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ABSTRACT

Taxation is one of the tools employed by governments to generate
revenue, regulate the economy, and change markets for certain goods and
services. Consumption taxes, which are generdly levied on producers or
distributors, are generdly passed on to consumers in higher prices. The
generd sdes taxes, which are consumpt on taxes, are usualy classified
mto the turnover tax, sngle-stage sales taxes, and the value added tax
(VAT).

In Nigeria, two consumption taxes have been implemented on a
nationwide basis, namely, Sdes Tax (1986 - 1993) and VAT (as from
1994). The Sdes Tax faled to achieve its goa of bringing considerable
revenue to the State Governments. It was replaced with VAT in the hope
that VAT would redress Nigerias over-dependence on crude oil sales as
the main source of revenue.

The thrust of this study has been to examine and evaluate the
implementation, administration and productivity of Sales Tax and VAT
with a view to determining if the actual operation of the VAT system in
1994 was an improvement over the operation of the Sales Tax system prior
to 1994. The study aso attempted to draw a conclusion about the ability
of VAT to redress Nigerias heavy dependence on oil revenue.

This study reveded that VAT is more equitable than Sales Tax in
its coverage of the economy; greater attention was paid to developing clear

and practicable tax regulations and tax return forms for VAT than for
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Sales Tax; tax payer compliance was generally greater with respect to
VAT than for Sales Tax; and nation-wids VAT vyield in 1994 alone was
nearly seven times the total nation wide revenue generated by Sales Tax
during its eight-year duration under Decide No. 7 of 1986.

However, the implementation of VAT shares some of the problems
associated with Sales Tax, such as inadequacy of facilities and resources
to cope with the actual population of VAT-able persons in each state, and
inadequate implementation of audit and investigation procedures. It was
also observed that penalties for non-compliance or other offences were
rarely imposed.

Despite the administrative difficulties encountered in VAT
administration, it was observed that VAT was better organised, publicised,
and implemented than Sales Tax; and if VAT continues to be administered
with the same zeal and efficiency which characterised its first year
operation, it will bring in substantial revenue to the Federal Government
and the states.

The study concluded by offering some suggestions to the Federal
Inland Revenue Service to improve VAT administration and thereby

increase VAT vyield.
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CHAPTER ONE
INTRODUCTION

1.} BACKGROUND TO THE STUD'Y

Taxes are compulsory levies on private units for | general
governmental purposes. The term “tax’ is used to describe all revenue
obtained by government by way of levies on populations and organisations
within their territories. The financing of monumental development projects
and the associated recurrent expenditure 12quires a formidable tax system.
To this end Bhatia (1988) says that a government can enforce contributions
" {rom the public by imposing taxes on ind' viduals, groups of individuals or
other legal entities, to defray tile costs-of sommon benefits accruing 1o the
people from governmental operations.

Taxes are recognised also as a major instrument of national economic
policy. Nations increase taxes to subdue inflation, and in dcpfessions, they
grant tax reductions to stimulate private 1narkets and employment. Taxes
therefore play a crucial role not only as ¢ source of revenue but also as a
balance wheel in the economy. Taxes car be classified generally into twe
ways by:

(@)  What is taxed (i.e. the base of the tax) - the three main bases taxed
under this classification are:-

{1} Income {as in personal income tax, company income tax)

(ii) Expenditure (as in sales tax, VAT, excise duties, customs

duties)



;

(iii)  Capital (as in capital transfer tax, capital gains rax)

(b) Who is paying tax (i.e. traceability of burden) - the two categories
are:-
(i) Direct taxes which are levied on the income, weaith, property
or capital owned by an individual or other legal entity
(personal income tax, company income tax)

(1)  Indirect taxes which are paid indirectly as part payment for
a commodity or for a permit to do something (sales tax,
VAT, customs duties, excise duties, motor license fees).

Indirect taxes play an important role in the finances of developing
countries. Chelliah (1964) suggests that the structure of indirect taxation
must be so fashioned as to raise revenue especially from those who cannot
be reached through direct taxes,, to curtail the consumption of luxuries and
restrain mass consumption of non-necessaries. In order to achieve these
objectives he says it would be helpful to include in the indirect tax system
of a country consumption taxes levied upon sellers of designated goods and
services.

Consumption taxes are generally passed on to consumers in higher
prices even though initially levied on producers or distributors. In their
more general forms they are levied as tumover, gross income or value added
taxes at several stages of production; as sales or purchase taxes at
manufacturing, wholesales or retail stages; and as tariffs or customs duties
on imports and exports. In their more limited forms, consumption taxes

appear as selective taxes on liquor, tobacco, petrol and similar goods.
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When the classes of goods and services (on which consumption taxes
are levied) are defined in tax legislation, and the tax base is the money
value of the goods and services sold, the tax is called a sales tax. The base
of the sales tax refers to the amount to which the tax rate is applied.

Sales taxes are usually classified into three major groups, namely, the
general turnover tax, the single-stage sales tax and the value added tax
(VAT). The oldest and crudest form of the sales tax is the turnover tax
which is imposed whenever a product undergoes a market transfer. The
single-stage and value-added forms of sales tax have been devised in order
to avoid the multiple taxation characteristics of the turnover tax.

Generally speaking, sales tax are taxes due from the ultimate
consumers or users of the product even though they are collected by
business firms which sell the taxable products. The definition of business
firm encompasses, in principle, all those enterprises which turn out the
economy’s final products. According to Suallivan (1964), sales taxes are
intended to apply to the total value of all final products created by the
economic system during a given period of iime. Therefore, they should

encompass not only tangible commodities but also services.

R

ASLiIn 1D~
- - A A 1

12 RESEARCH PROBLEM

-

Before the introduction of sales taxation in Nigeria, the bulk of the
revenue of state governments came from federal statutory allocations, grants
and loans. The revenue from these sources was soon discovered to be

inadequate. For these state governments to survive, independent and

—

. IBRAR
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internally generated sources of revenue had to be tapped. One direction to
which many of them tumed was the intrcduction of tax on sales of certain
commodities in their territories. The tax was imposed by a Sales Tax Edict
or de enacted by the state government; some states used the name
‘purchase tax’ instead of sales tax.

it was the Ogun State Governraent that took the imitiative to
implement sales tax in 1982. This was implemented with considerable
success s0 tk-xat other states were encowaged to commence the scheme.
Between 1982, and 1986, manﬁx other stute governments (such as Lagos,
Oyo, Ondo, Bendel, Rivers, Cross Rivers, Anambra, Kano and Kaduna
States) also introduced the sales tax to their states. Each state government
decided on the specific goods and services that were to be chargeable, the
rates at which these commodities were to oe taxed, and the particular stage
in the production and distribution chain at which the sales tax was 10 be
imposed.

The Sales Tax Decree No. 7 of 1986 enacted by the Federal
Gavemment of Nigeria created nation wide uniformity with respect to
chargeable commaodities and tax rates. The Sales Tax was charged on nine
categories of goods and one type of serv.ce, and it targetted only locally
manufactured commadities. This gave the Sales Tax limited scope, making
it a selective tax on soft drinks, liquar, a few luxury goods, and catering
services. The Sales Tax system did not succeed in generating sufficient

revenue as time progressed.
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The Value Added Tax (VAT) which replaced Sales Tax in
December, 1993, is.much wider in scope, covering seventeen categories of
taxable goods and twenty-four categoriés of services as specified in VAT
Decree No. 102 of 1993. The FIRS Circular No. 9304 (1993) siates that a
considerable part of VAT revénue is to be realized from imported goods.

The idea of VAT in Nigena started in 1991 when, according.to Giwa
{199%), “the Federal Govemment decided to overhaul the Nigerian tax
systemm and shift from dependence on cil revenue and other traditional
sources of Tevenue to consumption taxation.” In this regard, the Federal
Government set up two study groups, one on direct taxation and the other
on indirect taxation. The objective of thesz groups was to review the entire
Nigerian tax system with a view to enhuncing efficiency and increasing
revenue yield. The Indirect Tax Studv Group proposed VAT in its
recommendations to the Federal Governmant. Iyioke (1994) described the
policy behind VAT as a “viable avenue tu redress the overdependence on
crude oil sales as the main source of revenue for the country, accounting for
about ninety-seven percent of Nigeria's income”.

From the findings of two Niéerian researchers, Anac and Atomatofa
(1991), "the only type of Sales Tax or VAT that can be succesfully operated
in Nigeria is one enacted by the Federal Govermment”. They drew this
conclusion after evaluating Sales Tax adm nistration in Nigeria under State
Govenﬁnent-enacted laws and under the Federal Government-enacted
Decree. Nevertheless, Sales Tax did not eventually achieve its goal of

boosting state-government revenue, even uader the Decree, which is why it



was replaced with VAT,

The VAT Decree is a Federal Government-enacted Decree. VAT
proceeds during the first year of its operation (1994) overshot the official
projection of N6 billion by N2.1 billion, to the surprise of government and
notable critics including the Intemational Monetary Fund. Nevertheless,
Iyl:oke {1994) hus listed the difficulties being encountered in administering
VAT in Nigeria as including "lack of finance, inadequate facilities and
trained personnel, and a low level of public understanding,” Thus it remains
to be seen if VAT will redress the nations overdependence on crude oil

sales as the main source of govemment revenue.

1.3 RESEARCH OBIECTIVES

The broad cbjective of this study is to examine and evaluate the
implementation, administration and productivity of Sales Tax and VAT in
Nigeria as operated by the State Revenue lloards and the Federal Intand
Revenue Service respectively. This exercise will be camried out in an
attempt 1o determine if VAT will overcome the difficulties encountereé n
ranning the Sales Tax sysiem and if it will aid in increasing the non-oit
revenue of the governmeni. To this end, his study would specifically
attempt 1o
{i} compate the actual operation of the basic asﬁects of implementation

and administration of Sales Tax and VAT in Nigeria,

(i) compare the problems which tax anthaorities faced during Sales Tax

operation, with the problems presently encountered in the VAT



system,

(iil}  determine if revenue generation from VAT has significantly
increased the funds available to state governments, and if VAT has
significanily increased the non-oil source of revenue to the Federal
Govemment, and

(iv)  draw a conclusion about the suitabi ity of VAT as a replacement for

Sales Tax.

14 EXPECTED BENEFITS QF THE, STUDY

Sales Taxes ought to serve as a sibstantial source of revenue for
state governments. The revenne generated under the former Sales Tax was
taken up by each state govermeni. VA" is collected on behalf of the
Federal Government, and the net proceeds are expected to accrue solely to |
the State Govemments after making an allowance 1o cover the cost of
~ administration incurred by the Federal Govemment.

(a)‘ 1t is hoped that the Federal Inland Re vénue Service will benefit from
this research in the following areas: |

(i} ~ a comparison of the tax adn inistration procedures actually
used for Sales Tax and VAT,

(i1} the problems listed by respondents on issues of compliance
by various categories of taxpayers, and the efficacy of
compliance checks and andit procedures,

(iii)  respondent’s rating ofl facilitizs at Local VAT Offices und

their ability to cope with the VAT-able population in each



state, and
(iv}  the recommendarions made by the researcher to the FIRS for’
improving VAT administration.
(b It is also hoped that business organisations and members of the
public who are VAT-payers will berefit from this research;
(i) by obtaining a better understanding of the operation of Sales
Tax and VAT as described 11 the study, and
(ii) by appreciating the importance of compliance with tax laws.
(©) The results of this study are expected 1o contribute to the knowledge
of students of taxation, and rescé.rcrhers i the field of taxation,
especially with regard to the areas recommended for further research.
Mast of the available literature on Nigerian Taxation are restricred
o taxes administered by the Federal Government (therefore
. excluding Sales Tax). This study comects this deficiency, and also

relates Sales Tax administration to VAT administration in Nigeria.

15  SCOPE DELIMITATION KASHIM IBRAHIM [1pos

——rr—

This research work is aimed at siudying the Sales Tax and VAT in
selected states in Nigeria. The data for the 12search will be collecte:} fram |
the tax officers in relevant tax bodies in the 5éleclcd states and the findings
~ of this study will to that extent be restricted to these states.

The time span covered by this study is a ten year period, 1985-194,
in order to cover the entire period in which Sales Tax wa.s uniformly

operated throughout Nigeria (1986-1993), ind to cover the time during
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which VAT had been in operation (1994) at the time this research was
undertaken. To create room for reference to the state sales tax (or purchase
taxes) in existence before the Federal Government’s imposition of uniform

sales taxation, the year 1985 is also studied. '

1.6 ORGANISATION OF THE REMAINING STUDY

The remainder of this study is organised into four chapters. Chapter
two reviews the existing literature on Sales Taxes and VAT. Adam Smith's
canons of taxation and the process of tax administration are described in
some detail. The chapter also traces the background of consumption
taxation in Nigeria and the provisions of the laws which brought Sales Tax
and VAT into operation.  The third chapter describes the manner in
which the research is to be carried out and the expected data to be collected
from tax officers in the selected states of the country. In the fourth chapter,
the data collected in the course of the research is presented, analysed and
interpreted in accordance with the objectives which the research is expected
to achieve. The concluding chapter summarises the entire research work,
puts forth some recommendations to tax authorities and other concerned

parties, and makes suggestions for further research.
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CHAPTER TWO

LITERATURE REVIEW

2.1 INTRODUCTION

This chapter draws extensively on existing literamure to explain the
major issues connected with the topic of the sesearch. Adam Smith's
Canons of taxation are laid out first to emphasize the basis on which a good
tax is built. A description is given of the nature of various forms of sales
taxes, namely, the tumover tax, the single-stage sales taxes and the value
added tax, pointing out the advantages and problems associated with each
tax. The basic aspects of tax administration are considered in detail. The
necessity for maintenance of records by taxpayers and the difficnlties faced
in this regard by small firms is also described. The issues of tax evasion
and avoidance are briefly considered.

A brief history of the development of consumption taxation in
Nigeria and a description of the Nigerian tax administrative machinery is .
given. This is followed by a narration of the legislative provisions which
es{ablished the sales taxes operated under state tax laws or edicts, the Sales
Tax operated under the Sales Tax Decree of 1986, and the Value Added Tax

(VAT) operated under the VAT Decree of 1993.

22 ADAM SMITH'S CANONS OF TAMATION

In his famous book *Wealth of Nations', Adam Smith (1776) 1aid out

four canons or guiding principles of taxation namely, equity certainty,
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convenience and economy. Slade (1971) .considers that the canons of

certainty, convenience and economy emphasize the importance of tax

administration, and thus he refers to these three canons as the “cancns of
administration’. Adam Smith’s four guiding principles of taxation are
discussed and further elaborated on using the ideas of other authors.

(a} Equity: 'The subjects of every state ought to contribute towards the
support of the government, as nearly as possible in proportion to
their respective abilities, that is, in proportion to the revenue which
they respectively enjoy under the protectiﬂﬁ of the state’.

A tax has to be seen to be fair, otherwise the problems asscciated
with non-compliance by ta.xpﬁyers emerge.  Although equity is a very
subjective concept, Powell (1988) believes that most people would take the
view that a particular tax should be based on the taxpayer's ability to pay.
There should be some attempt made to red.stribute economic power from
the wealthy to the less well off. Accotding to Powell, this is part of the
‘vertical equity of taxation’. A second aspect of the problem of eql‘.lity
relates to the "horizontal equity of taxation’ whereby it is held that people

in similar financial circumstances should be treated similarly for tax

ourposes. | KASHIM IBRAHIM LIBRARH

(b}  Certainty: 'The tax which each individual is bound to pay ought
to be certain and not arbitrary. The time of payment, the manner of
payment and the guantity to be paid ought all to be clear and plain

to the contributor and every other person’.
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Stnith says that this rule is necessary to prevent extortion on tﬁe part
of the tax collector. He regards precision in all elements pertaining (¢ the
payment of tax to be an essential protection to the taxpayers. Powell
(1988) adds that the taxpayer should know whzit, when, where and how to
pay, in such a manner that tax evasion by th: taxpayer is difficult.
(<) Convenience of Paymenf: *Every -ax ought to be levied at the
time and in the manner in which it is most likely to be convenient
for the contributor to pay it'. In the odinion of Odiongenyi (1987),
convenience of payment requires, among other things, that the
abject, and the time of coliection, of -tax be related to the habit. df
the people taxed.
(d)  Economy in Coilection: “Every tax ought to be so contrived as to
both take out and keep out of the pockets of the people as little as
| possible over what it brings to the public treasury of the state’,
Powell (1988) rephrases this principle a: follows: “a tax should be
easy to administer and cheap to collect so that the yield is maximised
relative to the cost of collection.” Collection costs are incurred by the tax
authorities during their task of tax administraticn, and these expenses are
covered by part of the revenue collected from axpayers. In the case of
cértain taxes, costs are also incurred by those persens who collect these
taxes on behalf of the govermment. Hmpl& of such persons are employers
who collect Pay-As-You-Eam (PAYE) tax from their employees on behalf
of goverment, and sellers who collect VAT ¢r Sales Tax charged on

commadities sold to their customers, remiiting the money so collected to the
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government.

Canons of taxation are the standards by which the quality of a tax
system should be judged (Odiongenyi, 1987). Powell (1988) recommends
Adam Smith’s canons as a starting point for analysing and evaluating a tax.
A 'good’ tax meets as many of these canons as possible though, as Powell
admits, because of “trade-offs’ it is usually impossible for a tax to meet all
of them. Odiongenyi (1987) observes that analysis of Adam Smith’s canons
has shown that there is room for possible conflict between these canons, and
that several writers since Adam Smith have put forward suggestions in an
attempt to resolve some of these conflicts. He recounts the attempt of
Hardley (1869) to resolve the possible conflict between the principle of
equity and the principle of cenainty by suggesting that certainty be given
preference over equity. Odiongenyi points out, however, that experience has
shown that where tax legislators and administrators strive to provide suitable
legislative provisions for every possible situation (for the sake of certainty),
this would lead to excessively detailed tax regulations which will only
confuse taxpayers.

Some authors have suggested additional canons of taxation to
supplement those put forward By Adam Smith. For example, Powell (1988)
puts forward two principles:

- the principle of efficiency which states that a tax should

achieve its intended aim(s) with minimum distortion or side-

effects, and
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- the principle of flexibility, which states that the tax structure
and the rates at which individual taxes are levied must be
capable of easy alteratior in order to meet new

circumstances.

