli ure not | »-alised until 2/t r t.o or more years)

before determining th: tax buue lor astessment purposes.

"This is certair not in kuopin yith t e objective of

revenue meximization espac ¢ Lly whore there is an accute

shorts, e of -trained tax adminicstrntors as in Nigeria.

A poor lepa! struzture is a :onstraint to the objective
of mavimizing PIY snd other revenues. The last lap in
the unitarmity race is th: unitic-tion of the pfincipal
PIT laws of the Y¥aderal nd the thirty state governments
in accordan e with the current constitution of the Fede-
rution of Nigeria. The earlier Lhis i:'.; ione the better

for effoctive FIT' administration.

Stiortaire of traiped staff:

The icsuc of porsonn:l io imoortsnt in the general revenue

administration »pnd collection. uhortags of staff is
capuable of impairing the obj:ctive of meximizing revenue

collection. Upto this momonl s v :ral trained staff are

SRRy
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still lcaving the natsina otazte nevenue Board for a
better paid job elsewhere in the country. The impli-
cation of this kind of situetion is that in the bid

to cover much ground, the asvailable trained staff is
so over-stretched snd thinly speread thnt effectiveness

is impaired.

Available evidence indicates that the existing PIT
officials collect on the coverage over twenty times
their annual salaries and they have not reached a
point of diminishing feturns whereby @n extra hand will
bring in less than the average revenue collected.
#dditional assessment and collections with or will -
morethan justify the extra cost. For effective PIT
adwinistration ‘hose objectives is to minimise revenue,
it is therefore, recommended th:t vacancies should not
only be quickly filled, every eifort should also be
made to train and retain the already recruited staff,

It is our considered opinion that mansgement functions

should be sdded to the technical functions of the Internal

Kevenue Board to enhence tie effectiveness of PIT adminis-

tration.

Low voluntary compliance:

Low voluntary compliance recduces PIT coveftage and revenue
in attempting to incrsese enforcoment on tﬁe self-emp=-
loyed, the problems involved includ: the identificstion
of the tax evadefs, the determination of their true
income @nd the enforcement 27 bLix payment. #svailable

evidence indicates that the difierences between the




income of, £s well ss the }IT paid by, “he PAYE
individuals snd =elf-employed individuals in like

economic circumstance, sre hi-hly sirnificent.

The implicetion is thst the conspicuous display of
wealth by some self-employed iniividuals in Nigeris,
is not reflected in tleir PI? bage nd the amount of
tax they paid. ﬁoruover, Lhe in:ome datsa obtsined
from our field ervey1O shed 11 bt on the degree of
- income under-declaration by some weslthy self-employed

professionals in Nigeria.

The PIT uOVdPBu;'iS not only pour, the se)f-employed
I'persons who pay tax nt-Qli, crogsly under-state their
- incume, The'existancé of larce V1T earreers gives-the
impression that some of -the self-employed persons

assesged teo tax, are defsulters,

Weak FIT administrotion, therefors, t: nis to accentuate
the problems of imb' 1:nce in the relative PIT burden
borne by the PAY# persons anl th 5@l f-cmployed in simi-
lar economic circumstances. As the PIT on persons under
th= PAYE systom is deducted at source, alministrative
efforts to maximize PIT rovonu. hould besically aim at
increasin; the compliance of{ 'hone whose incomes is not
withheld rt scurce. de will rno« dis uss in detail the
low voluntary compliance as reflected in the problems

of asgessmont and onforecem nt.
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Froblms of ussessment:

'ex assessment problems centre nround the location
of the VIT payer znd the debormination of his
ogsessable income. offectiveness within thé context
of vIT siministration moy be measured interms of the
ratio of scturl to potential coverage. The aim is
to bring all the elipgible tuxsovle zdults into the
PIT set end cnsure that they eore not only currently

taxed but e2lso that the btay is collected.

P1T coverapo:

The first step in PIT sdministeation is to locste
the tax-paycr. The wider tbo ofte-tive coverage
the tax revepue nnd the sm.ller the extent of PIT

evasion,

FIT coveraye could bh: expr ~a:] interms of the

numbzr of tax payers or iunt rms ol total revenue
on the basis of th» ratio oi th? "actual"” to the
"sotential". Using the rutio of nctual coverage to
potentinl cov.rere, t. 2 d: rea of effoctiveness of

FIT admipictration is undor 50 percent in Nigeria.

