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ABSTRACT

The study has traced the contribution of state
taxation to total state revenue. In other words, the
study focused on taxation as a source of revenue
generation. The need for such an effort is understandabl e.
Over the years, especially fromthe early seventi es,
states, alnost conpletely relied on funds fromthe
Federal Government in order to execute state projects.

An alnost neat relationship could be established between
the anmount of revenue a state receives fromthe Federal
Governnent and | evel of expenditure of the state for

that year. e then wonders if the state governments
were seeing the Federal Governnent as the sol e sponsor of
their projects. This becane nore crucial when Federal
grants to states started falling followng the fall in
oil revenue and states suddenly started abandoni ng their
projects for lack of funds. GCould there be no other
possi bl e source of revenue to sustain the state government
proj ects?

It is for this reason that taxation has been singled out
for a detailed study of this nature because it is a tool that
can be nanipulated by the state governnent in line with the
needs of the state. The study has showmthat although tax is
not yielding the maxi mumrevenue consistent with the state's
present |evel of economc devel opment, it could be inproved
upon and it will sponsor the state devel opnent prograns to

a great extend.
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CHAPTER 1

INTRODUCTION -

Tax is a compulsory levy imposed by public anthorities
for which the taxpayer receivesz nothing lirectly in return, It
ies o liability imposel on the tax assessees who may be individunls,
groups, or ofther legally constituted business enterprises to pay
o specific amount for the simple roason th-t they hove an inqom?
of a minirmm amount from certain specified zources which have |
baan chosen for tnxation by law,

Toxation is os old as history. It was practiced in incient
Egypt, China and the Roman Empire. It woas olso in practice in
Nerthern Nigeria ever before the advent of the British Colonial
rule, "Nigeria snd more particularly Northern Nigerla hos o
special place in the history of tho evolution of direct taxation
in Africa.",_1 For inatance, in Northern Nigeria there was the
'Kudin Kassa'! (Agricultural tox), 'Jangadit (Cattle tax), ‘Zakat%
( a type of taxation prescribed by the Holy Koran and levied on
moslems for charitnble, religious, and vducational purposes) and
many other forms of taxese | -

In its original form, taxﬁtion was "o a larse extent -
merely one of the instruments of opiroession wielled by the ruling
¢lass over the subjugnted. !any of the onrly exactions were not
g0 much toxes as organised and legitimate forms of robber:y“2

Toxation in its modern sense emerrned with the evolution
of modern Nation States when the st-te, through legislation and
admwinistration, assessed individuals and business enterprises

according to income or wealthe Then it became regular payments



to the state and an important source of revenue for the
government, ""The first need of a modern government is a revenue
which is indeed the breadth of its nostrila-"3

Every tox system has various objectives which it is intended
to achieve in the economy within which it operates., Generally,
taxation has two main objectives. The original purpose of
taxation was to raise revenue to finance government expenditures,
This still remains the primory purpose of toxation in general,
But since the 1940s, governments have nlso used changes in the
level of taxntion and its coverage as an important way of
influencing economic activity in the economy as a whole. It is
a key factor for governments! overall economic and social
objectives, Tax policy provides the mechanism for influencing
consustey demand, for providing incentives for saving, investment,
and production. It is also used to achieve economic growth,
ensure st-bility in the economy, achieve equitable distribution
of income and wealth, allocate resources in socially desirable
manner, encourage and protect new industries within the economy
and 80 one.

However, the objectives of o tox system in a Jdeveloped
country differ significantly from those in a developing country.
A developed economy has alenunte capacity to save anl invest,
Also, the question of distributive justice is not an urgent one
there, The main problem thnt f-ces a developed market economy
is that of instability of income and employment and the tax
system should be dirccted towards solving these problems. But

in a developing economy, the problem is not only that of
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instability of income and employment, but it is also faced with
a rnumber of problems connected with economic growth on the one
hand and removal of poverty and inequnlities on the other,

Therefore, in trying to evalunte o tox system in terms of &
the objectives set for it, we -re in essense seeking answers to
questions like: Can the tnx system moke available more revenue
for development by incrensing taxX rafes or enlarging the tax base
or improving the lerformance of the tax administr-tive mashinery?
Do the various taxes promote equitoble distribution of income?
Do sore tax mensures discourage the utilizaotion of some unemployed
resources? These -nd other similar questions can be ansﬁered only
by considering what is called the characteristics of 2 good tox
system, Howevar, what can be regardcd 2s the characteristics of
a pood tax system depend upon the objectives which it is meant
to achieve, Therefore, a tax system, in order to achieve the laid
down objectives, chooses and adheres to certain principles which
become its characteristics, Some of the troditional characteristics
of taxation that have come to be accepted nre Canons of equality,
certainty, convinience anil economy., Others are the canons of
byoyaney, flexibility, simplicity, anl liversity.

5till of recent, further stulies by rrominent sconomists

like Meale (1978)4 ailded some more, Meade considered thot the
most imortant charscteristies of a good tax system ore incentive
and economic efficiency and distributional effects, Other
characteristics of a good tax system that would facilitnte
development are productivity, and in o Feleral gystem each
government must consider the taxes that are levied by other levels
in order to avold duplication and excessive taxing of one group or

activity,
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There are o few of these characteristics which are crueial
for development in the developing countries since the objective
of a developing country is always effuctive levelopment in the
form of promoting economic growth and the removal of poverty and
inequalities and reducing unemployment, One of these characterlistics
is that of incentive and economic efficiency. This relates to the
impact of the tax on econowmy ond the levelopment of the area,
fi tax promotes incentive an! economic efficiency if it does not
unduly hauper the private proluction of capital, loes not drive -
people and induetry out of an area but favours the location of
Iindustries in the ~rea, Another one of these important
characteristics is the Cannon of productivity. A tax system ias
productive if it provides the continﬁing maximum revenue coneistent
with the optimum growth rate, This requires n tnx structure that
is automatipally adaptive to the developing economy and thua
has a high degree of income elasticity, |

In srens wherse some of the characteristics are conflicting
the overall tax structure must seck to attain a compromise among
the conflicting considerations,

The alloeation of toxing powers to each level of government
now is specified in the 1979 constitution of the Feleral Republic
of Nigeria. This present constitution has given the most expansive
tox heads to the Federal Government as seen in schedule 1 below
while the states have been left with very few elastic revenue

resources,



Schedule 1.

AX JURISDICTION BITWEEN THE FIDERAL ND STATE GOVERNMENTS IN THE

1979 FEDERLL CONSTITUTION OF NIGERIA

FEDER.L GOVERNMENT ST..T% GOVIRNMENES
Ne Import Duties 1s Sales or purchose Tax
A Exvort Duties (except on commodities
designated by the Federad
. xcise Duti
] Excise Duties Government)
o Mining Rents and 2, Football Pools and Betting Tax
Royalties
3. Entortainment Tax ond Estate
Se DPetroleum profits Tox .
Duties
K. Company Income Tox k, Gift Tax
4 (Li ga“l Ba"s"i"f) ax 5, Land Tax other than
8, Personal Income Tax Agriculturnl lond
(Legal Basis) 6o Lond Rogistr-tion Fees
7e Capital Gnins Tax
(Aidministration)
8. Personal Income Tax
{/\dministration)
9. 3tamp Duties
Source: Tederal Constitution of Niserin, 1979, Second

Schedule, DPart 1,



Tax jurdsdiction in Koduna Stote shows 2 substantial
degree of decentralization in opurntion between the different
tiers of Government, Thc Head junrters is the Board of Internal
Revenue in Kaduna whose functions inclule iencral poliey
formulation, interpretation, st-tintical and investigative
work. The Bo~rl being the organ that is responsible for tax assessment
and collection, iz diviled into 2 numbsr of sections for
effectiveness, The scctions are the VYay—.s=You~i~rn (PeisY.E,),
Dircetor 'ssessment, Investim-tion ~nd ‘udit, and Collection
and lccounting., FEach is henled by a Sectional hend,

at the Locnl Government Level, thcre iz a Divisional Tax
Office in every Local Government Hend mnarters which is
‘autonomeus in handlines returns, mnking assessments and collection

of tax,

ST..TEMENT OF ~ROBLEM

Lvery movernment at one time or another is concerned nbout
its revenue structure nnl the efficiency of its administrotion.
But unfortunately, in developing countries in porticular, people
have not been able to lefine rightly the aims, objectives ond
moile of oper~tions of Reverue Bo-rds nnl this has contributed
in no small measure to the weakness of tox adminiistration nd
resource man~cement,

This in ¢... 22se of K-duna St-te is reflected in the poor
recturns of the t-x system over the years thus c-using the st-te

government to be unable to meet her expenditure needs except for



grants from the Federal Government. Tax performance in

Krduna State by any stondard is below expectation, TFor the

years under review (1970/71 - 1984), gr-nts from the Federal
Government formed the bulk of her revenue needs, IFor example,
federal srants over these years as a percentage of the state total
revenue ranged from 54,97 per cent to 90.66 per cent, From

this, it will not be an exnpgern~tion to say that for any

vear the st-ote could not receive ns much revenue from the

Federal Government ns she expected, a budgetnry crisis occurred,

JUSTIFIC .TTON

Capital formation - incluling investments in physienl
and human capital (which is here defined to include all
expenditures of praductivity - increasing nature) is a very
important rejuirement for economic growth and development in every
economy, This rejuires considerable financial outlay. And
in considering the expenditure growth necessary for capital
formation, the appropriate mix of investment between the
public and private sectors will differ with various stoges of
development in any economy. In the early stapge, investmeht in
infrastructures such as roals, pover, comsunication, educational
and health services are of stratersic imortince., At this stoge,
it is the public sector that is looked upon to take the lead.

Voluntary private savins and investnent, while
useful and imortant, cannot he expected to be sufficient in
themselves particularly in developing countries such as

Nigeria, and of course, Kaduna St-te., in eoonomic climete

&



conducive to saving tzkes time to develop. Besides, at all
stages of development there are investment projecte which,

though inherently unatirnctive to privote investors, promise
large social gains. The unwillingness of the private sector

to ut their investment funds in such projects may Le bmsed on
any one of several grounds. Firstly, such investments may
provide no opportunity for the priv:te investor to exnct charges
commensurcte with the benefits or costs <« lor example, investments
ir ganitation, roals construction ste, secondly, returns

from the investments may he too remote to attract private
investors, Given these constraints and the obvious high demand
for public services in the state, o case for enlarging the public
sector emerges and honce the movernment buget is looked upon as
the promising source of finance for the provision of these
public services,

There sre several reasons why the exprnsion of the publice
seetor is desir-ble if not ursent. Firstly, there is evidence
that large scale improvement in health, educrtion and training
expand the productive capacity by incre-~sinz the strength and
stamina of workers on one hand -~nd enlarging their fund of
knowledge and skill on the other. This reprecents fully &s
much an increase in the resources at the disposal of the state
as do investments which increzse the stoeck of non-human capital.
Secondly, the forepoing increase in human capital combined with
investments in highways, pover projects, irrigotion, manufacturing

and the like provide the necessary econowic environment to make
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private investment attractive., The government in this respect
has a large and inescapable role to 1lay in the provision of
social overhead copitsl as an engine of sgrowth, .and thirdly,
an increase in the level of -aublic participztion in the
econony of the state will reluce the ine uality in income

and wealth distribution.

A brief consideration of the relationship of these types
of investment to the development proce s will make clear why
the state government has te ploy sueh o central role nand in
turn, the strengthening of tax to yield z2demuate revenue is

of such primery importance.

In developing couniries, taxation is increasingly
being assigned a positive role in the process of capital
formation, This is becnuse developing countries are caught
up in a vicious circle of extreme poverty, a circle proceeding
from low incomes, to high consumption propensities, to low mavings
and investment ratios, to low rntes of capital formation and
again, to a continuation of low incomes., To hreak out of this
circle calls for vipgorous toxation and =overnment development
programs. Fiscal poliey and in particular, taxation is assipned
the central task of wresting in these countries sufficient
savings to finsnce developinent programs,

The importance of taxation therzfore, cannot be over=-
emphasized for a stote such as Knduna which has only three sources
of revenue {Statutory grants from the Feleral Government,

borrowing and internally penerzted) for meeting her expenditures,
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Strtutory prants have not heen enough or even relinble
especially of recent for st-te government programs, and
therefore the state cannot continue to rely on the Federsl
Government inlefinitely., OUne may even ask the ruestions:
What could hove been the fate of the stzte and the st-te
government if there hnd heon no oil revenue which has heen
the main input into the distributmble pool account? .nd now
that the oil revenue hor declined so much ond is hecoming
less consistent ~nd reli-Lle, can the atate continue to rely
on revenus from the Tederal Government? Bormewing too has its
grave conse uences especinlly external bhorrowing which is
not even favoured due to the present economic situ~tion, It
hehoves the Knduna 3tnte Government therasfore to exploit
fully the resources of taxation within the st-~te so as to
increase tax yield, This makes the need for a research into the
pbrocess and oper~tion of taxation very obvious hecause it is
the surest way of raising internal revenue, It is the core
and bedrock for financing any meaninmful development projects
throuph self-sustained efforts,

flso, the canon of ejuality which deniands th-t the
subjects of every stote contribute te the supnort of the
government ns much as possible in proportion to their respective
ahilities seems to be violuted in the tax system in the state,
For exomple, T-oble 1 shows the income tax rates wthiech on paper
are progressive but not 80 in practice, fovouring the selfe-

employed, The employce ond the self-employed enjoy the same
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pre=tax aliowances ~nd after these allowances are provided
for, the smployee pay= his t~x to the full since it is
deducted at soﬁrce, but the self-employed often does not.
The mony reasons for this range from collaboroation between
the gelf-employed tox pnycr ~nd the tax assessing and/or
aollection officers, to lack of effective waochivery for monis
toring =znd assessing the self-employed among others,

A on exaumrle of the violation of the criterion of
e mality in the tax system, n total of 164 private enterprises
in Birnin Gwori, Jeme's and Saminaks Administrotive rens did
not pay any tax for the 1972/73 fiscel yeargs It is therefore
not surprising thst direct assessment inspite of its revenue
yielding potentianl forms only = sm2ll percentapge of the tox
revenue in tha stote, Its contribution renzed from 15,27
percent of actual tex collected in 1979/30 to 17.36 per cent
in 1984, But for the same period under review, Pay is You Earn
contributed 77.3% per cent and 77.59 per cent respectively.
This further shows the need teo umdertake a resemrch in taxation
to explore how the tnx syétem can ensure & fuller coverage

of tax sources in the st-te,



TLBLE 1,

MIGERIA'S AMENDED TN

12

coME T X R.TES, 1987

TXABLE INCOME AMOUNT DEDUCTION ZIMCENTAGE |
(§) MR MUIR. (K) DEDTCTION
Firzt 2,000 10 10
Second 2,000 15 15
Third 2,000 20 20
Fourth 2,000 25 25
Fifth 2,000 30 30
Next 5,000 35 35
Next 5,000 Lo 40
Next 10,000 45 45
Next 10,000 50 50
Mext 40,000 55 55

Source: Text of Budret 3Speech by the Minister of

Finance 1 January, 1987.
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OBRJECTIVE AND SCOPE

There has been heavy reliance on Direct taxes and
more particularly, the ».:,Y.5. as a source of revenue.
Directly ac:sezsed tox of the self~employed and indirect
toxes as means of oblaining revenue in the stote have had
minimum contribution,

However, dir:sct taxation (especially of the self-
employed has high revenuc yielding potentials in the state
because of the hiph depree of inecome ine uality in the state
which is charscteriastic of developins economies, the large
mimber of landlords and small but flourishing busine:ses many
of which have no% been hrought under the tax net,

filso, indirect tazes, if administercd properly are
very productive in 2 developing country and are less likely
to reduce work effort =snd production as direct taxes, Dus

(1969) observed that:

"It is widely asreed thot o developing
country must not rely too hecvily on income
taxation, or more correctly, it can raise
a greater total revenue with = given rate of
economic growth if it makes extensive use of
commodity taxation than if it concentrates
almost wholly on direct taxes ns developed
econoudes may do if they wishié
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It is therefore the objzetive of this research to
assess the contribution of tox revenue to total state
revenue which the governwent needs to finance her
expenditures in the sreas of providins social overhead
capital and direct developnment programs to imvrove the
lot of the people in the ztate. |

In addition, the rese-rch is intended to point out
the need for me:ssures which will ensure e fuller coverage
in the asseszament of tox., Very importantly too, it aims
at educating the powers - that = be and the ordinary man
on the imnrortance of taxation 2s the surest means of
zenerating internal revenue in the stete in the face of
great challenges of the time such as the present oil glut

and the zeneral world-wide economic recession,

METHODOLOGY
To arrive at the objective of this research, a study
and analyses of tax assessment, collection and enforcement
procedures in the state under the existing tax laws with
a view to identifying any uroiblems or difficultics being
encountered by the state'z Zozrd of Internal iHevenue will be undertaken,
4ifter the analysis, attempis will be mede to indicate - .
the effectivencss or otherui.e of the collection snd enforcement

procedures,

Therefore a rmultinie survey research will be adopted

for this study. The work is going to be mostly analytical
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thourhe For information, a review of related literature
will be undertaken. Some general work on taxation in
develoning countries have heen done but not azm il relates
to state finances in Kaduns Stnte, Such works will be
consulted for relovant ideas.

inalyses of official records like moverument files,
Gazzettes, Budzet estimntes and 3tatistical Tearhooks,
Mreazines snd National Jdeilies will alse he read for the
same purpose.  olso, perszonal contacts for discussions and
interviews with as many officiais of the Revenue Bonrd as
possible ~ espercially with Sectional Hesds ond Inspectors of
taxes who are directly involved in the interpretation and
implementotion of tax policies would be undertaken, Their
azgessments and views on taxation in the state and its
contribution to the strte revenue would be noted,

However, since much of the analytical effort of socisl
scientists is devoted to establishing relationships between
variables, some regression analysis will be undertaken,

This is because a demonstrotion thnt z relationship exists

does not in itselfl provide an understanding of the way in whieh
‘the varishbles are related, . scrutiny of ravw dato may be
rewarding in understandings the kind of relstionship that exists
between or among varisbles. 3Since the objuctive of this study
is to find the contribution of stzie tax revenue to total state
revemue, the regression snalysia will relote state revenue to

state tax revenue and other sources of state revenue, Crdinary
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least squares regression analysis which produces the best
linear unbiaged estimators and which can be shown to
satisfy maximum likelihcod criteria will be employed for the

analysis.

rLAN OF WORK

The research is written up in five akrpterss The first
chapter is an introductory chapter defining some of the
concepts used in the research and the problem investigated,
The second chapter contains the review of literature on
taxation. And the third chapter is the emperical chapter which
considers almost all the statistical data and the regressim
analysis so as to see the performance of tax as a component of
the state total revenue., The fourth chapter mainly =seeks to
explain the reasons responsible for the kind of result obtained 1+
in chapter three, And the fifth chapter which is the last
chapter contains recommendations aimed at improving the tax system

in the state and the conclusion,



17

CHAPTER 2

LITERATURE R..VIEW

As seen above, tax is a comnulsory levy imposed
by the public authorities for which the taxpayer does not
receive any direct guit pro quo.

