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ABSTRACT:

Taxation is ained at enhancing the revenue base of a
nation through its contribution to the wealth of the econony.
The total tax revenue for each year however differs,
fluctuating from one year to another depending on how nuch
each source adds to the total tax revenue. The contribution
of each type of tax system is however dependent on nany
factors prom nent anong them are the econom c situation of
the tine, governnment policies, enphasi s ef fectiveness
and reliability of the assessnent cum collection system
which all allows nore tax revenue generation from one

source than anot her.

The financial inpact of taxation to revenue has been
relatively high in N geria - about 70% each year. It was
however discovered that this contribution is not the
"optimunt and that a lot is still left to be desired
about this contribution. As the econony is going through
the period of econom c recession, the need for a proper

eval uation of the contribution of this prine revenue

sour ce cannot be over-enphasi sed. Sone mneasures
are clearly useful for its inprovenent in
achieving its desired goal - "optinum tax revenue"

This is the/essence of analysing tax contributionto

revenue generation in Nigeria.



CHAPTER ONE: INTRODUCTION.

1.1 Statement ef the preblem.

The main preblem which this study tries te analyse
1s te see hew much taxation has been centributing te
revenue generatien in Nigeria since independence. 1t was
realised that taxatien was/is the mest impertant seurce
eof government revenue since independence centributinag the
highest revenus fer esach year., Its additien te tetal
revenue hewever fluctuates frem ene year te anether and
werst ef all is the fact that seme seurces eof taxatien
are gressly under utilized hence taxation is net
contributing its eptimum. Can Nigeria earn merea frem
taxatien? 1In ether werds, what can Nigeria de te impreve
its tax revenue yield te batbher the acenemy eof Nigeria
especlally during the present ecenemic recession?

In recent time, the gevernment ef Nigeria like many
ether develeping emcenemims is facing a dwindling financial
situatien. This has been attributed te a number of facters
by different schelars, preminent ameng them are the
drastic fall in revenu= frem oil as a result ef the glebal
ecenemic recessien er better put, the fluctuating werld
eil revenue, unchecked frauds, unabated leeting ef public
treasury and bad leadership/management ef the nation's
ecenemic reseurces which\was become a cemmen eccurence
these days.

Against this limited financial backgreund, the
gevernment is finding it difficult to cepe with the
increasing expectation ef its citizens fer the previsien

0..---./2
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ef essential services especlally with regards te tha

previsien ef geed drinking water, hespitals and clinics,

censtructien and maintenance ef reads and buildings,
regular and stable electricity, effective cemmunicatien
system, defence, justice and general security fer the
peeple ameng ethers. Faced with this difficult situation
and functiens which it likely has te centinue te perfoerm
fer a leng time te ceme neting in particular that these
functiens invelves a huge eutlay ef expenditure, the
gevernment eption er legical thing te de in this
circumstance is te fall back en its single mest impertant
and reliable seurce ef revenue generatien in Nigeria.

This is se because government has ne alternative but te

explere avenues pessible especially asking it citizen te

pay their taxes premptly se as te previde the afere-
mentiened facilities. It sheuld net be fergotten that
taxatien is the gevernment revenue seurce whese reliability
is very great.

1.2 Objectives of the Study.

The objectives of this study include:

(a) Te re~examine and analyse the trend of the contribution
ef taxation te the over all revenue generation of the
Government;

(b) Study the generic spread of the tax system in its
revenue generatien effort to identify the
inadequacies if any;j;

(¢) Te examine the velume and cause of fluctuating tax
revenue in Nigeria in relatien to some Ceuntries in

the Werld and proffer selutions that would help te
reduce the preblem;

(d) U, -dating the knewledge on this subject matter whese
literature is relatively scame and scanty.

'l‘../3



143 Organisation =f tha Study.

This study 1is made up ef five chapters - rangiﬁg from
Intreduction te its Cenclusioens.

Chapter one of this project centains tepics that are
necessary te introduce the reader te the bady &f the preject,
This is meant te familiarlise the reader with the general view
of what is contained therein. y - |

After having been introduced te the subject matter by
the beginning chapter, chapter twe focuses en the review of
literature on taxatien, This deals with the theeritical
framework en the subject matter - the definations, reles,
ebjectives ameng others., Chapter three 1s concern with the
methodelegy used in thils research. Since the preceeding
chapters has highlighted all abeout taxatien, the next
stage will autematically border en the methed er system
we want te use for eur research,

The next chapter which is chapter four ls the cere of
this study, It is the chapter that is cencerned about the
cellection, arrangement and analysis of the data required
te analyse the trend ef tax revenue te discever what the
trend has been in Nigeria since independence - which ig
the subject matter ef this preject. ) .
Frem the analysis and findings sbtalned, the last

chapter then summarises, cencludes and recommends eptiens

for the gevernment,

I.'..../4
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1.4 Scepe of the Study.

This study is designed in such a way that only the
aspect eof taxation as a revenue generating seurce is
censidered bearing in mind that ether seurces exist.

Altheugh various tax revenue seurces are available te
the three tiers eof gevernment (Lecal, State and Federal)
in Nigeria, this preject cenfines itself to enly federally
generated revenue., The time frame is from independence te
date neting that tax existed before even the independence.

1.5 Significance ef the Study.

The impertance ef this study in centributing and
enhancing awareness in this area cannet be ever-emphasised.
Specifically hewever, this preject is intended te:

(a) Centribute te the literature en tax and enhance
knewledge particularly in this area whese literature
is relatively scanty in Nigerla and pessibly te
up-date such literature where they are availablej

(b) During this period ef financial dis-equilibrium and
ecenomic recessien in Nigeria eccasiened by a fall
and fluctuating eil revenue which is eur main seurces
of fereign earnings, an examinatien ef the impact ef
the alternative mest impertant seurce ef revenue
becemes inevitable;

(c) The impertance eof taxation te gevernment revenue is
highlighted te enhance the citizen knewledge in
erder to enceurage the veluntary cempliance te
individual tax ebligatieng

(d) The study ef the trend enhances the knewledge ef the
preblem asseciated with tax revenue hence this preject

tries te preffer selution te enceurage greater revenue
genearatien and stability.

.--.-../5
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1.6 Limitatien ef Research.

Every research werk 1ls subject te some weaknesses
which censtitute seme difficulties te the research study.

One majer preblem is that ef time, The time required
te writé this preject and submit fer appreval is in ltself
a censtraln te effective research study.

There is alse the preblem ef fund which weuld limit
the scepe and depth ef the resgsearch.

The data ebtained frem the Central Bank publicatiens
alse centained a few variatiens depending en the peried ef
such publicatiens.

These ebvieus limiting facters net withétanding the

preject will stand the test of time.

--.ccn/s -
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CHAPTER TWO ~ LITERATURE REVIEW.

2.1 THE CONCFEPT OF TAXATION:

Taxation like wost toples or subiect matter in social
sclences is difficult te give a universal definition
acceptable bg)evcryune for 211 times and for all purposes,
Despite this fact however, some literature cn i+ have
attempted to define it in such a way that it will at leasi
give insight or a gensral plcture of what tax is all about.

The Internaticonal Lncyclopedia of social sciences for
example define taxation as "A general concept or devices
used by govefnment to =xcract money or other valuable thinys
from people and organisation by the use of law"l.

Hugh Dalton in his classic work, principles of public
finance perceived tax <1 taxation as "A compul sory
contribution imposed by -+ public authority irrespective of
the exact amount of service rendered to the tax payers in
return and not Imposed as a penalty for any legal offen:e"z.

Similar to the above definition is the opinion of
Summerfeld, Hershel and Rrock in thei: book; an Introduction
to taxation, they defined taxation as "any nonpenal yet
compulsory transfer from private to the public cector,
levied on the basis nf pre-datermined criteria and without
receipt of a specitic bensfit of equal value, in order to

3
accomplish some of a nzt:on's economic a2nd sncial cbjectivezs" .