The policy recommendstion to increase the performance

of the I'IT ~uthority in each of the 30 states is to
incresse the nuality @nd quantity of P'IT personnel
and phyéiC'i fncilitiés with o view to not only
brin:, tho taxable populabtion intoe Lhe tax net but
180 to correctly nsscssineg thom and effectively

enforcing VIT collection.
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c. Jncorrect returns and income unler-revorting

The taxable self-employcd persons who sare normally
expected to submit teturns, rerely meintain accounts
of their business. /#is the form'r western state

commissioner for intcrnsl revenue put igi-

"ihat one discovers is that the educsted
taxpayers orepare two sets of accounts,-
one true gnd fair to ti:
the other couked up for the internal
revenue. There is the vroblem of their
reluctence to submit their b.nk state-

ments".

The other problem of assossment sterts from the v

under-reporting of income which also narrows the

s i N e it A o v N s 5 " et MK 500 g T RO 5

tax base snd reduces th: toxpayable. In income tax

terminolopy, this is referred to ss 'tex evasion'.
I'his term is often used ercronously as a synonym for 1

'tax avoidsance!,

The levying of VIT is purely a statutory exercise.
The P1T laws, however contain lcopholes which some

smart taxpayers have not hecsitated to,exploit with

a s S il ot

aview to reducing their tax liebility. A person may,
for example, take an additionszl life assurance policy
or decide to marry in order to increase his tax reliefs

thereby reducing his tax lisbility. ‘This action is

legal because the tax laew muakes provision for such
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reliefs subject to a defined mezimum, An individu-
8l who takes adventage oif such legal provisions is
marely "avoiding" tax. A1l he does is to schedule
his transactions in such a way that his PIT lisbility

is smaller then whst could have puid.

Tax evesion is » term which covers not only cheating
and froud of vearious kind, but slso these failures

to comply with tex law due to i _unorsnce, under-dec—
laration of incomes, overstatement of expenses and
reliefs, this understanding of tax regulations or
neplipence is refepuardin . records. Tex evesion is

» criminal act aimel 2 roducing tex liability. This

»im is only achieved by br.oasking the tax law,.

PIT adminiét%ution cannobl be blamed for tax avoidance
since the lsw provides loopholes for succegaful tex
avoidunce. Ineffective tsy edministretion smd collec-
tion, however, is the mrin (nctor responsible for
1arve=ser ) tax evasion in Wiy ris, The preventiion
of tax cvasion thus becomes @ mujor area to which

tax adminixtratjoﬁ should dire:t its eiforts.. In

th: words of Fhillips:

“Une of the ultimote tests ol sdministra-
tive effectiveness . « « 18 the extent

to which tax siministration cun prevent

~SE
tix ovasion", “°
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In the 1965 - tob budget p= =h, the western state

minister of finance poirtel oul tiot

" e e e il all mep of 2t{lunce and
influence in one society . « .
will honesty play tbv ‘ir port as
honest citizens of Lie re.ion we
should collect ten times ns much
as we do at presont from soelf-

employed person . « " 9

I could say, without sny #noln -y that tho above

statement still hold in Hir, rie outant,

Enforcement vroblems:

T ee—T L e

|
1

There are clear indic: tions that inspite of the provisions|

in the ITL the use of PIT clearimce certifdicite and the
various mezthods for the recovery of FlT_uharged plus
penalty after the: due date of aymenty a gizeable propor-
tion of areas remain uncollect-d in Nipgeria. More
importantly, no eliective s:ctions - ¢ivil or c¢riminal -
sppear to hove ‘been imposed -poinst the PIT defaulters.
This is uertainlﬁ g poor reflection on the effectiveness

of PIT administration,:

However, recently in the verbr)l liscussion with the
current chairman/chief exsentive of Fituina internal
revenue board, he agsurel the coniar officers of the
board that arrrnpements osre on the wiy to start pro-
secutirg the tsx defeulters in the sbate ond thet they

are only waiting for e leg- ! 2d4vi:: from the state



Ministey of Justice.

The protoct’on ol s PIT elesrouce 18 an effective
weupon Lo epfopce v1P, ¥ Unfortunatzly, this costless
doevice ol combutting FIT default did not receive

the politicsl backing it deserved until very recently.
Government pepartm . pnts sand their = encies s:ould know
thot 1L is their bounded duty to insist on the produc-
tion of rI'l' elesraence certificate b:fore providing cer-

tuin articial s:crvi.es to self-employed individuals.