23 TYPES OF SALES TAXES

A distinction is usually made between direct and indirect taxes.
With a direct tax the person benefiting from the income pays the tax to the
authorities, for example, income tax. In contiast, most taxes on expenditure
{or consumption) are termed indirect because the purchaser who benefits
from the consumption is charged, usually in the purchase price, but the
actual tax revenue is remitted, for convenience, by the seller to the
aullholitics.

Indirect taxes play an important role in the tax structure of
developing countries (Due, 1970), and they constitute a large part of
government resources in developing countries which may find it particularly
difficult to raise large amounts of revenue through income taxation
(UNTAA, 1974). Chelliah (1964) advocates that indirect taxes must be
structured so as to raise revenue especially from those who camnot be
reached through direct taxes. One means of achieving this goal is the use
of taxes on consumption.

The general soles taxes, which are charged on consumption of
designated commodities, are a form of indirect taxes. In the order of their

appearance historically, Shoup (1969) classifies the general sales taxes as
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turnover tax (in 1917), the single-stage taxes (in 1920) and the value added
tax (in 1954).

According to Due (1968) the aim o any general sales tax must be
“to provide uniform treatment of alternative methods of production and
distribution in order to avoid inequity and distortion of choice of method.”
In this way, the canon of equity will be complied with, to a certain extent.
Each of the sales taxes enumerated above discriminates less than its
immediate predecessor among types of business and methods of doing
business. Thus, “the value added tax exerts a uniform impact (on the
production and distribution chain), while the other sales taxes may be

considered deviants from this archetype” (Due, 1968).

23.1 TURNOVER TAX T wAS s IREAHIM | IBRAR

The oldest and crudest form of the general sales tax is -the '.m'nm;er
tax. Shoup (1969) documents it as having begun in the last years of World
War | (1517-1918) in an atiempt to collect Jarge amounts of revenue in
countries which were struggling with inflation and whose tax administrative
machinery had been crippled by war.

Sullivan (1964) describes the turnover tax as a multiple-stage sales
tax imposed whenever a product undergoes ¢ market transfer. In other
words, it is imposed at each sales transaction that occurs from the
manufacturer to the retailer before the goods finally reach the consumer.

The tumover tax bears a multiple taxation characteristic which is a

disadvantage compared with the manner in which the other sales taxes
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operate. Since the tax base of the tumover tax at each stage includes
previously taxed transfers, the tax burden passed on to the ultimate
consumer will vary with the number of previous transfers (Sullivan, 1964). .
In other words, the tax burden will vary with t.hc number of independent
firms involved in adding value 1o the product, since the selling price of the

product increases at each stage with the tax imposed on it.

23.2 SINGLE-STAGE SALES TAXES

A single-stage sales tax is a tax on siles transactions but applied at
only one stage of business activity. Due (1470} lists the possible stages as
the manufacturing stage, the wholesale stage: and the retail stage.

Acco.rding to Sullivan {1964}, the single-stage sales tax avoids the
multiple taxation characteristic of the mmo'.ver tax by allowing business
firms to sell intermediate products without paying tax, provided that the
purchaser produces an exemption certificate indicaring their destination.
Thus, the tax is “suspended” until the product reaches the final saleable

stage. The various single-stage sales taxes dare described below:

{a) MANUFACTURERS SALES TAX

The tax base for the manufacturer’s sales tax is the value of the
commodity as it leaves the last manufacturing firm to process it. The tax |
rate applied to this base may be a singl: rate or there may be tax
differentiation, according to Due (1970), with a heavier tax on luxury goods.

Due also explains that the number of taxpay:rs will depend on the relative
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development of manufacturing in the econoriy, and the policies followed in
exemption of small manufacturing firms.
The manufacturers’ sales tax introdiices an idea not found in the
fumover tax, that of a “tax suspension area” which Shoup (1969) described
as:

“a certain section of the business community, manufacturers in this
instance, of which every firm within the grovp is licensed. Commeodities
that enter this group of licensed firms are nct taxed upon enry and may
be wansferred tax-free within the group sinve a buyer within the group
quotes hig license number 10 his vendor. Cornmodities leaving the group
are taxed. Commodities leave the group whea a manufacturer sells 1o an
unlicensed fim or person such as a wholessler or retailer.”

The most serious problem in the satisfactory operation of the
manufacturers’ sales tax, in the opinion of Due (1970), is that of valuation,
that is, the specification of a taxable price. Due cxplainé that this problem
arises “because the stage at which the. ccmmodity becomes taxable is
commonly defined in terms of business firm rather than in terms of function,
that is, in terms of the manufacturing firn. rather than the process of
manufacturing”.  As a result, Due points ou , “if 2 manufacturer integraies
vertically forward by assuming some wholesa .ing and retailing functions, but
yer femains primarily a manufacturing firm, the tax is imposed on a value
of the commodity that includes certain wholesaling and retailing costs.” The
manufacturers’ sales tax therefore, poses certuin difficulties under the canon
of certainty.

According to Due (1970), the primary advantage of the
manufacturers’ sales tax is the relative ease of collection because the number

of manufacturers is small compared with the number of wholesalers and
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retailers. In many developing countries there are only a few manufacturers,
Due {1970) claims, and these are usually lerge firms and are often foreign-
owned. Manufacturing firms are easily sul:-jec:tlto effective control because
their records are well-kept and they are typically subje-ct ta audit by
chartered accountants who will detect mos! attempts at outright evasion of
tax. These factors serve to increase effic ency in tax collection and cut

collection costs, under the canon of econoriy in collection.

.(b) WHOLESALERS’ SALES TAX

A wholesalers’ sales tax is a modified manufacturers’ sales tax. It
applies to the last wholesale transaction lhrough which a commodity passes.
Registration of vendors selling af wholesale, but not those selling at retail,
serves as the primafy basis for delineation of taxable sales (Due, 1970).
Slade (1971) peints out that, in principle, "liability for a wholesalers' sales
tax attaches not only to all wholesalers, but aiso to those manufacturers who
© sell directly to retailers or consumers.” Thus; all such persons are required |
10 register for the tax.

Due (1970) indicates that developing cbuntries are rehuctant to use
this form of sales tax, and that usually this tax is limited to the industrialised
economies of developed countries. A substantial part of the revenue from
such a tax in developed countries will normaily be collected from
manufacturers for the following reasons:

(i) large retailers stock private brands made to their order by

manufacturers, and buy these goods wholesale from the latter,
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and
(i}  large manufacturers ofien undernake wholesaling functions

and sometimes even own retai. outlets for their products.

{c) RETAIJL SALES TAX

The retail sales tax is described by Due (1970} as "a tax designed to
apply to the retail transaction,.that is, the sale to the final purchaser (who
may be an individual consumer or a business firm purchasing for its own
use rather than for resale) or to a small retailer not required to register.”
The tax applies technically, not te sales made by retailers only, but to sales
ar retail whether made by a retailer, a wholesaler or a manufacturer. Thus,
a taxable transaction is determined by the pufpase of the purchase, not the
nature of the vendor. All firms, including marwfacturing and wholesaling
establishments, making sales at retail are required to register.

Sullivan (1964) notes that while the retail sales tax, like the
manufacturers' and wholesalers’ sales tax, is primarily applied to sales of
tangible personal property, i{ can easily be extended to various consumer

services if desired.

All single-stage sales taxes suffer from two limitations enumerated

by Due (1970} as follows:
(i) Their character requires a demarcation of the taxable stage
from non-taxable stage and the identification of taxpaying

firms. In Due’s view, this is not ar insurmountable task, but
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it may appear difficult to a government in a developing
econamy, particularly since many enterprises carry on
activity at more than one stage,

(ii} The rate required to obtain a given revenue may be high, and
the related concentration of .mpact is dir(;,cted to a particular
set of firms.

Due {(1970) is of the opini;:)'n that the above considerations provide

strong incentives to developing countries to extend sales taxation beyond the

single-stage form.

LA I 1 TR

233 VALUE ADDED TAX

The value added tax (V_AT) is "the Lutest and probably the final stage
in the historical development. of general sales taxation.” (Due, 1970). Due
traces the origin of VAT back to 1918 when the tax was recommended by
Dr. Wilhelm von Siemens as a substitute for the turnover tax in operation
at that time, Dr. von Siemeﬁs called his new tax the “improved turnover
tax";.or “refined Tumaover tax” since it was also a multiple-stage tax, but was
reﬁ_ncd to eliminate multiple taxation. Another recommendation for the use
of VAT was put forward by the Shoup Mission to the United States
occupation authorities in Japan (Sullivan. 1965). The first country (o
officially implement VAT was France in 1954, and Sullivan claims.t.hat it

was the French experience that aroused worldwide interest in “the

considerable revenue potential of VAT.
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The value added form of sales tax i one that applies io each firm at
each level of production and distribution, but taxes the value added by each
firm rather than total receipts (Davies, 1961). A firm adds value to items
purchased from the other firms by processirg or handling these items with
its own labour force and its own machinery, buildings and other capiltal
goods. It then sells the resulting product tc consumers or to other firms.
The difference between the sales proceeds and the cost of the materials and
otiler items purchased from aother firms is its value added, which is the tax
base of VAT. By limiting VAT lkability of each firm to the value it adds
to the final product, VAT avoids multiple tuxation. Thus, the canon of
equity is applied not only by taxing all econcrnic stages, but also by taxing
only the value added at each stage.

The value added procedures can be app-ied in one of the three ways
on the basis of the method used to calcuiate VAT, Either an addition or
subtraction procedure can be ilsed to calculate VAT. The subtraction
procedure, in tum, may bDe effecied either through the cost-subtraction

procedure or the tax-credit procedure. These procedures are brietly

described below:~

i) Addition Procedure

Under the addition method, as described by Sullivan (1965}, value
added is computed by adding together the various factors of production in
the form of wages, tent, royalty, interest, and so sn. It is ta this sum that

the VAT rate is applied.
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(ii) Cost-Subtraction Procedure

Due (1970) explains the cost-subtraction method as one in which the
firm applies the VAT rate to a calculated figure of value added, obrained by
subtraciing from total sales the amounts paid for purchases during the period

under consideration.

(i)  Tax-Credit_Procedure

Due (1970) considers the tax-credit method as the most common and
claims that it is widely regarded as the best procedure sinee it is simple for
the firm to operate and for the government to audit, Under this procedure,
as Sullivan {1965} explains, a firm calculates its tax liability by applying the
1ax rate to total sales and subtracting from this figure the tax paid on

purchases during the period.

23.3.1 THE ARITHMETIC OF VAT (ADDITION AND COST-

SUBTRACTION PROCEDURES

The addition and cost-subtraction procedures require that the trader
calculate t.he value added to the product he d2als with, and then apply the
VAT rate to this figure in order to arrive at the amount of tax. Figure 2.1
illustrates these procedures for the individuz!l firm at each stage of the
production and distribution process. For the purpose of simplicity only three
stages (manufacturing, wholesaling and retailiig) are shown, and the value
of the product at each stage are W100, M125 and N200 respectively. The

1otal value of the product at each stage consists of the payments made 10 the
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vérious factors of preduction which, for sirr plicity, are assumed to consist
of only wages and profit. Thus, value added at stage 1 may bé computed
by adding the W60 of wages and M40 cf profit (this is the addit‘ion
procedure) or, éltematively, may be comput:d by subtracting pufchases of
imermediaté products (zero at stage [) from sales of N100 (this is the cost-
subtraction method).

At each stage, once value added has been computed, the trader
calculates VAT by applying the VAT rate 1o this figure. This VAT is
collected from the purchaser of his product along with the sales value of the
product, and the VAT is paid over to the tax authority when due. In figure

2.1, VAT has been calculated given a tax rat: of five percent.



'sampasord wonsknqns-isos pue uonppr Susn
“Ajpountios v Jo uonnquusip pue uoganpoid jo afes 4083 JB PIPPE SN[EA JO %G 12 LY A Jo uonmindwo)  :pz aundif

QUIQEN o K4 Y LA (B

D0ZTH OTN 00ZW {  PIppe anea (o) o
(onpoxd Jo arpea TeULY

SL'E 144 ¥ { Burmm
(Aq poppe anjep
Y4 Woud
as sa8em
A %A 10poad apepouoisg

00z o0z 10R0OL] JO N[BA
M——::w-ux

24

§TL 44 _ 7 (  Buresopoym
(dq pappe anep

01 or Hjoid

| S sodem,

o0 - : 00l 1npoxd depauoy
CZI : : . . oAl 1I0P0L] JO SNRA

UTTESI[OL AL

00¢ 001 001 ( Fuumaemuem
(A poppe onjep

T or o]

. sade

tposd aaeponwdiug
E4]) 001 1NPOIE JU MRA
AT RETITGEY

2
C8R

N N M N N
ampodoxd ot AMPINL]
POppe e SPERYRS-1507) aouppY (xrp deppnpxgg)  oufis Dnaonoa o
Jowe e Tva usn pappr anprs Jo uongnd o) LGP JO anpRA IR pINpOLg Jooanges
. i

14



26

2332 THE ARITHMETIC OF VAT (TAX-CREDIT PROCEDURE)

Figure 2.2 shows how the VAT charge, given a tax rate of five percent,
builds up as product goes through its stages from the manufacturer to the
co'nsurner. Each trader calculates five per*éent of all his sales and keeps an
account of this as his “output VAT. He also keeps an account of the VAT
element in the purchase price of all goods a1d services invoiced to him, This is
his “output VAT'. At the appointed time fo- tax remittance, he deducts the total
input VAT from the total output VAT and pays the difference over to the 1ax
autherities. If the input tax exceeds the output tax, he claims a ref-._md from the
tax autharities.

Manufacturer makes components and sells : 2]

to wholesaler for 100*

(Value added N100}

Wholesaler sells to retailer for 125*
(Value added N23)

Retailers sells to customer for _ 200*
(Value added N73)

*All the above figures are net of VAT

K N

The manufacturer pays VAT of ' 5.00
The wholesaler accounts for VAT output 1ax of - 6.25

but deducts input tax of _ 5.00

paying a net sum of 1.25
The retailer accounts for VAT cutput ax of 10.00

but deducts input tax of : 6.25

paying a net sum of 375

Figure 2.2:  Ilustration of VAT computaticn of each stage of production and
distribution using the tax-credit procedure.
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2333 INVOICING THE CUSTOMER FOR VAT

Based on the basic data given in Figure 2.1, the following form of
invoicing would be adopted by the business firm at each stage of the production
and distribution chain regardless of the methed used to calculate VAT.

The manufacturer would invoice the wholesaler thus;

N
Goods purchased 100.00
Plus VAT o 5.00
Total payable 105.00
The wholesaler would then invoice the retailer as follows:
N
Goods purchased 125.00
Plus VAT 125
Total payable ' 12625
The retailer would then invoice his customer:
. N
Good:s purchased 200.00
Plus VAT 375
Total payable 20375

234 A COMPARISON QF THE VARIOUS FORMS OF SALES TAX

The operation of the turnover tax, single-stage taxes and VAT is illustrafed
in Figure 2.3. For simplicity, it is again assumed that there are three business
firms (manufacturing, wholesaling and rerailing). It is also assumed that the
imanufacturer sells his produet for N100 o the wholesaler who in tum sells it for
K125 1o the retailer who finally sells it to the ultimate consumer or user for N200.

The tax rate for each type of sales tax is g:ven as five percent.
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Vialue of TURNOVER  SINGLE - STAGE TAXES Value VAT
Ecopomic  Product TAX M.T.! WT.? RT.} added )
Stages (excluding (excluding

tax) : 1ax)

T N _ N N N N N
Manufactring 100 500 5.00 - - 100 5.00
Wholesaling 123 6.25 - 135 - 25 1.25
_ Renailing 200 10.00 - - 10.00 A 375

Final Value
of product 200 200
Tax ar 5% on

vatue of product
at final axable :
stage 21.25 5.00 7.25 10.00 10.00

"Manufacturers’ sales tax
*Wholuesalers' sales tax . _ — ..
*Revail sales tax

FIGURE 2.3: Comparative Operation of General Sales Taxes

The great advantage that VAT has over turnover tax is that of .avoiding
multiple taxation. Figure 2.3 shows that, for the same product taxed at 5%,
rumover tax amounts to N21.25 while VAT comes up 1o N10.00. This is because
the turnover {ax at each stage is applied 10 gross veceipts while VAT ix applied

only to the value added by each firm.

VAT has a built-in cross-check feaure which is explained by Sullivan
(1965) as follows: “The tax collected by Firm A (and subsequently paid to the
tax awthority) is reported by Firm B purchasing from Firm A as a credit against

Firm B's own tax liability. This encourages more correct reporting.” This cross-
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check however does not function on the final sales by the retailer to the clmsm*ﬂcr
since the latter does not have to account for VAT to the tax authority. Due (1970)
says that this cross-check can be introduced in other types of sales tax but is
more obvious in VAT.

In comparison to VAT, the tumover and single-stage taxes are less
complex and their concepts more easily understood by taxpayers (Due. 1970).
I'ne single-stage taxes involve fewer active taxpayers than do the tumover 1ax and
VAT, and thus provide the tax authorities with a narrower area within which to
concentrate their efforts. In terms of record-keeping by taxpayers, those under the
VAT system have a greater task according to Chown (1973) since VAT ~» both
purchases and sales must be compiled and cumulated. He suggc.t: *rat the
simplest way of recording these data is to have an extra column in both 1. sales

ledger and the purchases ledger, even though it is a task that requires additnional

time and effort. - o —

24  THE BASIC ASPECTS OF TAX ADMINI TION

The diligent execution of tax policies through proper and efiv - tax
administration will help to obtain increased revenue to enable government - arry
out its operations (Surrey, 1964). The work of tax administration is cmicied to
specialized agencies of the Federal and State Governments. There are a umber
of basic steps which occur during the actual process of tax admimstrat.. .n and

these are described below:



24.0 DRAFTING AND CODIFICATION OF TAX REGULATIONS

The law which authorises a tax does so in general terms only, and does not
give an exact and detailed expreésion of what is taxed and precisely how the
collection is ‘made. Slade {1971) stresses that preciston is needed so that the
1a£payers knows what he is to pay, and the tax officials know what they are 10
collect.

The policy, once it is formulated, has to be expressed in the torm of
administrative regulations which satisfy the canon of certainty. The drafting of
tax regulations, Surrey (1964} notes, is éﬂtén viewed as a simple and almost
automatic process. He alleges that in many developing countries “economists not
experienced in drafting regulations, or lawyers not versed in the technical ways
of taxation, often draft tax regulations”. A technique often adopted by such
persons, Surrey claims, is simply to copy froin other tax laws of the same country
or of another country. The final result, according to Surrey, if often a mixture of
provisions poorly adopted to carmrying out the policy decisions made for the tax.