1. International Encvyclopedia of the social sciences,
Vol. 15 p.512.

2. Halidu Abubakar, PFublic finance and Budgetinag,
" principles, prectics and Issues,

3. Summerfeld, Hershe: and Brock, an introduction
to taxation.

--.-o-./7
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From these definitions above among several of its kind,
it could clearly be sean that the concept of taxation is
seen by different people basically the same although some
little differences might be observed however alot sees
taxation more or less as a legal instrument adopted in the
modern soclieties to exact money from citizen (residents)
to promote the advancement of the society hence taxes are
imposed on both individuals and corporate bodies for the
government to earn revenue to accomplish its numerous
objectives. According to Halidu Abubakar in his book,
Public finance and Budgeting, taxation is defined as the
individual's contribution to the cost of government or the
cost of providing collectively consumable goods and services
like defence, immunization etc.

For the purpose of this project however, I am adopting
the above definitions to advance my mission as we have
acknowledged earlier that there is no universal definition
of taxation acceptable to every-one for all times and
purposes. * The impact of taxation on revenue generation is
principally looked at from two dimensions: the direct and
indirect taxes. The line of distinction is drawn in that
direct tax is paid by the person on whom it is legally
imposed, while the indirect tax shift part or the whole
payment to another person.

For tax to be effective in every community it must
contain some basic elements among which are:

(a) the definition of the tax base i.e., the object on
which the tax is imposed;

.oo...c/e
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(b) Its rate structurm l.e, how it is graduated té
conform to certaln basic objectives of the taxing
authoritys ' - -

(c) the identification of the person (or corporate body)
who bears the leaqal liability of the tax, particularly
when it is a direct tax.

2.2 OBJECTIVES/FUNCTIONS OF TAXATION. "

Taxation 1s a very important instrument of the
government hence it iz uisad axtensively in all sphere of
the economic activitizs of rhe Country. People feal
obliged to pay tax i.=. the tax payers. Individual as
well as corporate hadisas pay tax. Individual pay tax as
a sense of clvic reépnnsibiiity and patriotism to his
Country while the corporate bodies pay tax as their
social responsibiiitiss to the governrent. By the ©
imposition of taxes thersfore, the govermment has series;
of objectives it wants to achieve. Prominent among them are: )
(1) Raising Revenue = The main objective of taxation 1is
principally to provide government with revenue to meet its
recurrent and capltal programmes. It provides a very
dependable and elastic saurce of reverus to the government,
Through a number of tax systems, governments are able to
raise large sum of monzy to help execute their programmes,
Basically, however, taxatlon grew ocut of the desire to
gensrate revenue for the maintenance of baslic public
services. The level tno which this goal can be realised

is dependant on the taxabiis capacity of the Country that

is the size and distripution of the population,

.......1}'9
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Closely linked with the taxable capacity is the amount
of tax effort put in by the government to efficiently
harness all major tax sources. It is generally believed
however that the developing countries do not raise #nough
revenue through taxation due to inadequate 'taxable
potential' as rightly cobserved by Nicholas Kaldor who said
"It is probably not exaggerated to say that the typical
under-developed country collects in-direct taxation no
more than one fifth or possibly one-tenth of what is due"4.

(2) Stability - Taxation is also an instrument of
soclal policy used to redistribute income and wealth
however in Nigeria, it is more relevant as an instrument
used to create wealth and income in form of employment.
Government can tax or increase tax to reduce the consumption,
production and importation of some goods and services
likewise, they can also promote exports through a package
of tax incentives. Inflation could also be contained
through the indirect tax measures.

(3) Income Distribution - Taxation is the instrument
used to adjust or rectify the differential in income that
is through a system of progressive income taxes, government
tries to redistribute income in excess of certain level or
relieving income below certain level from taxation. This
is summarised by Kalechi in his essay on problems of
financing economic development in a mixed economy. He said
"The task of taxation are to restrain consumption so that
the amount of investment needed for non-inflationary growth
can be undertaken and to do so in such a way th;t the

consumption of higher income groups 1is restraineq more

4., M. C., Taylor - Taxation for African Development p.160,
...--/10
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more proportionately than the consumption of iower
income graup"s. | _ o

Taxation 15 universally acknowledged as a deliberate
corrective measure to series of economic, soclal and
political factors which produces a lot of inequality of
income in the modern society. _ / '

2.3 ATTRIBUTES OF A GOOD TAXATION SYSTEM.

What has occupied the mind of scholars over the
years is the answer to the question:uggiteria should be
used to evaluate a good tax systeml Economic, soclal as
well as varlous phllosophears have ldentified some of tﬁe
measures. A.A, Anil in hls paper titled "The future of
tax legislaticen in Nigeria", he identified those
qualities as: :

{(a) Taxation must be flexible and from time to time
reflect changes in economlec, social and technical _
conditions of the soclety. To him however, if this fact
is accepted, there is the need for a constant periodic
review of the structure of the system rather than just
changes in the rates of tax.

{b) Ensure correct cholce of taxes taking into
consideration the effect of taxes on tax payers and the
- aconomy as a whole. ‘

(c) Identify what is being taxed either income, capital
or turnover, For instance, income tax law should tax only
tax income while turriover tax law should deél with oanly
turnover,

{d} PDistribute the tax burden fairly, eguitably and justly.

90.00-/11 . '
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Taxation being a punitive legislation must apply to all
citizens. Where there are relilefs and exemptions, these
must also apply to all citizens. Where such reliefs
outstrip the income of a citizen, such a citizen must not
be taxed again except where another law is passed to tax
all citizens.

(e) Facilitate the use of fiscal policy for gfowth and
stabilisation. This implies that the Federal Government
should have control tools since the function of growth
and stability are pursued at the central level,

(f) Ensure efficiency of Tax Administration. Efforts
must be made to ensure that the tax-—-payer understands

the process of tax administration particularly as

regards his tax liability, how this is arrived at, method
of paying, time of payment which should be convenient to him.
(g) Provide tools for catching up with tax evaders and
plugging of loopholes in the tax laws,

2.4 SOURCES OF TAX REVENUE TO THE FEDERAL GOVERNMENT
OF NIGERIA.

Government revenue 1s a generic term for all monetary
receipt accrueing to government from both tax and non-tax
sources. As could be seen from the above definition,
government derive its revenue from both tax and non-tax
sources but for the purpose of this thesis, focus is on
the various kinds of tax revenue sources avallable to the
Federal Government of Nigeria. According to Aboyade's
report of 1977 which was set-up in order to review the

inter-governmental tax jurisdiction, it resolve the tax

-con---/12
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jurisdiction leaving the fadsral with the following tax
SouUrcesi-

(a) Personal Income tax;

(b) Corporate taxs

(c) Petroleum profit tax; 'g

(d) Capital Gailn taxg

(e) Capital transfer tax;

(f) Excise duties; . Jr.