It is unfortunste thuat to dute, some government officials
particulorly st the loce ! pgovernment level award contract:
to individuals without demand for T.C.C. 'There is abun-
dont evi fence the world over, that, given & choice bet-
ween paying aod not paying, individuals will elect not

to puy rive 1In a system with ineffective PIV sdministra-
tion o in Higeria, it has beun easy for some weslthy
self-cmploy:d individunls to evade tax completely.
Incidently, such tux eveders und 4d2faulters are engaged i:
act vitles which compel them to be in contact with the
public s-ctor, 1t is in t'is process of such transaction
from hich the individual usunlly asnd directly benefits

the p:ouir cent to produce & tax clearance certificate

becom.e importsnt,

In usin- the tey clearance the objzctive is not -only to

miniwize Log z2vesion by <nouring tonst sll eligzible
texoble ¢ ultzs er: prousht into th: tex net ond correctly
@ us3sely out : 150 to ensur: thuat the tax due is promptly
pelidl, iz peinless method of tax enforcement is

nerséting grester voluntery complisnce, which -
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ig very low in higeria.

weo wullip, cotizons psy their tax on time, Any person

whe zvades cnd or svoid tax is not dischhrging,ﬁis

gcivie rusponsibility. With a low PIT effort of under
Lercent snd tex evusidn of over %0 percent, any policy

mes. ure thoet will help to bring the tex evaderg into the

tux net is certeinly in the inteérest of revenue boaré.

especially st a Lime wi.om the pajor source of revenue

(petroicum) is showing » declining trend.

The obhier problem of PIT enforcement centres around in
voeguste personnel particularly interms of quality. The
stortage of quulified end committed PI1T personnel: isg

pertly rcesponsible for the pooe enfarcement.

1t must pe emphasized that eény shurp practices by tax
ofriciels w 11 not enhence the public image of the tax
sulLnority, rather th.y msy be capable of having demora-
lizing effacts on the willingness of honest citizens to
t‘ay PI1T thereby reducing PIT revenue, IHence, the problem
of tax c¢vesion, defsult sni enforcement have become more
intiectuble for the PIT suthority. Xt is, therefore,
sugrested thet coses involving froud end pr.nting of fake
ter receipts should be expeditiously handled and sppro-

L)"thL‘ SLiwhi0Tae iinu_'JDS dr

P re L e jmpistrastion:

i ilscussing the problemg of revenue admiuistration and

sGlicetivn, the guestion of cost is penerally neglected.



It is, however, important te slrus Lbzt the revenue
that really matters is the rev:oue neét of the cost of
‘administ. ction. Jh;fc'th: oot ol tox administration
and collection is high, th: vet rovemme would be rela-

tively lod.

ol b W W S

sfficicney of FIT alministection wmiy be measured by the
vebtio of cost to revenues n Lo ol Lo compute the

cott of administering PP t:c03 conceptuel and _practiual
problems, vost, in tiis cont . xl, is -ore than the expen~'
diture provision (dircct co:t) in Lo builget for PIT

gdministration, cConceptnslly, Lh. coul of Tl adminis~

e S adnlatmiing,. dvioi ol T 4 e waa -

tration includes th: dir:.ct bui, t -ost, indirect cost,

opportunity cost end comoli:n:e co L.

bl

'he cost of the serwices proviiol by Lhe vapious Govern-—

ment Nepartmants <od thir o omeden, »nd other 'overhead' ;
provided by th: overnment ftor i*77 n!minintrutiqn comprise
the indir2c¢ct cot. Incindei in iniir :t cost is the cost
of tin PIT saprvices nrovided by =»mploy=2r opereting the {

PAYl: scheme. Tha r:sources which -overnment devotes to
the adminigtration of P ' ar> sc re~ :nl they, therefore,
have altoernative us:s oth :r Lo LT aimipistration. It
is the excess of tle bonafite ne-min: {rom the slterns-~
tive resourcre use over Lthe b oo lils of ita present utili-
zation for vIT adninistration, teat constitutes the

oproptunity cost of PI1 administration,

b 1
In peying tax, the payer incurs som: extra expenditure.



such expenditure mey srise from the fees psid to the
accountant to prepsre the income y:turn or payment for
professional sdvice on PIT, The expenditure tiay even

take the form of transport fares to sni from the FIT
office in connaction ith tex issue, or the loss of

earning while visiting the PIT offi.e for an interview.

The taxpayers may also heve to foot t e bil' of statio-
nary, buy stamps, pay poundage on postal orders or
commission on cheques and bankdrafts. These extra
expenses which the taxpayers has to meet are the complience

cost of PIT administration and collection.