Every tax scheme is composed of twebasiC elements <=
the tax base znd thoe tax rate. The object with reference
to which a tax ap-lics is cnlled the tax base. The tax
base may be anything, JSome of the co mon tax hages are
income, value of property, sales, inventory and so on,

The tax rate is the share of the value of the tax base that
the individual must pay per unit of time,

The authorities while determining a tax base are
expected to give due considerations to various variables
like the cost of collection, administration and various
effects of the tax base. The exact coverage and rates eof
the tax is sought to be detirmined by an optimum combination
of these variables,

A tax could be proportional, vrojiressive or
regressive, A proporticnal tax is one in which the tax
liability incrcases in the same proportion as the income
inereases, A progressive tax is one that, with increasing
income, the tax liability does not only increase in absolute
terms but as a proportion of the income, And in a rogressive
tax, the ratio of tax payments to income declines as income

increases,
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Every tax system is cxpected to yield some revenue
which should grow with time. A tax revenue could increase
for various reasons, 1f it increases with the growth of
its base without an extension of tax coverage or an upward
revision of its rates, then it is zaid to be bucyant, That
means that the tax has an inherent tendency to yield more
revenue with the growth of its base, HNumerically, the
buoyancy of a tax is measared as a ratio of the proportionate
increase in the tax revenue to the proportionate increase
in the tax base, The revenue of = tox coauld also incrense
either because of an oxtonsion of its coverage or upward
revision of its rates, Such a tax is said to be elactic.

The elasticity of a tax refers to its rosponsiveness to
steps talten by the authorities to increase the revenue it
generates, Ruantitatively, the elasticity of a tax would
be measured as a ratio of proportionate change in its
returns to the proportionate change in dits coverage or
rates.? |

Mansfield(1975)8 says that toax elasticity in some
sense is the automatic response of tax revenue to income
changes, that is that reyenue increase, cxcluding the effects
of discretiomary changes (which he defined in his research
as legal changes in tax rates or in the tax bnse, the
introduction of new taxes and certain administrative efforts),
Tax buoyancy according to him measurcs the totel response
of a tax r.venuc to changez in income., A high tax elasticity

is said to be a varticular desirabvle attribute as it folhows



19

growth in expenditure, preferably re¢lated to development
to be financed by rising tax revenuc without the nced for
politically difficult decisions to raisc taxes, However,
in fact, many sources of sovernment rovenue may have low
elasticity, in which case the authority :mst seek additional
revenuo by discretionary changes. Then growbh in tax
revenue may coie about through a hisgh buoyancy9 - includiﬁg
growth through discroticnzry chonges — ag opnosed to the
natural ;rowth through c¢iasticity.

I‘Lﬁnsfield(19’?5), strten that although the elasticity
of a tax revenue is often prusented in asgregate models
as a single number, it is more rcalistic to sce it as the
weighted average of the sum of the elasticities of seperateq
taxes that often hove widely divergent responses to changes
in income., This overall tax elasticity must then be cxamined
by studying the szperate elasticities of individual toxes,
In turn, the income elasticity of each tax may he decomposed
into two elements; the elasticity of the tax to the base |
and the elasticity of the base to income, He summarized

these ideas symbolically as follows:

Tt = total tax roevenue,
Tk = revenue from kth tax
B, = base for k tax

k th
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Identity (1) shows that the clasticity of total tax revenue
to income is the weighted sum of individual tax elasticities,
In addition, as stated in identity (2) below, the
elasticity of any sepcrate tax may be decomposed into the
product of elasticity of the tax to its base and the
elasticity of the base to income, Taking the kth tax for
example;
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Finally as stated in identity (3) below, the elasticity of
the total tax revenue to income in a system of n taxes
depends on the product of the elasticity of tax to base and
base to income for each seperate tax, weighted by the
importance of that tax to the total system,
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The analysis of income elasticity in this manncr
enables the identification of sources of fost ruvenue
growth or conversely, the causes of lagging rovenue growthe,
It also makes it possible to identify that part of revenue
growth within the control of the authoriticse On the one
hand, the tax-to-base constitumsnt of elosticity may be
raised by an improvement in odministration,. In this sensé,
the tax~to-base constitucnt of elasticity i partly within
the control of the authorities, On the other uand, the
grouth of the tax base lies outside the control of the
authoritics {(apart from the influcnce of tox policy itsolf)
and is largely detcermined by the way in which the structure
of the ecconomy c¢hanges with economic growth. In designing
taxes that would prove iﬁcome elastic, the predicted response
of the tax base to income and the potential for an effective
end/or improving level of administration should both be
taken into consideration,.

Tax buogyancy on the other hand measures the total
percentage change in tax revenues, including discretionary
changes assccisted with a given percentige change in income,

f'or the system as a vhole, buoyancy is represented by
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The difference between tax-tow#ficome elasticity and
tax buoyancy which is obtained by seperating the automatic
and discretionary tax revenue changes shows the importance
of discreationary tax changes. Mansficld(1975) when he
applied this method to Parnguay, found out that whereas
tax elasticity coefficient was 1,14, the tax buoyancy had
a coefficient of 1.69,

Nigeria being o Federation has a fiscal structure,
A fiscal structurcTeIPr&o the allocation of powers to
raise revenues and lancur expenditures between tiers of
government., A tier of government may be entitled to a
set of rovenues but no powers to raise them; or, as is
sometimes the case, the powers to raise revenues may be
vested in one authority but the rovenues so reised may be
assigned to another, Fiscal relationships, on the other
hand, refer to the exercise of this powers betwcen tiers
of government, Tor cxample, the fiscal relationship between
the Federal and State authoritics refers to the exercise of
fiscal powers - of revenue and expenditure between these
two tiers,

0kigbo(1965)10 obsarved that th: evolution of the
present fiscazl structure mnd relationships hove had to be
worked out sometimes, in rcuponse to the nceds of the time,
A pguide to an understanding of tho current pattern can be
found therefore through a survey of consequences of the

congtityticmal chonges that begen in 1900 ALD which up to

1960, were in two major phases,
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The British right from 1900 A,D, had the
responsibility of administering the territory of what
became known as Nigeria, From 1900 to 1906, when there
vere three territories each with its own fiscal arrangements,
ghortfalls in rovenue were made up by the British treasury.
After that, two territories = the Logos and Colony and the
protectorate of Southern Higeria were mervoed to become one
territory while Worthorm Nigeris still remeincd a territory
of its oum,

The definition of fisenl relestionship between the
centre and the local authoritics was first tried andg
develcoped by Sir IFrederick Iumpgard wvhen he wns appointed
Commissioner of Northerm Nigeria in 1900 A,D, He allowed
the chiefs (Fmirs) a substantial amount of administrative
and financinl autonomy wvhen he issued the Native Dovenue
Proclaimation NoJ4 of 190% in which he allowed them both a
share of the tax receipts of the govermment up to 50 per cent
and complete freedom in the disbursement of their own
share of the rovenue,

The Native authorities depended for their revenue on
the following sources; their share of the goneral tax, the
jangali (cattle tox), court fines and fees, market dues,
forest dues (especinlly in the south), ferry licences and
other licences which went to the Notive authorities,

On the issue of allocation and assigmment of

governmental responsibilities cweng thers of government,
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Adedeji(19’?0)11 observes that in almost all federations,
there has been no firm guiding principle, This is because
the criteria of efficiency and economy seem always to have
been subordinated to political considercations. As z result
of this, there is usuwally little corrcspondence between the
assignment of different rugponsibilities and dutics to the
federal and regional {or state) governments -nd their
financial resources, with the latter being at a disadvantages
The consequence of thin seymmetery  between functions and
resources very often lends the lower tier of government to
transfer some of its fimctions to the federzl government,

to borrow to a self=defeating level, tc depend on financial
assistance from the federal government, or, less frequently,
to raise taxes, to such a level that they begin to have a
disincentive effect on output, saving and investment,

In considering how to classify taxes, economists
comnonly make two broad divisions: first between Direct and
indirect {taxes, and secondly, between Income and ocutlay taxes,

By direct toxes is meant those in which the taxpayer
is in direcct contact (either personally or through correspondence)
with the tax asscessor or tax collector whereas indirect taxes
are those in which the taxpayer iz not in direct contact with
the tax assessor or tax collector. Whe second distinction
relates to taxes that 211 on income no matter how that incaome
is spent or indecd whother it is spent or not (income taxes) and
those liabilities which only arise when one goes to spend money

(outlay toxes)e



One can notice that the two sels of clagsification over=
lap though not completely. For example, in the case of export
duties, the taxpayer is nct in any sense in direet contact with
the tax collector and under the first classification  such taxes
would rank as indirect, The burden is however, with respect
te income and is in no way assoclated with the expenditure
pattern of the taxpayer, These two claszificntions are rather
too narrow, For the ypurposes of elarity and convinience there=-
fore, one can identify thé following catepories of taxes:
income tax divided into personal income and company incomey -
taxes on foreign trade, on imports and exportis; taxes on domestic
trade, excise and sales tax; property taxes; fees, licences and
charges,

Turning to a study of the several texes which normally
compose a tax system, one could hovever, pick on one of the two
major classificationsmentioned above = indirect and direct taxes,

Prest(1962)12 shows that indirect taxes are of predominant
importance in the rovenue system of developing countries,
Adedeji(’]‘a?())13 in agreeing with this stance, showed that in
1963=64 for example, import toxes nccounted for 60 per cent of
the Federal Government's revenue, and 72 per cent, 71 percent,
and 56 percent of the Northern, ‘ester, snd dastsrn Higerian
govermtents respectively, a situation which may be explained on
historical srounds, on the relatively high ratio of foreoign trade
to the gross domestic product, and on administrative convenience,
Bowever, it is the conventional stince on the part of public

finance authorities to review progreoe in improving the revenue



systems of developing countrics in terms of gradual shift

from indirect to direct taxes, The rossons for this are
obvious, For example, indircct taxes are often criticized on growmnds
that they distort market prices, causing productive resources to
be allocated loss eifficiently, and because in jeneral, they have
a regressive impact, Prest's{1962) position is in basic
agreement with this conventional approach, “hile he recognises
thnt there are severzl pressures lesding to an cophasisz on
indircet toxes, he also arpues that there arz considerable
Pressures which mzke for the relicnce on them diffieult and
economically undesirable,

Nevertheless, not all vicws in public finence are
accepted dogma. This is why Douglas Dosser14 in his work is
suspicicus of the categorical statements of the supcriority
of direct taxes over indirect taxes and develops the thesis that
the general and simple propositions often advanced to condemn
indirect taxes are of doubfful validity, and moreover, cannot
be automatically particulariscd for a given country. He argues
that no strong a priori case exists for the alleged superiority
of direct taxes on welfare srounds, and equity, he points out
is at best 2 slippery concept that varies over time and space,

On dircet taxevs, developing contries derive only a
small preoportion of their rovonue from this scurce because os
in the case of African counirics, there are so many problems
that result in only o small provertion ¢f the population fallling

within the purview of the tax,



Some African economists have demostrated how two of the
more important direct taxes - the personal income tax and the
company income tax may be restructured so as to improve their
performance,

- 15 . . . Se s

Adedeal(1970) maintains that it is necessary to turn

to tiie personal income tzx for the additional revenues that

'3

Nigeria nceds to finance hor develo ment »lans, This he argues

1

is because increases in rovenuo cannot infinitely be expected
fran such traditional sources of zoverament revenue az the
taxation of imworts and wxports, In his analysis, he visualized
that the Nigerian personal inccime tox has the potentiality for
development, the only problem being that the base of the tax,
besides being narrow, is emusculated with too many allowances
and reliefs, and the rates of the tax are comparatively light,
But structural reforms he argues, mist be accompanied by
administrative reform. On the issue of administration,
Adedeji was convinced that a transfer from local to state level
administration, or, even better, Federal administration, is
mandatory for effective administrntion, -
In digcussing company taxation, Nizar Jetha(1965)16
faces a problem with so many remificotions for poliey purposes
that he, understandablylinited his analysis to three principal
issues: Capital allowances, company versus corporate income
taxes and the unique problem of controlled {slosely held)
canpanies, In considering the iassue of capital allowances, he

tried to find out whether a case can be made for measures that

chcouragze the substitution of capital for labour in an economy
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in which the supply of labour is very high and capital is
scarce, On this issue, Jethn frvoured the encouragement

of capital=intensive investments although he obzerved that

it is possible to be overgenerous with copitel allowances.

On the choice of company or  corporate taration, he preferred
the latter because he viewed it as more likely to fnin grounds,
if for no other reason than it is more ~roductive of rovenue,
tConirolled? companies he observed, cxcept care is taken,
cause the unique problem of nroviding san opprortunity for the
owners to avoid high marginal income tax rates by excessive
retention of profits. ’

On agricultural taxation, Hasckell C, Wald(1959)17
cbhserving that its contribution falls far too short of its
potential both in roising revenu:z ond for purvoses of economic
development policy, develops some necessary conditions for
improving its performance,

Wald(1959) pointed out that the amount of revenue
needed to be raised is the logical starting point for tax
legislation, The very size of the agricultural sector in most
developing countrics givem the indication that a substantial
portion of the required rovenue should be raised in that
sector, with the magnitude of thnt nortion devending upon the
level and distribution of acricultural income, and unon the
agriculturets place in the overall development plan,

After the government sefs the revenue goal for the
acrricultural sector, it is ready to asseass the means for meeting

that goal. Although it is not possible to examinc here each
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fiscal tool which might be employ:d to absorb funds from

the agricultural sector, it is uwscful o mention the wide
vericty of available measures: (1) various types of land and
produce taxes; (2) seperate income toxes on agriculture or
inelusion of asricultural income under 2 global income tax;
(3) export taxesy (4) ~ceneral ond selective saoles taxes which
burden the agriculturslist as a wroducer or coasumer; (5) Manda-
tory deliveriun of agriculiural coamodities to the government
at low fixed prices; (6) fiscal policies, including government
marketing boardsy and (7) betterment levies, which might be
improved whenever the benefits of development projects are
localized, Although most of these measures have wide
applicobility, not all of them will be appropriate in all
countries,

A discreet fiscal policy requires choosing the best possible
combination of revenue measurcs rather than relying on any one
neasure alone., In its basic design the combination should
probably provide for (1) a mecans of mass taxation which would
raise large amounts from 2 brond sectuent of the agriculiural
population without impceing excessive burdens on particular
groups; (2) a more exclusive tux policy to the wealthier
recipients of agricultural incomes (%) one or more taxes designed
to tap windinll revenues that may arise out of fluctuations in
export prices or out of domestic developmentss and (43 special

taxes for regulatory nurposes,



With particular reference to developing eccnomies, it
seems that there is scope for additional taxation on the
agricultural sector. For example the amount of food
farmers in a certain developiny country may produce may
be limited not by the availability or fertility of land,
but by the immediate needs of the agricultural population,
who may »refer to have maximum leioure and a minimum
material income and thercfore worl just hard enough to
cover their essentizl needs, In such circumstonces,
additional taxes levied on them will tend teo make them work
harder and produce more than taesir standard of material
consumption. Taxation in this case will then act as an
incentive to produce more rather than force them to
consume leszs, Nigeria is, menerally speaking, favourably
placed in this regard because shortage of land is not a
critical factor in agricultural production.

The problems of taxation in connection with economic
development are generally discussed from two points of
view which usually involve gquite distinct and often
conflicting ccnsideration = the points of view of resources
and of incentives, Those who believe that it is the lack
of resources that couses insuificient growth and investment
are mainly concerncd with increasing rescurces available
through additicnal taxation even at the coot of worsening
disincentive effeect, But thoss who believe theot if is the

lack of adequate incentives which is the main cause of



insufficient growth and investment are interested in
improving the tax system through the granting of additional
concessions of various kinds with less regardé to any
unfavoursble effects on public revenue., It appears
however, that a great deal of the prevailing concern
gspecially in developing couniries with incentives is
misplaced.

Philips(1969)18 underbodk o study on the role of
income Tax Relief in the decision meking of investors in
an attempt to assess the signiliconce of the program to the
beneficiarics in Nigeria. 7The wector that enjoyc this
relief is the pioneer companies, The Nigerials nioncer
companies tax relief was first introduced in 1852 but the
enabling legislation now is the Industrial Development
(Income Tax Relief) Act 1958, The relief takes the form of
camplete exemption from company income tax for a period
ranging between 2 to 5 years depending on the volume of
investment, |

However, it must be noted at this point that it is
one thing to offer tax rclicf to companies and it is another
thing whether the relief is cotuslly crucial in the decision

making of the company to st-rt nnd continue vroduction,
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This is because, the fact that benefiting companies have
produced substantial roturns is no proof that the tax
incentives that they enjoyed is not superfluous, They
could have zchieved the same result even without any tax
incentives, Philips' study sought to throw some iight on
the sipnificonce of Higeria!s incone tax relief device to
industry,

By bay 1968, 340 applic-tiome were subwitted for tax
relief, Out of this numbor, 179 were asvroved, ol rejected
and 67 were pending. Out of the 179 applications that were
successful, only 101 emerzed with effective pioneer status,
that is, they have fully commenced operntions and have
obtained the necessary certificotes - Mgqualifying capital
expendituret and Mproduction day'’ certificates.