The first step in administering a tax, therefore, is the drafting of tax
regulations which will enable the government to obtain a clear picture of the scope
of the tax. These tax regulations, Surrey (1964) advises should:

{i) be precise, their.boundaries well defined, their exceptions made ctear, and
the possibilities of their abuse anticipated and blocked;
(i1) describe the articles or persons to be taxed, and fix the rate and base of the

tax: and
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(ili}  divide the administrative provisions functicnally into aspects such as the
returns to be filed, the time for paymient, the other duties of the taxpayer,

the powers of the administrator, and the penalties imposed.

The next task is the codification of the tax regulations “by which 1ax
provisions are arranged in an orderly statutory and regulatory structure” (Slade,

1971). Afier this has been done, Slade warns:

“it cannot be assumed that this stage of the administration process has
been fully ended. The regulations which ar: guides to tax administration must
be aliered w ake account of administrative problems as they appear. {1 is never
possible 1o forsee in advance all the difficuliies that will emerge once the actual
collection of a tax is undentaken. Consequen: by from time 10 tme the repulations
need o be supplemented or even completely revised”.

| o)
I
b3

DEVELOPMENT QF FORMS

The next stage is the development m‘. tax forms so that the taxpayer can
prepare his tax rétums. Slade.(l97l} considers the development of forms to be
a highly technical and most difficult task in which two contrary elements contend
for mastery:

{1) .‘a good tax form, in order to be accurate, must contain all the blank

\lines for inclusion of thé basic data necessary for assessment of the
1ax, and

{i1) the form should be S.i;‘np.n'le, paticutarly where it is 10 be filled out

by untrained taxpayers.
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Slade says that simplicity should be attained, as far as possible, in the
arrangemenr of the data on the form and in the style in which the steps and
instructions have been written. "Accuracy in all details, however, is likely to be
attained only at the cost of simplicity. Conversely, a return that is simple may
sacrifice something in exactitude”. (Slade, 1971).
243 PUBLICITY ;

The work of administration thus far described has all been within the
offices of the government. Taxpayers must nolw be notified through public
announcements in newspapers, or on radio and television. In addition, Due {1970)
says that the tax regulations aré sometimes printed (or at least portions of them)
in the form of intarmation circulars for the prospective taxpayers, These serve 1o
mcrease the taxpayers’ knowledge of their duties and thereby promote greater

compliance.

244 LOCATING THE TAXPAYER

Bart of the foundations of successful rax administration rests on ensuring
that the taxpayers are in fact on the tax registers.  Surrey (1964) stresses that
“unless the tax authorities know who are the individuals or units subject tc the tax,
ihe whole machinery of administration will function with incomplete coverage of
the taxable area”. This is one of the requirements for the canens of centaimty and

cyuity: cenainty in knowing who the taxpayers are, and equity in ensuring rhat all
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taxpayers are identified. Consequently, it is important to prepare lists of
X payers.

The tegisters rﬁusr be kept current, and maintained in an  aorder
{alphabetical, geographical, etc.) which proves most convenient for effective use.
Every possible source of names for ‘hese registers must be investigated
thoroughly, such as records of other government departments, membership lists
of trade associarions, and so on. Surrey {1964) enumerates the important tasks of

the 1ax officials as being:

i 1o select among the various sources only those which promise to

be productive of names likely to be taxpayers,

(i1) to gather only so much information as can be efficiently processed,

and

(it} 1o devise an efficient system for converting the selecied

informarion into a continuously current form which can be used for

enforcement purposes.

- ATFHA T

2.4.5 OBTAINING INITIAL TAXPAYERR COMPLIANCE

Once the taxpayer is ascertained, the next step is that of obraining initial
comphiance from lom. His compliance 1o (e tax usually consists of a tax refum -
which provides the basic data tor the assessrent of the tax and, in some cases, the

tuxpayers’ computation and payment of his tax.
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Surrey (1964) enumerates the facrors that must be concenmrated on by

administrators in order to achieve a high degree of compliance.

(i)

(i)

(ii)

(iv)

The taxpayer must be fumished with the retum i.e. tax form) by
the tax authorities.or provided with ready access 1o it through post
offices, local agencies, and .rher centres of mass distribution. The
geagraphical distribution ot retums should take account of the
distribution of taxpayers in the coumtry, so that all areaa.receiire
sufﬁéiem returns. The returns should be distribured free, not sold
by the government or a private party having the concession for the

distribution of the form.

The form should be arranged in as simple as manner as possible
and the instructions writtent in as simple a style as possible.

The 1ax offices should be organised at return filing time 10 assist
the taxpayer in everyway possiblel, Patient assistance on the part

of 1ax officials will reveal those portions of the returns which cause

‘trouble to the taxpayers and thus enable corrections 10 he made in

subsequent forms.
Newspapers and other med:a of public information should be
utilised 10 explain the mechanics of the wx retwrn and the

requirements for filing.
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All the above fuctors contribute to inculcate the cancns of certainly and

convenience of payment into the 1ax system.

246 CHECK ON TAXPAYER COMPLIANCE: AUDIT AND EXAMINATION

. After initial compliance has been obtained from taxpayers, the authorities
must identify, as far as possible, those who have failed to tile retums or who have
made mistakes through ignorance or neglect, or who have deliberately cheated the
authorities. Surrey (1964} emphasizes that "no tax will work effectively unless
its administrators maintain an aggressive attitude with respect 1o the comectness
of taxpayers’ actions. A passive attitude by the authorities towards the errors and
falsifications committed by taxpayers will rapidly undermine the entire tax
structure, since the diligent and honest taxpayers will almost in self-defense be
farced 1o the level to the level of the careless and dishonest”. Under the canon
of equity, therefore compliance checks on taxpayers are necessary.

Slade (1971) advises that there mus: be machinery for receiving and
auditing the returns, determining their accuracy, and also there must be a system
of field examination. and investigations by which the tax authorities can
systemattcally arrange to check the compliance of taxpayers. As 4 first step, Stade
suggests that the taxpayer registers, if carefully prepared and matched against
incoming returns, will reveal the failures to tiie. After this :;Ia:p,. Slade considers

thar compliance checks involve more difficulty. In his words:

“Guenerally, limitations of personnel will make it impossibie tor cuch
returin W be fiven intensive soruting. A program of  investigation and
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cxamination of retuns must be planned.  Its objective should be an clfcerive
. examination which both saleguards the government from major loss and insnlls
n laxpyers 4 respect far the vigilance of the autharitics. Moreover, the program
must be ¢apable of completion within a year. as the next year will doubiless
bring in a new set of returns to be examined.

"There are no simple criterta w govern the selection of those reurms to
he wvestigated.  Expericnce will suggest certain classifications and the critical
factors within those classifications. Certain professions and business will warrant
more scrginy than others. It may feasible o plan both for an annual
examination of the most imponant retwns and for reaching as much of the other
returns on a scheduled check onee in a petioc of a few years, with all the returns
in the period examined when a check is made.

“Sources of information carefully collected in the tax offices will point
to the seleetion of particular retums for the purpose of investigation. The use of
a system of eostimared incomes will suggest other returns to be investigated.
Finally, a number of returns should be simply selected at random and examined,
both to gauge the effectiveness of the planned programmes and o make escape
from detection of non-compliance more hazardous and less predictable (for the
taxixeyer)”.

When a return is selected for examination, the investigation may take

several forms, listed by Surrey (1964) as follows:

(1)

(i1)

(113}

Suspicious and incorrect matters on the tax form could be handied
bv correspondence, especially for the smaller retums.
Alfemarively t'he. matters described in (i) above could be handled
on an offtce audit’ in which the taxpayer is requested 1o bring to
the tax office the data necessary to verify cenain items.

The most effective audit, and hus the method to be used for the
requrns. requiring a careful check, is the ‘field audit’ ar the
taxpayer's place of bustness. This type of investigation presupposes
effective record-keeping by the taxpayer. Consequently, its utility

will vary directly with the ability of the tax office to impose upon
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taxpayers the need for keeping adequate records.

Where adeéuate taxpayer records are lacking, the ingenuity and
resourcefulness of the administration are ¢ hallenged, but Goode (1962) indicates
there are still other means by which such taxpayers can be examined by the
administration. The tax office may attempt to reconstruct an average week for the
raxpayer’s busine;s and apply the resulting profit (or any other measure used)
reasonably to the entite year. [t can also resort to the use of extimates ot
mformed guesses about the taxpayer's annual profit or turnover by comparing the

characteristics of his business with those of similar business whose profits or

turnover are known,

Goode (1962) advises that the tax office should pass beyond this stage of
waorking out estimates to the compilation of it_s own standards based on the
workable data 1t has amassed over a period of time, including the rez;ults of
investigations of taxpayers having proper records. The use of these standards,
however, should be limited as far as possible to the selection of returns for
individua! audit rather than for the basis of tax determination itself. Thus, “the
returns should initially be compared with the standards, and those returns showing
considerable variation should be the subject of an office audit or field audit in
which the taxpayer's actual situation would be decisive in the acwal determination

of s tax.” (Goode, 1962,
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247 RESOLUTION OF CONTROVERSIES BETWEEN TAXPAYERS AND

TAX QFFICES

The process of audit and mvestigation deseribed above will result in the
determination of the taxpayers' tax liability as the tax office views it.  The
taxpayer wiil then be called upon for payment of this amount, either as the entire
tax or as an additional Hability if he has originally underpaid his tax due. In
response, some of the taxpayers may agree that the amounts requested are properly
due; but others will disagree and thus controversies will arise between the tax
office and the taxpayer. Accordingly, 2 procedure for handling and resolving
these controversies becomes the next stage of tax administration.

Surrey (1964} states that:

“the procedure adopted will neevssary depend on the coneept of
administrative law and judicial review of the particular country.  Esscnsially the
procedure should provide internal methods of judicial consideration when a
semlement at the administragve level is net recached.  Whatever may he the
precise methods adopted, however, the taxpaver must have complete conhidence

in the faimess and impartiality of the procelure as a whole. Such confidence
increases volunary taxpayer compliance’..

148 CONTROL OF DELINQUENCY: PIINALTIES

The goal of tax procedure is the collection of the tax. “The sure sign of
meffective tax admimistration s the presence of a very large delinquency in tax
pavments, for it indicates the lack of taxpayer respect for the tax system” (Surrey,
1964). Surrey is emphatic that delinquency in payment must be recognized by
mditaiting  taxpayer registers so that a taxpayers non-paymemt may be
anmediately nated.  As soon as the paymeiu date has passed, a formal demand

should be made to the taxpayer. 1f this step is noy effective, prompt and firm
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'procedures to follow the first formal demand must be devised by which the
taxpayer is made to see that his delinquency is known, that it is serious, and that
it will not be tolerated. If the adininistration is casual and unconcerned about
collection, the taxpayer will develop a dilatory atibude towards payment. If the
administration is alert and firm, taxpayers will react to that pressure and bring
order into payments.” (Surrey, 1964).

Firmness requires the presence of penalties and a resort to those penalties
when necessary. The penalties provided by tax law must make non-payment
expensive, Goode (1962) recommends that interest at a rate effectively higher than
the commercial rates should be charged automatically for late payment. However,
Surrey (1964) advises that the tax administrator ”rnhust be intelligent in his
firmness. An honest bur hard pressed taxpayer should be able to work out a
schedule of instalimental payments in the lignt of his ﬁnancial condition”.

Abdulrazaq (1993) advises that the tax regulations should catalogue the
various violations of tax l;aw‘ such as failure to file a return, failure 1o pa;? the tax
on time, failure 10 collect taxes or to pay over a tax collected, deliberate action to
avoid the tax through intentional falsification of returns, frauclulént record keeping,
ahd s0 on.

This is necessary, under the _caﬁon of certainty, so that every tax offence
is identifiable and speit out by tax law. For cach of these violations, Ah(lulraza;l
suggests that an appropriate penalty must be provided, which takes account of the

severity of the offence and can be administratively imposed. Surrey (1964)
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recommends that the most desirable penaliies are a combination of lump sum
penalties and percentage penalties varying with the amount of tax due,

Surrey (1964) claims that for some taxpayers, however civil monetary
ﬁﬂlicies are not sufficient. “Consequently. in most countries with effective tax
administrations, willful evasion and fraudulent conduct are criminal offences
puttishable by rine and imprisonment. The failure to apply the critninal penalties
in the books can have a demoralizing effect. In conrrast, it is generally found that
a few successful prosecutions and the aitendant publicity can have a most

exemplary effect. (Surrey, 1964).

2.5 MAINTENANCE OF RECORDS BY TAXPAYERS

Every responsible taxpayer is required by law to pay the correct amount
of tax, to file their tax returns cerrectly and promptly, and 1o maintain accounting
records in sufficient detail to enable them make proper tax returﬁs, (FBIR, 1992).
The tax authority is authorized to examine such records or any other relevant data
for the purpose of ascertaining the comectness of the return, or of making a retumn
where none has been made. Taxpayer records can be classified, according to Ola

{1985}, into primary and secondary records, which are described below:

WA s ET e .-

(i} PRIMARY RECORDS . S

The primary informal records common to all types of business, accounting

systetins d reporting methods are those documents such as invoices. bills and
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receipts upon which are recorded the individual transactions of buying and selling
merchandise, supplies, services, assets used in the business and capital assets.
Also o be included are such evidence ¢f financial transactions as cancelled

cheques, duplicate deposit slips and bank s:atements,

{b} SECONDARY RECORDS

The secondary or formal records, regardless of the accounting method
employed by the taxpayer, are the permanet books, worksheets and other such
records which list or summarize individual primary records in proper classification
-tesigned to aid the taxpayer in_detennining. at the end of any given pericd, his
financial status and profit or loss for the period. These secondary records may
consist of a single bock or records, a simple set of books, or a complicated set of
records in which numerous analyses, consolidations or summariz.ation.s are made

hefore the final result is obtained.

2.6 EXEMPTION OF SMALL FIRMS FROM TAX

Any tax that applies 1o large numbers of small business firms will be
marked, Shoup (1969} claims, by mispayment of tax, most of which will be
dc.]iberare underpayment, Effective control of' the small firm is very difficult and
expensive. The reason Due (1970} gives for this is that records may be poorly
kepi or, even where records are kept, the correct data is easily concealed because

they are not subject 10 outside audit and only one or a few a persons are involved
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in falsificarion. Thus, Due (1970} believes, the small firm will typically evﬁde a
large percemage of its tax bill than the large firm. Sullivan (1964) is of the
opinion that the cost of cnmp]ian-ce is high to the small firm becau.se X Tequires
a marked change from vintually no book-keeping to ar least a rudimentary sort of
bo.ok-keepin g. This is not easy for the often sémi-literate owner of the small firm.
Thus, the canon of convenience {for the benefit of the small taxpayer) and the
canon of economy (for both tax authority and small taﬁpaycr) are put ar risk.

Sullivan (1964} ciaims that there 5 no ideal solution to these two
administrative inequities, namely, tax evasion and high cost of compliance. She,
however suggesis that “a fairly systematic solution to the control problem can be
accomplished by exempting a cerain amount of sales volume per firm per year
{o_r month). Such an exemption can be granted to all firms, large or small, or
made to vanish graduaﬁy above a certain level of sales (“dwindling exemption’)
or. made to disappear suddenly once a certain level of sales is reached
(‘disappearing exemption) [Sullivan {1964)).

Due (1970} warns, however, that any exemption tends to induce a smalil
firm to cease growing before it reaches the taxable level, and induces a large firm
to spin off small wholely-owned subsidiaries, if smallness is defined in terms of
direct, not indirect, ownership. The latter,. Due says, is a simple practice with the
extended tamily business systern common 1 many deve.loping countries. This
éractice will endanger the canon of equity since such peopie are evading 4 tax

which, in all fairness, they ought to pay.
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Shoup (1969) proffers another solution by which exemption is granted to
all firms belonging to a sector in which tiny enterprises are numerous. He gives
the example of retail sales taxes which commonly exempt sales of most consumer
services since the major suppliers of such services are small finns or professional
individuals. These are exempted on administrative grounds because the cost 1o the
tax administration of effecting compliance from them, in relation 10 the tax

revenue they yield, is quite high.

e ————
KAS' 1M 182 ™M I
27  TAX EVASION AND TAX AVOIDANCE i ——t—

Tax evasion is defined by Abdulrazag (1995) as a “coniravention of the tax
laws where a taxable individual or company neglects to pay the tax due, or
understates his tax liability by making fraudulent or untrue claims about the
amount of tax due or about the quantity or value of the taxable object.”

Where evasion occurs with the connivance or assistance of a government
official, it is then bilateral evasion. (Shoup, 1969). The conniving or assisting
party may be the tax assessor, tax auditor, or tax collector. In many countries,
Shoup (1969) notes, the functions of assessment and collection are performed by
two quite distinct governmental agencies, apparently on the theory that a taxpayer
will find it more difficult to corrupt two men than one. Shoup disagrees, saying
that experience indicates that corruption of either is often sufficient.

Tax avoidance, in Abdulrazaq's words, “denotes the various devices which

have been adopted by the taxpayer with the aim of saving tax and thus shehering
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him from greater tax liability .which would have been incurred but for the tax
avoidance device." Avotdance of tax.. “is a legal reduction in the amount of tax

that would otherwise have been due, by a change in taxpayer's behaviour that is
motivated almost entirely by the prospective tax saving” (Abdulrazaq, 1993), It
involves the arrangement of personal «or business affairs within the law to

minimise tax liability.

2.8 BRIEF HISTORY OQF CONSUMPTION TAXES IN NIGERIA

Nigeria became a Federation effectively by the provisions of the 1954
Constitution.  On independence in 1960, the Federal Government had ‘the power
1o impose impornt duty, expornt duty and excise duty. Accordingly, the Customs
and Excise Management Act was énacted in 1958. Both the 1960 and 1963
Republican Constitutions conferred on the States (then known as the Regions) the
power 10 impose indirect taxes outsidé thosé listed under customs and excise.

| The 1979 Constitution which introduced the second Republic gave State

Governments residual powers to make lawx with respect to matters such as sales
tax and purchase tax. Several state governmenis enacted Sales Tax Edicts or
Laws for the purpose of charging tax on the consumption of some goods and
services in a .bid 10 boost internal revenue Teneration.