Ow'.ng to time snd date constraints, we ere unable to
employ the four types oif costs diccussed above to prodiuce
a comprehensive evalueticn of the cost of PIT edministra-
tion and collection in Nigeria. We have, therefore,
sdopted & partial approach by focussing attention on the
direct budget cost of P1T administretion which is about

4 to 6 percent in Nigeris,

It may be contented thct th: abuve cost figures sre on the
high side compared with the 0.6 percent direct financial
cost of administering PIT in the Unitel otates of America

P
or the 1 to 1.5 percent in oritain epd Canzda. 21

Coming nearer home, the 4 perc nt dir:cct financiel cost
of PIT sdministration snd collection in the former Bendel-
State (now Delta and Ldo States respectivel!y) of Nigeria

compares favourable with those obtaining in the adminstre-

tion of PIT on the Nigerisn Armed rorczs Fersonnel.
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The 10 percent of PIT collected e&s the dire.t financial
cost of administering the PIT of the Armed Forces ecccoriing

to Decree No. 51 of 1972,

The policy impliceting is that it is still rewarding to
allocate more money to the FPIT authority by employing

more qualified personnel asnd providinz mor: meteriels

and equipment with & view to :ffectively incressing PIT
coverage which is still under 50 percent in Nigeria. 3uch
an expenasion mey even enhence efficiency by reiucing the
unit cost of obteining a naire of 1T sincz the Head-
quarters ‘ovaerhead' would be spread over s rel: tively

larger revenue from PIT.

SUMMARY OF FINDINGS:

From our anelysies we have been able to amnong otter things,
highlight certain points which are imperative to our
discussions on the effectiveness of strateries of revenue

collection snd sdministration in Ketsina State.

Je heve bezn able to understand thset the degree at which
the existing strate ics of revenue zo0llection and sdminis-
tration contributed to the off -tiveness of revenue
collection varies from one scurce to snother. For instance
the periocdic visits spnd tours for revenue cecllection

work more effectively for PAYs tex collesction than Direct
Assessment which suffers slot from the constraint of

self-enployed tax evaders.
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Again, it has been revesled by our snslysis that the
frends of revenue collection undar the piuriod of review
(1988 - 90) have been very progressive except in the
arears of dividends and stemp duties whose performance

have been very discouraging.
B1Lg

The real course of the poor performance of these classes
of taxes may be the absence of any mesningful industries

and reputal financiel institutions in the otate.

In our analysis, we were also able to establish thet,
although there is & fairly strong internal control system
in the collection and sccounting section of the revenue
board, there are still scome lepses that could make

froud possible, Therefore, there is a need to provide
more gvenues of checking and controlling the revenue

cashiers to minimize frouds.

It has also been esteblished that there ere alot of prob-
lems regerding the effective administrstion of the

personal income tax.

Cne of the problem of PIT, we observe is the szbsence cof
reliable income returns or complete absence of income
returns end financial records, therefore the method emp-
loyed to assess income is that of "Best of Judgement! -
(BOJA) The law recommended this method, though it is
subjective. Another method which is objective to some

extent is the standerdizetion of income. We observe that
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this method has not been effectively used to the extent
that members of the proicssions and trasles whose income
neve been standardized continue to be taxed on income

for below the standerdized minimum.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND R<COMMiND.ATIONS

This chepter presents & summary of all that have been
discussed in the lasst four cuapters and they includes
the main objectives set to achieve the main anealysis
and the findings from such analysis. Jonclusions on
these findings vis-ss-vis the objectives set are salso
drawn. Finally, recommendations are made with regerds
to the policy measures that should be formulated and
adopted to enhence the efficiency snd effectiveness of
strategies of revenue collection &nd administretion in
Katsina State in particular and other states of the
Federation which might have faced similar problem. In

effect, the chepter is divided into three sections.

Section one deels with the summary of the major highlichts
of the discussions made. Uonclusions based on the findings
from the &an&alysis are made in the second section wnhile the
third section presents suggestions and recommendations on
measures to adopt to rectify a1l the anomalies highlighted
in ocur findings in order toc ensure more effective, efficient
and reliable strategies for revenue collection and sdminis-

tration in Ketsine State.

Conclusions

1t is evident from our analysis snd the resulting findings
of this research work that contrasry to expectstions the

performences of the variocus strategies for revenue collec-
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tion and administration in Katsins State leave much to
be desired. As shown by our findings the in-effective-
ness of some of the strategies employed esre lsrgely res-

ponsible for this state of afizirs.