Philips in his study, however, cautions thot the
attempt to assess the role of tax relief in investment
decisions would seem to supgest thet there is already some
generally accepted theory of investment decisions, with the
role of the tax factor clearly cdefined, This, in fact, is
not the case since various considerntions like the availability
of finance, the sxpectations about future prices and outpuk,
techneological conditions, current rate of capacity utilization,
etc arc likely to influcnce the decision to invest, Therefore,
of the various theories which attempt to emphasize the role

of some of these factors, none of them provides an adeguate
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explanation of investment behaviour, let alone the rcle
of taxation. Iowever, although thc manipulaticn of
taxation to stimulate investment may lack a theoretical
basis, the manipulation have some a priori noticns about
the role of the tax factor in investment decision, Thus,
one of the accepted influences cn investment decision is
the profitability of the venture and the liguidity of the
investor,

Prodedurally, since rhilips! ain was to assess the
importance cof the income tox relief in relation to other
factors, he firat of all tried to identify those other factors
which motivate investors and then to isolate the significance
of tax holidny from these, He also asked the ccmpanies
to rank these sets of factors according to their degree of
importance to their businesses, His findings show that
the companies umenticned many factors that influenced their
decisicn to invest, Clearly, market considerations appeared
to be of great importance to these companies. Nigerials
potentially large market featured very prominently as 37 out
of the 52 resgpondents mentiomed it {the survey covered 99
pioneer companics). 4130 many bucinesscs wanted to avoid
being shut out by rising protective duties thus either loosing
existing markets to competetors or finding it more difficult
to come in latcr, FHany of the companies, especially British
companies, already had a roady=made market created by export
activities of their parent companiesy The activities of

competetors, coupled with rising tariff walls were such that
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it was no longer rational to stick to the former pattern
of manufacturing abroad and exporting to Nigeria, It will
apoear therefore that fdefensive investment® constituted
o major share of investment by thesce companies. This
finding agrees with the general one that the defence of a
firm's trading position takes precedence over the search
for incrensed profits in wecicion to set up in Africa.19
Also some sort of government involvement in the
project cither in the form of rovermment invitation to
establish or government participation in the venture was
also rovealed to be very crucial, This serves two purposes
for private investors., One is thot it helps to guarantee
against charges of exploitation ond also, tends to insure
against government taking actions that will be inimical to
the interests of the companies later on,
Tax incentives were menticned by only ono~third of
the rcspondents and this may be talken to indieate its
relativeunimportancein the decisions of these companiecs,
Therefore, the argument that tax concessions granted to
foreign investors increase the inflow of capital from abroad
cannot be nushed too far, This is further shown in a study20
conducted in Nigerin, it was found that only 6 out of 26
British companies cpercting in Nigeria attached much
importance to the genercus tnx incentives offered in Nigeria,
Also, another study21 in Mi_cria found out that only 16 per
cent of respondents selected tax incentive as a factor in the

choice of Nigeria over other countries,



From these results therefore, it would apncar that
tax incentive have had only marginal influence on the
decision of these companies to invest, In fact, if the
tax incentives were so crucinal in the investment decision
of investors, one would have cxpectud that the investors
whose applications for tax relicf were rejected would not
have set up. But this was not the case. In fact, 3% of
the 9% unsucceseful applications went ahead with their
investment decisions, which sugzgsests that tax incentive
was not a crucial factor, Having said this however, we
cannot pgencraily discount the importance of fthis toax
incentive since there will obviously be individual differences
in emphagis on ite. One can only say that although the
incentives have not been crucial, they are neveptheless of
some importance,

A fairer exploination for insufficient growth and
investment in developing countries could be shortage of
resources and this, because of the failure of government in
developing countries to effectively tap the resources
available through taxation and use these resources judiciously
in the execution of relevant development projects,

5till on the questicon of raising sufficient funds for
development in developing countrics, some views have been
expresased thot point to the low level of per capita income
in those countries which is said to be the cause of the low
levels of savings and investment ratios, DBut some writers on

developing countries like S,J, Patel(1956)22 still argue strongly



that inspite of the low levels of per capita income, the
savings and invcestment ratios can, and must be roised.
Patel worked out the distribution of Naticnal Incote in
India for 1950«51 and from his study, concluded that it is
doubtful if the low rate of savings in an economny (and
particularly, in devcloping econcmies) can be blamed entirely
on the low level of wer capitn income, The share of National
income going to the upver ineome roups and the share of
property income in tot:l incoue are robably more important
deturminants of the potential rate of savingsa

In the computations th:t he did in this study, Patel
indicated that the share of property income in India and
the United States of Americn were not teo different, From

the study, he drew the following conclusions:

Firstly, more than half of the Hational Income was
accounted for by the income of the selfeemployad,

Secondly, wages znd salaries represented 23 per cent
of the total, which is smaller than the ghare that went to
wage and salary earners in the United States of Amorica,

Thirdly, gross income nssociatcd with property
ownership in India amounted to o 1ittls more than 23 per
cent of the totalzs.

The first and the last c:nclusicns are significant
for our purpose, For example, in general terms, the income
from property in the United Stotes of Auerica varied

between 20 and 25 per cent for the ten yeors preceding his
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research, But whereas in the United Jtates of America the
group which receives this share of income saves and invests a
substantial part of it, their counterparts in India do not -
a common feature in de?eloping countries.

The same situation can be saic to exisf in other
developing countries as shown by z comparative study of
income distribution in the United St.tes of America, Ceylon,
Japan and the Philippines done by the Heonomic Commission
for Asia and the Far Bast (SCATE), The study showed that
the degree of income inecunality was aore or less the same
in the countries coveredgh. It was seen for example, that
in Ceylon 10,6 per cent of iacome receivers received about
3740 per cent of the income, and that in the Philippines,

1040 per cent cf the population received 33,3 per cent of the
income25.

In the light of these.data,.it is difficult to accept
the argument that these countries camnot afford to save and
invest a higher proporticn of their income than the present
meagre proporiion, It is clear that in these céuntries, the
potential rate of savings is quite higher than the actual rate

of savings, Patel(1959) gave a plausible explenation for the

marked divergence between the tuo thus:
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Mlthough per capita income in India is low,
the possible rate of savings dees not have to
be significantly lower than in the dsveloped
countries, for the proportion of saving genem
rating income or gross property incoue in both
cases is approximately the =ame, The low rate
of productive investment in India may thereflore,
be explained, not by a reference to the low
average income bul by the propenderance of
'feudal! income (in property income) which in
the main is sterile at the presont for further
developmenti26
Feonomic development in developing countrics can be
accelerated if this large port of productive resources that
accrue to these 'feudal! proprictors and intermediarics can be
made available for pnroouctive investment, (ne of the Central
tasks of fisecal policy should be to mobilise such 'surplus!
for purposes of econcmic developnunt, UYaxetiom can and must
mop up a great part of the surplus which at the moment is not
being used for productive investment. The problem is to
discover the surplus and to channel it into investment without,
in the process, destiroying or gravely restricting its cccurrence,
Furthermore, taxation must alwso mobilise the increase in the
surplus that arise as a resull of initial incremental efforts,
Thig will be increasing the incremental saving rotios
Yo can now ook the question:=~ Vhat are the most appropriate
taxes that can be relied on for maximum revenue generation in
the developing countries? This question does not admit a general
answep in the widely varying conditions of the developing
couniries. The only feature th~rt is common to thom is that they

all suffer from shortage of revenue which is blamed on the fact

that they have o low 'taxable cepacity's But before addrecsing
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the issue of taxable capacity in developing countries, it is
obvioue that the shortage of resources being experienced by
governments of develoning countries is mainly due to the fact
that tax potentials in these countries are not fully exploited,
Alsc, it is very cormmon to spot gloring discreponcies in most
developing countries between the smount of incomes of various
types as compared in MHationnl Output Statistics and the incomes
declared in tax returns or caiputed cn the hagis of tax receipts,
Thercfore it is probably no exa geration te say that the typical
developing country collects no more than one third of what is
due in taxation.

Turning now to the issue of taxable capacity, to start with,
there is no one¢ single, simple and widely accepted definition
of what taxable capacity is, So some three related ones are
stated here, ISome people simply consider taxable capacity as
the maximum proportion of the Nationol Income that can be
diverted for public purposes by means of taxation. Others see it
in terms of the sacrifice the community iz able to sustain, They
also believe that the urcater the per capita incocme, the greater,
presumably, the taxable cupacitys Some other people see it as
the maximum percentage of the Gross National Froduct(G.N,P,) that
can be collected in toxation without certain undersirable
phenomena such as revolution (or sericus politieal unrest),
inflation, reduced rates of growth ote occuring as a consequence,

Whereas a precise definition of taxable capacity has

continued to elude scheolars, we can taolk of a host of determining
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variables with respect to the problem of raising a given

proportion of the National FProduct in taxation both in the
ghorterun and in the longerun,

In the shorterun, th. distribution of incame and wealth
in a commnity will have an ismortant beoring upon the toxable
capacity because it will affect the marsinal utility of income
and wealth and hence the saerifice which the taxpoyers will
have to make, Also, the toxable capacity depends in part on
the use that is made cf the tax procceds. Asain, the higher the
proportion of government cxpeonditures that is spent oversens,
the more difficult it will be to raise a piven percentage of
Gross Domestic Product (G.D.P,) in taxation because the circular
flow of income and expenditure -nd taxation is broken, The
rate, structure, mode, and timing for payment of taxes are
also important variables, Similarly, political and other
factors will have their own impact, Good and a purposeful
leadership, and an understanding of, ~nd sympathy throughout the
commnity for whot the povermment is trying to do enables more
income to be raised at even less cost,

In the long=run, similar varicbles olsc operate, If the
govermment is helping the cconomy to grow through capital
accumlation, provision of socinl overheads, improving the
produciive efficiency of l:ibour, encournging the adoption of
better techniques of production and sc on, the toxable capacity
will improve nc matter how defined,

From the facts above, we can say that what determines the

taxable capacity of a country depends on the renl income per head,
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the demsree of inequality in the distribution of income and
wealth, and the relative importance of different kinds of
eccnomic oetivities, Added to these factors is the
administrative competence of the tax administrative machinery

of the government and the role of the government itself,
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CHiPT R THREL

TiX AS A SOURCE OF REVENUT IOR LCONOMIC DEVELGRIUNT TN K.ADUNi ST..Ti

This chapter rresents 'nd discusses the available data on
revenuc, the statistical cestimetions done and 2 eritique of the
tax systen.

Table IT shows the total tox revenue of the state for the

years 1970/71 to 1984,

TLBLE II
KADUNA STATE TOTLL LA LTI, 1970/71-198%
YL R RIEVLNUE (MT000)

1970-71 54450400

1971=72 3,493,00

1973=7k ,225400
1974-75

1975-76 i 5,558.00

D I e e e b

1972-73 i ;369,00
]
I

5,721.00

e S e ———— i W —

S B S i ——

D 976-77 1 3,093.00 !
i 197778 | 64398400 i
g P 1978-79 9,286,00 :
5 1979-80 : 1%,369,02
! 5 1580 ; 13,987,52
E L 1991 E 26,025,00
I i 1962 r 2134500,01 |
' L1983 3'%,758400
i_&1934 ‘4Ji'. 403?00.00

Sources:
1. Kaduna 3tate Governgent Estimates
2. Kaduna tote Statisticnl Year Book, 1983, P, 143
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The tax revenuc shows n grodunl inercase even though with
some fluctuxtions between 1970/71 ond 1976/77. ifter this time,
the dncrense in tax revenus was substontisl,  This loter inerease
in tax revonue nust have been in response to prowth in the tox
base, wvider coverage of the toor bose, snd probably some upward

L3 ]

revision of the € rates | oinece the jovernment has been in the
habit of revising the tox rntes. This shovs that with an
¢fficiont tax ndministrotive wiehinery, the tax rovemie could hove
shown o consistent frend of srowth throuwsheut the poeriod, or at
least, from the carly 19705 to the early 19808« This is becnuse
it wos the era of the '0il boom! in the country when lots of
employment opportunities were orented with significant pay
increases enjoyed by employees, Udoji iward and bonuses declared
by government and private companivs for their employees., This
periocd also witnessed o coneilcrable incroense in the profits of
the self employed and numercus centractors. Yith these, it could
snfely be snid thnt the growth in the tax revenue of the stnte

is an indication that the tox oystom has the charneteristics

of buoyancy and elasticity, However, - quantitative estimation
of the tax buoyoney and elugticity of the state cannot be done
due to the fact thot there nre ne fipures for the state income
neither con we find o way of disamsrogsting the GWJlN.P, in order
to come out with the stote income or any ncceptable nroxy.

incther reason why such cstimntion eonnot be done is the fact

thot the tax rates had been revised upward and downward a number
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of times during the period coverad by the study and so it will
be difficult to come out with a rate of change in the tax rate
which e¢nn be used for the eotimztion,

The increase in the tox revenue for the poriod covered by
this study woe over eleven tiaces. This clenrly shows the
potentinls of the tax systems In frot, it is interesting to note
thot cven with the massive rotrencimont of vorkers thot ctarted
in carly 190%, the tax rovenue wvas still inerensing.

Table III shows us thoe revenue structure of the state
between 1970/71 and 1978/72. The revenue was derived from three
main sources = stale revenue from toxntion, state rovenue from

cther scurces besides thx nnd srants from the Federal Government,



2 k45 - _TABLE III
e iy kiDUN. STATE SCTUAL LETURLLNT UIVENUE BY SOURCE OF REVENUC 1970/71 - 178/79 ®'ocO . . .
HEAD OF RVINUL ___ _..... # %.o...ﬂ 197172 bm:..ﬁ-i.‘._mﬁ.ﬂwi 9775 | ops76_ | 106 | aomp-m8 L aom-ng
LOCAL RLVENUZ i 6,334.00 m 6,206,000 “ 7,276,000 | 7,639.000¢ 26, Amm.ooo_ 16,107, ooom 32,328,000 ﬂm.mmm.éoo_ 64,293 450"
| STATE R2V:IUD FROM TALITOY, 3,450400 * 3,493.00 _ 44369.00 { 4,225.00 h 5,721, 00! 5,558, 8“ 3,093, 00 6,398, 8w 9,286,
| Percnal Incame Tex | 2,852.00 | 3,150.00 | 3,986,00 | 3,621.00 { 5,24k, 00f 5,358, 0] 2,868, 00] 6,228, 0] 9,008, ©
' Purchase sales Tax P 482,00 _ 206,00 | 219,00 | 43k.00 | 281, 00 - - 1 - 1 278y
Other state Taxe © 116400 | 129,00 w 164,00 170,00 m 196. 200. oom 225, 00 m 170, 1 _
STATS REVENUE TROI OTHR - | M { : _ . !
j BOURCES 2,884.00 | 2,713.00 | 21909.00 _ 3,414.00 | 20,467, 00} 10,549,000} 29,235, 00| 65,860, 19 55,007,
,H.L.,om:nmm. fees and fines 1 1,184.00 . 1,620.00 | 1,935.00 2,438,00 ; 2,332, 3,072, 001 3,534, 0> 4,730, 8 “ 4, 290, .
| Barnings and eales i 995,00 1 225,00 | 226,00 ! 235.00 386, 00 614,00} 806, 07] 1,499, 1 “ 1,163, 7
‘ Rent on Governient Property 324,00 | 400.00 363,00 416,00 kg1, 00 611. 20 653, 0. o6k, 7 | 825, °
| Interest ¢ 15000 347400 177 Q0 49,00 212,900 wOv._go* %38, 0. 583, 0 588, 7
Reimbursements _ 12600 73.00 104.00 102.00 1,133, 00 864, 00! 23,652, 0. | 58,822, 4 | 48,014, 5
Recurrent Grznis ! - - 1500 24,00 | 15,502, 00 22. uo_ 140, 0 0. 02 _
:_ﬁmomﬁmnmoﬁ {60 w 48,00 |  89.00 150,00 531. 00 112.00! 112, 05| 112, 0 125.0
REVINUE RECIIV:.L3 FROM | ! “ . m
! TEDERAL GOV-.RIELIT 16,508.00 | 19,880.00 _Am.mwo.oo 119,223,00 m ko, 747.000§ 1004100, oow 76,105, 00 101,056, 20| 93,426,
mHawoeﬂ Duties ! 70400 345,00 661,00 L 16,00 w 1,028. 00 o ) 81. 00 = <
{ ixport Duties 2,160.00 ; 1,089.00 58000 | 5640 | mwr.nuo - 2,086, 00§ =~ -
w%vﬂwmw Duties lt4720,00 # 6423000 | 6,09900 | 773400 w 9,435 0 - - - -
! Mininz Rent and Royalti 7000 . 302,00 L500 : 38400 - - - - .
w Distributable Fool M 5,85%400 § 11,831.00 mgm.Armkuo 110,602400 62, oow - 2,988, ao_ - -
{ Subsicy \ - - X - . 775400 _ - - - 0. 014 -
.wllll-ll..i.;ot........... . S~ : 5t PR . : : -
h:l! 22 g_m.oo J 26 Oubhuo 26,80800 [26,862.00 m .@um. Lo_ 116 mOﬂ.*uo JOm :xu. 00 q‘.ugr 3 1\q ﬂ

Sources:
1. Kadunza 3tate Guvernment Istimates

2, Kadunz

“tate statistical Year Boock, 1983, P.
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Between 1970/71 and 1973/7%, the state revenue collected
from tnxntion excecded the state revenue collected from other
internal sources, But the trend was revorsed o from 1974/75
to 1978/79 cven thoush the revenue from taxetion continued to
incrensed excout for 1976/77 when it droppeds  flowever, o clos
iock ot this Table wiil show v - thet srants fron the Federal
Government teo the State ench yoor during this period exceccded
the tetal pevenue generated Ly the stote by fwr, This is an
incicaticn thnt the state must hove deponde? heaviliy on grants
from the Foderal Govornment.

The tax structure cof the state between 1970/71 and 1984 1
depicted in Table IV below.