The Military Governmem that came inlo power n December 1983
promulgated the Sales Tax Decree No. 7 of 1986 which governed the unposition

and collection of a nationally levied sales tax, whose revenue was collected and
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retained by the state governments.

The International Monetary Fund (IMF) and the World Bank, which were
closely identified with the establishment, operation and monitoring of the
Structural Adjustment Programme (SAP), advised that the Nigerian tax system was
in dire need of reform so as to reduce government dependence on petroleum-
derived revenue (ljewere, 1993). The Federal Government set up two study group
in 1991 tomkcmmmmonﬁmmfmmdedmmedim& and indirect
tax system in Nigeria. i

The twenty-man study panel on Indireet Taxes, was set up by the Federal
Ministry of Budget and Planning, and its objectives (listed by Ijg'ilvm, 1993__5 were
to:

(i) shift taxation towards consumption (indirect taxation) iather than savings

(direct taxation),

(i1) reduce dependence on (petroleum) o1l revenue,
(i)  provide incentives for expornt production,
(iv)  improve the administration of indirect taxes, and

(v)  maintain a fairly even tax incidence across various lines of production.

This study group on Indirect Taxation recommended to the Federal
Government that a modified VAT (MVAT) be collected from manufacturers,
wholesalers and importers of goods and that, unlike the Sales Tax then in

operation, services be made subject to MVAT. It was also recommended that
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only a single rate of MVAT should be levied. Hewere (1993) gives the reason for
the recommendation of MVAT rather than a full-scale VAT (which extends to
retailers) as being the impracticability of full-scale VAT in Nigeria as at that time.
It was thought that evasion and avoidance of VAT would be brought on by poor
record-keeping, the large number of illiterate small retailers and small business
owners, the preponderance of the informal sector in the distribution chain and the
likely high cost of collecting VAT from a large number of VATable retailers
(liewere, 1993).

In his January 1992 Budget speech, the Head of State and President of the
Federal Republic of Nigeria announced that Government would set up the
necessary machinery for the introduction of MVAT to replace Sales Tax.
Consequently, a twenty - member MVAT Committee was appointed in May 1992
to make adequate preparation involving administrative and legislative changes in
the then existing tax procedure, to review the base and rate of Sales Tax to be
used for MVAT, to recruit and train administrators, to prepare invoices and forms,
and to conduct public enlightenment campaigns, workshops, and so on.

The Sales Taxes Decree was repealed in August 1993 with the introduction

of the Value Added Tax Decree No. 102 of 1993.

29  TAX ADMINISTRATIVE BODIES IN NIGERIA

Tax administration in Nigeria is divided between the Federal and State

Governments, each possessing its administrative machinery to assess and collect
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the taxes under its jufisdiction (Adedeji, 1969). The functional bodies under the
care of the Federal Government for taxation purposes are the Federal Board of
Inland Revenue, thé Body of Appeal Commissioners and the Joint Tax Board.

Each State Government has a Board of Internal Revenue.

29.1 FEDERAL BOARD OF INLAND REVENUE

The Federal Board of Inland Revenue (FBIR) was set up by Section 1 of
rh;e Companies [ncome Tax Act (CITA) of 1979. The operaticnal arm of the
FBIR is the Federal Inland Reyenue Service (FIRS) and its composition is
specified in the Finance (Miscellaneous Taxation Provisions) (Amendment) Decree
No. 3 of 1993 as tollows:

(a) an Executive Chairman who is a tax expen within the FIRS

appointed by the President,

{b) the Director and Heads of Department of the FIRS,

{c) the officer from time to time holding or acting in the post. of
Director with responsibility for Planning, R-esearch and Statistics
matters in the Federal Ministry of Finance,

{d) a4 member of the Board of the National Re?enue Motiiization,
Allocation and Fiscal Comimnission,

{e) a member from the Nigeria National Petroleurn Coorporation
(NNPC), |

D a Director from the Natnonal Plamming Commission,
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a Director from the Depariment of Customs and Fxcise,
the Regisirar -General of the Corporate Affairs Commission, and

the Legal Adviser to the FIRS.

The FIRS is responsible for the adrninistration of the following matters

listed by Abdulrazaq (1993) as follows:

t))

(i1)

(iti)

(1v)

Companies Income Tax Act 1979 which imposes tax on the
income of all corﬁpanies operating in the country excepr those
specifically exempted under the Act; .
Capital Gains Tax Act 1967 which taxes gains resulting from the
transfer of chargeable assets for valuable consideration. The FBIR
is rtesponsible for administering this tax on companies, non-
reSidents and members of the Aﬁned Forces and Police.
Petroleum Profits Tax Act 1959 which taxes the profits of

companies engaged in petroleum operations, that is, petroleum

exploration, development, production and sale of crude oil.

Armed Forces and Other Persons (Special Provision) Act 1971
under which come taxes on A:med Forces personnel and Police,
Foreign Affairs Officers and residents of the Federal Capital
Territory.

Industrial Development (lm:ohw Tax Relieh) Act 1971 which
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provides investment incentive to industries in Nigeria by granting
tax holidays to companies 11 designated pioneer industries.
(vi)  Value Added Tax Decree 1993 which imposes a consumpiion tax
on certain goods and services, and
(vil) Education Tax Decree 1993 which imposes education tax on
companies registered in Nigeria and establishes an Education Fund

imo which the tax collected shalil be paid.

292 JOINT TAX BOARD

The Joint Tax Board (JTB) was estublished by Section 27 of the Income
Tax Management Act of 1961. It is made up of Commissioners or Direcrors of
lmerﬁal Revenue from all the States, with the Chairman of the FBIR as Chairman

of the JTB.

Its principal functions include advising the Federal Government on uniform

taxation principles of income taxation, double taxation and relief agreemem.

29.3 STATE BOARD OF INTERNAL REVENUE

This is the tax authority for each state that is charged with the
administration of the tncome tax laws of the state. Its operational arm is known
as the State Internal Revenue Service (SIRS). The composition of the State Board

s specified in the Finance (Miscellaneous Taxation Provisions) Amendinent
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Decree of 1993 as follows:

(&)

{b)

the Executive Head of the SIRS as Chatrman who (s a tax expert
within the state service appointed by the State Govemor,

three other persons nominated by the Commissioner for Finance in
the State,

the Directors and Heads of Department within the SIRS, and

a Direcror from the State Ministry of Finance.

The administrative organisation of the State Revenue Departiments are

basically the same throughout the country according 1o Abdulrazag (1993) except

for stight variations in designation and devolition of responsibility.

The Finance Decree No. 3 of 1993 states that the State Board of Intemnal

Revenue is responsible for;

(a}

(b)

(c)

(d)

ensuring the effectiveness and optimum collection of all taxes and
penalties due to the Government under the relevant tilWS,
assessment and collection of tax and accounting for all amounts so
collected in a manner prescribed by the Commissioner,

making recommendations, wher: appropriate, 1o .Ihe JTB on tax
policy. tax reform, tax legislation, tax treaties and exemptions as
may be required from time ta time,

genetally controlling the management of the SIRS on matters of

policy, wwd
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(&) appointment, promotion, transferring and imposition of discipline

on employees of the SIRS,

2,10 SALES/PURCHASE TAXES OPERATED UNDER STATE LAWS

The sales tax (or purchase tax) laws promulgated by the cefunct Anambra
State, Kaduna State and Oyo State are summarized in the following pages. These
taxes in Anambra and Oyo States were called purchase texes which are
synonymous with sales taxes. In both cases, the seller of taxable commodities is

the agent that collects taxes from the buyer on behalf of the government,

2.10.1 ANAMBRA STATE PURCHASE TAX LAW (NO. 1 OF 1983}

The Anambra State Finance Law (Amendment) No. t of 1983, which was
published in the State Gazette, provided that purchase tax be collected in respect
of the following: |

(a) every service rendered for monetary gain by a hotel, guest house,

inn, motel, and other similar institution which provides boarding,
lodging, catering, laundry or other ancillary services;

(b) every sale of cigar or cigarette, beer or any alcoholic drink;

(c) every laundry service, and

{d) every charge or fee for advertisement, whether in the press. radio,

television or other media of public information.
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The rate of tax was:
{i) five percent of the turnover on sales or services,

(1) ten percent on adverisement in media or public information.

The tax was due from a purchaser or consumer at the time of purchase of
1he tuxable commodity and was ¢ollected at saurce, accounted for and paid over
hy the supplier to the State Board of Intetnal Revenue.

Every suppiier of taxable commodities was required to keep and maintain
ho‘oks, accounts and other documenis in relaﬁon to the business carried on, the
services rendered, and the tax collected on such business or services by the
supplier.

For every sale made or service rendered to a customer, the supplier was
required to issue to the customer a bii‘a shcwing the nature and amoum of each
sale made or service rendered, the total amount of such sales or services, the
purcha:lie tax deducted at source of the tumnover of alf such sales or services, and
the gross amount af such sales or services.

Every supplier was required 10 keep and maintain a daily record as well
as a monthly suMary showing all the sales made and services rendered by him
to consumners. Not later than the 30th day of each month, the supplier was
required to render to the Revenue Board, the return of ali tax collected for the

preceding month in the form of a monthly summary as referred to earlier on.
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Where a supplier failed to collected tax or to pay over to the Board any
tax collected by him, or failed to render returns or to keep a daily record or
mémhly summary of sales and services, or if he renders false or inconsistemt
returns or statements, the Board after inquiry, had the power to determine the
amount of tax due. Thereafter, by a notice in writing, the Board would inform the
defaulter of the amount so determined, requiring him to remit the amount or
otherwise accoumt for it within 21 days.

A supplier who failed to comply with or who acted in contravention of any
provision of the tax law was guilty of an offence and liable on conviction to a fine

andjor an imprisonment 1erm.

W ATLIYN IRALIIM ""thY]
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2.10.2 KADUNA STATE SALES TAX EDICT NO. 8 OF 1984

The Kaduna State Sales Tax Edict made provisions for charging sales tax
on the chargeable commodities listed in the schedule to the Edict at the rates
specified in the schedule. The Edict was published in the State Gazette and its
details are given below.

Hotel and catering services, soft drinks, electronics, perfume and cosmetics
were taxed at ten percent while cigarettes, tobacco, beer, liquor and spints were
taxed at five percent.

Purchasers or consumers of chargeable goods or services were liable to pay
sales tax at the time of purchase or at the time of consumption of the goods or

services respectively. The seller or supplier of the chargeable commodity was
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expected to collect, account for and remit the sales tax to the Revenue Department
of the Ministry of Finance and Economic Planning, Kaduna State, |

Every seller or supplier of chargeable commodities was expected
to keep, maintain and preserve such records, books and accounts in respect of all
(r.ansactions by him on any chargeable commeodity and enter therein regular
accounts of the sales tax cotlected day to d4v. Such records ‘mclud‘e the duplicates
of the receipts issued by the seller or supplier to the purchaser or consumer of the
chargeable commodities. Daily records of the sales tax collected were to be
remitted Imonthly to the Department by the seller or supplier on or before the tenth
day of the month following the month for which the sales tax is due.

Where a seller or supplier failed to make a return or remittance as required
by the Edict or if his returns were not substantiated by records, the Revenue
Department had the power to make an estiimate of the total amount of sales tax
due. Subsequently, the Department could order the seller or supplier in v\_:ri{ing
to pay the estimated amount to the Departrent within 21 days of the date of the
date of the service of the order. The Edict also specified thar if the seller or
supplier had any objections to such an order by the Department, he could serve
a notice of objection n writing to the Department within fifteen days. Once the
Department had considered the abjection and subsequently affirmed or amended
the said estimate, the seller or supplier would be notibied and required 1o pay the

required urmnount within ten days of notification.
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Any contravention or failure to comply with the provisions of the Edict
constituted an offence for which first offenders were liable to pay a fine of N1,000
and subsequent offences artracted a fine o N2,000.

The Kaduna State Sales Tax (Amendment) Edict No. 12 of 1985 made
some changes to the sales tax rates. Hotel and catering services, cigarettes,
tobacco, electronics, perfume and cosmetics, carpets and rugs attracted 4 tax rate
of five bercenl, soft drinks w.cre charged at 1en percent, and beer, liquor and spirits

were taxed at fifteen percent.

2.10.3 QYO STATE BURCHASE TAX EDICT NO. 6 OF 1984

This Edict was an amendment of the Purchase Tax (Catﬁring and Hotel
Services) Law No. 10 of 1980, and it covered three categories of commodities,
with the tax rafe varying from twd ta five percent.

The first category consisted of sales and services in inns (hotels and
motels, etc) 1o customers, with exemption of beer and soft drinks. ‘The Tale
chargeable was five percent of the gross charges of the inn.

The second category was made up of beer, soft drinks, Hquor, wine, spirits,
lobacco and cigarettes, and the rate of tax for commodhies was Jive percent of
retatl price.

The third category comprised electronic equipment such as air conditioncr;;, |
elevisians, video recorders, radio sets, tape recorders, cameras, fans, refrigerators

and deep freezers. The chargeable rate for these goods was five percent of retail

*
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price. S
o Evér& -purchaée of '.consui'.ner of :the‘ .clﬁargeable commodity wés liable 1o

pay purchase_tax ai the time of purchase or consumption. The tax de 1o ba
collected, accounted fo r and remiited to the Siate Tax Board by the seller of ;uch
commod;ities. Tax was 10 be remit_tecl monthly to the Board by the tenth daj' .of
the.. month next foﬂbwing that for which the tax was due. All sellers in the state
were expe_cted 1o register with_the__ Board for the tax. .. -

li)aily re.co.rds were to be kept and maintained by sellers in relation 10 sales
of taxable commodities and in relation to the tax collected on such. .Monthly |
summaries of all goods and services transacted within the month were 10 be made
" and submitted to the Board.
Failure 1o make monthly rf.;tu.nis' would .l.cadl tc; the.'Bc.}ard .maki1-1-g dn
_ c.siimatc; of tax which the registrable person failed to collect or which he collected
~ but did not account for, and such estimated ﬁrﬁoum would thereupon become due
from such person to the Board. The Board would give notice in writing, either
by personal delivery or by mail, to the defaultef requiring that such estimated
amount be paid over to the BOard within thirty days from the date the notice is
served or mailed. | |

}?ailuré o comply with tax re.mi_tthncc r:;quir_ern_ents, or failure to callect tax
on taxable sales, among other foenées; could lead to the 'person heing charged to
High. Court, and on conviction such person could bc liable 0 fine ranging from

NS00 to M5000 (depending on the severity of the offence y andfor an imprisonment :
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term.

2.11 SALES TAX OPERATED UNDER DECREE NO. 7 OF 1986

The Sales Tax Decree No. 7 of 1986 imposed, with effect from 30 June
1986, a sales tax to be charged on certain goods and services at rates set out in
Schedule | to the Decree. The Decree also specified the mode of collection and
remission of tax, and the penalties for failure to comply with the provisions of the
Decree. The retails of the Decree are summarized below, with references 1o the

relevant portions of the Sales Tax Decree (§STD) indicated in parentheses.

() TAXABLE GOODS AND SERVICES (Schedule 1 to STD 1986)

Taxable Commadities Tax Rate

Beer 36 Kobo/Carton*
Liguor , Wine and Spirits 10%

Soft drinks (including mineral water) 24 kobo/Crate*

Cigarettes and Tobacco; lewellery; Perfume and Cosmetics;
Electrical goods; Carpets and Rugs; Bottled natural wates. 5%

Sales and Services (excluding drinks) in Hotels, Motels,

Catering establishmenis etc 5%

* Changed 10 5% in December 1989.

(b) THE SALES TAX COMMITTEE (Section 3 - 5 of STD 1986)

The Sales Tax Committee was established by the Decree and was subject
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to1he control of the Minister of Finance. Its members were the Chairman of the

JTB as Chairman and a representative each from the Productivity, Prices and

Incomes Board, the Board of Customs and Excise and the Ministry of Commerce.

The functions of the Committee, set out in Section 5(1) of the Sales Tax Decree,

were 1o:

(1)

(i)

(i)

(v)

(c)

conduct commodity by commodity survey on taxable goods for the
purposes of getting the pattern of distribution of those goods in all States
of the Federation, and recommend from time to time the tax n;tes 1o be
charzed thereon;

from time to time, fix prices of taxable goods, with the approval of the
Productivity, Prices and Incomes Board;

from time to time, amend or vary the list of taxable goods and services;
and

do such other things as were necessary 10 ensure the smooth administration

of the tax KASH!M IBRAHIM LIBRARY

-

ADMINISTRATION OF THE TAX (Section 7 of STD 1986)

The Internal Revenue Department in each State was respousible for

administering the Sales Tax subject to any directions given by the ITB. The ITB

was responsible for coordinating the tax and ensuring its administrative udiness

within the tax machinery then in existence. It was also responsible for resolving

any conflict that arose in the disbursement of revenue from the tax.
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(d) COLLECTION AND PAYMENT QF THE TAX (Section 8-9 of STD 1986)

Sales tax was chargeable and payablé on the goods listed in Schedule 1
where a manuofacturer or importer supplied such goods to accredited distributors
orf agents, while tax was chargeable on services listed tn Schedule 1| where a
supplier sold such services to customers. Tax from these purchasers was to be
collected not less than thinty days after the supply qf goods to them. The
reference price of any taxable commaodity was, for the purpose of calculating the
1ax, that fixed by the Sales Tax Committee.

Any tax collected was to be remitted to the State Intemal Revenue Board
on or before the 30th day of the month next foliowing that in which the tax was
due, Together with such remittance, a returmn was expected to be submitted in the

torms prescribed in Schedule 2 to the Decree (see Appendix 3 on pg. 143-146).

‘4 LIBRARY
(¢)  OFFENCES AND PENALTIES (Sections 11-12 of STD 1986)

Faiture to comply with any provision of the Decree was an oifence under
the Decree. Where tax collected was not remitted within the specified time
period, the state authority was to serve on the taxpayer a demand note for the
unpaid tax plus a sum equal to five percemt of the tax, to be paid within two
months of the deménd.

A person guilty of an offence under the Decree was to be tried in the High

Count of the State whose jurisdiction he came under. On conviction, he would be

Hable:



60
(i) for a first offence, to a fine. of N2000 or imprisonment for 6
months, and
(i) for a second and subsequem. offence, to a fine of N3000 or

imprisonment for one year, or both.