(g} Custom duties, .
(a) Personal Income tax - This is a kind of income based
tax. It is normally very effective because of the large
proportion of the working population engaged in pald (money!
employment and it 1s slways deducted at source leaving the
income earner with the balance. In paying the perscnal
income tax, there arz two payment methods, one through the
Pay As You Earn (PAYE) system and the othar is through
direct assessment. The former is the mode used for persons
who are employed in both the organised private and public
sectors while the latter 1s applicable to self employed
persons in the private sector. The income Tax Management
Act of 1961 regulates personal income tax throughout the
Federation. ' |
(b} Corporate tax = Company income or profit Ea; is the
corperate equivalent of the personal income tax and it is
imposed on the net profit of incorporated business
organisatlions. In Nigeria, the Company Income taxlis
corporate profit accrueing in, derived from, brought into
or received in the country by any Company or Corporation
other than a sole proprietor. The taxes are generally

000000/13
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based on a lump sum percentage that applies equally to all
profit declared. For Countries that has a high level of
industrial and commercial activities like U,S.A, and
Britain, a large sum of revenue could be realised but in
Nigeria, the revenue contribution of Corporate income tax
is still very negligible. This tax is regulated by
Company Income tax Act 1979 - CITA. It sees to the
assessment and collection precedures for all corporate
bodies other than those in the production of crude oil

or gas,

(c) Petroleum profit tax - This tax is distinct from the
Company profit tax and is levied on the profits of all
Companies engaged in petroleum.operations (including sale
of disposal of chargeable 011)., The patroleum profit

Tax Act 1959 regqulate income on the oil producing
Companies, including N.N.P.C.. The o0il preducing
Companies are in joint ventures with N.N.P.C. to produce
crude oil for sale, The sale of crude oil, less the

cost of sale and overheads, less allowances provided by
this Act, represent what is regarded as chargeable profit.
This 1s charged to tax at present rate of 85 per cent.

The Federal Board of Inland Revenue is however vested

with the sole responsibility for assessing and adminis-
tering petroleum profit taxes by virtue of the powers
vested on it by the Petroleum profits Tax Act of 1959.
Petroleum profit tax continue to contribute substantially
to government's total revenue annually and it accounts for
the bulk of total tax revenue from both direct and indirect
sources (total taxation).

..O..../14
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(d) Capital Gain Tax -~ This imposes a tax on the profits
derived from the sale of capltal items e.g. property, sharags
in companies etc. The rate of tax is 20 per cent of the
net gain after deducting the original cost of asset, less
the expenses of sale, It is requlated by the Capital Gain
Tax of 1967,
() Capital Transfer Tax - This is intended to tax
capital being transferred from one person to another other
than by outright sale., Capital is deemed to be transferred
to another person when the owner dies, but the transferee
bears the tax. Gifts of property from father to children
during life-time are deemed to be capital transfers liable
to tax. Because the law was designed to catch those who are
really wealthy, property less than N100,000 are not caught,
The capital transfer Tax Act 1979 is the regulating instrument.
All the tax revenue sources we have examined above fall
under the direct tax imposed in Nigeria, we shall now lock
at the sources of indirect tax in Nigeria.
(a) Excise duties - Excise duties is a form of indirect
tax imposed on the manufacturers of certain line of
commodities, It is a kind of tax used by the government to
facilitate the regulation or discourage the production and
consumption of goods that involves soclal cost not covered
by regular market prices. The responsibility fof the
imposition and collection of excise duties is exclusively
that of the Federal Government in Nigeria although it
contribution to government revenue currently is small.
(b) Custom Duties - Basically custom duties consist of
two categories of taxes: Import duties and Export duties,

u-oa.--/lS
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These are taxes on the importation as well as the exportation
of goods and services. 1In the earliest years in Nigeria,
Custom duties was not only feasible significant consumption
levy but likewise one that accorded reasonably well
development objectives. Authors like Due and Friedlander
have suggested that "so long as a Country can prevent
smuggling, custom can be enforced more effectively than
domestic taxes on transactions since goods can be forced

to pass through the bottle-necks of customs houses and not
admitted until duties are paid"e. The Federal Government
of Nigeria imposes the rate and commodities on which taxes
are to be collected but the actual execution of the
collection process is done by the department of customs.

Other tax revenue - Categorised under this headings are
taxations not specifically classified into either direct or
indirect sources like ihe stamp duties tax etc.

25 TAX JURISDICTICN IN NIGERIA,

Tax jurisdiction determine what level of government
should impose which tax. It should however be noted that the
principle of "functional distribution™ is the basis for tax
jurisdiction and revenue autonomy for the various tiers of
government in Nigeria. Thus taxing powers are vested in
that level of government most likely to administer the taxes
efficiently and without prejudice to the overall national
interest. Therefore accord with the principles of fiscal
autonomy. The Aboyade and Okigbo Revenue Allocation and

Fiscal Review Committee are instrumentql to the tax

6. Halidu Abubakar - Public finance and Budgeting,
principles, practice and issues p.166.

30-000/16
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jurisdiction in Nigeria. The Aboyade Repcrt considered

among others tax jurisdiction problem and resolved as

follows:i=-

(1)
(a)
(b)
{c)
(d)
(e)
(£)
(g)
(h}
(1)

(3
(k)
(2)
(a)

(b)
(c)
(d)
(e}
(f)
(g)
{h}
(1)
(N

Federal Government:

Import duties

Export duties

Excise duties

Minning rents and royalties

Petroleum profits tax

Companies Income tax

Capital gains tax (the legal basis only}
Personal Tncome tax (the legal basis only)

Personal Income tax armed forces, external affairs
and Federal Zapital Territory;

Sales and purchase tax (legal basis) '
Stamp duties (legal basis only).

State Government:

Sales or purchase taxes (except on commodities
50 designated by the Federal Government)
Administration and retention.

Footprall pools and other betting taxes

Estate dutles

Gift tax

Land tax (other than Agricultural land)

Land registration (legal basis only)

Capital gains tax (Admin, and retention)
Personal Income tax (Admin. and retention)

Company tax (Admin. only).

Stamp duties {(Admin. and ratention}, - -. -

I....../17



(3) Local Governmentss:

(a) Property tax

(b) Market and trading llcences and fees

(¢) Motor park dues |

(d) Entertalnment tax

(e) Motor vehlcle tax and drive?s' licence feeas
(f) Land registration (Admin, and retention}

(g) Licence fees on T.V. and radio (Admin. and
retentionl},

This tax Jurisdiction i1s in line with the arrangement
in the 1979 Nigeria Constitution.

2.6 TAX ADMINISTRATICON IN NIGERIA.

The administration of the various tax Acts and the
direct tax itself is under the care and management of the
Federal Board of Inland Revenue, The Board has the
following as members:-

{1) The Chairman - Director of Federal Inland
Revenue Department;

(2} Four Deputy Directors

(3) Legal Adviser to the Federal Inland Revenue
Department;

(4) Principal Asslistant Secretary, Minisfry of Finance

(§) Representative of Nigerian National Petroleum
Corporationy

(6) Representative of Customs and Excise = 7 ..~

(7) The Registrar of Companies,

The Fedaral Board of Inland Revenue is responsible for
the administration of the following taxes listed below}
assessments and collections are carried out in the area
offices which are located in every State Capital. These

"....I/is
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taxes includet-

(a} Companies Income tax

(b) Petroleum profits tax

{(c) Collection of stamp duties
(d) Companies pre-operation levy

(e) The Income tax of:
(1) External Affairs Officers

(i11) Non-Residents
(111) Armed Forces personnel
(iv) Federal Capital Territory Residents
{(v) Capital Gains tax
(vi) Sales Tax in Abuja. S

The Chairman of the Federal Board of Inland Revenue is
also the Chairman of the Joint Tax Board. The joint tax
Board is a body constituted under section 27 of the Income
Management Act, 1961.

Each State of the Federation is represented on the
Joint Tax Board. Speclfically the Board:

(1) Endeavours to promote uniformity both in
application of Income Tax Management Act 1961 and in the
incident of Income Tax on individuals throughout the
. Federation; and |

(11) Advises the Federal Government on matters connected
with amendments to tax laws, and the general administration
throughout the Country.