T.BLE IV

— T— . —

K.DUNA STATE TaX STRUCTURL FROHM 1970/71 - 198k, B'0Q0

-__‘4[.‘-W_EPURCE OF RaVoNULS - ..
VEAR PERSONZT ) T TROM TOTLL Tox
e e COME TaX  { OTHER SOURCHS | ReVANUR et
1970-71 1 2,852.00 ! 598,00 T 3,450,00 ‘
197172 +  3,158,00 ; 334,00 o 3,493,00 !
1972=7% | 3,986.00 i 383,00 P h,369,00 E
1973-74%  + 3,621.00 . 604,00 D b,225,00 ;
197475 + 5,244,00 P h77,00 | 5,721.00 ;
}1975-76 1 5,353,C0 P 200,00 : 5,550.00 :
1 1976=77 1 2,868,00 ) 225,00 L 3,093,00 ,
1977-78 1 6,228,00 P 170400 | 5,398.00 i
1978-79 . 9,008.00 . 278,00 I 9,286,00 f
1979=30 :  1%,669,02 ! 700,00 1y 369,02
1980 Lo13,h25.02 L 562,50 P 13,987,52
1931 b 25,225.00 . 800,00 b 26,025,00 \
1582 1 28,500,001 ! 1,000,00 | 23,500.01 ‘
1983 b 31,094,00 [ 34552406 b 34,758,00
1984 { 38,247,006 ;. 1,75?.00 L i_noiggg:oo 1
Sources:
1e Computed from Koduno Stote Stotistical Yenr Bool:,

P, 143,

2, Othcor Tax Records of the Otnte Revonue Department

er

3

1983,
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This Table shows that persomel Tncome tax is the highest
contributing tax item, with pay-.s-YouTinrn (P...Y.E.)
ccntributing the higher percontopse of the personal income tax
Direct ussessment which is the other cumponent of the perscnal
incame tax., This becomes clenrer when we lock ot Table V
below which gives the yield of Dircet lissessment between
1972/75 e 1975/76. If we substinet the amount of tax collected
through Dircet assessment froun the personzl ineome tax figures
fer any of these yenrs, we shall be left with the amount

contributed through the CeaneYede systems
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From the Table, we can see that the perfofmnnce of Dircet
Lugesswent is vory peoor judging thrt n total of 2,290 self
employed tax pryers in 1972/73, for exmnmle, paid just about
BGh,022,00 5 tax., nd in 1975/76, the muber cf these tax payers
inereased to 2,799 who paid only HZ231,85G.55 r& tax, There is
no doubt thnt there are very weolthy trrders ond businessmen in
Kadunn S5tate which this tox 1s suppoucd to include, Therefore
the poor returns of this tox sugpests thet yeither most of these
taxpryers evaded payins the tax completely cr avoided it to a
great ext.nt,

The data in Table VI below show us the percentage -
contribution of tax to stnte tetal internndly generated

Irevenuc,
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PERCOIT . Gii TV CONTRIBURIGT T
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197172
1072=775
1973~7h
197475
1975=76
19?6-(?
1977—?8
1970-79
1979=C0
1620

1071

1982

Sources:

H
HAOY T W
i YL UL
'
i
i
*
*

iw)

3,450.00
34492,00
Ly 369,00
h 225,00
5,721.00

5,558,00

smE e wmmww w a

%,093.00

6,595 ,00

94286,00
14,369,02
 13,987.52

! 25,500,01
; BII- /5\;.00

1 45,000,00
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" a—,
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B L Y
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(1) 48 & TEBRCENTAGE

(2)

-

!

&, 334,000

5,206,000

7 4273,000
74633.,00C
26,163,000
16,4107 .000
32,328,000
72,258,100
64,293,300
64,139,630
L9, 431,416
37,382,185
45,635,520
62,972,525

62,525 ,50%

!
;
Tt
'

L P VP P I A

R

r 5447
56,20

50,03
55431
21.35
35451
9657
8405
14 1
22,40
28,27
60,61
62,45
55420

63466

L ey

Potimetes

2. Koduno State Statisticnl Year Book, 1983, P, 143
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I% e¢an be seen that ftox contributed over 50 per cent of
the stote internsily gencratoed rovenue between 1970/71 and 1972/74%,
znd again, between 19871 ond 1988, The peak of itz contribution

was in 1901 vhen it contributed 69,62 per cent with the least

in 1977/75 wien it contributed o merce 5,05 ner cent. This table
profents tox s the nest Luwportont source of the state  internal
revenue wailch if properly adiainistoered will zo o loh way in
meeting tie states epvenditure ncels,

Table VIT gives us the statels total reveauc by source for th¢
years 1970/71 to 1984, The usefulness of this Table is that it
enables wus to present Table ITI in a neater form and to even
improve on it in addition te enabling us to caleulate the percentage
convribution of hoth state intefnally generated revenue and gronts
from the federal government to the state as shown in columns 7
and 8§ respectively, The Table (in column 8) clenrly shows how
dependent the state has been on grants from the federnl government

From the presentation so far, it is very clear that there cre
two mnjor sources of revenue for the stotes, These are grants

from the Federsl Government and state tax revenue,
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Although by definition, tax is 2 compulsory levy impsosed by
thie Public authorities wn the tax assesses for which there is
no direet quit pro quo, yet the governmoent is exvected to use
this tox revenue to fincnce develcoment projects that will raise
lie livingy standerds of the people and in turn, raise their
toxshle copacity with time, The next seetion therefore tokes a
lack 2t some indices of cconomis dév9103mcnt and their distribution
in the stote, At the end of the section, au otltempt is made to
srovide some similar dota (althoaph the data is not comprehensive)
for Kanc and Lajon Stotes just for the sake of enabling us to do
aomne roush compariscn,

THDICES OF S0CIO-ECONOMIC PERFORHANCES

U A PR 3

To start with, Tnble VIII below gives 2 summary of figures
of business establishnients in the stnte, It revezls some
inform.tion to us which is useful for the purpose of assessing
tax potentinls. Such information is in areas such as the growth
of the nunber of these ostoblishments, thoedlr staff strength,
Hages and Salories, Gross Output, Industrial Costs and Value

added,
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TABLE VIIT

COML“ATIVE FIGURS: FOR MNUFACTURING ESIVBIISHMINTS IN
TG DUNY JTNTL

S e S g PR PR T o e S U ]
e 1 : ]
t  TOEM : 1970¢ 1371 A972; 1973, 1979
R L T S B Lo ]
. . L]
: wuther of KL%J\_I‘L.J:!L, 5 30 I'r-') I 58 223
j Mstablishuen ‘ : '

iNumber of empayees | 17,98% @ 19,402} 20,997 23,249 23,124
|
i

Vlages 2nd HSalaries

BO0O 11418 15,532: 13,9052} 16,9931 6,295

Gross Outpute HO0O | 17,483 126,?39‘11 gak 116,298 { 346, 345

Industrial Cost BOOO I 62 338 58,7501 50,734} 65 ,636]186,169
§ 6

Value Added HOQO 55,150 | 67,9781 63,090{100,611 160,176 [
SUTUNUNUI WU (N S T S—

Note: 1970-72 cover establishments employing 10 or more persons

i o S i i i+ i =5t i . 8

1673 cover estoblishments employing five or more personss

Source

1, Knduna State Statistical Yeor Dook, 1976, F. 8

It is accepted, or o known foet that the stote has no tax
Jurisdiction over some of these establishments such as the
limited lisbility coupanies except over their employces. But a
nuriber of these establislments fall under the state tax

jurisdiction,
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From 1970, the number <f estoblishments reporting increased
from 38 te 56 in 1983 and to 223 in 1979, Their staff strength
also inerensed from 17,904 to 22,349 persons mnd fell to 23,124
respectively. The wiges and salaries of thelr employees rose
from ¥11,1320 to B156499%m but fell to H5,205m for the same period
wider consideration. During this period, their gross output went
from ¥17,0460m te B116.2900 g te BS4E,345m, A consistent prowth
trend was also observed for the value added which Yosme from
B55,150m o #100,611Mm and to B160.176m reopectively,

This kind of annlysis is importrnt becaouse it pives a picture
of the noture and level of economic srowth in the state which is
important for determining; both the tox hase, types of taxes to he
pursued and the revenue therefrom.

However, it is necessary to point cut ot this point an
unresolved riadle revealed by this statisties which has a direct
effcet on tax yield, ‘Take, for excmple, the figure for 1979,

It is hard to understand how the number of reporting establishments
was as high as 223 (higher than any year) and yet the total number
of employces was as low os 23,724 with uases and salnries falling
to an uwnprecedented low level of M6,20m while gross output and
value added stood ot record hei:shts of B34E,345n and ¥160,7176m
respectively., OCae can only puessthat probably, the establishments
decided to beccme capital-intconsive as some information such as

the rise in industrial coste may suggest. But if that assunption
is wrong, then it i3 clear thot such apparent distortion of facts

vill have negative effect on tax yield,
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Table IX and X show the provision of public utilities
such as woter supply and medical institutions by Local
Government areas in the state, PFocilitics such as these are
considered necessary for improving the living standard of
any neople.

Table IX ghows that oniy nine out cof the fourteen Local
Government lreas of thu State had pipe borne water as at
December 1902, Thrt menns that up to 1902, five Local
Government Arcas (Heni, Ikara, Kachin, Saminaka and Kankia)

did not hove pipe borne water supply.
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TAELE IX MATIR SUFPLY TN KADUN. STLTE BY LOCAL GOVERNMANT ARi.S (IN MILLICH LITERS PER DAY) 1977-198
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Looking at Table X below which iu on the prevision of
medical facilities ns at Deceiwber, 1976 it is observed that
nroushout the state at that time there was not a single

specialist hospital owmed by the state governgent.
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A ook ot the Table also roevenls that the provision of
these medical facilities wos act only inadeguate, but the
distribution wos highiy skewed, For oxample, in the wvhole
state, thore were only 22 Gemeral Hospitals and whereas Zarin
and Knduna Local Jovermment [frens had & ench, others like Kankin,
Funtua , Dutsin-me Siruin-Guari, Jaininaka ond Jemala had only
cne eaclhi, Moani and Dara Local dovermoent iLrceas had none, And
althceugh the Table showed a generalls remarknblce improvement
in the provision of these fneilitics between 1977 and 1978, the
problen of unegual distribution siill remained o strong one,
Some Local Government fAreas had quite o number of new medical
institutions opened f-r them. Tor example, Kantsina had 3% medical
centres, Funtua Mby Kaduna 22 and Jemala 22, But cther local
Government .\reas had only a foew of such new nedicol institutione,.
For example, Birnin Gwari hnd only one, Mani 3, Daura &, etc.

The explaination for the inadecumcy of these facilities
is lack cf sufficicnt revenue. The revenuc of the state from
the Federal Government and internal sources grows at a rate
slower thon the rate of demand for these facilities. DBesides,
the skewed distributicn of thome focilities has denied many
parts cf the stote the benelit of enjoying them which in turn,
has the effect of reducing texpayers! voluntary compliance which
will again lend to less revenue aceruing to the state from taxes.
The efiect of all these will be n continuous reduction in state
tax revenuc and growing ine~pability of the government to meet

its obligation to the people in the state,
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In thce area of oducation, recordé-ﬁhow that . the number
of primary sciiocls incrensed from 624 in 1970 to 831 in 1975/76
and to 2,585 in 1980/61, FEnrolaent in these schocls also
increased from 116,303 pupils to 172,318 and to 969,475 pupils

27 my

regpoctively. This shows that both the number of primary
schools and enrcinents inercosed ot on increasing rate

especinlly between 1975/76 ond 1920/81,  Educaticn at the higher
levels has alsc been inereaming, Toble I . is on the Scholarship
Awards to students from the stale to study in insitutions of

higher learning both within and ocutside the country betweon

1979/30 and 1981/82,.
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Scholarship auard for studiés vithin the country rose from
2,498 in 1979/80 to 4,872 in 1981/82. it the sometime, the
awards for studies abroad rose from 163 in 1979/80 to 290 in
1931/82, The cost of these awards to the govermient was
M6,063,906,21 in 197%/050 rising to ¥10,635,462,2% in 1931/32.
Tie total cost fur the three yenrs was B24,462,376,23%,

Lt thic point, we will take o look ot some data that will
cnavle us to muite o little comporison of taduna State with Kono
and Lagzos States on revenue generation and thoe provigion of some
basic social services. This is te ensure fthat the analysis of
what obtainslin Kaduna 3tate is not done in complete isclation

of other stotes in the federation.
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As can be seen, the infeormation provided on Tnble XIT on
Kano and Lagos Statest revenue is limited in the sense that the
fiqures are only for four years (1971/72 = 1973/74). Also the
fiqures for internal revemues of the two states do not show us what
proportivn of thesc is aceounted for by tax rovenue,

However, if we comprre informatien cn this Table with thnt on
Table VIT, we shull find out that the total revenues of both Kano
and Logos States for thesce yenwrs (with the excention of 1974/75)
each exceeded that of Koduna state. Also, lagos State' total
internal revenue for all the years (B102,56m) exceeded that of
Kadunn State (which totalled B47,31m) whereas that of Kaduna state
surpasscd that of Kanu state (with a total of ¥15,20m). This pove
Lagos State a higheé?%?ﬁ%g;tion (43,67 per cent) of internal
revenue to state total revenue to Kadunn State (27.62 per cent)
and Kano state (10,85 per cent), What thisz comparative data
shows us is that Kaduna State durings these years was able to
generate more revenue internally than Kono State although Tagos
state 4did better than Kaduna 5tote too. fnd we conn see very clearly
from these data that the depree of dependence. of Kaduna Stote
on pronts from the Federnl Government wos more than that of Lagos
S5tate but less than that of Kano 3tate,

And in terms of the provision of socinl foeilities like
education services, Loson State by 1872/00 had o total of 590
primary schiools with an enrolment of 454,543 nupils and about &7

oot primary schools (consisting of seeondary, Lledhnical,
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Commercial Schools and Teachers Training Colleges) with an

enrolment of 96,221 students.z?

Kaduna State for the same year
had about 2,885 primary schools with an enzolment of 764,651
pupils and about 74 post primary institutions with a total of
61,773 Students.28 And Kano state in the same year, had

about 3,040 primary schools with on enrolment of 854,639 pupils
and about 57 post primory schocls with a total enrolment of 11,680

29

students,® Kono state had the least of educational facilities
at this time,

On the provision of henlth facilities, by 1979, Kano had about
16 hospital, 21 maternity centres and 209 dispensaries.”so Vhile
Lagos state had § hospitols, 48 maternity centres and 65 diSpensaries.31
And if we look at Table X, by 19?8, Kaduna state had 22 hospitals
and 230 dispensaories,

The distribution of these facilities in Kano and Lagos states,
like in Kaduna gtate, were also uneven,.

On tne basis of these facts, we can say that although Kaduna
state performance in revenue generation and provision of social
services is poor and inadequate, it is still better than what
obtains in Kano state, All tho same, it is believed that the state
has more potentials than her level of performance and this provides
a justifisetion to investignte Darther especially into the
performance of ‘her revenue generaticn, which if improved, will
enable the provision of more social services,

” Therefore, in the next section, we shall consider.the result
of some regrespion analysis done with a view to really identifying
which of the state (Kaduna) revenue sub~heads (grants from Federal

Government, State tax revenue and state revenue from other sources
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besides tax) is significant to the state totol revenue. This is
necessary because as stated earlier, mere observation of raw
data does not give us the correct picture of the relationship
that exists between variables. But when a regression
analysis is undertaken, then both the nature and pattern of tie

relaticnship between the . variables becomes clearer,

REGRESSTON ANALYSTS

Statistics as an opcrational tool, enables social scientists
to quantify variables, construct models and more or less establish
the magnitude and direction of the relationships that exists
between the variables. The logical direct ond indirect dependence
and interedependence that exist between the voriables can also
be established, In this context, a social scientist uses
statistical analysis to scrutinise raw data for useful understanding
of emperically observed economic phenomena, This research will
follow the some course of action. This is because the cbjective
of the study is te establish the influencing variables on the
state total revenue, In achieving this, it is hoped that
explanations regarding the relationship beiween the mpates of
growth of the total state revenue with its explainatory variables

will become manifest,

THE MODLEL

The model for the analysis, as has been indicated in Chapter
One, is a simple linenr regression model, In all, there are five
estimatable equations, four of which are derived from the first
oney and five variables, The behaviorml relationship of the

first equation as well as those derived from it are as follows:

R f(RG, RS. 7. R, .) ~ (1)

Hi

R

1l

f (RGt) : | (2)
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R = £ (RS,)) o edeeeameen (3)
(R, = £ (T S — - (&)
R, = f (RGf, RS, T,) e - (5)

These relationships formed the basis of the sets of
regressions, Rt is a notation for total state revenue at any

given time, t, RGt stands for state revenue receivable from the

Federal Govermment ot time t, RSt ig state internal revenue

genernted from other scurces besides tax for period Tt's Tt is

state tax revenue for the same period. Rt 1 is an autoregressive

variable of itself,
Equation one therefore isj

R = f (RGt‘RSt’Tt’R£ )

1= b0+b136t + b?_RSt + b}.Tt + blLRt-‘]; boz.O; bq‘bz,b;,)’bq--yo

= ~4129,5640,89R0, +1,10RS +3,13T, +0,10R,

(0,75 ) (17,80} (6,47) (b,47) (1,43)
R%=0,99, F_ 41,55, D= 2,56

Letters "bo", "b1" “b2“ "bj" and "bq“ stand for estimated
parameters. The set cf figures in parenthesis immediately below
the regression co~efficients are the ¥ ratios when the null
bypothesis says thaot the estimated co=efficients are zero.

R® is the comefficient of determination, VfY% the Festatistics
and Detl, Durbineiatson statistics. The "¢, F and D=V
statistics will be taken at 5 per cent level of significance,
Unless otherwise stated, these arrangements hold throughout the

rest of the study.
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iAs can be seen from the repgression results for the state
total revenue above, the "t and the "FW statistics show that
the varicbles ~ RG

RSt and T, are significant in explaining

t? t
the level of state total revenue. Their positive signs conform
with the a priori expectation because they all add or contribute
to the state total revenue, The negative sign of the constant
term was cexpected on o priori basis too. This is because without
these three sources (RGt, RSt and Tt) of revenue Tor the state,
the govermment will hove te borrow to meet her expenditure needs.
However, although the constant term suggests thnt borrowing will
be substuntinl, the 't! statistics shows that it is not that
significant au a source of revenue, The R2 too implies that 99
per cent of the variation in the state total revenue is explained
by the equation, The Durbin Yatson statistics indicates the
absence of positive autocorrelation.

The result of equation 2 is;

By

n

f (RGf)

I

bo + b’iRGt; bo,b,])O

23217,73 = 1.16RGt

(189} (14.50)
B° = 0.9, Fooo = 209,08, D~W = 1,29,

The regression result too is significant looking at 't!
statistics, R® and "7 statistics, It shows that RGt is a
major source of revenue for the state, This corresponds with
the data presented in Table VIT which shows RG to be the highest
of the thfee sources of revenue to the state, The Jest for
autocorrelation is inconclusive here., This result however shows

that even if RGt is zero, the state will still be able to generate
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some revenue internally as indicated by the intercept.