2,12 YALUE ADDED TAX OPERATED UNDER VAT DECREE NO. 102
 OF 1993 -

The implementation of VAT officially commenced on st Jénuary 1994,
The VAT system in Nigeria is administered by the Federal Inland Revenue
Service (FIRS), The VAT Dirtectorate within the FIRS is centrally located at the
Head Office in Abuja with a natwaork of Zonal and Local VAT Offices th_mughout
the Federatioﬁ.

The various provisions of the VAT Decree (VATD) are briefly cutlined

below, with references to the relevant sections of the Decree given in parentheses.

(@) TAXABLE GOODS AND SERVICES

VAT is levied on goods specified in Schedule 1 to the Decree and services
specified in Schedule 2 at a single rate of five percent. Schedule 3 conrains a ]is..:
of goods and services exempt from VAT. Schedules 1, 2 and 3 are displayed in
Appendix 4 ¢n pages 135 - 1536, VAT iy charged on non-exemprt impons into
.Nigeria. All exported goods are zero-rated, that 1s, such goods are VAT-able at

ZeTO percent.
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{b) VAT-ABLE PERSON

A VAT-able person is specified by FIRS Circular No. 9304 (1993) as one
who trades in VATable goods and services for a consideration. Every VATable
person has an obligation to register for VAT paymém. The registration covers all
the business activities of the VATable person who can be a sole proprietor, a
professional, a partnership, a limited liability company, a club, association or

charity (Section 42 of VATD).

Var A L s Rl »M i1

(c) VAT REGISTRATION (Section 8, 10 and 11 of VATD)

All manufacturers, imponters and suppliers are expected to register for
VAT payment within six months of commencement of business (or within six
months of commencement of VAT in Nigeria, for businesses in existence before
then). The prospective taxpayer is expected to obtain and complete VAT Form
001 (See Appendix 5 on page 157) and return it to the nearest Local VAT Office.

A taxable person will both suffer VAT (input VAT) when purchasing
goods or services for business purposes, and charge VAT (output VAT) when
supplying goods and services to customers. Except his business is registered for

VAT, he cannot charge VAT, and the input VAT he suffers cannot be reclaimed.

(d) VAT RETURNS (Section 13 of VATD)

Returns are to be rendered to the VAT Directorate through the Local VAT

Office on or before the fourteenth day of the month following that in which sales
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were made. Every VATable person must keep records of all supplies made and
received. The documents required for VAT retums are the cheque(s) written for
remitiance of VAT and VAT Return Form 002 (see Appendix 6 on page 158).
Form- 002 must contamn detals of supplies made and received during the month
being accounted for,

Liability to VAT arises when the output VAT exceeds the input VAT. The
net VAT due is paid to the Local VAT Office or, if tax is owned tc the VATable
person, a refund is claimed. |

To ensure proper recording of VAT collections and to support monthly
VAT returns, certain statements should be prepared and made available to tax
inspectors during their audit and inspection of VAT compl_iance (Ijewere, 1995).
These statements are:

(i) copies of cheques for monthly remittance of VAT,

(i}  copies of VAT Return Forms 002,

(1it) 4 statement of input VAT,

(ivl & statement of output VAT, and

v) copies of source documents (if practicable)

(e) VAT RECORDS AND ACCOUNTS (Section 9 of VATD)

Every YATable person is required to keep proper records and books of all
transactions sufficient enough to calculate the correct amount of VAT payable.

These include cash book, sales and purchases day books, ledger accounrs and
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balance sheet, among others. Specifically for VAT purposes, tax invoices are to
be issued for all supplies and VAT accounts are also to be kept (FIRS, 1994a).

The tax invoice is to contain the following information, specified by FIRS
Circular No. 3 (1994a):

(i) Taxpayer’s Identification Number

(ii) Name, address and VAT Registration Number,

(iii)  Customer's Name and Address,

(tv) A description of the goods/services supplied, and their quantity,

rate of VAT, and rate of any cash discount offered, and

(v)  the total VAT payable by customer. s + e |

The VAT account is a sumumary of the output and input VAT in a nonmal
ledger account form, usually kept in the creditors ledger. VAT on purchases, bad
debt relief and so on, are debited to the account. VAT charged on sales for the
month are credited. Where there is a credit balance, a bank draft is prepared and
paid over to the local VAT Office. Conversely, a debit balance calls for a refund

and this would be made by the FIRS after necessary verification.

(N VAT INSPECTION

VAT Officers and Inspectors are empowered by Section 35 of the VATD
1o make periodic visits to VATable persons to carry out audit and investigation

procedures. According to FIRS Circular No. 3 (1993) such visits are:
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(1) to ensure compliance with VAT re_gistralion and regulations,
(i1} 1o ensure that the full amdunt of VAT collected is prompily accounted for,
(iii) 1o examine the method of recording transactions and cffer suggestions
where necessary,
{lv)  to afford the VAT payer the opportunity to ask any questions and seek
clarifications from the VAT Officers and Inspectors, and

(v) 10 educate VAT payers on new developmenis in the system.
VAT drives are (o take place periodically at the insmance of Zonal
Coordinators.  Such tax drives are to stimulate the collection of VAT from

defaulters and enforce prompt remittance of VAT payable.

() ACCOUNTING FOR VAT PROCEEDS

FIRS Circular No. 3 (1993) explains that VAT proceeds arz accounted for.
by the process of returns and reconciliation, using the VAT Return Form 003, 004
and 003, Form 003 is completed by the Local VAT Office (LVQ) and sent to the
Zonal VAT Office monthly. It is a summary of all VAT Retuns Forms 002
received every month by each LVO. Form 004 is the Zonal Office retum of VAT
- collections to Headquarters. It is a summation of the various returns from the
LVOs in the Zone. Form 003 is used to render rf;;ums of VAT callections made

10 the Federation Account mn a given period.
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AB OFFENCES AND PENALTIES (Section 21-33 of YVATD)

There are various offences with very stiff penalties under the VAT Decree.
Some of the offences include failure 1o register, failure to furnish required
information, making false claims, obstructing VAT inspectors, and failure to
submit returns. These offences carry penalties ranging from fines of up 10
X 10,000 1o various terms of imprisonment,

The Decree is even more strict in dealing with officers of the Board. Any
ofticer who atds or abets the commission of an offence under VAT law will be

liable to  fine of N50,000 and/or impriscnment for five years.

KAS ™M o -
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213 SUMMARY

| In the first half this chapter relevant iiteramre has been reviewed on the
subjects of consumption tuxes and tax administration with. particular reference {o
the general sales taxes. In describing the nature of the general sales taxes
{turnover tax, single-stage sales taxes and value added tax), reference was made
1o the sfrong and weak points of each tax and to its agreement with, or violation
of, Adam Smith’s canons of taxation. The basic duties carried out by tax
administrators during preparation for, and actual implementation of, any tax were
also described. A brief mentioned was made of the primary and secondary
records that every taxpayers should ideally maintain, and of the difficulties which

- small firms face in this regard.
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The second half of the chapier consisted of a brief history of consumption
taxation in Nigeria, a description of the composition and functions of tax
administrative bodies in Nigeria, and a summary of the laws which govern the
mmplementation and administratioﬁ of the taxes under consideralion in this study,
namely sales taxes and value added tax.

Baséd on this theoretical framework we will proceed 10 obtain and analyse
relevant data from tax officers in selected states in order 1o evaluae the
administration and productivity of Sales Tax and Value Added Tax in Nigeria over

the period from 1985 to 1994,
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1. INTRODUCTION

This research undertakes to examine and evaluate the Sales Tax and Value
Added Tax (VAT) systems in Nigeria with the aim of identifying the problems
encountered in the administration of these taxes, to proffer solutions to these
problems, and 1o attempt to determine if VAT will redress the over dependence
on crude o1l sales as the main source of government revenue.

Information for the research was obtained from tax officers in the State
Revenue Boards and the Federal Inland Revenue Service, through the
administration of questionnaires. Another source of information consisted of
secondary data obtained from the above mentioned officers as well as newspapers,

journals, seminar proceedings and relevant published literature. KAS
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3.2 RESEARCH METHOD AND JUSTIFICATION

The method chosen for this research is the survey method which has been
defined by Selliiz et al (1976) as “the specification of procedures for gathering
information about a large number of people by collecting information from a few
of them.”

The quality of a survey, according to Selltiz et al. depends on:
(1) the number of peoplefunits studied in the survey,

(11) the sample chosen being a fair representation of the population from which
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it is selected, and

(i) the reliability of the data collected from the sample.

The first two criteria mentioned abovg are directly related ro the sampling
technique used in the research. The third criterion - the reliability of data - is
dependent on the extent to which the researcher obtains the cooperation of the
persons he studies. Thus, the inforlmat'ion obtained through the us2 of the survey
method in this research has been accepted by the researcher subject 1o all the
potential limitations on it.

The poputation for this research is the entire body of Sales Tax an.d VAT
officers in Nigeria and the researcher has selected a sample of tax cfficers in four
States on which to administer the questionnaires. The selected states are from
different geographical regions in the country in order 1 some extent be able 1o
make more legiimate generalizations about the country. The questionnaires
administered require written responses, enabling the researcher to discover certain
tacts and problem relating to the implementation and administration of Sales Tax
and VAT in the selected states, and to proffer solutions to these problems. The
facts and problems discovered in the course of this research may net be directly
applied to all other states in Nigeria. Nevenheless, they will serve &5 a guide to
what is obtainable in other states, and they will aid in formulating solutions to

similar problems discovered in other states.

i wiRRANTY ‘ .
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33 RESEARCH INSTRUMENTS AND THEIR ADMINISTRATION

The dara collection device used for this research was the questionnaire.
Twa types of questionnaires, one for Sal:;s Tax and the other for VAT, containing
both closed and open-ended questions were adrnihistered on Sales Tax and VAT
officers in the selected states (see Appendices | and 2 on page 124 to 139).

The closed or fixed-response questions had a fixed number of choices.
The respondent was asked to tick the response that best fitted him/her. However,
most of the fixed questions included the "any other answer?” category, in order
10 ul]o@ the respondent freedom to list alternative ans-wers that had not been
anticipated.

The open-ended questions, which were few in number, consisted of items
that required expression of opinion by respondenis on certain issues. Thus, rather
lhén anticipate particular responses on these issues, the researcher requesied the
respondents to express their opinions about these issues. Such questions appeared
in the Sales Tax questionnaire where respondents were asked to comment on the
problems of inter-srate trade during the operation of Sales Tax under State
Govemment law, whether or not these problems were solved by the Sales Tax
Decree of 1986, and the manner in which the solution was arrived ar. )

Fixed-resporise items arc easy to score and code on the part of the
researcher; while on the part of the respondent, rapid complétion ot the
questionnalire is facititated because he is only required to tick the responses which

apply 1o him.  The major disadvanuage of all fixed-response questions is the
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potential inability of the researcher to provide the respondent with all relevant
response alternatives. If a respondent is forced to make a choice among several
alternatives that do not fit it, the researcher may end up with misleading
information. However, we have sought to overcome this siortcoming by
providing the "any other answer?” alternative. Also with the exception of
respondents in Anambra/Enugu State, respondents filled the qucstionnail"es in the
presence of the researcher. Thu.s, it was possible for the researcher to explain
some questions to the respondents and put down, in writing, their detailed
TESpOnses. | |

Open-ended guestions offer less restriction to the respondent in terms of
possible choices since he is free to elaborate his opinions in the spaces provideél.
The fiexibility of open-ended items often elicits unanticipated and insightful
replies from respondents which, according to Ologbonsaiye and Abifarin (1986),
enhances the researcher’s understanding of certain issues. However, open-ended
questions also pose the difficuity of classifying andfor coding responses. Differgnt
respondents may appear 1o provide similar responses to the same question on a
questionnaire, but the importance and meaning each respondent atiaches to his
reply may be considerably different. Open-ended questionnaires are also time
consuming to complete, and the response rate may be lower than when fixed
fesponse questionnaires are used. HoWever, the questionnaires used in this
research had a small number of open-ended questions in comparison to fixed

response questions.

KA i o
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Since both open-ended and fixed-response questions have been used, this
has greatly enhanced the flexibility of the questionnaires used in this research as
tools for description of the target sample and the. measurement of salient variables.

The Sales Tax and VAT questicnnaires consisted of 16 questions each;
both were similarly designed so as to facilitate comparison of responses. The
major difference was in the design of the question on the compliance level of
various categories of taxpayers. Since Sales Tax was chargeable on only a few
goods and -services, categarization of taxpayets was done according to the groups
of goods @d services transacted in. VAT, on the other hand, is chargeable on a
much wider range of goods aﬁd services, and therefore categorization of
taxpayers on the basis of corrmlddities. dealt in would be too unwieldy. Instead,
taxpayers were categorized according to the nature of their business
{manufacturers, wholesalers, etc.)

The selection of the four states tn which the sample of tax officers reside
was made uéing a judgmentﬁl {or purposivg) sampling technique. That is, the
sampie was handpicked by the researcher, exercising her judgement of state tax
authorities throughout Nigeria. Such characteristics as geographical location and
industrial/commercial development of the state had an influence on the choice of
sample. The states selected were Anambra, Enugu, Kaduna and Oyo States.
However, within the period covered by this research, Anambra and Enugu States
existed as one state, namely, the defunct Anambra State. Therefore, Ana_mbra and

Enugu States are grouped as one state, and will be referred to as Arambra/Enugu
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State.

The respondent for the Sales Tax questionnaire in each State was a
Director of Taxes or a person under his authority to whom the task of answering
the questionnaire was delegated. The VAT questionnaire was answered by the
Local VAT Officer in charge of the VAT Office in the state capital, or the person

delegated by him to answer the questionnaire.

3.4  EXPECTED DATA TO BE COLLECTED

The thrust of this study is to examine and evaluate the Sales Tax and VAT
systems in Nigeria. The key variables in this study centre around lhc basic
aspects of tax administration and the revenue statistics for the taxes being

considered. These variables are listed below.

Variable f Vanabl
The efficiency with which preparations i. Tax retum forms (number
were made for the administration of Sales and content) :
Tax and VAT ii. Methods of identifying tax
payers

iii. Methods of publicity

The efficiency of actual administration of  iv. Methods of obtaining tax

Sales Tax and VAT payer compliance and
assessment of taxpayer
compliance.

v. Penalties imposed on tax
delinquents

vi. Difficulties in collection of
taxes

vibDifficulties in
accounting/recording
procedure of taxpayers
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vii. Assessment of
resourcesffacilities at  the
disposal of tax authorities.

The productivity of the Sales Tax and ix. Anpnual revemue from Sales .
VAT in relation to each other, in relation . Tax and VAT

10 the State Revenue Boards' annual in the selected States.
revenue and, in relation to _ x. Annual revenue of State
Federal Government revenue Revenue Boards

of the sefected States, and
xl. Anmual revenue of {he‘
a9 Federal Government
4 70 7] ! ~ of Nigeria.

35 METHOD OF DATA ANALYSIS

The responses. given to questionnaires on the efficacy of various aspects
of tax adminisiration with respect to Sales Tax and VAT will be tabulated and
compared, and conclusions drawn on whether the VAT system shows any
si éniﬁcam improvement on the Sales Tax syétern.

The annual revenue from Sales Tax and VAT in each of the selected states
will be compared with the annual revenue generated by the State Revenue Boards
to determine if, and by what margins, state government revenue has improved.

The annual VAT revenue for 1994 as a percentage of total Federal

Government revenue for that year will be examined to determine the extent to

which VAT has contributed to national revenue in its first year of implenentation.
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CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1 INTRODUCTION

In this chapter, we will an.alyse and interpret the results obtained through
the questionnaire administered on tax officers in the four selected states in Nigeria.

The responses given to the Sales Tax questionnaires administered in
Anambra/Enugu, Kaduna and Oyo States are presented and .analysed t'irs‘t,
followed by the responses given to the VAT questionnaires. Where the researcher
was present at the time the questionnaires were being answered, further guestions
were asked and clarifications sought from the respondents and these results are
also included in this presentation.

The responses to each class of questionnaire are presented in groups, each
aroup consisting of analysis of responses to questions on a specific aspect of the

tax system and irs administration.

4.2 PRESENTATION AND_ANALYSIS OF RESPONSES TO SALES

TAX OUESTIONNAJRES

(a) Tax Laws and Regulations; Publicity

State sales taxes and purchase taxes came into force by the promulgation
of state laws or edicts which were published in the State Gazettes. The purchase
tax in the old Anambra State was govemed by the Anambra State Finance Law

(Amendment) No. | of 1983, sales tax in Kaduna State was operated under Edict
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No. 8 of 1984, and purchase tax in Qyo state was govemned by Edict No. 6 of
1984. Public announcements in the state-run newspapers, and on local radio and
television broadcasts served to inform the public about these taxes, and the need
for registration by taxable persons or units.

The Sales Tax Decree No. 7 of 1986 imposed by the.Federal Government
throughout the country was similarly publici_zéd oﬁ national television and radio
broadcasis and in the major national newspapers.

Information circulars on the abeve taxes were not printed for the benefit
of taxable persons. However, some guidelines on Sales Tax Decree
implementation were issued in response to some objections and questions raised
by taxable persons and tax experts during meetings of trade associations or
préfessional bodies. Three of such issues were that the Decree did not repeal any
of the states’ sales or purchase téx laws or edict, that there was no indication of
a reliable reference price for taxable commodities to which sales tax rates were
to be applied, and that there were no penalties indicated for non-collection of the
tax. The Sales Tax Comumittee sought to resolve some of these issues biy’ issuing
a set of guidelines for Sales Tax implementation, in October 1986. The guidelines
indicated that rehable reference prices fox taxable commodities would be that at
which the chargeable goods or services were invoiced out by a company to a
buyer who was a distributor or final consumer.

The Sales Tax guidelines also sought to resolve the problem of imerstaté

trade with respect to commodities chargeable 1o Sales Tax. Interstate trade
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problems existed also during the time of state government laws/edicts on sales or
purchase taxes. Collecting sales tax in a panticular state from out-of-state
manufacturers/importers on products transported into the state for sale was a
difficult task, but it was necessary in order to fill in the interstate gaps in Sales
Tax coverage. The Sales Tax guidelines directed manufacturers/importers to
indicate the destination of their goods on the invoices made out to their
agents/distributors so that sales tax could then be computed and remitted to the
relevant state tax authority where the goods were destined for. Thus, sales tax
would be collected at source (i.e. collected by manufacturer or importer from
distributor or agent) and remitted by means of issuing bank-certified drafts 1o the
state government of the state in which the distributor resides. In a situation where
a manufacturer/importer could not immediately determine the various destinations
of his goods, he was obliged to collect the sales tax due on them from the initial
purchaser or major distributor of the consignment, and impress it upon such a
person to furnish him with accurate data on sales volume and final destination of

the goods within one month, so that sales tax could be remitted accordingly.