(11i) The consideration and approval of benefits and
pensions schemes which may be submitted to it from time to
time. Once a scheme is approved, scheme 1is valiq_fo;
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Income Tax purposes throughout the Federation, The Federal
Board of Inland Revenue is protected and guided in 1its
operation by the various legislations imposing tax on
individuals and corporate bodies in Nigeria., These are:-
(1) The Income Tax Management Act 1961 as amended:

(2) The Companies Income Tax Act 1979 as amended;

(3) The Petroleum profits Tax Act 1959 as amended;

(4) The Industrial Development (Income Tax Raljef Decree;
(5) The Capital Gains Tax Decree 1967;

{6) The Stamp Duties Ordinance 1958; ‘ S b

(7) Income Tax (Armed forces and other persons
special provision) Decree 1972

(8) Capltal Transfer Tax Act 1979,

For reallsation of the tax objectiveg thersfore,
there must be co-operation betwesn tha three opefat(pms
of tax = The Tax Administrator, the tax payer and the tax
practitioners. L o

The Custom duties as mentioned earlier in this
thesis is collected by the Board of Customs and Excise.

They are responsible for the collection and administration

of tax on Import,excise and export. The Customs is an

organ of the Federal Ministry of Finance. It 'is headed -

by a Director but the Ministry of Finance is the supervising
Ministry. They are found in boarders, sea and alr ports e.t.c.

2.7 PROBLEMS OF NIGERIA TAX SYSTEM AND TAX
ADMINISTRATION, ‘

The problems which baset any tax administration can
be essentially traced tc the factors of TAX EVASION and

TAX AVOIDANCE, Tax avoidance is an attempt by the tax-~

.onoooc/ZO



payer to minimise the impact of tax burden by legitimate
means, that is using provisions in the tax law to their
individual advantage. The principles had been established
by the Courts that a tax payer has the right to arrange
his affairs so as to keep his tax burden as low as
possible because nobody, rich or poor owes any public
duties to pay more tax than the law demands. (Gregory V.
Helvering in the Supreme Court of United States of Ameria).
Avoidance devices usually involve:-
(1) transforming income into capital or capital gains;
(ii) transforming capital gains into non-taxable incomej;

(11i) transforming receipts into interest free or
indefinite loans;

(iv) transforming capital expenditure into recurrent
eXxpenses;

(v) Transfer of legal ownership of assets to
persons taxable at high rates while retaining
ef fective control of the assets gor the power
to enjoy the income from those assets.

On the other hand, tax evasion takes the form of
wilful or conscious failure to comply with the tax law
and in a broader sense encompasses situation where tax-
payer as a result of carelessness or negligence fall to
pay taxes which are legally due.

Evasion devices are usually in the following forms:i-

(a) Over-invoicing of imports and under-invoicing of
exports;

(b) Falsification of accounts and other documents;

(¢) Claim for fictitious expenses in order to reduce
taxable incomej;
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(d) Concealment of information about income and assets
held outside the country where the tax payer files
his returns especially where tax is imposed on
worldwide income;

(e) Leaving the country without paying tax legally
due,

In Nigeria, there are some factors that aid the
existence of these two problems (tax avoidance and tax
evasion). They are themselves problems to the operation
of a good tax system and administration.

(1) Taxpayer Identification:

In Nigeria, the compilation of taxpayer roll is
still being undertaking manually. This makes proper
identification of taxpayer very difficult particularly
in our society where voluntary compliance is still very low.

Companies as well will not usually come forward and
would sometime operate until they are actually discovered
or when they require tax clearance certificate, Many
business even cperate without being registered and in
some cases without committing such business transaction
into writing, thereby making detection very difficult as
well as determining the extent of the business transacted.
Manay urban centres are not properly planned thereby
making the location of some businesses very difficult to
identifye.

(2) Sources of Income:

Taxation can only be effective if all the sources

of an individual income is known but in the case of

Nigeria many peoples' income are grossly under-estimated

cesennes/22



due to lnadequate disclosure of some sources of income and

the lack of enough machinery to discover tha inadequacies,

It 1s also known that a source of income can be brought
Into the net only 1f it is identified by the tax law as
liable to tax. Under the law for example,_sourcgs of
income identified ac liable to tax are:- E

(a) trade or business

(b} Investmant income

(¢) Fees, dues and allowances

(d) Any other sources of annual profits or gains.

HéweVQr, the law is lnadequate as 1t makes some
sources untaxable, |
{3} Administrative Problems:

Taxpayers usually take advantage of 1oopholés in a
tax administration which they regard as weak like the
case of Nigeria. Sometimes too, they hide away from a

tax administration which operates harsh laws or which

tends to be arbitrary.

The following are some of the administrative problems

that causes weakness In a tax administration in Nigeria:

(i} Inadegquate manpower in terms of quality and
quantlty, lack of tralning facilities and
irability teo recruit competent perscnnelj

(1i) Another administrative problem is the lack
of enough employees career prospect and

incentive for them to stay and put in their best;

(111) poor remuneration and working facilities
weakens the employee moralj

{(iv) Communication gap between the various arms
of tax administration e,g. batween one tax

administration and another, in a Federal system .

of government such as obtains in Nigerla, as
well as a gap in communication between the tax

.....-/23 I . :"
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administration and the tax paying public is
indicative of weakness.,

2.8 HISTORICAL BACKGROUND OF TAXATION IN NIGERIA:

Taxation is one of the of the cldest and commonest
source of revenue to govarnment all over the world. The
basic type and nature of taxes levied on every commuﬁity
is however affected in character and scope by the existing
pelitical, economic and soclal activities of such socilety.

In Nigeria, like most other sub-Saharan African countries,
there was in existence what might be called an indligenous -
form of taxation before the advent of colonial rule. For
some, colonial rule only helped the axisting tax s?stem ﬁy :
restructuring and strengthen them leaving the objects and
base the same, Example of thls could be found in the
Northern Nigeria where an efficient and organlised administra-
tion facilitated the imposition and collection of the taxes.
Rabiu rightly pointed out that:

"In the Muslim ruled States of the North, the Chiefs,
Judges, and tax Ceollectors were well organised before
the British came. So when the British came they
made use of them in their administration seesecss All
the various traditional taxes were consclidated and
brought under a single 'general' tax payable on a
single demand after the harvest, and whenever possible, -

in currency instead of 1in kind"7

In the Northern Nigeria, the first task of Frederick
Lugard, the then High Commissioner was tax reform. He

studied the Northern system which he detailed in two of his

7. Halidu Abubakar - Public finance and Budgetin, principles,
practice and issues p,92. . . N
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memoranda, the native revenue proclamation No.4 of 1904
and No.2 of 1906, During this time, Community tax was
operational in the North and with time, it metamorphosed
into "Native Revenue Ordinance of 1917. Lugard later
extended the Northern system to the Southern Nigeria
after the amalgamation of 1914. He introduced it to
Benin in 1917, Ibadan and Egba area of Yorubaland in
1918, and extended it to the Eastern Nigeria in ﬁ928.
The law that guided taxation in Nigeria then was "the
native Revenue Ordinance of 1917", The Ordinance of
1917, 1918 and 1928 were later incorporated into the
District Taxation Ordinance Noc.4 of 1940 which repealed
the Native Revenue Ordinance., This Ordinance was
enacted to plug all the loopholes in the former laws.
However, the inadequacies inherent in this Ordinance
started manifesting themselves inspite of the rapid
advancement of the Country hence to over-come these
problems, M, J.C, Mundy was appointed and commissioned
while Arthur Richards set-up a Committee to look into
the "Mundy Income Tax report and drafted an Income Tax
bill hence Income tax ordinance of 1943 (No.29 of

1943 Cap.92) was passed into law,

The present tax laws in Nigeria were borne out of
the Raisman Commission of 1957. The recommendation was
the basis for providing in Section 70 of the Nigeria
Constitution (1960) which conferred an exclusive power
upon Parliament to make laws for Nigeria or any part

thereof with respect to taxes on Income and profits of
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Companies while section II and III conferred concurrent
powers upon parliament to make laws for Nigeria or part
thereof with respect to certain uniform principles in
respect of Personal Income Tax., In exercise of these
powers, the Federal Government enacted the Income Tax
Management Act 1961 and Lagos Territory which was been
administered as a Region enacted the Personal Income
Tax (Lagos) Act, No.23 of 1961, The Income Tax
Management Act came into operation on 1st April, 1961,
all the other regional laws on taxation had to be
amended to bring them into conformity with the
Federal law.