Their positive signs were expected on a periori basis.
Equation three below relates state tctal revenue to state

internally generated revenue from other sources besides tax,

The result is;

Rt = f (RSt)

]

By + BRSy 3 By v170

118961.72 = 1.72 RS

t
(2.144) (1.09)
2 r
R™ = 0,08, Fago = 1419, D=V = 0,403
This result shows that RSt is not a significant explanatory

variable of the state total revenue, This is clear from the

values of the 't' and "f?! statistics., The R2 also shows that

only 8 per cent of the variaticn in the state total revenue is

explained in the equation. The result also shows that if there

is no revenue that accrues to the state from this source, there

will still be a substantial amount of revenue as indicated by the

constant termy There is the presence of positive autocprrelation,
Equation 4 relates the state total revenue to state tax

revenue,

Ry

f (Tt)
.-!'b0+b,1 Tt;bo, b,IyO
L2778,50 + S,SGTt

I

(1,77) (6.48)
RZ = O.?6| F = #1.61, D“‘wl = 0066
000
This result shows that tax revenue is another significant

source ' of revenue for the state., The 't' and 'f!' statistics

substantiate this, The RZ also show that 76 per cent of the
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vériahion in the equation is explained .by changes in tax refenue.
The result also shows that if tax revenue were to drop to zero
at anytime, some amount of revenue will still accrue to the state.
This will come from the Federal Government and state internally
generated revenue from other sources besides tax, The Durbin
Watson statistics indicotes the presence of positive autocorrelations
It is worth noting thot from the regression results presented
in equations (2), (3), ond (%), only equations (2) and (4) proved
to be significant, That is t¢ say thet only RGt and Tt are
significant sources of revenue for the state government. The
implication of this is thot if for any reason, the state government
cannot receive any revenue again from the Federal Government, then
the state will have only tax to rely on as the major source of
revenue for meeting its expenditure needs, This study therefore
reveals the very delicate position on which the state finds
itself revenue=-wise since o©il revenue which has been the main
input intc the distributable pool account from which the state
government receives a share from the Federal Govermment has declined
s0 much and is very unreliable new. It is therefore very important
that the state govermment should pay more attention to the growth
of tax revenue. It is the only major source of revenue that is
within the influence of the stnte government and which the state
can rely on for the fin-sncing of development projects through
the self-sustained effcorts of the people of the state, This is
imperative beccuse the future of the World oil maket is not bright
at the moment and state intermally generated revenue from other
sources besides tax have not proved toc be a significant sources

of revenue that the government can rely om.



Equation 5 relates the state total revenue to state
revenue receivable from the Federal Governmment, State revenue
from other sources and from tax, The result isj

R f (RG, RS, T.)

H]

t t, g, Tt
_ P Y  py> O
= b + DRG, + RS, + 6T, boc O3 by by by
— ! z, y e 8 y T
= « 3648,23 + c..881mt = 1.03RS, = 2..6921&, S
(0.67) (22,00 (7.35)  (6.56)
R% = 0,99, F__ = 573,71, D=¥ 2,87

000

In this regression, the result is signiiicant with 99 per
cent of the variation in the equation explained by the three
independent variables. The 't! and 'f' statistics indicate the
siggificance cf the result while the Durbin Watson statistics
tokes us to the region cof indeterminacy. The negative sign of
the constgnt term and the positive signs of the explainatory
variables was expected on a priori basis.

From the data presented in Tables VI and VII together with
the regression results, it is very clear that tox is an important
infact, the most imporfant source of intemnal revenue for the
statg, This Justifiies why the government should pay proper
attention to tox coilection, |

After seeing the performanée of the state tax system; a
critque at this stage is necessary.
A ORITIGUS OF THo TX #YSUEM 1N THE STATE

The adequacy oF otherwise of the tax symtem in fhe state
presented in this chapter is hereby further assessed by using
the characteristice and objectives of a good tax system as

mentioned earlier,
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The tax system hns exhibited the potentials of yielding
much revenue for the government if properly harnessed as seon
in the fact that tax revenue incressed by more than eleven
times between 1970/71 and 1984,

However, the tarx system is lacking in most of the
characteristics of a jcod tax system which can make it perform
better, TFor instance, it is Llacking in certainty, By the very
fact that the assesswent of a tox 1s done solely by the officers
and sent to the toxparer only when they finish, the taxpayer,
especially the self-employed, is not in = position to know how
much he is going to pay as tax or when he will pay since.he has
to wait for the assessment notice, These assessment notices very
often reach the taxpayer (especially the scli-employed) long after
he has earned and probably spent the income being assessed and
thus automatically becoming a defualter,

The tax system also lacks the canon of flexibility especially
in terms of revising the tax coverage, The fact that so many
rich self-employed people have been evading or avoiding tex is
no secret to the tax officials or the public, A4lso, it is no
secret that there are rich individuals with thriving businesses
egpecially in the rural and semi-urban areas who in most cases
pay only the commmunity or poll tax. There is also a growing army
of middle and large scale commerical farmers in the villages and
outskirts of major cities in the state that the tax system has
never brousght under its net,

The tax system again is lacking in the canocn of diversity.
Thisz is shown in two respects; the fact thot the state has

depended mostly on P,4,Y,E, as the only major contributor to
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tax revenue breeds a lot of uncertainty for the treasury
especinlly now that employment opportunities are few and even
those that are already employed are loosing their jobs.
Also, the lack of this caonon of diversity has given rise to wide
inequalities between the self-employed who are net adequately
texed and the employees whe are taxed to the full and sometimes,
even overtaxed, This shows the tax system to be lacking in the
canon of equality which requires that each individual should
contribute to the support of the state in proportion to the revenue
they enjoy under the protection of the state., The very rich self-
employed people like landiord's and commercial business tycoons
pay taxes that are quite below their ability., There is a high
degree of tax avoidance in the state. It is very common to find
a middle class emplcoyee paying more tax than a businessman wic earns
twenty times mere than him at any given time, Inequality of tax
burden as between individuals of the scciety results from differcnces
between lepal progression and effective proigression. On paper,
direct taxation is reasonably progressive as revealed by the
Income Tax Rates on Table 1, DBut in reality, except in the case
of employees, it is 'regressive! due to problems such as paucity
of: data and accounts, large meale evasion and avoidance facilitated
by fruadulent practices bhetween sone tax officials and tax payers
(especially the self~emplceyed), and the failure of the tax
administrative machinery and government to rise to the challenge.
The points mentioned above make it wvery clear the fact

that this tax system lacks the characteristic of productivity.
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Using Table XIIT to show the tax ratioc of the state, which iz
here defined as the total tax revenue of the state exgressed as
a percentage of the total state revenue at a point in time as a
measure of productivity drives home the point c¢learly. The
Calculation shows that the tax ratio was 15,710 per cent in
1970/71, 4,78 per cent in 1975/76, 9,02 per cent in 1902 and
14,62 per cent in 1984 giving an overall average of 9,63
per cent, This certainly is low even by the standard of

developing countrics,
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The faet that the tax system iz lacking in the characteristics
mentioned‘above hos made it incapble of meeting its set
objectives. The Tax system despite its revenue yeilding
potentials has not been able to ensure economic growth by
foiling to provide the necessary funds needed for a rate of
capitnl formation that is conzistent with the level of development
of the state., In fact, on tax performance, a competent source
in the Board of Internnl devenue believes that less than one=-
third of what is due in tax in the state is ccollecteds This
has led to the abandonment of so many projects by the government
in the past which are vital te the socio~econcomic development
of the state, Presently, the jovernment has drastically
reduced the number of such projects it is financing almost to
the point of abondoning everything to Ycommunity self = help
projects, Failing in ensuring economic growth, the tax
system has also failed in removing poverty and inequalities,
If anything at all, it has impoverished the poor since they are
the cnes thut can neither evede nor avoid tax and the government
uses the 'little! tox revenue collected from this set of people
in providing amenities that ecater for the interests of the rich
more than the poor,.

It is therefore very clear from the forgoing that the
taxgystem is not adequately meeting its primary objectives
of raising revenue to finance povermments overall economic and
social objectives ~ such as influencing consumer demand or

achieving equitable distribution of income and wealth between
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persons, It has failed now and unless something is done, it will
continue te be a failure,
It is therefore necessary to identify the causes of the
failure and find what steps could be token to rectify the
situation and thereby, incrense the level of tax performance in

the state., This is what the next two chapters are concerned

with,.
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CHAPTER 4

CAUSES OF POCR TAX PERFORMANCE

The poor perfermance of the tax system in the state as
indicated by its poor yield and failure to mcet set
objectives in the last chapter conmot be explained or justified
on the crounds that thore is lack of taxable capacity in the
state, Rather, there are some basic structural defficioencies
that are responsiblce for this,

This chapter is devoted to Identifying ond discussing
these problems, They will be discusscd under some major sube
topics like: Ccnceptual and procedural problems, Recruitment
and Staffing problems, Societal problems etes These wili be

further subdivided,

CONCEPTUAL AND PROCEDUR.LL PROBLEMS:

Tax Legislation, The nature and contents of tox legilations have
contributed to the weakmess of tax administration in this
country, Tax Lows are drawn without toking inte full acount

the Sociomeconomic factors that dominate the life of the people,
their psychelogy and the structural or other important economic
and social changes that might oceurs Scphisticated Tax Laws

were just transplantcd from some devceloped countries with little
modifications here and there which fniled to meeﬁ the peculiar
necd of our econcmy. Our Tax Iews have too much of idealism
which is not helpful to us from the point of view of effective

tax administration,
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The attitude of those responsible for drawing our tax
laws is a course for concern., They seem to believe that
what is needed is a scries of antimavoidonce provisions
instead of trying to identify and definc the initinl scope of
the tox in very clear ond intellepible termse dnd since our
tax laws have failed to define in simple, eclear, intellegible
and comprehensive ferms the scope of our tax, one noticeable
feature of our tax system till dote, is the narrowness of its
base., The tax system in the state has concentrated on Personal
Income Tax to the near neglect of indirect toxation and other
forms of taxation thus lacking in the revenue elasticity
required for mopping the increase in money incomes and other
forms of wealth that started aceruing to individuals and other
business establishments, during the oil boom era to finance the
sociomeconomic programs of the state government,

Another weakness is that Tax Laws are drawn without full
lepal backing. The laws are rarely explicit on penalties for
tax avoidance or evasion. Besides, tax officials have not been
invested with sufficient powefs to discharge their duties. For
example, The Kaduna State Fntertainment tnx Edict, 1972, demands
that 20 percent of 21l proceeds from social entertoinments like
dance, cinema shows etc should be prid teo the povernment.
Organisers of such shows should inform the tax office and buy

the tickets to be sold at such activities from the tax office.



81

If such or anisers foil to come to the tax office, some tox
officers dnown as the Ticket Inspectors arce empowered to go

to the venue of the event and demand for the tax. However, the
Ticket TInspectors have often found themselves beinp resisted and
even if they call in the »clice to help enforce the Law, it does not
help, Alsc, under normal circuwistonces mony people especially
the self=employed will do everything to evade tox payment and
toax officers cannct do anything, Infact where tox officers
have attempted teo enforce the Law, some of them were subjected
to seriocus intimadation and often berntings that leave them
inecurring medical expenses from their own pockets and the

low does not provide for any naction ageinst such tax

defaulters, The effect of this is that tox officinls try to
avold a situation where they will be assaulted and this
inevitably result in loss of tax revenue to the state

sovernment,

RECRUTTMANT AND STAFFING PROBLEMS

Recruitment of the staff that work in the Revnue Board
is done solely by the State Civil Service Commissione The
Civil Service Co-missicn does not conduct thorough interviews
of such ap:licants with a view tc finding cut if they posses
the necessory qualificaticns and sre conversant with issues
on taxation or if they have the kind of temparament required
for the joh,

The government must pay creasteor athention to tax

administration if the goals of tax policies sre to be achieved,
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The raising of correct assessment and prompt collection of tax
arising therefrom, depend among other things on the adequacy
(both in number and competence) and efficiency of the staff of
the Hevenue Board, There is acute shortage of qualified and
trained manpower in the state revenue offices causing collection
efforts to be retarded and piving rise to huge arrears.

Because of shortage of staffy return of Income forms, assessment
notices, demand notes and other forms of correspondences
emonating from the tox offices are unduly delayed before being
despatched, This results in apathy if not utter resentment on
the part of the taxpayers in submitting their completed persanal
Income Tax Returns forms or naying their taxes. Staff shortage
also makes it difficult to reach toaxpayers many of whom live

and carry ocut their businesses in the rural areas,

Also the Board suffers from the inavailability and
usefulness of training facilities and Instructcrs with the
result that training arrangments especially for the intermediate
and newly employed staff is totally lackings There used to be
a training school under the state Ministry of Finance with
instructors in areas such as tamation. This school served to

give refresher courses to new em:loyces and for further on-thee-
.job training for old staff, DBut this school wos closed down
some years ago, 4t the momement, there is a similar school
in Ilorin - Kwara State meant for all the®T8VMorthern States
providing training for only the senior staff from these states,

That means that Knduna State can only afford to send in two or
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three senior staff to undergo éuch training at a time but the
bulk of intermediate and junior staff who actually do the
work are left without any training and since tax job is a
specialized type of job, they invariably commit many éfrors

which result in loss of substantinl revenue by the government,

PROBLEMS OF COMMUNMICATION “ND UORKING M.TERL.LS

Poor communication is onc factor that hinders effective
coilection of taxes. In many of the coffices, there are ne
telephones, intercom etc and where they are found, some do not
functione The importance of this for effective tax administration
in urban areas like Kaduna, Zaria, Katsina etc where mobility
could be a problem due to traffic congestion coannot be over-
emphasized,

Poor and unrealistic postal services have also ¢contributed
fo poor rate of tax collecticne. Collection and return of Income
forms, assessment notices, demand notes and letters sent by or
to taxpayers take weeks or months before reaching their
destinations. 1In some cases, they do not even reach their
destinations, If the postal services werc efficient, teaxpayers
who are too busy to go and follow~up the processes in the tax
office could simply receive, fill, and return their Income forms,
get their assessment notices and settle their tox by post. This
is importont because some, especially the self-employed, will
find it difficuilt to spend hours in the tax office or to keep

leaving their businesses unattended to going there for days Jjust
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because they want to pay tax,

Furthermore, there is a gross shortage of working
vehicles for the Beard. None of the sections of the Boord
even at the headruarters in Kaduna has o vehicle to itself,
Infact, at the time of collecting information for this
resecrch, thoro were only threo vehiclec nt the headquarters
and nct even all of them were in ;ood order., Some of the
Divisicnal Tax offices have cars but they are hardly slways
in ;jood working conditicn. feor cxmmle, the revenue office
in Zaris has only once vehicle <thich very often has to be taken
for repairs ond can hordly be relied upon to moke & journey
to Kaduna ond back not to talk of making attempts to go into
some areas around Zaria that do not have good roads, In a
situation like that, how can scctions like the Investigation
and fudit and Collection and fAccounting be expected to perform
well? Mobility is necessary for improving the efficiency of
the tax officers in terms of helping them in locating tax
poycers and for assessment and collegtion purposes, In the
abscnce of that, many toxpasyers especially the self=employed
will happily continue their coree~free attitude because they
know they can hardly be reasched before the end of the financial
year, and even if they are, they con arrue that their failure
to pay tax is becouse they were nover assesscd and eventually,
they may end up paying less than wvhat they are supnosed to pays.

flso, inadequate nrevisiom of stotionery and other

materials occasicnally results in ccllections being delayed or
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neglected even when some t:lxpayersl are willing to nay. Many
of the tax offices and even the headgquorters cofiten run short
of rcturn forms, Income and entertainment tax receipts. 4nd
at times, it is not thot thege materials are really lacliing
but tax offiecinls deliberntely hide them in their drawers or
under carpets just to enuse sriificisl scarcity and thereby
have on opportunity cf collectin:: bribes from taxpayers who
genuinely went to settle thedr tex, It iz very cowmon, if
one goes to any of the tox offices, to see the tax officers
themselves ~oing to beg for return foris on bHehalf of their
friemds or rclations and coming out with these forms from
the very same offices where the taxpayer had probably been told

carlier that such materials are finished,

ACCOMMODATION DPROBLIM

£}

Almost all the divisional tax offices and even the
headquarters nre very congested and there is even no room for
further expansion of any kind., 4s a result, it is not uncommon
to find assessment or case files niled up carclessly on the
floor. This untidy arranpement results in bad £iling system
which slows down the pace at vhich formws are processed, assessment
netices and demand notes sent out znd taxes collected, There
are times vhon duc to this dwmproper keeping of records,
assessment notices are wrontly addressed resulting either in late
or non~delivery and leading: to¢ the imposition of unjustified
penalties wn tnxpayers, The embarossing aspect of this disorderly

arrangements is the fact that there ore cases where demand notes
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and e¢ven threats of court action zre sent on assessments

that have already been settled, Still on accommodation,

staff offices are very inadequate, poorly furnished and
overcrowded, This does not allow the staff to concentrate

on their work even when they want to becnuse one may divert the
attention of another on an wncfficial matter or through
discussions with heth official and wnofficial visitors, This
problem of insufficient nnd unsuitnble offices dampens the

morale of the tax officers.

LACK OF COCPER..TION FRQOM OTHTR GOVIRNILINT LEPARTMENTS SND AGENC IES

There is inadequate cooperztion from the various
covernment departments and agencicse Requests for information
about tax payers by the tax offices are sometimes treated
casually or even turned down, For example, government
departments, agencies and employers of labour that rent
quarters for their staff are directed by the tax office to act
as agents and deduct 15 per cent of the rent they are supposed
to pay the landlord and send it as a witheholding tax to the
revenue office which will help the tax office in assessing
the total tax liability of such a landlord and in tracing him
if need be for tax collection. ut many government departments
and agencies do note Some claim ignorance of the law and some
of those who make attempts to comply may send only a list of
such landlords when the financial yeonr is almost finished and

by which time, they must have paid the landlord in full, This



makegs recoverylvery diffiﬁuit because by the time

the fax office gets this information and sends for the
landlerd fer a chat in order to assess his tax liability,

many do not show up because they have spent the ront paid them,
fnd if the tox offices use their besteofwjudpenent to asscss
the landlord, it hordly yields ony result, Some landlords
even collude with govermtent officicls not to disclose this
information to the tax oftico,

Another cxomple is the awnrd of contractse. The law
requires that anybhoedy currding contract worth N500,00 and
above should deduct 3 per econt of the total volue of the
contract sand send it as o witheholding tax to the revenue
coffice, And the contractor is expected to go to the rovenue
office to have his actual tax liability zcigsessed at the end
of the contract, DBut the problem iz that many peopnle who
awnrd contracts do not comply with this repgulations For
‘example, 2 schocl autherity that awords a contract for the
supnly of hocks or science equipments worth N2,000,00 or
for the ceongtruction of incinmerators worth N5,000,00 may
feel that the contract sum is so small that the 3 por cent
which will amount to ocnly N60,00 or N150,0C respectively,
is neglisible and so dees not have to be deducted, It may
alsce fail to do this probably becnune the officer inecharge
of the awnrd of the controet nnd the contractor have some

kind of personal relaticonship or arran;ed that the contractor

S
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will give the officer o certnin percentage of the total
contract sum as a "kick back" as it is cften called,
This is one of the several ways the government is denied
of tax revenue of substantial amounts,

iLlso, there is problem in the area of assessing and
collecting capit~l jains tax, There is lack of satisfactory
exchange of information between the commissioner of stamp
duties and the Ministry of .cnds, Survey and Country
Flannings The result is thot a lot of people pet away
unassessed on the gnins nceruing to them on the disposal
of their assets which again cnuses loss of revenue by the

povernment,

INADEUUACY [ND IMPROPER USLE OF DAT.