The low economic activities, particularly the
absence of mesningful vieble industries and the problem
of gathering informetion about the taxpayers contributed
to the poor performance of some classes of tuxes like
stemp duties, dividends snd sven to & certsin extent

direct assessment collection.

From our snalysis, we also found t et the problem of tax
evasion and avoidance contributed to the low revenue collec-

tion particularly in the area of personsal income tax.

This research work also identifies and avaluates the barriers
to effective and efficient strategies for P!T administra-
tion whose tesk is to milimize PIT revenue, A msjor feature
of PIT administretion in Nigeris is thet a state internel

tax law and the Federal ITMA have been 8o subjected to a
series of piecemeal amendments that it is difficult even for

the PIT officials to understand the structure of PIT.

As the result of some lapses in the internal control of the
collection and accounting section of the revenue board, we
found that & substantisl amount of revenue collected ususlly

found its way to the pockets of some unpatriotic revenue

officials.
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Suggestions/recommendations

#«ith tre analysis carriei out, findings mede snd conclu-
sions reached, it cen be said that the issue of effective
strategies for revenue collection and administration with
particular reference to the pericd covered by the research
project has almost been diagnosed and its attendant problems

highlighted &nd axamined.

It is therefore imperative at this Jjuncture that in winding
up the research project, certain suggestions be put forward
so as to improve upon the periformance of the existing stra-

tegies for eff.ctive revenue collection and administretion.

The following are my suggestions and recommendstions for
effective gtrategies for revenue collection snd sdministra-

tion:-

(1) The sclutions to the problems of income cssessment
include keeping of eccurste records of financisl
transactions and the rendition of property audited
accounts. The standardizetion of income earned
by members of certain trades end proif:ssions
should be undertaken with the co-operation of such
organizations. It is necessary also to haves s
better co-ordination snd more exchange of infor-
metion smong the statutory bodies directly or
indirectly connected with P1T. In addition, the
staffing of the revenue board should be strengthened

by increasing the number of qualitetive personnel.
g q (



It is also importent to add management functions

to the technicel functions of the tax authority.

(2) To maximize the revenue from PIT, it is necessary
to enhance enfercerent and we recommend the estab-

lishment of Revenue Jourt in the state.

(3) It is alsc recommended that politicel backing on
a continues basis sihould be given to the modern
and painless method of producing viT clearance
certificate before undertaking certain sctivities

with the Government and its agencies,

(%) Dishonest practices and the forging of PIT receipts
involving PIT officials should be promptly handled
end sppropriate sanctions imposed to serve as a

deterrent to others.

(%) 1t is elgo recommended that tax committee be
establish in all th= four Revenue Zones to enhence

revenue collection.

v (8) The Government should make effort to educste the
public about the importasnce of taxation. The
extent to which the Government makes effort to
create & cordial atmosphere by positively changing

the sttitude of the Nation towaris the FIT system

85



(7)

(&)

(9)

will determine the degree of voluntary com-
plisnce. For instance, Government sttitude to
towards development =nd the needs of the
zoverned offect peoplé's ettitude towards the
FIT system, increasiny or decressin- voluntary
compliaence. Again where the PIT system has
brought stability and honesty into its operstion,
people tend to fe:l thet the tax paid will reach
the treasury and voluntary compliance will tend
to improve thereby enhancing thz achivement of

the revenue meximizetion objective of PIT.

It is slso recommended that the Hevenue Board be
given the responsibility to collect end accounts
for the state development levies for =2ffective

accountability.

The kevenue Boerd stould also be given the right
to co=-ordinate and insonect 21l other revenues
collected by other government agencies for proper

accountability.

The Revenue Board should ulsc be transiered to

the Governor's office for effective control end
supervision by the Governor himself. The Chief
sxecutive of the Revenue Board should be dirsctly

answerable to the Governor, therefore sll revenue
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ccllected should be in the zc.ount opened in
the nsme of Batsina Stete Internsl Kevenue Board
and trensfer of money to A.G. “ccount should

only oe done with the suthority ol the Governor

himself.

In conclusion, it is recognized th:¢t the conver-
sion of the whole tax system into ¢n offective and
efficient mass tax in a low income country like
Nigeria is not an easy process. lLiowever, we

submit thet unless and until tte government provides
the necessary politicel will end the taxable inha-
bitants realize thet it is their importent civic
responsibility to pey tax, the revenue maximiza-
tion objective Katsina in Particular and Nigerie

in general may not be easy to achieve.
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