Finally, the 1979 Constitution as amended has placed
the taxation of income and profits in the exclusive
legislative list of Federal Government and this envisages

a move towards uniformity.
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1.

2

3.

4.

Se

8.

9.

10.

11,

Abubakar Halidu, Public finance, budgeting, principles,
practice and lssues,

Ani A, A., The future of tax legislation in Nigeria -
A Seminar paper of 15th May, 1991,
Ijewere I, Emmanuel, Past, present and future of tax

legislation in Nigeria - A
Seminar paper.

International Encyclopedia of the Social Sciences,

Ogutuga D.B.0O., Identified problems in the Nigeria
tax system - A Seminar paper.,

Sanusi Usman Haruna, Revenue trend for the three tiers
of Government in the 1990s - A
Seminar paper of November 7-9 1991,

Summerfeld, Hershel and Brock, An_Introduction to taxation.

Taylor M.C., Taxation for African Development.,

Toye J. F. J., Taxation and Economic PDevelopment., Twelve
Critical Studies.

Yusuf Adamu, Alternative sources of revenue generation
in Kaduna State - Unpublished M.B.A. Thesis
(1986),

Historical Background of Taxation in Nigeria -~ A Seminar

Pa[ger -

-co-a..-./Z?



- T

CHAPTER THREE:; RESEARCH METHODOLOGY .

This chapter deals with the way the research was
conducted,

3«1 DATA COLLECTICN = INTRODUCTICN,

Depending on the nature of a research study, some
sources notwithstanding the hardship in reaching such
sources are available for data collection. Primarily
there are two main sources - the primary source and
secondary sources,

3.2 SOURCE OF DATA,

This project made use of only the secondary data.

It was ccollected from the statistical data published by
the Central Bank of Nigeria quarterly economic and
financial review and the annual report and statemsnt of
account. These publications already contained all the
yearly data on the revenue generation for some period
of years.

3.3 METHODOLOGY AND INSTRUMENT INVOLVED.

Since the requiied data were obtained in the Central
Bank publications, the research was conducted by:

(a) Extracting the required stastical information (data)
from the relevant publiications both in the economic and
financlal review of the Central Bank of Nigeria and the
annual report and statement of amount., Such publications

contained all the comprehensive revenue sources for each

year.,
.'l.l../28



(b) Arrangement and classification of the data into their
yearly result and grouping the results for a decade

under a table in order to analyse the result.

(c) The researcher employed the use of percentage

methed as the statistical tool or instrument for the
analysis of the data to evaluate the the performance of,
or contribution of taxation over the years.

3.4 LIMITATIONS TO THE RESEARCH METHODS.

It should be stressed that it is not only taxation
that produces all the Federal Government revenue in
Nigeria, other sources do exist but for the purpose of
this work, the influence of other sources were not
considered. 7The study therefore restricts itself to
only taxation aspect of revenue generation.

Also, the use of only secondary data is a limitation
in the sense that some primary data should have been
employed to aid the reliability of data collected. This
is considered a limiting factor because, during the
process of compiling the data, a little variation was
discovered in the fiqure contained in some publications
from some others.

To get an accurate performance over the years,
other more sophisticated research method could have
been used but to the best of researcher's knowledge,
the use of percentage is alright for a good work on

the analysis of the subject matter of this project.

.....-../29
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CHAPTER FOUR,

PRESENTATION AND ANALYSIS OF DATA.

INTRODUCTION &

This is the core chapter of this project. The topic
under study requires the collection of tax revenue data
since the period of independence and it is from the analysis
of the data that the trend or the contribution of taxation
to revenue generated in Nigeria can be understood. The
data will be presented and analysed in this chapter.

Essentially the data used is obtained from the annual
publications of the Central Bank of Nigeria economic and
financial review as well as their statement of accounts.
Other data were obtained from the Federal Inland Revenue
and data relating to export and import duties were collected
from department of Customs and Excise, It therefore means
that this project made use of only the secondary data as
earlier stated.

Because of the large volume of data and the
period involved, the data have been categorised into three
different periods with each representing a decade from
indenpendence to date. Separate table is therefﬁre used
to present the different decades of the period under review,
(1960 - 1969, 1970 - 1979, 1980 - 1988 and 1989 - 1991).

For effective analysis, the use of percentage was employed
as a tool. An analysis of the contribution of the tax
components such as direct tax, indirect tax will be

examined to see the nature of tax contribution over the years.

.-...'-./31
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With this brief intrcduction, we shall now proceed to
the main analysis of the data collected. Tables are used

in presenting the data being analysed.
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The data presented in Tables 'I' and 'II' form an
interesting disclosure about the nature of revenue generated
in Nigeria during the period under review (1960 - 1969).

It clearly shows the importance of taxation as a
reveﬁue source and the variations (fluctuation) in all the
revenue generated by the sources.

From the tables above, containing the figure on the
first decade of indenpendence, taxation contributed more
than 70% of the total revenue for each year except 1967.
For instance in 1961, tax revenue was 103,253 out of
total revenue of 137,010 in 1962. It was 112,682 of
148,638, 1963 - 112,683 of 154,418, 1964 - 129,362 of
168,971 and 1969 - 175,262 of 223,500 representing 75.3%,
71.22%y 72.97%, 76.56% and 78.42% respectively. It is
true that it fluctuated in its contribution from one
year to another signifying either a decrease or increase,
this fluctuation was very slight, for example in 1962,
tax revenue fell from 75.3% in 1963 to 71.22%. Also
between 1963 and 1964, tax revenue increased by 1.75% that
is from 72.97% in 1963 to 75.56% in 1964, O©On the whole,
tax revenue could be said to be relatively stable during
the first decade of Nigeria's independence with a little
variance from year to year. The variations were mostly
caused by changes in tax policies.

The bulk of the tax revenue throughout the period

under study was suppllied by the indirect tax. For
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instance, it accounted for BS, 253 of 103,253 total
revenue in 1961, 102,624 of 112,683 in 1963, 106,498 of
133,674 in 1966 representing 58.42%, 54,47% and

58.14% respectively. However, within the indirect -
taxes, the greatest amount of revenue was from the
import duties. In 1962, import duties accounted for
59,016 of the total indirect tax of B5,253: in 1967
54,985 of 99,071 representing 69.22% and 55,50%
respectively. In short, the import duties did not
produce less than 52.77% throughout the decade. The
contribution of the other indirect taxes {(export and
excise duties) were relatively small. Of the 102,624
indirect tax in 1964, export and excise duties accounted
for only 26,825 reprasenting 26.,13%. 1Its contribution
to the total indirect tax fluctuated within the range of
24% to 28% until 1966, when it contribution rose to
45,07%, and 44.59% and 41.70% in 1967 and 1968 |
respectively, The contributlon of the personal income
tax which happened to be the énly dlrect tax accounted
for during the period was relatively low i.e., it added
23,177 of 103,253 in 1961; 28,570 of 112,683 in 1963 in
1963; 26,501 of 143,625 in 1965 and 35,971 of 175,262
in 1969 among others representing 22.45%; 25.35%;

18.45% and 20.52% respectively. "
There were contributions from other non-tax revenue
but for the purpose of this project, our analysis shall

revolve around the tax revenue sources onlys , |
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Contribution of taxation to revenue generation
1970 = 1979 for effective analysis of tax revenue trend
in this period, tables containing the data will be presented

below for easy analysis.