Generally in Nicerin, data is not available where and
when it is required and in the form it is required, Therc=
fore, it is not peculiar to the state tax system, The state
tax authority has been incopable of gathering and maintaining
an up~to-date and comprehensive data of taxable adults or
other relevant datn that could be used for effective tax
adninistration, Infact this seemed to be a deliberate act
by the MHinistry of I"inince becousse before it was merged with
the Ministry of Gconomic Plarning to form the present Ministry
of Finance, Bconomic . lanninc nd Develorment, the Ministry
of Beomomic Planning approcched it offering stalf of the

statistics unit of the HMinistry of Uconomic Planning to assist



the Ministry of Finance in gnthering dnta. Two letters
written by the Ministry of ilconomic Ilanning te this

effect were shown to the resenrch student by un official of
that Ministry, But the Hinistry of Finonco did not reply

to any cf those letters not to talk of accepting the offer,

* .

fiven noi that the two dinisiries have heen mersed, it is

doubtful thot they lrve aveilod themselves to that service,

LN

One thing that is certoin is th-t the Revinue Board has no

statistics unit of its own. .Jlso oven where the data is

il

avoilable, these ore bardly put into proper use, For
example, informntion received from applicntion for Tox
Clearance Certificate., Section 33(3) of the Decree NoJk,

1985 states:

i tax clearance certificate shall disclose in
respeet of the last three years of assessments

(a) Chargeable incomej
(b) Tax payable;
(e) Tax paid;

(d) Tax cutstanding or alternatively, a statement
to the effect that no tox is duey

But what one finds is that instead of th- £ %o
Revenme Borwrd using: this as a boase for collecting information

on the appliecaont taxpayer, it is treated on an ad hoc bnasis.

ADMINTSTRATIVE SHORTCOMINC S OF WL UVDNUD BOARD

Cazes abound where tax ausoessuont notices do not leave
the rovenue office for weeks or cven months on the pretext

that there are ne postal stomps or that the franking machine
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is faulty or simply because the officer has not !'finished!
worlzing on then. Such notices definitely get to the taxpayers
late and so, such taxes cannot be settled promptly since the
taxpayer may take sometime objecting to pay-up either because
he feels he is beinp overtaxed or even because he has already
spent the incowme bein; assesnsed, Such objections could
take more tihon a yenr tc resclve if at all they do get resolved,
Also the Income Tax Manoserient Lct, 1961, Scction 28A
provides:
Miithout prejudice to the foresoing section every
person engeged in banking ineluding sny person
chargeable with the cdministration of the “avings
Bank Act shall prepare n return at the end of each
month specifying the names and addresses of new
customers cof the Bank ond shall not later than the
seventh day of the following month deliver the
return to a tax authority of the area vhere the bank

operates, or where such custemer is a company, to
the Federal Board of Inland Revepue'
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Section 28B also provides thots
Hiny person engared in Bemking in Nigeria, who
contravenes section 284 of this jict, shall be
guilty of an offence and liable on conviction to
a fine of N5,000 in the case of a body coopercte
and, in any cther case, to a fine of N500 in respect
of each coffence”, .

It is understoocd by the research student that this has never
heen ' in the stote becouse the idevenue Board has never
attemrted to, The Bonrd does act need to be told that many
tox payers do not diselose -11 their sources of income or
total income in the Incaons Tnx ilcturn Form -nd since many of them
koep bank accounts, this is cne of the best ways of tracing
tax evasion and avoidanee, If the Revenue Board tskes this
seriously, it is sure to get the cooperntion of the Banks and
this will hely in trocing many tax defoulters thoreby collecting
subgtantial amecunts of tax that hitherwto hove been neglected,
Also, Appendix A is the Sales Tax Decrree No,7, 1986 of
the Federal Government which imnoses, and gives guidelines on
the operaticn of sales tax in the Federation., The tax is to
be ¢ollected by each state, |
Section one of the Decree imposes the tax while section
two specifics the tnxable coods, services and rates by meking
reference to colums TA' and EB' respectively of schedule one
of the Decree,
Section 8(1) provides for the ccllection of the tax by any

Manufacturer, Importer or Supplier of any taxable joods or

services from his customer within 30 days. Section 9(1) and
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9(2) stipulate that the agent should remit the tox to the
relevant state tax authority not later than the 30th day of the
month following that in whieh the tax iz due and subnit a
return in the forms prescribed in the Sccond Schedule of the
Docree,

Section 10 gives powers of inspection to anybody cuthorised
by the state tax cuthcrity of the bocks, documents or records
relating to toaxable poods or services of any manufacturer,
importer or supplier,

Section 11 stetes offences thot can be committcod undex
this Decrec and section 12 sives the penaliies which are
conzidered appropriate,

But the problem is that the state tax authority relies
solely on the information suppliecd te it by the manmufacturers,
Importers or Supnliers knowing fully well that most of such
information can hardly be correct and relisble. The Revenue
Borrd with the backing of the state govermment should vigorously
pursue ~nd enforce scections 10 to 12, So far,y there is no known
case of any violator of this Decrce that has been penalised in
this state, 7This islnot becouse there are none, but hecause the
Revenue Board is not enforcinsg the Deeree energetically ond by

so doing, loosing o lot of tax revenue,

THE PHOBLEMS OF EMELOYERS

The P.i,T0E. system of tox collection at source despite all
its advantages, is beset with some problems mainly due to the

incompetence of some of the employers and at times, their
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uncooperative attitude to the tox officers,

Fmployers are dirceted by law to =ct os ojents and thereby
ceduct and remit to the tax office the taxes of their employees
not later than the 10th day of the following month. The tax
office prepnres nnd sends tox deduction cards in respeet of
each employec to the employer, The pfoblem is thot some
ermployers do not Xnow how to overrte the system because of
the various coaplientions invcived, To worsen the situation,
many of tien do not even bother to rend the PJALY.E, handbooks;
neither do they scek the assistince of the tax officers when
in difficulticz. HMisappliention of code numbers by the
cmployer can lead to loss of substontial tax revenue and when
this ig detccted by the revenue stoff and the employer is asked
to pay the shortfall as required by Law, he will not., Uhat the
elployer will do is to give a 'tip! to the officer that goes to
demand for the payment,

Also, there are times when the employers refuse to
cooperate with the tax oificers, The law recuires and empowers
the officers to go on routine checks called Vspot—checks?! to
business establislments tc ensure that the tax deduction cards
are correctly filled and the Peil.lld, coerated accurately,

But very often when they go, some employers refusce to gront
them Aaudience thereby frustratin: their work,

There is also the preblem of emnloyors failing to remit
tex cdeductod from thelir employces promily to the tax office

sometimes without any renuine reasons. Some of them (employers)
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egpecially government Institutions and Parastatals that depend

on povernment suventions may not reccive such subventions

carly enough, These institutions therefore, survive on overdrafts
tc pny the salaries of their workers and run the establishmeont.

e

In Jdoing this, they simoly ask thoir baokers to nay the salaries
of their workers net of tax, Thiz wmennc thot for ns long as

they do not receive subvention, their workers to not actually

ray tax until vhon such subventirns cume. Fresently (July 1987),
there cre some ~overngent sponcored institutions in the state

that have not fully settled the 1985 tax of their cmployces,

not to talle of 1986 or 1987, Cune of such inotituti-ns is in

Zaria.

But thc most notoricus of these problom caused by sotie
employers is their complote refusal to remit thoe tax they have
ccllected £o the tax office. It happens but nrevisions for
penaltics of such offences are hardly enforded. Jnpendix p is
an exanple of 2 latter from the tox cuthority tc such defamliing
employers. Going throush the letter, one sces the last parmgraph of
the letter issuing vapuce threats of some unpleasant" aetion
against the employers. Just as it is vopue nnd silent on the kind
of action to be taken, when and how it will bo token, so it is
ineffective in enforcemont,

LAY these hove considerable nerstive efiects on tox

revenue for the stote.

GOVERNMENT USE OF TiX #0VENUDL

The buenefits to be derived frow tox collected is another
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important factor that could make or mar o tax system. Many
taxpayers, especially the wan in the rural area (both rich
and poor), tend to avoid, or even evade tax because they feel that
the tax they pay is not used in their own interest as most
essential services ere totally absent in the rural areas., The
following obzervation made in the editorial of Concord
Newspaper says it all:
"The problem of toxpayers in this country lies not so
mueh with taxation ns with the fact that they are
denied services for which they are texeds Taxpayers
have had tc meke ettra arrmngements to provide themselves
with water, electricity, ronds, rcfuse disposals and
even security, 'he taxpayers bear the burden of taxation
but do net zet encugh of ecsential services from the
sovernment, Tz turmn Nigerians into concencious

taxpayers the governments should make efforts to 3
provide them with the necessary ensential services™

Let us examine this in the context of Kaduna State by
referring to Tables IX and X which give us information on the
provision of essential utilities like water su 1y and
Medical Centres and Table V which is on the amounts of Direct
Assessment Tax by Local Governments in the state,

If we look at Table IX we will sece that Kachia, Saminaka,
Hani, Ikara and Kankia Local Government ‘recs did not have any
Uater Supply up to 1982, Dirnin Gwari had its ater Supply increased
marginally between 1977 and 1982,

Turning to Table X on provision of ledieal Services, we
find out that Mani :nd Ikora Local Govermment reas again

had no General Hospital at 21l by 1978 while Kankia, Saminaka and
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Birnin Gwari had just one General Hospital each,

Putting this observations together, one finds that it
is the same Local Governments that never had VWater Supply at
all by 1982 that again never had a Gneral Hospital by 1978 or
had only one except Kachia Local Government iArea that had twoe

Referring now to Table V, we find that it is these same
Local Government Areas which were neglected, that didn't pay any
tax in 1972/73 financial year and who paid the least tax in
1975=76,

This analysis suggests either that the failure of the
government to provide these essential socio-economic amenities
makes taxpayers very unwilling to pay their taxes or that the lack
of these amenities and possibly the lack of good roads that lead
to most rural areas in these Local Government lireas makes it
difficult for the tax officers to reach these places in order to
carry out tax assessment and collection, It seems however, that it

is a combination of botk. factor,

SCC IETAL PROBLEMS

The attitude of taxpayers in Nigeria contributes to the
failure of the tax system, The tax authorities in the state are
usually faced with the prcblem of identifying and locating tax
payers, Some taxpayers do not have any fixed postal or residential
address with which they could be #reced., Some change their addresses
or business locations without informing the tax offices, _ All these

make it difficult or even impessible for tax officials to lccate them
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and carry out assessment and collection procedures,
Another problem is that the personal Income Tax Law puts
on the taxpayers the responsibility of declaring their incomes
and filing such with the tax authority for tax ascessment, In
reality, only a few pecple comply henestly with thizs regulaticn.
The majority (mostly the selfwemployed)de not camply cither
deliberately or because they are not literate enocugh to understand
and fill in the kind of inforsetion required of them, VWhen the
returns are made, they are very ofton inaccurste, People generally
do not feel inclined to part with their wealth and so will do everything

possible tc ensure this,

ENFCRCEMENT 1"ROCEDULLS

Enforcement procedures are essentially to Qombat tax
evagion as tax avoidance is not criminal,
;. The power to appoint an agent under Secfion 29(1) of the
Income Tax Management ict, 1961 hns been invested on the state and
this is an eifective method of getting at stubborn taxpayers with
business connections who do not want to declare their incomes, Dut
this has nct worked very well in the state as mentioned above,
As a result, enforcement procedures are fequired.

The Act provides for legal proceedinzgs against tax defaulters,
There is perhaps no area of tax administration in the state that
needs more attention than prosecution when tax evasion is found.
Vhen a viclation is effectively prosecuted and penalties are
assessed and imposed, public confidence in the tax system is strenge

thened and potential tax evaders are discouraged, Dut in the state,



for litigations in the High Court where cases of tax default are
suppesed to be tried, Therefore the Doard has always relied
con the Ministry of Justice to provide it with such services and
it has always proved difficult getting the Ministry of Justice
do that., Of recent, a Sccretary/Legal idviser was appointed
for the Board but his functions are not yet fully defined and
there are no legal counsels employed to assist him, making it
doubtful the fact that there will be any improvement in the
presecution of tax defnulters, 4 third problem that mokes
the prosecution of tax cefaulters both unpleasant and
unproductive is that the court proceedings are frequently
delayed sometimes by over a year or twoe This lack of prompt
disposal of tax cases undermines cifective enforcement procedures,
filso, in the defunatiKorth Central Stote, there wos a
law of Distraint of property where the propocrtics of a tax
defaulter by a High Court order could be ccnfiscated and

publicly auctioned. This law as effective when an expatriate
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tax expert - Mr, R, H, Groinger was in the services of the
state, DBut sinece his departure from the coutry around
1977/78 due to ill~-health, the law has not been enferded again,
All these contribute to the wenkmoess of enforcement procedures

vhich is o limiting factor to tox performonce in the stote,
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CHAPTER 5

PECOHMMEN U T TENS

The jzovernment reiie:s cn taxation both to provide

the much needed revenue ior its socig-—econonic prozrams
and te alsc voduce dineruolitioes In wealth nnd income
distributicn in the soeiety ming: ther thingse. 1t is
herefore, necessary to constantly review the tax system.

It is for this aurpese thot this research woas underinken for
Koduna State, In the orurse of the resenrch, the tax

systen wag found to hove fodilel to achieve the set
objectives nnd ~lsc, the f~ctors respcnsible for thig
failure were established, This chapter therefore, recosmends
chenses that are neoded in order to improve the performomce

of the tox system and thereby achicve the set cbjectivesa

T,X LUGISLATICH

The Tax Law is said to e the encyclopaedia of the
Inocme Tax Dorrd where responsibilities, procedures and
authority are spelt out for the suidnnce of tax officinls
as well ag nembers of the public,

The present tox laws ~re written in very strong legal
lnnsuaze which mokes it Jilficult for sane tax officinls,
not to talk of tropeogers, to unlerstand tiem, Their lesel
Command should be precisc ond expressiong clear hecause o
tax system is nct better thhn its cctual dmplementotion no

matter how sophisticated nnd ndvanced the lnw itself may look,
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The tax laws should thercfore he reviewed in the
lizht of cur social customs, nature cf Lusiness or-anisations
and proctices nnd level of econcmic development in the staote,
all of vwhich provide the setting in wirich the tax laws
operate, This sheuld be with o view to bringing them in line
with chonging socic=cecananic fortunes in the stote, It must be
recosnised that a con.lex -nd sophistiecnted tax scheme, while most
cffective and equitable in idenl conditions, will continue to
be ineffective and inequitable in the actual settinis of the
state at present, \hen such ~uendments nre made, tax officers!

knowledge should be updated 2nd the public educated,

RIECACITMENT OF STUFF aNi COHDITICNS OF SERVICE

Non-recruitment of sufficient, competent and adequately
remunerated personnel in the ‘tevenue Doard is one major
problem that contributes to low collection of the taxes in the
state. Since tax job is specialised and technical in nature, it
is recommended that competent professionals like Accountants,
Economists, Lawyers and even uantity OSurveyors be employed to
man the top posts in the Joard, This calibre of staff however,
can only be acquired if jsovernment reflects the complexity and
seneltivity of their task. in their pay ond conditions of
service, Increase in the remuncration of tax officials does
not have to be in terms of increase in their salaries since
they are still under the Civil 3Service Structure, This can be

achieved by a system of renerous allowances, This will zive
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them the necessary incentive nnd motivation to work harder and
will reduce their colloboration with taxpayers which causes
the povernment to loss a lot of revemue,
And on the recruitment of staff, especinlly intermmediate
and senior staff, thic should no longer be left entirely to the
civil service commission, At the least, thoe Nevenue Board
should have a substantial role cspecially at the stage of
interviewing the applicants, At this staje, nrospective officers
should be thoroughly screened nnd should be recormended for
employment only after the screenins hap reverled edueational, moral
and temperamental fitness for the job,
filso after recruitment, efforts should be directed towards staff
development. New employees should he properly briefed on their
duties and how to discharge them in an induction course which scheould
last at least two weels, Thiz should be followed by proper training
from time to time designed at improving the knowledge and expertise
ef the staff in his day to day functions. snd since the Training
gchool under the Ministry of finanece that used to give such training
was closed down, and the cost of reopening and runing it may be too high,
it is sugpgested that senjor tax officers should be involved in giving
bohk  the indwetion courses to the new employees and on-the~job Training;
This should be in ahgewsg™ 2 4ell - ;
/eo~ordinated seminars o;ganiseg in such a way as to ensure continuity,., -°
If this is done, then both the intermocdiate and junior staff of the
Revenue 3card who cannot benefit from the Training school at Ilorin
directly, wi}l be trained by the senior staff of the Soard.
More importantly, the government should make it a policy to ensure

a competent and suitable leadership for the Doard, The Director of



- 103 -

the Board who should be the overall head should zt least be a
Chartered /ccountant with severnal year= of post-gualificntion
experience in a similar job., This is necessary because
accounting knowladge and procesdure are essentigl for proper
performance of the tax system.

A1l these are important becnuse the successful implmentation
of these recommendations aimed at improving the state tax
performance willi depend on an efficient administration which
also depends on the availlability of the right calibre of staff
and the provision of necessary incentives cnd motivation for
the tax officialz, ‘“hatever additional costs this may entail
will be more than compensated by the very high revenue yield
to be realised.

'REORG.NISLTION AND IMPROVIMENT OF THS T..X M .CHINERY

The tox enforcement machinery in the state must be
- completely overhauled, reorganised and sufficiently equippad
for its task. A a matter of urgency, a fow lawyers should
be employed specifically for the Board to work under the
recently appointed secretary/legnl .dviser of the Board. This
legal team should then he charged with the responsibility of
prosecuting tox defzulters, S
nleo, the statistics section of the former Ministry of
economic planning (now merged with the finistry of Finance)
should be expanded a little more =nd charged with the

responsibility of providing up~to~dabe date for exsmple on the
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number of taxable percons and estzblishwents categorised in such
a convinient manmer that will enablc the groduation of tax rates
for them, In this respect, the statistics section could work
hand in hond with the Investigation and sudit Soction, [ilso,
this unit should be charged with the responsinhility of gathering
information froi other Sections of the Uonrd such ns the Direct
Assesgaent, PLil.T.0. and Collection and Lccounting to be put in
such a presentable manner as to enrble sonmebody to have o good
idea of the tax structure and its performance at a glance.