KASH M 'B:’-d'l":—.' —
{(b)  Taxpayer ldentificatio ! LIBRARY |

Prior to the introduction of the State sales (or purchase) tax laws in all the
states studied, lists of prospective taxpayers were compiled by the State Revenue
Boards largely on the basis of the states’ records of registered business, in order

to provide the tax authorities with an estimate of the taxpayer population. These
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lists were updated as persons came to register for the sales or purchase tax at the

offices, and were used also for the national wide Sales Tax introduced in 1986.

(¢}  Treatment of “Small Taxpayers’

Exemption from registration for sales (or purchase) tax was not granted
un.der any of the state laws with the exceptiofl of the Anambra State purchase tax
law which granted exemption to small-scale retailers wilhou; a registered trade
name whose estimated operational capital was below N5,000.

_ The Sales Tax Decree did not specify any exemption to small businesses
registering for the sales tax. It stated that those chargeable for sales tax were

manufacturers, importers and suppliers.

{d} Number of Registered Persons, Tax Offices, Staff and Auditors
The statistics provided by respondents for the items listed above with
respect to Sales Tax are presented below:

TABLE 4.1 NUMBER OF REGISTERED PERSONS, TAX OFFICES AND
OFFICERS DURING SALES TAX

Categories .Anarnbra{Enugu Kaduna Oyo
Registered Persons 2,700 5,000 3,200
Tax Offices B 6 5
Tax Offices and Other staff 36 20 20
Tax Auditors and Investigators 7 3 5
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The ratio of staff to taxable persons, and that of auditors and investigators

to taxable persons in each state is presented below, using the figures given above.

Anambra/ Kaduna Qyo

Enugu
Ratic of Staff to wxable pessons 1:75 1:250 1160
Ratie: of Auditors & [nvestigators to taxable persons 1:385 111000 1:640

The iocation of tax offices in each state and the number of offices in each
town is indicated below:

TABLE 4.2 NUMBER AND LOCATION OF SALES TAX OFFICES IN
SELECTED STATES

State

Town

Number
of Offices

Anambra/Enugu

Enugu
Onitsha
Abakaliki
Nsukka
Awka
Udi

3

o e Rad

Kaduna

Kaduna
Zaria
Kafanchan
Saminaka
Bimin-Gwarn

— e - B

Oyo

[badan
Qluyole
Oyo

Egbeda
Ogbomosho

O S

- {e) Registration of Taxable Persons

In all srates studied, the law provided that taxable persons shiould register

voluntarily at the tax office, and that each person should be issued with a



83

registration certificate which bears his tax clearance certificate number {(in some
cases) and the registration certificate number of his business premisss. In practice,
voluntary registration was lacking, hence field registration drives were underniaken
by tax ofﬁce staff in order to get more taxable persons registered. However, these
effort were limited by the inadequacy of transport facilities availanle for official
use. The lists of prospective taxpayers drawn up by the Revenue Board at an
ea;lier stage were used 1o identify taxable persbns wheo had not yet registered for
the tax. In addition, in Anambra/Enugy State, vehicles transporiing taxable
cpmmodities were stopped and the distributors of such commodities were traced
in arder to check if they were registcted for the tax. In Kaduna State, tax officers
visited business premises asking to see evidence of registration. Master

listsfchartsfregisters of registered persons were maintained by each state.

3] Format of Tax Returns, Taxpayer compliance with filling returns

Neither Kaduna State Sales Tax Edict nor the Oyo State Purchase Tax Law
gave a specific tax return format but each indicated that sellers were 1o maintain
records of daily transactions and of charged on these transactions, and submit to
the Revenue Board a monthly summary of sales/purchase tax collec!'ed. The law
governing the purchase tax in Anambra/Enugu State included illustrations of the
formar of return forms for daily records and monthly summaries of taxable
transactions. The compliance of taxpayers with such reiurn-filing requirements as

reported by respondents 1o the questionnaire are given overleaf:
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SALES/PURCHASE TAX RETURNS {1985)

State Retumns required Monthly | Quarterly | Rarely
Anambra/Enugu Daily records; monthl y summary 25% 20% 55%
Kaduna Menthly summary 50% - 50%
Oyo Monthly summary 20% 30% 50% -

The Sales Tax Decree provided the formats of four retumn forms to be

submitted monthly by taxpayers. These were:

Form A
| Form B:

Form C:

Form D

Sales tax bills for every transaction

Monthly returns of payment of sales tax collected

Monthly summary of commodities taxed (giving distributors’

names, quantity ot goods sold and tax collected)

Monthly list of distributorslagcnts and their addresses and the

quamity.and value of goods supplied to them.

The compliance of taxpayers with the requirement to file each of the above

retirns as reported by respondents to the questionnaire is summarized below:

TABLE 44 PERCENTAGE OF TAXPAYERS, COMPLYING WITH

SALES TAX RETURNS {1986 - 1993)

State r Monthly Quarterly Yearly Rarcly
Amambra Sute | B.C & D {30%) | B,C & D (20%) - A (10068)
. B, C & D (30%)
Kacdunna B&C (30%) - D (50%) A {100%)
B, C & D {(30%)
Oyo B&C (20%) | B & C {30%) - A& D{100%)

B & C (50%)
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[t appears that, in general, only about haif the taxpayer population for both
the state and national sales taxes made monthly or, at least, quarterly returns while
the other taxpayers were persistenily delinquent.

For the state-government sales .(or purchase taxes), computation of tax
involved applying the given tax rate 10 the total sales value of each comresponding
category of taxable commodity. Usually there was also @ requirement for a
monthly summary of taxable transactions and sales tax collected for the month.

The computation required for the national Sales Tax was silﬁi]arly simple,
and the Izuncndment made in December 1989 to the tax rates én beer (changed
from 36 kobo per carton to 5% on sales) and soft drinks (changed from 24 kobo
per crate to 5% on séles) further simplified matters. However, the requirement fcI)r
the submission of four different forms on a monthly basis could not be met by a
majority of taxpayers. In general, Forms B and C were submitted by half the
taxpayer population with a regularity that ranged from one to three months. Form
A was rarely retumed. It obviously entailed more time and pﬂper waork, and as
Form C already provided a summary of sales for the month, it appears the
suppliers of taxable commadities were not willing to engage in the addirional cost
of making copies of bills or invoices and revealing details of individual
transactions. Forfn D which listed names and addresses of distributors and agents,
and the type and quantity of commedities sold to them, was usually submitted
only once a year (except in Anambra/Enugu, where half the 1axpayers submitted

Form D monthly or quarterly).
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(g} Tax Lag

Tax lag is the maximum time allowed for making remittance of tax due to
the tax authornty beginning from the end of the month in which the tax liability
is incurred.

The tax lag for state sales and purchase tax in Kaduna and Qyo States
respectively was 10-days but this was not found to be practical since regular
taxpayers could nsually file returns only aﬁer a tax lag of at least 30 days.
Anambra/Enugu sta.te‘had a tax fag of 30 days stipulated in its purchase tax law.
It is likely that the experience of these state-run taxes accounted for the 30-day

tax lag stipulated by the Sales Tax Decree for the national Sales Tax in 1986.

() Procedure_for checking taxpavers’ compliance with respect to_filing of

returns

As returns arrived at each tax office, the master lists or chans were ticked
off for those persons who had filed returns. Large businesses that had not filed
returns by the official deadline were usually visited by a tax officer, while other
defaulters were mailed notices of delinquency or demand notes. In genera\l
between a quarter and a third of delinquents filed returns after the first reminder.
Those who persisted in delinquency despite this first reminder were served a best-
of-judgement assessment of tax due and, in some casés, threatened with a seal-up
of business premises and, in some other cases, with monetary penalties. It was

fairly difficult to obtain compliance from many of these delinquents since legal
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action was rarely taken against hard-core delinquents (which, if taken, conld have
acted as é deterrent to other delinquents).
The compliance of persons reported in eaﬁh category of taxable commodity
is presented below, in 1erms of percentages of total taxpayers in each category.

TABLE 4.5 COMPLIANCE OF TAXABLE PERSONS WITH SALES
(OR PURCHASE) TAX: 1985 - 1393

CATEGORY Anambra/ Kadung Oyo
Enugu
Services in horet and cawering establishments | 41 - 50% 41 - 50% 31 - 60%
Ciparettes and wbacco Below 20% | Above 60% Ahove 60%
Elecwonics Below 20% 51 - 60% Below 20%
Perfumes and Cosmetics Below 20% | Below 20% Below 20%
Soft drinks Above 60% | Above 60% Above 60%
Beer, Liguor and Spiries Above 60% | Above 60% Above 60%
Carpets and Rugs Below 20% | Below 20% Below 20%
(i) Audit procedure

As returns were received, they were routinely checked for arithmetical
accuracy. Careful examination of returns of every business was generally carried
out once every few monthé, more emphasis being placed on larger businesses.
Some suspicious of incorrect matters on retum forms were dealt with by asking
the taxpayers concerned to appear at the tax office to defend the entries made on
their return forms. A few businesses were visited each yez;r by a tax audit team
from the Revenue Board to inspect business records and books of account. In
Kaduna State, in 1993, firms of chartered accouniants were employed 10 éonduct

-back-duty audits on some sales taxpayers for the preceding five years in order to
ascertain their tax debts and charge them to the Revenue Coun that was set up in

1992,
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G) Problems posed by taxpavers

The major problcms posed by taxpayers to the tax authorities, in general,
were deliberate understatement of sales volume in order 1o reduce the amount of
sales (or purchase) tax to be remitted to the authorities, as well as failure to _
fornish the Revenue Board with names and addresses of accredited
distributorsfagents. Though the problem of poor and insufficient record-keeping
was rated as minor by two out of the three states studied, it is possible that this
may not be a true assessment. This is due 1o the fact that the taxpayer population
was quite large in relation to the very few businesses that were inspected by tax
audit teams every year, and it was on the basis of these audited businesses that the
ﬁssessment of record-keeping was made.

The answers given by respondents to the question on probiems posed by
taxpayers are summarized in Table 4.6

TABLE 4.6 ADMINISTRATIVE FPROBLEMS AX REPORTED BY SALES TAX OFFICERS
SERIOUSNESS OF

PROBLEMS POSED BY TAXPAYERS PRCBLEM
Anambraf | Kaduna Oyo
Enugu

Poor or insufficient recordsfaccounts Minor Major Minor

Deliberate understarement of sales volume in order 1o Major Major Major

reduge lax payable on sales

Failure to {wnish tax authority with names of accredited Major Major Major

distribytors

Exaggerated cluims of sales of exempted commodities . na n.i n.a

n.a - not applicable
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(k) Faciliries/Resources dt disposal of tax offices

Officially, 1en percent of Sales Tax revénue was set aside by each state to
cover administrative costs. In general, the aﬂcquacy of staff numbers and office
equipfnent to cope efficiently with daily operations were rated as fair, while the
number of audit and investigation staff and availability of transport faci‘lilies.for
daily operations and field investigations were rated as poor. Individual responses

given on these issues are summarized in Table 4.7.
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TABLE 4.7 ASSESSMENT OF FACILITIES AND RESOURCES AT DISPOSAL OF TAX

QFFICES & REPORTED BY SALES TAX OFFICERS (1985-1993)

FACILITIES/RESOURCES Anambra/ Kaduna Gyo

Enugu :
Adequacy of swffl for daily operations Fair Good Fair
Adequacy of efficient office equipment and Fair Fair Fair

modern devices for daily operations

Adcquacy of wained suaff for field work, and Poor Poor Poor
for audit and investdgation purposcs

Adequacy of transport faciliries for daily Fair Poor Poor
operations and for fickd investigations

Key: Facilities/Resources Available
{In Percentage of actual requirement)
Excellent : Above 75% ¥A<T s sme
Good _ 60 - 14%
* Fair 50 - 59%
Below Average 40 - 49%

Poor Below 40%

4.3 ‘PRESENTATIION AND_ANALYSIS OF RESPONSES TO VAT

QUESTIONNAIRES

(a) Tax Laws and Revulations; Publicity

VAT is operated under the VAT Decree No. 102 of 1993, At the inception
of its operation in January 1994, several public announcements and advertisements
were made about VAT on national television and in the major national

newspapers, giving a brief description of VAT, A ‘total of fifty-five workshops

and seminars on VAT were organised and conducted by the Federal Inland
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Rev_enue Service (FIRS) in 1993 and 1994 mainly for the benefit of VAT officers
who were to be deployed thréughout the country, and also for the benefit of VAT-
able persons (particulatly major trade associations and professional bodies).

In the first few months of VAT implementation, considerable public
criticism and protest was raised through newspaper articles written by tax experts,
and news teports were published about arguments raised against VAT in trade
association meetings. The VAT Directorate of the FIRS responded to many of
these issues by means of rejoinders. in the same newspapers. The FIRS also
printed and made freely available at Local VAT Offices (LVOs) in all state
capitals, information circulars explaining in simple terms various aspects of VAT,
Four such publications were issued in 1994, namely Informaiton Circular on VAT,
Information Circular on Imports, Detailed Lists of Items Exempted from VAT,.

and Information Circular on VAT Audit and Inspection.

) Taxpayer ldentification

‘Before VAT Decree was implemented, the State Internal Revenue Services
sought 10 obtain an idea of the VAT-able population by drawing up lists of
prospective  VATpayers .frorn sources such as records of company income
taxpayers with the FIRS, records of registered businesses in each state and, to a

legser extent, past records of sales taxpayers.



92

{c) Exemption of "small taxpayers from VAT

The VAT Decree does not exempt small businesses from paying YAT, but
FIRS policy for the first three years of VAT (1994 - 1997) is to waive registratibn
of small businesses {or the informal business sector) and to concenirate tax effon

instead on the organised sector.

() Number of Registered Taxpavers, Tax Offices, Staff and Auditors

The statistics made available by respondents on the above matiers are

presented below,

TABLE 4.8 NUMBER OF REGISTERED TAXPAYERS, TAX

OFFICES AND OFFICERS

CATEGORIES Anambra/ Kaduna Oyo
Enugn
Registered persons 1,229 1,219 2.C09
Tax offices {Local VAT Offices) 3 S U | TS
Tax officers and other staff 30 15 2
Tax auditors and investigators 6 2 p

The ratio of saff to taxable persons, and the ratio of auditors and

investigators to taxable persons in each state is presented in tabular form below.

Anmambraf 1 Kadna Ovo
_ Enugu
Ratio of Staff to uxable persons 1: 1040 181 191
Ratio of Auditors and Investigators to uxable persons 1:5204 1609 11004
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The location of Local VAT Offices {(LVOs) in each state and the nomber
of LVOs in each town is given below:

TABLE 4.9 NUMBER AND LOCATION OF 1LVOs IN SELECTED

STATES
State Town Number of LVOs
Anarobra/Enugu Enugu 1
Awka _ 1
Onitsha 1
|| Kaduna Kaduna 1
Oyo Ibadan 1

{e) Registration of Taxable Persons

Taxable persons were enpouraged td r:gis_ter voluntarily ai the LVOs in the
initial 1wo or three months of VAT, before registration drives were conducted in
~which LVO Sraff visited some businesses in the state capital 1o brief proprietors
or managers about VAT and get them registered. These field drives we;e limited
1o one of two outings per LYO due to the shortage of means of trahsportation at
the djsposél of the LVOs, and were limited, with the exception of Anambra/Enugu
State, o the state capital itself. Other registrable persons whose addresses were
noted from the list of prospective VATpayers were notified by mail about VAT
and the registration procedure, |

Taxpayer lists (or charts or registers) were maintained by each LVOQ.
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) Format of tax retums; Compliance with filing of retums

The VAT Decree specified the format of a single return form (Form 002)
which showed additions and subtractions of various sub-components of VAT
computation such as input VAT, output VAT, deductions, zero-rated supplies and
total sales. These oomponchts were t0 be compiled by the seller from his daily
records and accountams of all his transactions, and enlered into the VAT retum
form. The seller was expected to submit this return form every month along with
a monthly summary of VAT collections and payments and the names of the
purchasers and suppliers, Booklets of explanatory notes were available at LVOs
10 acquaint taxpayers with the meaning of the various VAT components and the
procedure for VAT computation.

The compliance of taxpayers (in percentage of tbtal registered persons)
with the {iling of tax returns and the regularity with which returns were filed in
1994 are summarized below.

TABLE 4.10 PERCENTAGE OF VAT-PAYERS COMPLYING WITH VAT

RETURNS (1994)

State Monthly Quarterly Half-yearly Rarely
Anambra/Enngu 0% 15% - 25%
Kaduna TO% 10%% 10% 10%
Oyo 0% 10% 5% 25%

Since VAT registration and filing of retums is not required of businesses’

in the informal sector till 1997, several VATpayers in 1994 were large businesses
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in the organized sector which usually employ trained staff for accounting
purposes. This partly accounts for the relatively high compliance of taxpayers with

the monthly requirement of filing returns.

(g}  Tax lap

The tax lag for remittance of VAT due was specified in the VAT Decree
as 14 days but it was discovered that most registered taxpayers found it easier to
make returns after a tax lag of three to four weeks. Thus, an effective tax lag of
30 days was granted for non-impori VAT, and VAT return forms were amended

to show this new deadline. VAT on imports is operated on a zero-lag system

because VAT collection 1s made on the spot for imports. : -
P wearmio-

(hy  Checking on taxpayer compliance with respect to filing of retums

The taxpayer 1istfc.hart;register is ticked for each retum received. In
Anambra/Enugue and Oyo States, these lists have monthly columns so that the
- regularity of taxpayer compliance can be kept track of. In Kaduna State, as VAT
returns arrive in the LVO, they are endorsed, filed in the VATpayers’ files and the
front of each file is minuted, so that the regularity of filing returny can Be seen at
a glunce whenever a VATpayer's file is picked up.

After the expiration of the official deadline for filing retum;s:, defaulters are
served a lener of delinquency by mail and, in the case of very large VATpayers,

an LVO staff member makes a visit to these organisations to remind delinquents
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to respond positively to these first reminders. In some cases, instalmental
payment of VAT owed is permitted.