......./37



¥

T°ON 02 3WMNIOA Z861 INALC MITATY TTYIDNVYNIL QNV DIWONODI °*N°9°*D
*Z°ON EL°7I0A SL6T 3IEWIADIA MIIATY TVIONVNIL AONY DIWONCId *N°€*D $3D¥N0S

{(NOITTIIW N)

+ 111,

218VYL

 EEE T S S S o T e O N e e I T T s N N T T e T N T e e = T = H“ﬂ“"“l"““wﬂ“u“““ﬂ I"n“"“ﬂ

p*2L6°0T |€*69b'L] P 2v0‘8 | 6°59L%9 - - ~ - - - {3NNIAIY
*LAOD TYIOL
9°.68°9 |s°099°s| pesge’s | 1eseL'y | scosLte | £rogste 1z g9t §°S0T'T | vreve | 8°€TS| =*AmycI-l
- - - - L*PLss LES'Y l€*s569°L | 8°voP'T | 0°691‘t] 2°cco = TYIOL
- - - - 1°L¢ ¥ se 9*6¢ L*0¢E 0*c9 |z*vz *TR2STW
- - - - 0*%9S5*T | 2°vse 8°9¥2 8°¢22 0°£21 | 8°891 £ {3usy
2°A0Y) *UTW
- - - - L*Z291 1Ll 8 6V g ¥v 9*9¢ | b*9z | *3Ifeggejur
1°€L2 2°6S¢ 2°LLY AN g*sel P°v9l 0°961 g°6LT 9°89T | 9°211 ] s®13yng*ox3
Z2°0 8°2 S 4 1°9 8°s S*¢ G*21 6°92 8°LE 2°1p | Ss=13ng*dxq
ITNLE 2 9cp'1 | 2°v96 ol AR ¥*629 2°8z¢ 6*L0E v ¥LZ g*vge |9°61z | sering-duy
6°cPT‘T 12°a69'T | o*svi‘l | L 288 L*09¢L 286V Z2°9LS 1*18b 2°16Y | p*69¢ tgaxeg
3291TpUT
9°11L 6°ST 8°82 g*1 V3 6°T 0°L q°¢t 0°*S 20 {Swodus
Xel JadY3po
1°PoT‘s |L sivle | 8 ocey | 6°P29%c | S Lot [ s°2L8¢z |2*65¢L g*obs ZS*EBE |9°LE XBL®I0I3°334d
6°¢ € £°c S°e 6°StL 1°11 ¢l - - 8°0 {xey Swodut
TRuUcsIag
1°SLSG viies 6°9LY z2°222 6°19g 9°9%l  |$*SL v°08 0°¢9 |s8°sy xer *dwon
.. L°ESL’s |e°s96’t | 8°6£8°Y | ¥°2S8YE | 2°066°2 | T 2c0te | 258 | peves Z°LSY [vopbr | Xel 32331q
6L61 8L6T LL6T 9L6L SLBL vL6T ELET 2Lél 1.6 |0L6l $A2UNOS

e - .~ . . (BLBL = OLBL) INIWNYTAOD Tv¥3Q3d 3HL 40 3NN3ATH -



*JIII, FTEYI NO YIVQ dHL WOMS ¥AHIHYIASIW JFHI A9 dILNWOD 232YNOS
lluulnnuuﬂuuﬁﬂu!uuu:uuunnnuJnunuuouuunuuounuunnnn Siiaiiinintatel leiebeintets ibabriabeindet shabniaindels
00T oot 00l 00t - - - - - - =*ATY *IAOD TVIOL
1269 | 8L*SL | 2v°vL | 86°69 | 00°8% | 18°LL | TL*08 |69°8L |} 29°08 |vi*1I8 =*ATY XVI TVIOL
- - - - 00t oot oot 001 00T 001 | = TVIol
- - - - L9°0 SST0 GL 1 e 6E"S Z8°¢ SNOVUETTSISTI
- - - - 9c"82 | €8°81 | 95°%T |e6°ST | 98°01 {99°92 $(auey
‘gsar3Teloy) BuTuTwk
- - - - 6°¢ 08°2 P6*2 61°E €EL*E |91°¥ Juswley pe3juy
082 LVE 02°2 §2*2 82°Z 29°¢ g 11 |o8"el | zv ¥l {8LLT S273Ng SSIOXZ
o[olde €00 S0°0 06°0 110 Z1*o vL®0 T6°T €g'e S*g s9713ng 130dx3
36°L €2°6T | 66°TT | T4°0% | T¥°1l | €27¢ 9T1°8t Jeg°61 | 9¢°vZ | S0°¥¢E s@®13ng 3Joduy
g¥*ol | ve*ze | ¥2°vl | so*cl | 6L°€l | 86°01l | s¥0€ ST vc | 20°Cv | vE°8S sSexel IDIITPUL
LLt0 12°0 9¢°0 £0*0 800 v0°0 1%°0 T AdY Er*0 | €0°0 *A9Y XBL JIY30
ze*Lv [ eLesy | s8°cS | 95*cs | OU°6b | 1£°€9 [ L£°SP [8¥*BE | 8L°2¢ [Tpogl|xer®Ford und10I3d4
62°0 vv0 ¥0°Q S0°Q 62°0 $2°0 LO*0 - - 10 fxey
; FUWODUT IBUOSISG
tz*s | 90°L | €6°s |82t | su'v |eeve | svtv  [2Tets | eets {€2teL xey Auedwoy-
€425 | 60°€S | 81°09 | ¥6°9S | 22°PS | €8°99 | 92°0S |S¥ vy | 09°BE |08°ZZ| _ X®L 3D3ITq
6L6T 8Lel LLET 9L6T SL6T VL6t £L6T ZL6T | 1L6T [ 0L6T .- $3DYNOS |

3(6L6T = Q461) INNIATY 40 NOILNETYINOD IAILVYTIIN — ;AL

A

JTdYL



N\

) 1

by ™ d

|

A look at tables 'III' and 'IV' shows clearly the
importance of tax in terms of its contribution to the
total revenue during this period (1970 - 1979). 1In 1970
through 1979, it contributed not less than 68% of the total
revenue for each year. It was particularly impressive in
1970, 1971 and 1973 when it contributed 513.8m out
633.2m; 942.4m out of 1,169m and 1,368.2 of 1,695.3m
accounting for 81.14%; 80.62% and 80.71% respectively,
The tax revenue increased in absolute term throughout
the decade except for 1978 when there was a fall from
5,985.4 to 5,660.,5 indicating a drop of 5.43%. The case
of its percentages were different, it fell in the first
three years (1970 - 1972), then increased in the fourth
year (1973), dropped in the next two years, rose in the
following year etc. It was a case of fluctuating revenue
trend. In all, the contribution of taxation cannot be
over-locked since it contributed about 75% most part of
the decade. It experisnced a_drastic fall in 1975 and

1979 when it fell from 77.81% in 1984 to 68% in 1985

) and}from 75.78% in 1978 to 63.21% representing a drop

\J e -

of 9.81% and 12.57% respectively.