This will enable the kevenue 3oard to know where to strengthen
collaection efforts or any corroctions that might be needed,
Simply put, a data bonk iz necesshry for efficient tax
administration,

Also, the Investigation and .\udit Jection should be well
staffed and provided with sufficient materials and vehicles to
act as a real intelligence unit. An intelligence system is
needed for the Revenue Board with access to business and banking
institutions which can bring to light information of tax
evasion, freud or other problems frustrating the activities of
the Board in the stote, [Iffective enforcoument of the tax
laws in the state will depend far more on a system of intelligence
that provides tip-offs on suspicious tronsactions, To stimulate
initiative on the part of its employees in tax enforaement,
Brazil for example, allocates 50 per cent of any penalty collefted

from any tax delinguency to the officer who initiated investigation



leading to the discovery of the delinguency. This policy should
be adopted by the state, .. lower percentage of 35 . f any tax
penalty on tax defaulfers can be given to the tax offier who
initinted the investigation., This will be very successful and
will reduce tax evasion drostically,

~1lso, the tax laws should give full legnl baclking to
officers on duty to dizcharse their ducies as required. The
tax officers on duty like the police nnd customs men, should have
powers to arrest, detnin nnd consequently prosecute tax defaulters,
S tax officer on duty should have powers to enter and demand tax
receipts from anybody either in his house, office or on the highway
as may be approprizte especirlly if the person is suspected of
framdulent activities calculated at evading or avolding tax.
To make this effective znd check possibilities of abuses of the
practice, it will necessitate the wearing of official uniforms
by the tax officers, This will help immensely because the
average Nigerian fears and respects the uniformed man ineluding
the firemen and sanitary inapectors. 3im:ly put, tax officers
on such duties should be in uniforrt with mane tacs and their
respective ranks, ind to further protect the officers fronm
being attacked by angry taxpoyers, they should be provided with
official vehicles and should be sent out in pgroups of at least
three officers.

To ensure that each section of the Doord iz doing what it
should do, there iz nead for sowme ind of in-built checks
within the system., To this end; I recommend that an Evaluation

unit made up of senior officers knowledgeable in the working
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of every section of the [omed be established, It is to be a
monitoring unit charged with the responsibility of ensuring

that every section performs its functions cecuretely and on
schedule, Failure by any section to discharge its respdnsibility
accordingly should attract a querry from the EHveluation Unit
which should be copied to the Director of the Doard. The
defualting secltion should be given a tine limit to measure up

to expectation, '“hen the section conceriaed hng satisfisd this,
it should commniczte it to the Jvaluaxtion unit which if found
satisfectory should inturn communicate it to the Director of the
Roard, This will menn th-t all -Sectionzl Heads are rosponaible
and answerchble to the Head of the Bvaluntion Unit who in turn
should be answerable to the Director. The Director should hoid
monthly meetings with all the sectional heads during which the
performances of their section will he thoroughly sssessed with
the assistance of the EBvaluation lnit, Extreme care should be
taken to avoid making these meetings mere routirc times of
refreshments for the “bipg shots . The promotions of all staff
"including the sectional heads should be tied down to the
performances of their sections and those whose performances
persistently fall below expectation should be demoted or even
dismissed, J |

INTEGRITY , DISCIFLINT .ND CONJUGT OF T.. QFFICERS

e ke i

MOrder is the first law ia heaven'' so the saying goes,
In order to achieve ar -efficient tax system, it is essentisal
that intergrity and discipline be maintained amonz tax officers,
Vhy does a tax officer have to bend the law in Tavour of a

friend or relation ? Tax laws are to be applicd to the letter
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without fear or favour. There should he only one interpretation
fo any.point of law aﬂd it should be applied strictly.

Also the problem of corrﬁption should bhe checked, The
officers in the Revenue Board very often encroach on the duties
of other officers. Cases nbound where officers who are not
supposed to handle assessment of tax have gone zhead to do so
for their friends or relations “so thet at the end, they may be
able to collect bribes, .1so szome of the officers responsible
for assessment sometiies, infact, very often s~ssess most of the
taxpayers below their tax liability based on a prior arrangenent
that the tax officer will =zet 'something' from the taxpayer.
These types of corrupt practices are rampont ~nd involving almost
all the tax officers Thal even junior officers huild houses
and.buy cars from this illeg~t ten money at the expense of the state.
Such malptratices once detected should be reported to the
anpropriate aunthorities and adequately ond rromptly dealt withf
In fact tax officers that ~2r¢ found fto be corrupt or of guesti ymable
character should be promptly punished or reprimmended as the case
mey be ardin extreme cases, sumtiarily dismissed without any
benefitsf This will serve ns an effective deterent to othér
officers,

ﬂnother aspect is the public relaiions of the tax officers.
Tax officers should promptly ati:nd to taxpoyers and treat them
with due reg&rd. This will encourase the taxpayers to go to

the tax offic-B8 to settle thoir truces,
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AUTCNOMY OF THZ RIVENUE BOARD

A overy ioportant need for the Revenue Doard iz autonony.
One of the rexsonswhy the Board of Internsl Revenue whs
established by a state Bdiet in 1985 in place of the rovenue
departrnent th-t uscd to he there was to grant it auntonoay which
was thournt necessary for the efficiont perfornnnce of the tox
astthority, 2ut till date, it i still unler the Ministry of
_ Finance znd FBeonomic plonuning. This is aiversely affecting
the performance of the Board lue to the burc-veratic red=tapsim
of the civil service., Time element is o c¢rucial factor in
the collection of taxes. Infagt, o Reverue Hoard is like a
profit~mking organisation zn: should be so mannged, & naira
denied the Hevenue Board coul:d pean ten naira denied the
poverniment., Autonomy will undoubtedly accelerate the pace
and processes of declsion-meking leading to efficient and
effective managenent of the tox system, The sinte government
should look into this with urpgency. The Board should be
gronted the autonomy it needs, It should bhe placed under the
Governorts office and answerable directly to the Governor and
to him alone,

SSSIGNING OF RESPONZISILITINSG TO ST.77

At the time newly employed ct~£f of the Hevenue Doar:d are
unlergoing their induction course, efforts should be wnde by
the Course Instructors to ildentify the intorests and potentisls

of each staff zo that squnre pegs ~re vut in squzre holes,

[}
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This simply wenns that Jdeployrent of staff should be based on
known and pparont interests snd aptitude of the st~ff, This will
promote job statisfsetion, ineresse their confildence an? hoost
the morale of the stoff, and thereby incre--ze their sfficlzney.

On administration within the Joard, the performances of
the day to :day functions of the gt ff - he 1t information grthering,
assessient or collection of tex, every =ffort should bz nade to
spread the burden of theszc :lutics fairly amon: the staff
in order to make the Bhest use of 41l the st~ff,

COORILLTION FROM QT IR GOVERMIINT DiLP RTUNTS N2  GENCIES

The Revenue Board shoul:d continue to seek the coojperniion
of other government departments for the pursose of gntherine
necessary inform tion an' collection of tax, Government
departments should ensure thnt they deduct the 15 percent and
5 percent with-holding tax for all rents anl contracis
respectively an! send such iminedistely to the tam offices,

The Ministry of Land, Burvey mn' Country Planning should also
supply the Board with information on the disposal of capital
assests by members of the puhlic, Similary, the Ministry of
Trade and Industry skould furnish the Board with inform~tion on
the number, types znd location of husinesmses repistered with
the ministry. This list shoull be up-dnted monthly to reflect
newly registered husinesses anl those that have Tolled up.

To ensure this, the BDoard should assipn 2 particular staff to

each of these departments who will go there on a specific day
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and if need be, days within the month to ensure thot the
inforuotion is received. Where a povernment depeartment or asency
consistently fails to coopernte, the Governorts office should

be informed so thot the tax will he recovered from their
subventions, This will be 2 kind of penalty on no deporiment

will want to continue in this situation.

ENSURING COMPLL .NC.2 DY .GENUS

Since the state has adopted section 29(1) of the Income
Tax Manarement Sct, 1951, whick is a provision for the appointment
of agents, 2ll appointed agents shoull know th-t they have to
comply strictly with th-t law. To ensure thisz, the Board should
frequently orpinise seminars ainmed at educating agents or their
representatntives on the operation of the system and updeting
their knowledse when there are any chances. (lso, employers
should be compelled by law to give tax officers the requirel
audience when they zo on the routine 'sport-check! and any
employer that denies them that audience shoull be penalised,
Tnfact, very stiff penalties shoull be imposed on agents who
fail to collect and, or remit the tax of their employees or
with=holding tax of lanilords or contrnctors. The Investisation
and fudit Section, which shoull now act 2s a real intelligence
unit, will be helpful in this respect. The section should
pather informetion independently with a view to bringing
defaulting agents to book, By the time the azents realise

that the Doard no longer relles solely on the information it
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is given, they will hecome more serious,

T..% COMYLILNCE

As illustrated in Table V, I¥ and X there iz a probable
relationship between the cervices taxpayers enjoy from the
government anl the amount of tax they pay. Therefeore as a
Tirst step towards ensurin: voluntary c¢»mpliance from the
public, the government should srovide a minimum of all basic
social services to nll societiex in the steote. The Government,
with the help of the Directorote for Food, doads and Rural
Infrostructures should construect feeder roads to the rural areas
and provide them with at least voreholes for the supply of
water, | The government should also nrovide the people with
schools, medical centres etc and to uromptly offer assistance
to any school damaged by any natursl disaster. These services
and facilities should no lonser be confined to only suecific
Local Government Headquarters but evenly distributed throushout
the state.

The government should =lso embar't on an intensive compaign
aimed at educating the tnoxpayers on the need for them to pay
tax as a c¢ivic rasponsibility. The neoble need to know what
is expected of them in the form of tax contribution, how they
can discharge that obliz~tion, and the purposes for which
their contributions will be utilized. This is necessary
because uite often, the taxp-yer is left in the dark until

he runs into a tax clearance problem and then discovers that
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not only is he subjeect to a tax of which he is unaware, but

thot he is in arrears snd must {ace henvy pen-lties, In other
situntions ignorance is the source of such fear of the whole

tax payment procedure, consenuently they think th-t evasion

and non = payment seem the easiest way out. Dut if the

the people are adequately educated and more so, if they can see
some of the benefits of their tax payment, they will be motivated
to comply with the tax payment requirements prouptly.

Ailso the government should insist on the use of Tax
Clearance Certificates as a necessary condition for enjoying
some amenities of the state sovermment or getting; government
patronoze of any kind, Infact, the zovernment should even inzist
that for any business advertisement on any government medin
such as the Radio, Television or Newspaper, the sponsors shoul !
produce their tax clearance certificates to prove that they
have fully paid their taxes.

The state government should 2lso empower the Revenue Board
to adopt the 'Carrot' technique used in ~ome countries where
a discount or rebate is offered if early payment iz made hefore
a prescribed date. This could turn out to be an effective
incentive for voluntary compli=nce,

The government throu:h the Bo-rl az~in shoul! encourage a
system of advance payments of tax as estimated by the taxpayer
himself based on the tax payed the previous year, This serves

to reduce the burden of tax on him. The balance of the tax is
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payable when final assessment has been done, and it is to be paid
withia a2 mwonth or ot the most, two wonths of the izsue ol the
notice of assessment, If the taxpoyer conplies, he too should

enjoy some discount or rebate as an incentive.

PENALTIES ND FUOSICUTIONS

Mn adequate hut equitable system of penalities that is
used effectively is o neccssary componsnt of o ool tax
33

adiinistration'.” The state zovernment should as a matter of
urcency collect data of 21l tax defaulters for ot least the
preceeding four vears and publicly expose then at the same
time demanding that they pay up the tax arrenrs. The state
should copy the exnmmle of the Plateau State government.
On 9 .pril 1985, the Nigerian Standard carrisd the nemes of
tex defaulters who had failed to pay their taxes, some of
them for four years running. imong these defaulters was
a Gubernctorial Candidate of the Second Republic. The list
contained 87 names of tax defoulters owing the state about
B597,570.45 as unpnid tax.  This happened when Navy Copt,
Samuel /Atukum who knew no sacred cows wns Governor of the State,

MSelective use of the criminal method of

enforcement cnn have » most powerful announcement

effect. Selection of prosecution should be

done amonpgzst the hich income Business and Urofessional

class of the most persistant contumacious ond

recaleitrant defaulters, 2 goal sentence heing

strongly demnnied. If the court decides

accordinegly, a substanticl increase in voluntary
compliance ey be anticivabed® 34
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ENFORCCHMENT PROCIDURE

The first need here is for tax inspectors to be able
to identify tax defaulters and collect the necessary
informafion th-t coulld be used in preparinz a court case
agoinst them. The collection of inforucation can be done
by officers as they ro on their routine 'rpot checkst?,
by Ticket Inspectors and by staff of thz Investipation and
audit section,

When defaulters have heen found, they should be served
with the reminder notices as reguired by law and if they fail
to comply, the legal section should prosecute them, Prompt
disposal of tax cases in court with appropriste pentlities on
conviction will serve to discournse potential tax evaders.
ind to facilitate the quick disposal of such cases in court,
it is hereby sugrested that 2 sgpecial division of legel
and tex experts with = high Court Judge as chairman be ¢reated
in the Migh Court to try coses of tax default. |

flso the Board should avail itself of the provisions
of the various tax laws and Federal Government Decrees to
enforce collection of taxes. Tor example, the tox offices
should now pursue vigorously seftion 234 and 203 of the
Ingome Tex Management /ct, 1367 thot provides that Banks
should submit to the tax authorities on 2 monthly basis, a
comprehensive list of 211 their new customers and their addrezses.
The information customers supply to the bank is more accurate

and therefore should be used, .lso, the Doard should enforce
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with all vizour section 12 of the Federal Government Decree Ho.7
of 1936 on sales tax. This section stipulates penalties for

offences committed under the decree.

FUOLLER COVERALGD OF ThX BASH

The tax system in the stat: has been found te he lacking
in many characteristics. The characteristics of productivity
and Bquity are however very ilumportant. At this stage of the
economic development of the stete, taxation is o vital arm of
economic policy an’ therefore justifies primary attention to both
its growth an' equity aspects, 5So at this point, there is
great need for messures thnt will ensure fuller coverage in
assessnent of tax base = he it income, sales, property vnlues,
gifts ete. The identification and assessuent of all éOurces
of tox and the collection of taxes arising therefrom will
certainly increase the tax revenue at lgast three times,

This will go & long way in ;roviding a tax revenue that is
consistent with the rate of growth of the state 'economy!?
which will be used in financing development proje-ts, As the
canon of productivity is improved on, it will also help to
achioeve equity. Unless taxapayers feel th-t the tax system
is reasonably equitable there is not much that can be done to
encoura:te taxpayers cooperation.

Before -liscussing some of the taxes th-t have hich revenue

yielding potentials but are either neglected completely or hardly



being exploited, a consideration of some three aspects of equity
iz approprinte.

Pirstly, a moderate degroe of progress of income taxation
such as in Table 1 is prover. Highiy vrogressive direct
tax rates should be avoided for both aministrative and incentive
purposes especially ot our stoese of developnent. Secondly,
the tax cldministrative madhinery should onsure that people
receiving equal amounts of iucome irrespective of its sources
are not only subjected to, but actually pay thoe tax they are
suppesed to pay after all the allowsnces provided for in the tax
lawe. Receipicents of property income and the self-enployed
should at the least be as effectively and adequetely taxed as
the salary earner. And thirdly, income taxation should be
supplemented by a system of commodity taxes which should impome
heavier rates on luxury items, Commodity taxation, contrary
to a widely held helief, need not be inequitable, Un the
contrary, if the proper rate siructure is appliad, they will prove
a most effective way of improving tax equity in our system.

Inline with these points, some of thesc taxes (sales,
land and property) should eiiher be introduced or pursued more
virporously in the state,

The Federzl Government Decree No,7, 1906 has already impoaed
sales tax, This deeree which is attached as appendix A is
comprehensive anl will ‘help the tax authority cover taxable

commodities that it was not ablisz to oover bhefore,
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What the state tax authority should do is to ensure full
compliance by 2ll concernced and where there is an offence
compitted under the decree, it should be puniched strictly
as provided in the desree. This tax promises a lof of
revenue for the state if it is pursued vigorously right from
the bepinning.

Land and property tax, lppropriate emphnsis should now
be placed on land and prope-ty tax in the state. Thiz is
really poying=off in Lagos state ond there is ne resson why
it cannot in Kaduna State with the srowing urbanisztion of the
state, It is much eqsier to assess a nerson on the hasis of
the 1land or landed property he has than his person {income)
becsuse he cannot hide his land or landed pronerty., The Land
Rezistry should be compelled hy a state edict to provide
the Revenue Board with information for the purpose of assessing
land and property owners since it will be more difficult for
the Revenue Bo-rd to gather such information on its own.

In the state, especially in Urban and Semi-Urban nreas, large
stretches of land, developed and undeveloped, belons to a few
wealthy individunls and their families. Land and property tax
which should be sufficiently hipgh should he imposed on such
property as a means of tapping «ufficient revenue from such
persons who Pay little or no income tax. The tax burden of

maintaining such large estates wiiether developel or under-
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developed will act as a2 deterent to the wealthy ‘Jptie up their
capital on lands and buildings (safest way of disposing of
surplus cash no matter how acquired), This will genernte more
revenue for the state and nlso encourage suck land ond oroperty
owners to invest their resourcesz on productive ventures which
will help pgenerarte em:loyarni obportunities, thus helping to
achicve the much desired ‘listributive income effect,

Similarly, a wore promising way to capture small and
medimum scale traders in the tox nat is by assessing their
property - 2 net wealth tax gince property in whatever “form
inceluding equipments or stock—in-trade ete is more difficult
to conceal than income, This however, calls for knowledgeable

and well trained tax personnel,

CONCLUSICN

From this study, we have seen that tax iz not the most
important source of revenue to the state, being surpnssed by
grants from the Federal Government. [However, it iz the next
most important, and in fact, the most important source of
internally senerated revenue to the state and which the staote
government can influence throuch its fiscal policies,

at the moment, the revenue yield of tax is poor-less than
a third of wh-t is due as tax iz collected in the stabe,
The problems responsible for this poor performance have been

adequately discussed alon: with the ajppropriate recomnendations
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on how to overcome them, There is therefore need for urgent
attention.in view of the rising demand for socio-edonomic
development projects to be financed by the stn-e government in
the face of intolerable inflationcry pressures. The state
government cannot afford to depend on grants from the Federal
Govermnent now becausze of the poor world market for oil,
The government shoul. therafore ceame to watech with indifference
.

ot the activities of tax defrulters and franduient tax officials
all of which are major coauses of the poor performance of tax in the
state, The government shoulld face these problems squarely to
ensure growth in the tax revenue.