Persistent delinquents are reminded again by mail (or a visit) of the need
to remit VAT owned. In line with FIRS policy, persuasive tactics rather than
punitive measures have been employed on defaulters during the first vear of VAT
operation.

The compliance of various categories of VATpayers were given by
respondents in the form of percentages of registered persons in each category, and

the results are summarized below.

TABLE 4.11 TAXA VAT
COMPLIANCE LEVEL
CATEGORIES
Anambra/ Kaduna Oyo
Enugu
Importers Below 20% | Above 60% 31 - 40%
Manufacturer and Assemblers | Above 60% | Above 60% | Above 60%
Wholesalers and Distribuiors 51 - 60% 51 - 60% 21 -30%
Retailers Below 20% 41 - 30% 21 - 30%
Financial Institutions 41 - 50% 51 - 60% 51 - 60%
Professional/Consultancy firms | 21 - 30% 41 - 50% Below 20%
Hotels and Restaurants Below 20% | Above 60% 31 - 0%

(i) Audit Procedures

Each return is routinely examined as it arrives in the LVO to ensure these
are no arithmetical ermors. A more detailed examination of returns is conducted
in batches, comparing the monthly summary of VAT receipts and payments of a

particular VATpayer with the monthly summaries submitied by other organisations
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that engage in trade with this VATpayer. This is so as to check if VAT myrne;xl
and receipt claims among these organisations tally or if they differ substantially.
The LVO would seek to clarify serious differences by asking the organisations
concerned to send their representatives to the LVO with the records necessary to
verify these claims. Due to the shortage of staff generally experienced by the
states studied and the pressure on the LVOs to meet monthly VAT collection
targets set by FIRS headquarters, the above method of investigation (office audit)
was generally directed to large VATpayers. Field audits at taxpayers’ business
premises (in which the business and its records are inspected by qualified tax
auditors) were conducted for an average of five organisations in each of the states
su-idied in 1994. Such an audit team was usually made up of a few qualified

persons from the FIRS headquarters in Lagos.

KASHIM IBRAYIM 11BRARY |

(i)  Problems posed by taxpayers o AT T

The major problem posed by taxpayers was the deliberate undersiatement
of sales volume in order to decrease the amount of VAT collected on sales to be
remitted 1o the tax authorities. With regard to the problem of exaggerated claims
of sales of commodities exempt from VAT, this was classified as minor by two
out of three states studied, and it was a problem often associated with large
pharmaceutical dispensing outlets who sold VAT-able items but who tried 1o claim
that all their sales were VAT-exempied, so as to avoid remisting VAT to the

LVOs.
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.Poor or insufficiént tecord-keeping was described as a minor problem in
two of the three states studied, But this could aﬁso be as a result of the fact_ that
majority of presently-registered VATpayers are large businesses and businesses -
in"the organized sector that generally keep sufficient tecords in comparison to
smaller businesses that often have problems in record-keeping.  Also, the
infrequency of audit exercises and the poor coverage of the taxpayer population
during these exercises could have limited the ability of the respondents to
reasonably judge the record-keeping habits of taxpayers.

The respondents ranking of the various problems listed in the questionnaire
for each state are presented in Table 4.12. |

TADBLE 4.12 ADMINISTRATIVE PROBLEMS AS REPORTED BY VAT

OFFICERS (1994)
PROBLEM POSED SERIOUSNESS CF PROBLEM
BY TAXPAYERS
' Anambraf | Kaduna Oyo
Enugu .

Poor or insufficient recordsfaccounts Minor Minor Major
Deliberate understaternent of sales
volume in order to reduce 1ax payable Major Mayor Major
on sales
Failure to furnish tax authority with n.a. n.a. n.a.
names of accredited distributors
Exaggerated claims of exempred Minor Minor Major
commodities

n.a - not applicable
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K Facilitiesfresources at_the disposal of 1ax authority

The adeduacy of staff numbers and of office equipment to cope with daily
operations in an efficient manner was ranked as _good by Anambra/Enugu state and
fair by the other two states. Anambra/Enugu ranked availability of auditing and
investigation staff and transpontation facilities as fair, while the other two states
described. their situation as poor. Individual response;s are surnmarized in Table
4.13.

TABLE 4.13 ASSESSMENT OF FACILITIES AND RESOURCES AT

DISPOSAL OF LOCAL YAT OFFICES AS REPORTED BY
VAT QFFICERS {1994;

FACILITIES/RESQURCES Anambraf | Kaduna Ovyu

Enugu
Adeguacy of Staff for daily operations Good Fair Fair
Adequacy of efficient office equipment and modem devices Good Fajr Poor

for daily operations

Adequacy of mained staff for field work, and for audit and |  Fair Foor Foor
nvesti gation purposes

Adequacy of transpon facilities for daily operations and for Fair Poor Poar
field investipations

hey:  FACILITIES/RESQURCES AVAILABLE
{In Percentage of actual requirement)

Excellent Above 75%
Goud ' 60 - 74%
Fair 50 - 39%
Below Average 40 - 49%

Poor Below 40%
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PRESENTATION AND ANALYSIS OF REVENUE STATISTICS

Annual Revenue Generated by Sales Tax, VAT and the State Revenue

Roards of selected states (1985 - 19941

Revenue figures were supplied by respondents in each state 1 response (o

questions on the following maners:

i.

.

iv.

annual Sales Tax revenue during the period of 1985 - 1993,

annual VAT collection (remitted 10 FIRS headquarters) for 1994,

annuat allocation of VAT proceeds by FIRS to the state for 15994, and

annual revenue generated by the State Revenue Board (1985 - 1994).

These figures are presented below n Table 4.14 and 4.15.

TABLE 4.14 ANNUAL REVENUE GENERATED BY STATE REVENUE

BOARDS AND SALES TAX COLLECTIONS FOR

SELECTED STATES 1985-1993)

ANAMBRAENUGU KEADUNA avyo
YEAR | TOTAL STATE | PURCHASE | TOTAL SALES TOTAL PURCHASE
BOARD TAX (1985); | STATE TAX STATE TAX (1985}
REVENUE SALES TAX BOARD {1983-1993y | BOARD SALES TaX
(1986-1997) REVENUE REVENUE | (1586-1993)
] N ] ] N N
1985 48,299,450 4882113 33,147,023 5,108,132 45,197,105 1241 ,607
1986 46,073,201 3,146,508 35208,177 7000072 46,477 336 8,902 431
1937 47255710 7,385,397 38,750,306 %,197,54) 48,701,632 3,574 640
1988 50,450,963 9,287,643 42,263 373 9135236 54,546,320 13,347,508
1945 62,618,755 11,919,703 43,943 672 10,344,503 | 65975541 13241376
1990 75,935,552 15,883 704 55,699 407 12,760,142 73,648,466 14,505,459
199} 47,357,582 8,249,223 62,915,558 12,207:651 70,563,702 15612010
1992 57,854,480 13,828,733 70,105,233 12938292 79,782,102 16,1 3,854
1993 90,137265 18,134,738 00,077,332 15,165,542 95,519,415 18,029 646
ToTAL | 526,184,048 93,718,566 484,090,582 93,027,351 | 383,357,119 | 114.566432 .
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TABLE 4.15 VEN EN Y STAT 0
AND VAT COLLECTIONS & VAT TIONS
SELECTED STATES (1994) :
STATE TOTAL STATE VAT VAT
BOARD REVENUE | COLLECTION ALLOCATION
N N N
ANAMBRA/ENUGU | 97,720,038 133,975,080 322,160,758
KADUNA 180,495,642 345,022,665 249,916,920
0YO 125,105,292 227,597,019 228,475 815
=

The annual revenue from state sales (or purchase) tax and the nationally
operated Sales Tax collected by individual State Revenue Boards of the selected
states ranged from 8% to 20% of annual total revenue generated by these Boards

over the period 1985 - 1993.

In 1994, the first year of VAT's operation, the VAT collected by the FIRS
through its Local VAT Offices in each state studied was, on the average, one-and-
a-half times the total revenue generated by the State Revenue Boards. Since VAT
is a federally-administered tax, the monthly VAT collections of each state are
remitted onwards to the FIRS headquarters. The total VAT pool is subsequently
shared out at the statutory ratio of 80% among all the states and the Federal
Capital Territory, and 20% to the Federal Government to cover its cost of VAT
administration. The VAT allocations received in 1994 by each of the states
studied still exceeded the revenue generated by each State’s Revenue Board.

Kaduna State’s VAT allocation was thrice its internal revenue, while

-
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Anambra/Enugu and Oyo States received VAT allocation amounting to about one-

and-a-half times the revenue generated by their respective State Revenue Boards.

(b)  Annual Nation-Wide Revenue from Sales Tax and VAT; 1
Govemnment Revenue (1985 - 1994)

The annual Federal Government Revenue, and its major components, are
summarized in Table 4.16 below. The main taxes collected by the FIRS which
form part of the Federal Government revenue are Petroleum Profits Tax (PPT),
Companies Income Tax (CIT) and, as from 1994, Value Added Tax (VAT). The
other main components of Federal Government Revenue are Rent, Royalties and

NNPC Eamings, Customs and Excise Duties, and Federal Government

Independent Revenue. KASHIM IBRAHIM !__'?C.eo_:--

Table 4.16 also reveals the percentage contribation to annual F‘ecieral
Government revenue of each of the sources mentioned above. Table 4.17 displays
the annual revenue from Sales Tax operated under the Sales Tax Decree which
was in existence from June 1986 to December, 1993. We were unable to obtain
information on the corresponding figure for 1985, that is the sum of the sales tax
(or purchase tax) revenue made by those states that were imposing these taxes on
their own, during the year 1985. However, following the pattern of annual
revenue from Sales Tax for the period of 1986 - 1993, we can safely conclude that

nationwide revenue from sales taxes for the period 1985 - 1993 amounted to about

N1.2 billion. Thus, over a ten-year period, sales tax revenue amounted to about
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N1.2 billien which, on the average, amounts (o N0.12 billion per annum.
| Sales Tax proceeds were utilized solely by the State Governments. As at
December 1994, the position of the FederallGovcmmem on the distribution of
VAT proceeds was that 80% of these proceeds were to be distributed among the
30 states and the Federal Capital Temritory (FCT). In tum, ¢ach state and the FCT
was expected to give 10% of its share of VAT to the Local Councils within its

jurisdiction.
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In the first year of its existence, 1994, the Federal Govemment
realized W&.195 billion from VAT, almost N2.2 billion above the official
estimate of N6.0 billion made by the cherai Board of Inland Revenue at
the onset of 1994. Thus, VAT accounted for 5.7% of total Federal

Govermnment revenue in 1994,
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
51 SUMMARY |
In the order of their historical appearance, the general sales taxes
can be classified as the turnover tax, the manufacturers’ sales tax, the wholesalers'
1ax, the retail sales tax and the value added tax (VAT). The twrmovet {ax is a
multiple-stage sales tax imposed at each sales transaction that occurs from the
manufacturer 1o the retailer before the product finally reachcs.lhe consumer. The
manufacturers’, wholesalers” and retail sales taxes are single-stage sales taxes
applied at only one stage of business activity as indicated by the names of the
taxes. VAT is a form of sales tax that applies to each firm at each level of
production and distribution but taxes the value that the firm adds 10 its products
rather than the total sales value of these products, (the latter value is used in
calculating tax liability for all the other forms of sales taxes).

The administration of sales and taxes and indeed any other type of tax
involves certain basic steps to be undertaken by the specialized tax agencies of the |
Federal and State Governments that administer these taxes. Under the canon of
certainty once tax policy has been formulated, well-defined and precise tax '
regulations must be drawn up which enable the government to have ¢ clear picture
of the scope of the tax and enéble. the taxpayer to have a clear understanding of
the tax. Tax return fomls.must be designed to be, as far as possible, both accurate

and simple. Taxpayers should be well informed about the tax through the media.
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Up-to-date tax registers must be maintained by the tax authorities and return forms
should be made easily accessible to taxpayers. Vigorous efforts on the part of the
tax authorities should be made to ensure that taxpayer compliance is obtained and
that returns are accurate. This will help to satisfy the canon of equity by ensuring
that all taxable persons do in fact meet up their true tax liabilities. To some
extent it will also satisfy the canon of ecopomy in collection (on the par of the
tax authority) since a firm stand taken by the tax officers on issues of 1ax evasion
and understatement of the liability, in the initial years of tax implementation, will
deter would-be delinquents.  Thus, collection costs incurred in pursuing
delincuents in the initial years of the tax could be expected to come down to a
reasonably low figure thereafter.

Thus tax offices must be orgaﬁised to receive éndl audit returns, determine
their accuracy, and conduct a program of field examination and investigation.
Delinquency in payment must be treated with firmness through the use of
penalties and, where necessary, by resorting to prosecution in a court of law,

Sales rax was introduced into the Nigerian tax system in order to serve as
a means of substantial revenue generation for state governments, first through the
implernentation of sales tax la\;vs or edicts promulgated by individoal state
governments, and then under the Sales Tax Decree promulgated by the Federal
Government in 1986, Sales Tax was replaced by VAT in lanuary 1994,

This study has awempted to examine and evaluate Sales Tax and VAT in

Nigeria over & ten-year period,. 1985 - 1994, to identify the problems encountered
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in the administration of these of these taxes with a view to drawing conclusions
about the possibility of VAT succeeding in Nigeria as a replacement to Sales Tax
in generating substantial revenue for state governments, and in redressing the over
dependence of the Federal Government on oil révenue.

A Sales Tax questionnaire and a VAT questionnaire were designed for the
study, each being administered to four states iﬁ Nigeria, namely, Anambra, Enugu,
Kaduﬁa and Oyo. Anambra and Enugu States were grouped as one, since they
existed as a single state (0ld Anambra State) for the first six years of the research
period before they were divided in August 1991, The tespondents to the
questionnaires in each siate were a senior tax officer in the State Board of Internal
Revenue {for Sales Tax) and the VAT officer in charge of the Local VAT Office
in each state (for VAT). Where it was possible, some of these persons were
interviewed 1o seek further details and clarification on certain issues treated in the
gquestionnaires,

They key variables fof which information was sought using the
questionnaires pertained mainly to the administration of Sales Tax and VAT in
Nigeria. These included developmen: of tax forms, methoqd of locating taxpayers
and of obtaining taxpayer compliance, the audit, inspection and examination
techniques used to check taxpayer compliance, the treatment of tax delinquents,
the problems encountered in tax collection, and the state of facilities and resources
at the disposal of the tax authorities. Respondents were also requesied to provide

revenue statistics on annual revenue from Sales Tax and VAT, as well as annual
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revenue intemnally generated by the Revenue Boards in each of the states studied.

52 CONCLUSION

The publiciry drive fér Sales Tax was not as elaborarely organised as YAT.
The approach used by the FIRS to publicise VAT could be likened to the
marketing strategy used by businesses in the private sector 10 advertise a new
product into the market. The vigorous approach to publicity ensured ';hat VAT
was made known to a large section of the nation’s population. This was
particularly necessary as VAT was to affect most of the population direcily or
indirectly, since VAT was chargeable on a wider range of commodities than was
the case with Sales Tax.

The FIRS aiso undertook to educate taxpayers about the intricacies of VAT
through its Information Circulars made freely available at Local VAT Offices, and
the workshops and seminars organized for selected groups. Newspaper aﬁicles
were also written by competent VAT Oificers as rejoinders to complaints or
queries earlier raised by taxpayers ar tax exp'el“ts in these same newspapers. These
were mostly minor issues in comparison to the unccrtaiﬁty and ambiguity which
beset a few major aspects of the Sales Tax system, some of which remained a
major problem for the duration of Sales Tax. Thus, under the canon of certainry,
more etforts were made in arriving at clear and practicable tax regulations on the

part of the FIRS (for VAT) than on the part of the joint Tax Board (for Sales

Tax).
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Chelliah suggested that indirect 1axes be used to raise revenue especially
from those persons who could not be reached through direct taxes. In addition,
Sullivan (1964) states that the scope of sales taxes (which are indirect taxes)
should ideaily be the total value of all final products created by the economic
system, namely, tangible commodities and services. This, in our opinion, is part
of the application of the canon of equity, since by reachin.g as many commodities
as possible, a sales tax can be considered to be more equitable in taxing the
population’s consumption,

.The sale of services is an imponant pant of any country’s economy, vyet
they were largely left outside the scope of Sales Tax. The only services
ch?rgeable under Sales Tax were hotel and catering services. VAT, on the other
hand, taxes several services such as those | rendered by financial institutions,
professional firms, consultancy | firms, telecommunications and courier
organisations, to name a few. In total, Sales Tax was charged on nine categories
of goods and types of service, while VAT.is charged on seventeen categories of
goods and twenty-four categories of services. Thus it is our opinion that VAT is
more ecuitable than Sales Tax in its coverage of the economy. However, as can
be seen from the reported compliance levels in various categories of taxpayers (cf. -
Table 4.11 on page 96), the FIRS has to work ét improving compliance level in
the services sector.

During the Sales Tax erz, there were tax offices spread over a wider area

in each of the states studied, whereas presently most states have a single VAT
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office in the state capital. Thu_s, the efforts of staff at VAT offices are generally
concentraied within the state capital. However, many “large” VATpayers are
based in the state capitals, or at least have head offices located there, so the Local
Vat Office (I.VO) in the state capital can follow up these units fairly closely.
Even so, the LVOs are unable to cope effectively with all the taxable
organisations within the state capitals, because of limitations of staff numbers and
transportation facilities (¢f. Table 4.15 on page 101).

VAT is centrally administéred by the FIRS through its VAT Directorate,
and VAT collected in each state in remitted onwards to VAT headquarters in
Abuja, and subsequently the accumulated VAT returns are shared out among the
sta..tes in sopulated ratios. Thus there is some administrative difficuity involved
in the aperational distance between LVQOs, Zonal VAT Offices and FIRS national
headguarters. This problem is compounded by the generally inadequaie state of
the nation’s telecommunication facilities, postal services and road networks, which
adds to the administrative costs incurred by FIRS. Twenty percent of VAT
revenue is used to cover administrative costs. In the Sales Tax system, however,
the adwministration, collection andlutilisation of revenue from Sales. Tax was solely
carried out by individual State Boards of Revenue, and ten pérc,ent of the revenue
was used 10 cover administrative costs. Thus, the canon of economy in collection
of taxes can be seen to be more easily obtained in Sales Tax than in VAT.