Of importance during this period was the direct
tax whose contribution to the total revenue increased
astronomically in its absolute and percentage contribution
especially in 1974 over the previous years. 1In 1974,

1975, 1976, 1977, 1978 and 1979, it contributed 3,032.1

out of 3,530.3; 2,990.2 of 3,750.5; 3,852.4 of 6,765.9;

..-..../40
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4,839.9 of 8,042.4;5 3,965.3 of 4,769.3; 5,753.7 of
10,912.4 representing 66.83%, 54.22%, 56.94%, 60,18%,
53.09% and 52,73% respectively. However, the bulk of the
direct tax came from the new found wealth, the petroleum
profit tax which contributed for example, 2,707.5 of
2,990.2 direct tax in 1974, 3,624.,9 of 3,852.4 in 1975
and 5,164.1 of 5,753.7 in 1979 among others. These fiqures
represented 50.5%, 94.09% and B9.75% of the total direct
tax revenue for these years. Ancther cause for the
increase in revenue contribution of direct tax was the
introduction and continous increase in absolute term of
Company Income tax throughout the decade except for 1973
when a decrease was experienced. 1In 1970 through 1979,
it contributed the figqures contalned in Table 'III' above
however, it percentage to total revenue was still
relatively small ranging from 3% to 7%. The impact of
indirect tax depreciated during this decade contributing
especially from 1974 to 1979 - a percentage of 10% to 22%.
There was a drastic fall in 1974 when it fell from 30,45%
in the previous year to 10.98%., This was as a result of
the impact of Petroleum profit tax. Despite this fall in
indirect tax revenue, the import duties still maintained
its lead in revenue generation within the indirect taxes
contributing between 7% to 24% most part of the years
under consideration. It dropped drastically in 1979

when it fell from 1,436.2 to 870.6 representing 39.38%.

A major case of this fall was the relaxed policy of the

Politicians and increased smuggling activities. The

-.o.-tncc/d'l
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contribution of Excise duties was between the range of
11% to 17% during the first four years of thls analysls,
a drastic drop to 3.62% in 1974 and malntalned the low
ebb within 2% to 3% throughout the years to 1979. The
contribution of the export tax was hlghly insignificant
both 1n absolute and relative term especially from 1974
when it accounted for less than 1% of the total revenue.
The fall in export dutles was most noticeable in 1979
when 1t added 0.2m representing 0.00% to the total revenue,

It is significant to conclude the analysis of this
decade by specifically saying that from all 1ndicationsl_
of the trend, there was no revenue source that was
constant, all fluctuated.

Next iIs the analysis for the third decade (1980-1988).

+
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In the third decade of our independence (1980 - 1988),
taxation contributed a substantlal amount of the revenue
in Nigeria like the previous perlods. For instance in
1980, 81, 84 and 88, it contributed 10,974,6 out of o
15,2343 9,362.8 out of 12,180.2% 7,245.9 out of 11,191,2
and 18,333 out of 27,310.8 among others. This representad

72.04%; 76.87%; 64.75% and 67.13% respectively. Although
the contribution of taxation wilthin this pericd varied
between 60% to 76%, there were alot of fluctuations
{increasing and decreasling). In the flrst four years
(1980 - 1983), the absolute contribution of tax revenue
decreased i.e. from 10,974.6 in 1980 to 9,362.8 then
8,090.7 and 6,316.11 in the fourth year while it percentage
increased from 72.04% to 76.87% in 1981 but redueced to
68.77% in 1982 and 60,10% in 1983. The following two
years 1lncreased both in absolute and percentage terms,
Throughout this period, there was no drastic Increase or
decrease in the tax revenue aven though it was fluctuatiné.

The direct tax was respongsible for the bulk of the
total tax contributed during this period. 1Its added
between 40% and 651% of the total revenue, Its greatest
contribution was in 1980 when it produced 9,161.1 of the
15,234m representing 60.14%. The first two years
witnessed an increase in its percentage contribution
however in the third year (1982), 1t decreased from

6,827.3 toc 5,608 indicating a reduction from 56.05% to

000000/45 ' e h-. .
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47.67%. It was increasing and decreasing throughout
the period. 1987 saw a significant increase from
5,880,9 to 13,739.2. Of utmost importance to the
increase was the petroleum profit tax which expanded
rapidly and supply most of the revenue. In 1980, it
supplied 8,564.3 out of 9,161.1 and in 1985, it was
6,719.6 out of 7,798.,5 representing 93,49 and 86,17
respectively. Petroleum profit tax alone was responsible
for more than 75% of the yearly direct tax revenue.
There was a massive improvement over 1986 figure of
4,811.1 to 12,504.0 representing a difference of
7,692.9m., It percentage therefore increased by 12.34%.
The absolute value of the company lncome tax also
improved especially as from 1984 when it increased from
561.5 to 787.2 and since then it increased up till 1988,
This was due to the seriousness of the Buhari/Idiagbon
government on compnay that defaultadtax and the improved
tax policy relating to its collection. Under the direct
tax however, the contribution of the personal income tax
both in absolute and percentage term was very low.
Though its contribution fluctuated throughout the period,
it contribution was less than 1%. The other revenue from
direct tax also added is less than 1% even though it
increased throughout in absolute term.

The direct tax contribution was between 11% and 21%

which was relatively low and the bulk as in the previous

.on-..o./46
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periods was enhanced by the import tax that added to

total revenue at the range of 9% to 16%.

The impact of

the export duties was highly negligible especially in

1980, B2 and 84 when it did not contribute anything to

revenue,

period under review,

It added less than 1% throughout the

The last period and the recent time (1989 - 1991),

This is the last period considered in this analysis.

It

was included to review the current trend of tax revenue

in Nigeria.

TABLE

YWIT?Y

REVENUE OF THE FEDERAL GOVERNMENT :

SOURCES 1989 1990 1991
O0il revenue 41,334.4 |54,713,2 | 68,832,2
Petroleum profit tax 24,161.7 | 26,909,0 | 38,615,.,9
Rent, Royalties & NNPC 17,172.7 | 27,804,2 | 30,216.3
Non=-0il revenue 8,865.6 | 13,857.3 | 19,326.5
Company Income tax 1,977.4 3,408,7 3,826.7
Customs & Excise duties $,950.2 8,724.6 [ 12,459.4
Federal Govt. Independent

Revenue; 938.0 1,724.0 3,040.4
Total Federally collected

Revenue ; = 50,200.00| 63,570.5 |88,158,7

S——

L'H:..--'H

SOURCE: C.B.N. ANNUAL REPORT AND STATEMENT OF ACCOUNTS
FOR 31ST DECEMBER 1991,

I.l..'./d?



TABLE *VIII?
RELATIVE CONTRIBUTIONS

SOURCES 1989 1990 1991
Oil revenue 82.3 79.8 78.1
Petroleum profit tax 48.1 39.2 43.8
Rents, Royaltjes & NNPC 34,2 40,5 34,3
Non-0il revenue 177 20.2 21.9
Company Income tax 3.9 5.0 4.3
Custom and Excise duties 11.9 12.7 14.1

Federal Government
Independent revenue; 1.9 12.5 3.5

Total federally collected
revenue; = 100 100 100

SOURCE: COMPUTED BY THE RESEARCHER FROM THE DATA ABOVE.

The above tables (VII and VIII) presented here
contains data that deals with the recent revenue trénd in
Nigeria. Tax revenue still recorded the highest contri-
bution by having 32,089,3 out of 50,200 in 1989; 39,042.3
out of 63,570.5 and 54,902 out of 88,158.7. This resulted
into 63,92%; 61.42% and 62.28% respectively. Tax;tion in
essence contributed about 62% in the years under review.
Even though taxation have increased in absolute term

throughout the three years in the following order,

-.n-l.-n/48
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32,089.3; 39,042.3 and 54,902; the percentage change
differed i.e. it fluctuated. In 1990 it decreased from
63.92 in 1989 to 61.42 but increased in 1991 to 62.28.
An increase of 0.88%.
Of importance to the total tax revenue was the
petroleum profit tax that added 24,161.7 out of total
tax revenue of 32,089.3 in 19895 26,909 out of 39,042.3
and 38,615.9 out of 54,902 in 1991 representing 75.20%;
68,92% and 70,34% respectively. The contribution of the
Company income tax increase in absolute term within the
three years but fluctuated in percentage term for instance
it increased in 1990 by 1.1% but decreased in 1991 by .7%.
The indirect tax (made up of customs and excise
duties) have contributed between 11.9% to 14.1%. This
tax increased in absolute and percentage term throughout
the three-year span.