Aind as more revenue is renerated through tax, the
government should alse ensure a more even distribution of economic
benefits to all the taxpayers to enable them enjoy the benefits
of their tax payment, This will increase taxpoyers voluntary
compliance, reduce cost of tax collection anl increcse tax
revenue, Thé tax system has shown good potentials of hish
revenue yield, Thesze potentizls must be adequately exploited

for the economic development of the state,
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APPENDIX j

SALES TAX DECRIE 1986 - DECRUZ NO,7

Commencement 30th June, 1986
THE ¥ENERAL MILITADNY GOVERNMINT hereby
decress a5 follows: -

Tmposition Tmposition, Administration, ete of tales Tax

of sales tax 1% Ae from the commencement of this Decree
there shall be chérpged ond payable a tax
to ve Xnown as szles tax which shall be
administered in accordance with the
feollowing provisions of this Decree,
Taxable goods 24 The tax shall be chargeable and payable
and sarvices on the goods and services listed in
column 'A% of schedule 1 to this Decree
at the rates sgpecified in column 'H?
thereto where =
(a) a manufacturer or imvorter supplies
such goods o its accredited
distributors or agentss or
(b) A supplier supplies such services to
consumers in the course of its
husinesss

Eetablishment 24 There sholl be estaxblished 2 comittee to
of the Sales Tax
Committee

be lknown as the sales tax comnittee
(hereinafter in this Decree referred to as
the Committee'') which shall be subject to the

Control of the Minister in the performances of

its funections under this Decree,



Composition of the
Committee

Functions of the
Committee

R & s

by -

()

(b)
(c)

(a)

(e)

S5e 1.
(a)

(b)

The Committee shall comprise the
following members, that is to say -
The chairman of the Joint Tax Board
as Chairmanj

&1l members of the Joint Tax Doardj
One represent-tive of the productivityy
prices and Incomes Doards

one representative of the Board of
Customs and Txcicey

one representative of the Ministry
charged with responsibility for
matters relating to coumerce and

the Legal Adviser to the Federal

Board of Inland llevenue,

The Committee -

shall conduct commodity by commodity
survey on taxable goods for the
purposes of getting the pattern of
distribution of those goods in all the
States of the Tederation and recosmend
from time to time the rates of tax to
be charged thereong

shall, from time to time, fix with the
approval of the productivity, prices
and Incomes Doard, the price of

taxable goodsj
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(¢c) mey, from time to time, amend or
vary the list of taxable zoods
and services set oul in Schedule 1
to this Decree and the rates of
tax specified thereon, and

(d) shall do such other things as
are necessary and expedient to
ensure the smooth administreotion

of the tax,

(2) Any proposed amendaent or varistien to
the list of taxable goods and services
and the rates of tax thereon, set out
in Schedule 1 to this Decree, shall not
have effect until approved by the National
Council of State, and when so approved, shail

be published in the Gazette,



Tuorur ard
Procedure
cf the
Committee

Administration
of tax,.

Y- S

{(3) The Commititee shoall hold resular
(=)

meetings with representatives of
manufacturcrs, importers and suspliors
of taxnble poods or services in order
to arrive at the pattern of
comsumption and distribution of those
coode nnd services and the mode of
payment of revenue accuring from the

tax, .

6. Subject tc any dircetion that may be given

by the Minister] .the Committee shnall fix

its own quorum and otherwise repulate its

procedure, .

7.(1)

(2)

The Intornal Revenue Department of

each Btate of the Foderation shall

administer the tax subject to Ay

directions that may be given by the

joint Tax doard.

The Joint Tax Boord sholl be

responsible -

{a) For co-ordinating the tax and
ensurin: its administrotive
tidiness within existing tax

machinerys; -nd



Collecticm
of tax,

Payment of
tax
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(b) for reosclving any conflict that
may arise in the disbursement of
revonue from the toxe

COLLECTION AND PAYMENT OF MaX

8, (1) i manufacturer, importer or suiplier

shall, not later than A0 days after
the suprly of ony toxoble goods or services
te its aceredited disiributoery agent, or
censunmer in the easce of taxable services,
collect fram the distributor, agent or
consumery as the ensc may he, tax on those
socds or services at the rate gpecified din
gchedule 1 to this lecreey
{2) The refercnce price of any taxable noods

shall, for the purpeoses of caleculating
the tax, be the price fixed from time to
time by the Commnittee with the spproval of
the productivi€y, prices anc Incomes Doard,

9. (1) iny tax collected under secticn 8 of this
dedree shnll be vnid to the appropriate
state authority on or belore the 30th day
of the menth next following that in which

the tax is due, -



Pawer of
Inspection

10.
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(2) & manufacturer, irporter or supplier

(2)

shally when wmoliing o payment under
subsecticn (1) of this secticn, submit
a return in the Forms prescribed in
Schedule 2 to this bDecree,

a copy of every return submitied under
subsection (2) of this section shall be
forwarded tc the productivity, prices
and Incomes Seard which shall act as a

repository of information on the tox,.

MISCELLANSOUS

The approprinte State authority may in
writfgge authorite ony terson on its
behalf =
(a) to require ~ny manufacturer,
importer or supplicr =
(1) to produce any books, documents
or records relating to taxable
goods or services for purposes
cf inspectiony and if the person
80 requires, to permit him to
take copies of such books,

documents or recordss



Offences.

1.

(1)

¢ ¢2)
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(b)

(ii) to provide any informatixm which
in the opinion of the person
would assist in the inspectiond
and

(#ii) to smive such other asistance
ag may boe reguired for the
ingpection; and

to enter the prewises of any

manufacturer, importer or supplier
and remove any books, documents or
records relating to tnxable pgoods or
services where it has peason to
suspect that ~ contravention of this

Decree is being made,

Subject to subsecticn (2) of this

section, any manufacturer, importer
or supplier who contrevences or fails
te camply with any provision of this

Jecree shnll be puilty of an offence

under this Decree,

Subject to the rrovision of subsection

(3) of this scction -

(a) If any tax ccllected under
section & of this Decree is
net paid within the time

specified in section 9 of this
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Deereé, the appropriate State.
authority shall serve on the
manufacturer, importer or
supyunlier, as the case may be, a
dennng wote for the unpaid tax,
plus a sum'whiéh is eqpé}wto
. .
5 vercent of thcltafgqud
(b). If any sum degéﬁﬁég_uﬁder
parsgraph (a)'bf this subsgection
i3 not paid within 2 months of
such demnnd, the manufaciurer,
importer or supplier, as the
case may be; shall be guilty of
an offence under this Decree)
(3) The appropriate State authority may,
if it thinks fit, remit in whele or
in part any sum added to the unpaid
tax under subsection (2) (a) of this
sections
(#)  here an effence uncer this becree is
comnitted by a body corporate cor firm
or other associntion of individualg =~
(a) every director, manager; secretary
ocr other similar officer of the

body corporatej
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(b) every partner or officer of the
firmg

(c) every person concerned in the
manogensnt of the affairs of the
associlation; or

(d) every person who was purporting
to act in any such capacity as
aforesaid,

Shall sever:ily be guilty of that
offence and liakle o he proceeded
against and punished for the offence
in like mamner ns if he had himself
committed the offence, unless he

proves that the act <r omission

constituting the offence took place
without his knowledge. consent or

connivance, L
() An offence under this becree shall

be triable in the High Court of
a State,

Penalties 12, (1) Except az otherwise provided in
this Lecrse o person who is quilty
of an offence under this becrce
shall on convicticon be linble -
(a) for a first offcuce, to a fine

of #¥2,000 or imprisonment for

6 monthss
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(b) for a second and subsequent offencc,
to 2 fine of N3,000 or imprisonment
for one year cr tc both such fine
and imprisonment,

(2) The iu@titution of proceddings or
impositicn of any penalty under this
Deerce shnll not relieve any
manufacturer, importer or supplier, as
the case may be, from liability to
pay to the appropriate State authority
any tax which is or may become due
uncer this Decree,

Repulations. 15 The Minister may, with the avproval of the
National Council of Ministers, make regulaticns;
generally for the purposes of this Decree and
the due administration thereof

Interpretation 1%s In this Decrcc, unless the context otherwise
requires =

appropriate State authority’ means the
Internsl Revenue Jepartment of the State
where the distributer or agent of a
manufacturer or of an importer of tasable
moods or a supplier, in the case of taxable

services, carries on business;
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Citation and
Commencement.
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UCommittee” means the Sales Tax
Committee established under section 3 of
this Deerces

"Joint Tax Doard” meuns the Joint Tax
Board established under the Income Tax
Manacment .ct 1961,

"Minister!' mens the Minister charred
with rcsponsibility for matters relating
te finance

"productivity, Prices and Income Board™
means the produciivity, prices and
Incemes Doard established under the
Productivity, prices and
Incomes BDoard ..ct 19773

"Supplier® means the supplier of the
taxable services listed in parapgraph 1 of
cclum 4 of Schedule 1 to this Decreey
"'ax™ means the sales tax impose under
section 1 of this Decree;

axable goods'’ means the goeds listed
in Schecdule 1 to this Decreej

" taxnble services’ means the services

listed in Schedule 1 te this _ecree,.

This Dgeree may be cited as the Sales
Tax Dlecree 1906 and shall came into

force on 30th June 19386,



-~ 140 =

SCHEPULES

SCHEDULE 1 Section 2
TAXARLE GOODS AND SERVICES gdD RATESS CF ThX
THYEWON

A B
T« Taxable Services Bnte of 3ales Tax
Sales and services in registercd
Hotels, Hotels, Catering
datablichments, Restmurant; and cther
Fersonal service establishment
(excluding drinks) 5 per cent

2. Taxable Goods

1e Beer : : & 36k ner carton/erate
2, Yine liquor and oplrltu 10 per cent
3. Soft Drinks (including mxneral 2 er carton/brabe vater)
4, Cigarattes and Tobbaco ¢ : : & 5 ner cent
%« Jewels and Jewelleries 3 : !¢ ¢ 5 ner cent
6, Perfumes and Cosmetice (Excluding toiletries) :
H o5 r ot o+ 3+ %t 3 5 per cent
7« Blectrical and Electronics Bquipment
(Video Recorders, Stereo sets, Casettes Camerasy
Airconditioners, Fans, Deep Freezer) : 5 per cent
3. Carpets and Rugs (excluding Linoleum): 5 per cent
9« Bottled Natural Water (Excluding
Mineral Water) : : : : : ¢ :t 5 per cent

+ 13 -
4 . N
-
F]

LT TS

.
-

SCHEDULE 2 Section 9 {2)
FORMS
FORM A

(To be completed in respect of every distributor, agent
Or consumer )

SUPPLY OF TAXABLE GOOD3 00 SERVICES
Name of Manufacturer/Importer/Surpliel seesesesevassssrssossnoses
F S e Pt e Nttt e s e e aa sttt rr st erantsasessatsssseasetesnrne
Name of *Distributor/Agzent/ConSUMET sesecssosscscssosssosanas’
AAdTeBE sesuvecerrrraonas sseressenssansvsesvesssssvrsssacoane

Blll NO LA N N N N T N NN Y YR
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TAXABLE GOODS OR SERVICES SUPPLIED AMOUNT
oooc'o-olo-oaio-..on.oooc.o-.'--t-l

.......‘l.."....‘l....'.'..ll...".

esnsssnraldosiarsarisnssrirnnnaniend .
Totals ¢ ¢ ¢t & 3 3 3 OO
Add Sales Tax H : 2 H : - i

Gross Amount Payable @ s H 1 _ -
esebbedododaiseadadibbrsstiaal belocosantonbossannios

Supplied by Sipnature of
(*Delete words not arplicable) *Distributor/iAgent/Consuner
FORM B
MONTHLY RETURN OF PAYMENT
OF SALES TAX

Name of "™Manufacturer/Importer/Supplier sesecececsscssscsssvessssssnsce
AddresSeeeessessesscsesssssssssesscsassrssscssnsssssassscsccesssascscnns
Refs NOs esaevcsetssscansncssnsssssssssssvsissssnressanssvnsasonsosnsinn
Internal Revenue Department Code NO sesssvssacscssscasscscssscssssannn
Type of *taxable goods/services Supplied seseesescsssseccsccsesssssnns
Total value of *taxable goods/services supplied for the
MONEH OFf aseaviessarssssnsivioesisevas varesssddinssseieeceseiossssesssn
Besosesorooconssasscnsense
Sales Tax for the month of seccecssssees B
Aniount remitted ssessesisnisinserevsiode B
T certify that the amount stated above represents the true and
correct value of * taxable goods/services supplied and sales
taX 20lletted MY nuwE s s i e e iR e e SN SR AT s e e s e e e
L R T T L T T T
for the month of sesesseceseccesceasccseserecocsceccccrelToeoccsescsces
Details of *taxable goods/services supplied for the period
shown on the attached form C,
DIEDALUDE wewesemsacoervesess s@ereeee
Name sessceseessnsevsncssrccrscsanncnne

POSitiOﬂ L N N N N NN NN

Date L R I A I )

(*Delete Words not applicable)
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ERM C
TAXQBI_E GCDDS/SEI\J.VICECJ FO{{ I“IUNTH t-\-:F ...;.I..l..l...tli..llalocolli| a e

i et o e e kb e e St B &

butor/Agent/ taxable soods/
Consumer services
supplied

Serial Name of Distri Value of ISalcs Tax |Remarks
t

-____.--*ru._,‘ - ———

s R - ——

¥
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]
._......._...._...'%---_...-.

L R R R A R N N ) .

'

]

R R Y t

]
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'

LA R R R NN 1

Bhpas s sssrnnnsrd

I-va.-.o'--oo..ooo.

L LB B B B L L L N ]

LR A B B I N

'
'
1
¢
'
b
.
]
Shossssensanasesrae '
'
'
i

LR I A A A )

L]

(AR R N NN ]

'

LRI R R I I R I )

|
!
b
b
}
|
@t arssasssnsnansan “"—-—'d'—"“”*‘i'_‘"_“T“r"'.“‘#“'

Total IR R R NN NN RN ERE NN

Name and iddress of *Manufacturer/Importer/Suppliel cecesscccscccoces

(R N R R R NN RN E NI I B I LA O O B L O R O L N ]

(A R RN N R R R R R N NN (AR R NN NN NN EEENEENERENENRRENN]

Date Sipnature

(*Delete words not applicable)
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FORM DB

RETURN OF MONTHLY SALES CEARGEABLE COMMODITY/SCRVICE FOR
TI‘E MMH OF l...I-.l....I.'..I..l...’lg.'.I..C.

Name of Business .l...l.........ll'.!l.ll‘-......l..'.....l..l....-f“"
o-hddress ....'l.lI..........l‘....I..'......Illl.l.l..llll...ll.l’.lr‘lit
.......I.Il.......'..I'l.lll.I......l....................l...“l

IlRlDl Code NO./File NO....--...-o-ol-o-o.-cttt-oo.oooolo-oftoooonon.-a—

ARTTICLES SOLD /SERVICE { SUPPLILD
CHARGERABLE COMMODITY/SERVICL “LFALUE iTAK RATE | SALES TAX
Hotels & Catering Service B 0 N K
Soft Drinks ‘ﬂ
S SSUSUUTE OSSOSO SO A
Cigarettes, Tobbaco, Beer,
Liquor and Spirit
Electronics
e e e i G sl = OB, SOty e
Peformance & Cosmeties
s S ot A it ooyttt e ot e i i -
!
'

Total Sales Tax
ilecovered and Remitted t

A — —_— SN | IS

I certify that the amount stated above revresents the true

: !

)..._ reveer i

and correct statement of szles effected for the month of sesssscsvess
AR RPN APEPRIRNEPETRDRIETE . |2 IR RPN

I enclose herewith cheque/Bank dAraft NGeesesseesescsccsssosessen
dravm o jesesmisasanesanesssiBank for a cum O seessssseeseesissasess

as per details furnished above,

Date: LA R R R A I I
......l.l.I.l...;:.......l.....l

(Siznature of Taxapyer)
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FORM TP

IJIST OF DISTREUTORS/AG":P{‘I‘S FOE)t E'IONI_JPI{ OF besisinvnddsctdsossnbiodtbrenn

Serial Name and Address r Type of Taxable mantity of
No., of Distributors/ | Goods Sold Taxable Goods

Agents sold

N

1

+

1
v ..-I. L T T YT S

.

A e i —

«
t
]
P

|
!

-k  WoR  w m  edl  A———— -

Name and Address of *Manufzcturer/INperter sessvacsescesavecsssssose

........000.....t..!I.|0.0.'0...l.‘....ll.l.|....ll".......ol.—‘....

[ EE N RN NN NI NN A NI AN NI RN N A BB LB S A BT AR PR AR RR S

Date Sipnature

(* Delete words not appiicable)
MADE at Lagos this 14th day of farch 14906,

MAJORWGENERAL T.B. BADANGIDA,
Pregident, Commander~inChief
of the Armed Forces,

Foderal Republic of Nigeria
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EXPLAINATCRY NOTE

(This note does not form part of the above
Decree but is intended to oxplain its
purport)

The Decree imposes with effect from 30th June 1986 a
sales tax to be charged and payable on certain goods and
gservices at rate set out in 3chedule 1 to the Decree,

The Decree also preseribes the mode of collection and
remission of the tax and creates offences for failure to

comply with the provisicns of the Lecres,
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APPENDIX B

Board of Internal Revenue,
PalieB, 1036,

2T,

17th November, 10064

blesverissssalivenainsidae
dbdddtosdadobsdabnbbdadidd

L RE B B B BN BN R B B RE BN BN B R N N N ]
Dear 3ir,

FodieT ol TAX DIDUCTION AND RUHITTANCE

Plcase note thet as per our records, you are yet to remit
tax deducted in recpect of your staff throuzh the FP.i.Y.5, scheme

as specified helow:

Year ' Month
==L . e
L O I B B RE RN NN R B RN N R BN ORE N R RN ORECRE RN AN NEE A ) . [ 3L B B B N BN R N CEE BN R BN OB RN R R R RE BN NN
-
LI B B B B B A I NN R R N N BN RN B BE N RN N BB AN N N ) &0 2 4 A SR S P A B EPARA BB
L N BB IR B I B R BN R I RN N R B R B RN N RN ] ...ll.Q‘.....qll..‘.I"...
L R B BN B BN BB R R RE N RN R RN BN BN RE RN NN RN NN L B L B N R R BB B BN OB R BN BN BB L BN B B BN N

However, if you have made any payment in respect of any or
both of the above quoted pericd(s), you may forward your evidence
of payment to this office for confirmation,

You are further remindgd to complete and forward Annual
Returns form for the year(s) Greesesesineanrerrerarecarrans

I hope you will expedite action sccordingly, s0 as to stop
this office fram teking some steps that might be unpleasant to
your organisation anc staff,

YTours faithfully,

(.{n'\ N & N ABUBAK{\R )
For:Chief Inspector of Taxes i/cﬂ,
Revenuwe Office, Zaria,