SUMMARY OF FINDINGS:

From our analysis of the trend of tax revenue In
Nigeria since independerce, we have been able to discover
a number of important points as regards the nature of the
tax revenue generated in Nigeria, Some of these vital
points are listed below:
(a) The Federal Government of Nigeria earns its revenue
from many sources but taxation stands out as the highest
contributor of the total revenue yearly since independence.

In fact, the trend has been about 70% or more, majority of

o--.-o./49



-9~

the tiemg since independence to date,

(b) The total tax revenue has not been stable, It has
been fluctuating from one year to the other signifying
either a decrease or an increase in absolute as well

as relative (percentage contribution) terms.

(c) At the inception of independence and throughout
the first decade, the indirect tax produced the highest
tax revenue however, the bulk of the indirect tax was
obtained from the duties on import (import duties),

The trend of the import duties being the highest
contribution of the indirect tax continued throughout
the periods.

(d) At the second decade of our analysis, we
discovered that the directtax had taken over as the
highest generic contributor to tax revenue. This was
due to the impressive performance of the petroleum
profit tax which started during this decade and
continued to be the leading revenue contributor till
date. It has even reached a situation where petroleum
profit tax alone contributed about a half of the total
revenue thereby leading to a diminish impact of the
Wiirect tax whose contributlion has gone down drastically.
(e) Despite the fact that export duties and personal
income taxes added only a small proportion to the total
revenue, they are aven on declining trend in their

contribution in recent periodas The worst situation

.--...../50
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is that in the recant time, they scmetimes addasd an
insignificant or nothing to the tctal revenue.

(f) The other tax revenue source that did not add
anything to Nigeria revenue during the first decade of
independence continued to enjoy some increase particularly
during the second decade however, the proportion of its

contribution is small.
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS,

Introduction:

This i1s the last chapter of this project. It presents
the highlight contained in this study = the main objective
set to achieve, the analysis and the findings from such
analysis. Conclusions are drawn from the findings.
Finally, suggestions/recommendations are made with regard
to how the government can enhance more efflciency and
effectiveness in the contribution of taxation to the
revenus generated yearly.

Summary of the Project:

The project is aimed at analysing the contribution
of taxation to the revenue generated in Nigeria since
independence. The data required were collected from the
secondary source — precisely the quarterly publications of
Central Bank of Nigeria Economic and Financial Review and
the Annual Report and Statement of Account. The large
data involved made the use of gable to group the data into
a ten year period convenient.

The statistical tool of percentage was employed for
an effective finding which aided the outcome that taxation
contributed highest to government revenue yearly throughout
the study period though such revenue fluctuated from year to

year potraying either an increase or decrease either in

...-..../53
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absolute or relative term or both. These fluctuations
were acknowledged to be 2 direct response to the varlation
in this contribution of the tax components which were
influenced by the variation in tax policies.

Conclusion:

Based on the analysis and the findings, the following
conclusions are drawn, o

(a) Despite the fact that taxatioq\ﬁg ?h; highést
and most important source of governmené;iﬁjﬂi;efia, its
contribution still leaves much to be desired. . . 6f tax
revenue 1is being lost either through the non-effective use
of available taxes or the fact that alot of tax revenue
are left un-=tapped. | _

(b) The inconsistency and lack of continﬁity in
tax policies are mostly responsible for the fluctuation
(increase or decrease) in the tax revenue for ea;hlyear.
While some policies enhances increase in tax revenue,
others are meant to reduce tha tax burden on individual
cr company to serve as an incentiva,however, tﬁis pg?uqeg
the total tax yleld.

(c) The government does not glve eqgual attention
to all sources of tax. While concentrating on some,
others are neglected., The practice normally result in
loss of revenue accruable from tax. Evidence of this is
the concentration of government on petroleum profit tax

since the discovery of o0il during the second decade of

our independence.
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{d) The practice of tax evasion and avoidance by
disgruntled and unpatriotic citizens have resulted in a
substantial amount of tax revenue baing lost by the
government through the years. Also the activities of
business men/houses who either refusin}o register their
Company or declare a false profit iq{nq,less« " importance
in reducing the total tax revenue available to the government,

(e) The general administrative and management problem
coupled with the Nigerlan factor which doesn't make anythingl
work is responsible for hampering the effective assessment
and collection of the tax revenue as at and when due,

(f} The trend of the econcmy determines which of
the tax sources will contribute what to the revenus and
thls goes to influence how tax rate could be fixed; ;ncreased

or decreased to ohtain more tax revenue,

Recommendations:

With the analysis carried out, and conclusions
drawn, it can be said that the issue of the analysis of
the contribution of tax teo reveﬁue generatlon sincg_w
independence in Nigeria has been reasonably diagnosed and
the attendant problems inhibliting the attainment of optimum
tax revenue highlighted and examlned.

It is necessary at this juncture to proffer some
suggestions that could enhance the required Iimprovement
in the generation cof revenue through tax. Some of the

suggastions we consider most important arei-

---.../55 ‘ .' ‘. .
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(a) The managers of tax should effectively implement
the tax laws to cover all the loopholes contalned in it
to avoid the current high rate of tax avoidance and tax
evasion. This can be done hy enforc¢ing the]law and
dealing seriously with tax defaulters. The law should
be a no respecter of any person so that 1t will not only
be seen as being made but must be well implemented to the
latter. The current practice of demanding threé—yearl
tax clearance before one could hold a political office
should be extended to other spheres of life, Such laws
will help to improve the personal income and company
taxes which are relatively low throughout the period
under review.

(b) There should ba conslstency in tax policies'
in the Country and where need for changes arises, such
change must be seen to be a continuity of the previous
ones, against the lack of particular direction of our
current tax policies. The motive behind every tax
policy should be to generate mére revenue even though
its impact on the citizen must be considered. -

{(¢) A general adminlstrative overhaul should be
embarked upon to get rid of the bad eggs within the tax
administrators, collectors or offlicers whose main duty
is to connive with tax payers to sabotage the effort of
the government through illegal diversion of taxes or

encourage total refusal of tax payers to fulfil thelir

........./56
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clvic responsibility. Government on its part should
ensure judicicus use of the tax collected particularly
in the provision of sccial amenlties that are currently
in bad shapes so as to enhance the voluntary tax compliance
of the citizens. Leaders should also demonstrate their
committment to the course of the Country by leading by
example — being the first set of people to pay thelr taxes
at and when due as against the present practice where the
rich within the society avold tax more than eveh the poor.
Companies which are not 1living up to expectation should be
seriously dealth with. An effective machinery should be
put in place to enhance effective assessment and collection
of taxes (the withholding tax and self assessment systems
are steps in the right direction) but more reforms should
be made to flll any gap dectected. ) . vt

(d) Adequate education and enlightment programmes
should be organised by the Federal Inland Revenue to ;
enhance people's understanding of the assence of tax in
order to change thelr resistance culture, Such gn}ightment
should be continous and the use of popular media within
such locality should be used like radio, paper, chiefs
and representative of the people while the local language(s)
should be used as the communication medium.

(¢) ¥nile we do agree like the theory of A-B-C

inventory model that the most ilmportant thing should be

given the greatest priority. In this case, the highest_
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priority should be glven to the most important tax in
terms of contributlion., others should however not be
neglected instead, they should be effectively harnessed
to produce the maximum tax revenue so as to obtain the

objective of the oOptlmum tax revenue generation,
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