Taxpayers were required to submit four retum forms every month for Sales

Tax, whereas VATpayers need only submit one form every month. It may be
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argued thét .Salcs Tax returns demanded more details from taxpayers; however, it
has been pointed cut that in practice only two out of the four forms were regularly
filed by taxpayers (cf. Table 4.4 on page 84). The return forms that required
lengthy details were less forthcoming from sales taxpayers. 'T‘hus, in terms of the
system of tax returns, the VAT system is more convenient than the Sales Ta;&
system. |

In general, only about 50% of Sales Tax-payers, in the states studied, filed
returns on a monthly or, at least a quarterly basis, whereas aboﬁt 75% of
registered VATpayers did so on-a monthly or quarterly basis (cf. Table 4.4 and
4.10 or. page 84 and 94 respectively).

Unlike the Sales Tax system, the VAT system has the advantage of cross-
checks being made of the invoices or organisations that trade with each other in
VAT-able commodities, since VAT cuts throngh all stages of production and
distribution. This possibility was not preseni in the Sales Tax system since tax
was charged only at one point (sales of commodities by manufacturers and
assemblers to major distributors). Only the écllectors of the tax were required to
file Sales Tax rerurns, not the distributors, therefore there was no possibility for
cross-checks. Admittedly, however, the VAT audit and inspection programine
"during which such invoices could be examined is yet to take-off on. a regular,
wide-ranging basis. At present, cross-checks are limited largely 1o the monthly
summaries of VAT collections and payments submitted by VAT-payers to thé

LVOs. As efforts are made in subsequent years to improve and increase VAT
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audit and inspection exercises, it is expected that the cross-checking procedure will
reduce taxpayers’ tendency 10 understate VAT owed to the FIRS.

Under the Sales Tax era, consumption yielded 8% 1o 20% of the revenue
generated annually by the State Boards of Internal Revenue. With the advent of
VAT, consumption taxation has become a high-yield tax bringing in additional
revenue to each State. The annual share of VAT proceeds teceived by each state
studied amounted 10 one-and-a-half times the revenue brought in by each State
Revenue Board in 1994.

VAT revenue figures ‘were readily supplied by respondents  to
. questionnaires, with permission from the Local VAT Officer in charge of the
Local VAT Office. VAT revenue figures have been regularly publici;ed in the
media. A detailed picture of VAT proceeds from individual States in the
Federation have been published in a personél book written by FIRS Chairman
(Naiyeju, 1996). In contrast, this researcher experienced considerable difficulty
in obtaining revenue statistics on Sales Tax. In all the states studied, wﬁtteﬁ
permission had to be sought first from the Chairman of the State Board 0% Internal
Revenue:; which involved considerable bureaucratic delay. In one state, permission
had 10 be sought from an authori_ty higher than the Chairman. In another state,
after the Chainman had authorized a Director of Taxes to answer the Sales Tax
questionnaire, the latter was unable to answer cettain sections of the questionnaire.
This was because all documentation on Sales Tax was in the possession of [1:16

Legal Adviser to the Chairman in connection with an investigation into financial
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irregularities connected with Sales Tax. Thus, the Legal Adviser had to be
contacted for answers to séme of the questions.

Despite administrative difficultics pointed out earlier with respect to VAT,
it must be pointed ont that only the first year of VAT's operation has been studied,
and there are bound to be improvements in subsequent years. The nationwide
yield from VAT in 1994 exceeded the official estimate of N6 billion by a little
over N2 billion whereas the Sales Taxes yielded about N1.2 billion during the
period 1985 - 1993, (see table 4.17 on page 104).

| VAT is definitely an improvement oﬁ its predecessor, Sales 'i'ax, since jt
was better organised and implemented than Sales Tax. If VAT continues to be
administered with the zeal and efficiency which characterized its first year of
operation, and the FIRS puts into practice the recommendations made in this
research, VAT is very likely 1o succeed as a high-yield tax in the nation’s tax

system.

53 RECOMMENDATIONS

The following suggestions are put forward asa result of this research work.
()  The tax refund mechanism which provides for a refund from the FIRS to
taxpayers where input VAT exceeds output VAT, must not turn out to be
an empty promise from the FIRS. The imegularity of tax audit exercises
in the first year of VAT dperation is a major reason why the tax refund

process has not yet commenced. The efforts made by the FIRS to increase
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regularnty and scope of VAT audu and investigation exercises shouid
extend to the tax refund issue. In this way, prompt attention to legitimate
claims for tax refunds will serve to increase taxpayers’ confidence in the
VAT system and thereby improve their compliance..

According to the VAT implementation schedule of the FIRS retailers and

‘other small businesses are to be registered for VAT as from 1997. Many

of such persons were previously untouched by the former Sales Tax.,
Examples are service organisations, partnership firms of professionals and
consultants, and retailers. In order to get maximum compliance from such
persons, there roust be a considerable nurmber of trained VAT Officers, in
advance of 1997, ready o explain every problem that may arise on any
aspects of the tax. Specific enlightenment programmes can also be
prepared (o meet the specifié needs, peculiarities and background of each
category of persons.
| . 473714

Sufficient funds should be set aslde for meeting the expenses of a well-
planned all-year programme of VAT audit, investigation and inspection in
order to ascertain the accuracy and truthfulness of VAT retumns. The VAT
Information Circular on VAT Audia and Investigation puts fonh a
commendable plan, namely:
)] VAT visits 10 YATable pérscms by authorized VAT inspectors o

ensure compliance with regulaiions, to ascertain correctness of

VAT charged and remitted, to examine accounting procedures and
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offer suggestions where necessary, and to answer queries on VAT
and educate taxpayers on new developments.

(ii). VAT tax drives organized periodicaﬁy at the instance of the Zonal
VAT Coordinators to stimulate collection of VAT from defaulters
and enforce prompt remittance of VAT payable, and

{iti} VAT audit and investigation to be instituted on a regular basis by
VAT Headquarters to cheék both VAT Officers’ and VATpayers’

records to ensure accountability of VAT collected.

Qualified tax offi;:ers with proven track records of integrty and
honesty should be selected (and trained, where necessary} for the above
programmes. In order to cover the audit needs of all states on a regular
basis, there must be at least one YAT officer to inspect every 100
taxpayers in each state.

Part of the VAT proceeds should be ploughed back each year to set up

additional VAT offices in, at least, the most VAT-productive states of the

. Federation in order to increase efficiency and extent of VAT coverage

throughout each state. Accordingly, more vehicles should be made
available to each LV O for official use to facilitate field work in connection
with registration drives, compliance checks on delinquemts, and audit

eXercise.,
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The tax authorities should be firm in dealing with hard-core delinquents
in order to provide on effective different to other delinquents. Legal action
taken against these persons, and the attendant publicity accorded 1o the
proceedings and results of these ptosecutions will have a positive effect in
reducing the rate of delinquents,

Tax evasion and other tax offences should be made criminal offences, and
VAT Courts should be set ﬁp n vaﬁoﬁs zones of the country 10 ry YAT |
offenders prompily, instead of relying_.- on prosecutions in c¢ivil courts law
where cases can drag on for months or years.

All the inception of VAT, a report in a national newspaper (The Guardian,
March 17, 1994) disclosed that the Federal Government was being assisted
by the World Bank to build a reliable VAT data-base in the FIRS through
the provision of funds for the supplf and instaliation of computers and

communication equipment in Lagos and Abuja. As at December 1994,

computers and communrication equipment had been installed at the Abuja

headguarters of the FIRS, in all Local VAT Offices in Lagos Zone (which,
incidentally, contributed nearly 50% of nationwide VAT collection in
1994}, and in the other four Zonal VAT Offices across the country,
namely, fbadan, Enugy, Jos and Kaduna.

The Zonal VAT Offices and all the Local VAT Offices woﬁld also
benefit tremendously by the computerization of both administrative and

accounting procedures, in order to cope efficiently with the enormous
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paperwork with respect to taxpayer records. Also if all these ofﬁées are
linked in a computerized neiwork with the Headquarers, speed and
efficiency can be improved upon in the monthly process of remittances and
reconciliations between these offices.
Public confidence in thé capacity of the Federal, State and Local
Governments to judiciously allocate and utilize their share of VAT
proceeds must be gained by allowing the media access to such data.
Prudent management and cargful monitoring of these funds will
ensure that tax efforts become financially productive. This will serve to
increase taxpayers’ confidence and compliance, instead of creating

disillusionment among taxpayers.

AREAS FOR FURTHER RESEARCH

The 1921 Study Panel on Indirect Taxation recommended a modified VAT
which would exclude retailers for reasons of impracticability of full-scalé
VAT in Nigeria. However, the FIRS intends to operate a full-scale YAT
as from 1997. An in-depth study of the problems associated with full-

scale VAT in other developing countries could be carried out Lo determine

-the possibility of the FIRS coping with implementation of VAT in the

small-business secror as from 1997.
The success of VAT depends, to a large exient, on thorough compliance

checks through desk andits, office andits and field investigation, all of
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which involve considerable financial expenditure. A study of the costs of
collecting VAT as against the revenue yielded by these efforts would
reveal the true picture of proceeds from VAT in Nigeria.

It is very likely that a significant amount of revenue is not collected at all
due to non-compliance by taxable persons and inability of the FIRS to
cope with its enormous task of administration and compliance checking.
A study could be camed out (o estimate the VAT vyield expected from

individual sectors of the ECONOMY .
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APPENDIX I

QUESTIONWAIRE OF SALES TAX

Please tick the appropriate answers in the boxes provided, and write
freely in the spaces provided,

During the implementation, first of the State Sales Tax Edict/Law, and

then of the Sales Tax Decree, were taxable individuals identified and

located through the use of:

¥ostly Partly Kot
used used used

(a) records of registered businesses? L5 1

(b) records of company income taxpayers? e £
{c) other sources (plezse specify):

i e S
ii) ] ]

o oo

The persons chargeable for sales tax under the State Edict/Law were
manufacturers, wholesalers, distributors, and owners of hotels and
restaurants; while tnose chargeatle under the Sales Tax Decree were

manufacturers, importers and suppliers.,

(a)
(v)

3.

4(a)

Were any businesses granted exemption? Yes D No D

If 'Yes', what criteria were used in granting exempiion?

Was a master list of persons eligible for sales tax maintained in this
State for: Yes No
i) the sales tax operated under the Edict/Law? [_]

ii) the sales tax operated under the Decree? — —

During the period when sales tax was in operation in this Siate, what
was. the approximate mumber of:

i) registered sales taxpayers? I

ii) sales tax Officers? . S hnA D SNSRI

jii) sales tax Auditors and Investigators?

LR BRI L

-‘_-—-_"-"'—-—-—-_.._
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4(b) How many sales tax officeswere there in this State, and in which towns

or local governments were they located?

No, of No. of
Town/Local Covernment offices Town/Local Covernment offices
ey N U SRR PRSP FS PSR E WS
ARSI RS EINER PR e N T c— SEESE FeRees
L L vy SR F SRR RGeS SRR

5(a) When a szles taxpayer was registered, was he issued with
a registration certificate? D D
(v) What methods were used to detect failure to register?

i) Identifying on the master list those persons who
had failed to register, and notifying them by mail
through their business addresses

ii) Street~-by-street visitation of business premises by
tex officials asking to see evidence of registration [::]

iii) Other methods (please specify):

6(a) Under the State Sales Tax Edict/Law, did the tax authorities design any

forms which taxable persons were to fill up and submit when making
their tax returns? Yes [:] o [:]

(v) Ir 'Yes', how many forms were designed and what were they czlled?

Also, at which offices were these forms made available?

State Revenue office :] Local Covernment offices D
Other offices (please specify):

L L I B B B O O BB O B B O R B B

4 8 8 & 0 a @ e b s st 8t R SRS B et Ao
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(¢c) If no forms were designed during the operation of the State Edict/Lau,

Te

(®)

(a)

+hen in what manner did taxpayers make their returns and what information
or details were they expecied to provide?

Under the Sales Tox Decree of 1986, texable persons were expected to

submit returns using four forms as prescribed in Schedule 2 to the
Decree, namely:

Porm A (Supply of Taxable Goods and Services) - to be filled for every
transaction with & distributor, agzent or consumer,

Form B (Monthly Retura of Payment of Sales Tax)
Porm C (Taxable Goods/Services for the month) 4?3 714

Form D (List of Distributors/Agents for the month)

In general, how often did taxpayers submii these forms to the tax office?

Monthly Quarterly Half-yearly Yearly Rarely

S O O O O O
oru 3 O O O O O
Por ¢ o R O O O
Form 3 R O O O

Did the tax zuthorities subsequently discontinue the use of any of these

four forms (for practical reasoms, or simplicity)? Yes[ ] o[ ]
If *Yes', which forms were eventually discontinued?
Form [ ] Porm B[] FormC[_] Form D[]

Did the tax authorities design new forms to take the place of any of
the discontinued forms? Yes D Ko D

(&)

Was the sales tax administered by the State Tex Board together with the
Local Covernments in ithis Siate? Yes E:j No [:]
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8. How would you rate the sericusness of the problems which sales taxpayers

- 3 1 o
posed tc the State tax authorities? . ing of problem
Major |Minor g%ﬁie-
(2) Poor or insufficient records/accounts which

hindered correct ascertainment of tax and
filing of returns D

(b) Delibverate under-statement of sales volume
in order to reduce sales tax payable

(c¢) Pailure of large businesses to furnish the
Tax Board witih namees of their accredited
distributors throughout the country

(d) Pailure to issue tax invoices for taxable
commodities sold to another trader D

oo oo
oo oo

|
|

e —

(e) Any other problems (please specify below):
i) .
. 1 O O

-

ii)

8 O O

9. What type of checks were made, with the facilities and resources available
during the operation of sales tax in this State, to determine the accuracy

of returns filed by taxpayers? Yo
(a) Routine check of all returns, adding up all figures
on each form to ascertain arithmetical accuracy

(b) Planned programme of investigation and examination all
year round, such that the returns of each taxpayer
were carefylly scrutinized once a year

(¢) More careful and frequent scrutiny of returns of
frequent delinguents, and less frequent examination of
returns of fairly regular szles taxpayers

(d) More time devoted to a thorough check of returns of
businesses with considerably larger sales volume, than
to smaller businesses

O 0 0O 0¢

O 0O 00

(e) Any other type of checks(please specify below):




122

10, The Sales Tax Statg Bdict/Law and the Sales Tax Decree specified a deadline

or tax lag witain which monthly tax returns were to be filed with the tax

authorities by every texpayer,

(a) Wnat was the comglisnce rate with this desdline (as a percentage of
total taxpayers) ?

Percentaze of texpayers Undexr EJict/Lau Under Decree
0 - 20 1 1
21 - 40 7 ] 1
41 - 60 (] ]
61 - 80 £ ] 1
Lbove 80% [::I [::1

(b) Was this deadline relaxed or lengthened eventually for practical

purposes?
Under EdictﬁLaw néer Decree
Yes ] -
Yo ] ]

(¢) If 'Yes', what was the new deadline set for filing tax returns?
Under Edlc't/lﬁ'ﬂ' I R I R

Under Decree Sersansrese st RN SRR RRRIRBAESIES Lo

(d) What was the compliance rate with the new deadline (in percentage of

total texpayers) %

Fercentage Under Edict/law  Under Decrce
0-20% 1 .
21 ~ 40 2 1 -
41 - 60 % 1 ]
60 - 80 % (.| ]
=d -

Avove 80 %
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i Iy 85 What was the procedure for obtaining returns from delinquents after
the expiration of the deadline for filing returns?
(Please tick whichever methods were in use in this State): Xo

(a) As returns were received from taxpayers, their names were
ticked on the master list

(v) Following a brief period of grace, those who had not filed
returns by the deadline were:

Yes
— served a first notice of delinquency by mail [::]

L

- visited by tax officials

-~ dealt with otherwise (please specify):

(¢) After the first notice/visit, persistent delinquentis were:

- served a notice of delinguency in the mail

niN
UL

- visited by tax officials

- dealt with otherwise (please specify):

(d) Those who still persisted in delinguency after this received:
- 3 best-of-judgment assessment of tax due E [—_—]
- a summons to appear before the tax authorities E::l [:]

- Some Other treatment (please Specify}:

In general, what fraction of delinquent taxpayers responded positively

after the first notice/visit to remind them to make returns?

Quarter [ ] Balf [ ] Three-quarters [__]
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12, With the means at the disposal of tbe tax authorities in this State,
how often were the following methods of Sales Tax audit and investi-

gation carried out for each business in this State?
Once in
Quart- Half- two
erly yearly Yearly years

(2) ™Office audit" which dealt with suspicious
or incorrect matters on return forms for
which the taxpayer was required to bring

tc the tax office the data necessary to 1 1 1 [

verify certain items

(b) ™Pield audit™ at taxpayer's place of busi-
ness during which a irsined accountant
conducted an intensive inspeciion of the
business and its records with the aid of
other trained tax officials | | | [ { ]

(c) Other forms of audit and investigation
used (please specify):

i) _ 2RaARY

ii)

bad  AJ B B

13.Please rank the adequacy of the following facilities/resources during the
duration of szles tax in this State: Below

CACY  40-479, 0-HTL 60- 1k Abowe Y

(a) Adequacy of number of staff to handle, sori and
file documents in order to facilitate quick

storage and location of tuese documents/records [ | [J] (1 31 [

(b) Adequacy of efficient office equipment and
modern devices required to cope with volume

of operations . [ I I T N N I
(¢) Adequacy of number of trained staff for
auditing and investigation purposes E:] 1 C1 C1 1

(d) Adequacy of travel/transport facilities for
those officiels who had to make field investi-

zations of returns or check on delinguents D D L1 L [ 1
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14, How would you rate the compliance that szles taxpayers showed in this State?
(Tick one percentage for each calegory of persons indicat@d below, which
best describes. the compliance or readiness 1o abide with the szles tax)

Category ~ Compliance Level
Below Above
207 21-30¢ 31-40% 41-507 51-607 607

(a) Hopel and Catering services

(b) Cigarettes and Tobacco

o
]
0oL
i

(¢) Blectronics

R
i
—
—
-

(d) Perfumes and Cosmetics

¥
gooon
googo

(e) Soft drinks

[
[
L

(f) Beer, Liquor and Spirits

000
UL
UL

g) Carpets and Rugs

rJ

i
[

15. The “ales Tax Edic‘ts/l.ﬂws implemented by state governments were described in
a seminar paper delivered by Chief S.M.Adesola, as being "hampered by certain

problems of interstate trade and Jjurisdiction over state borders",

() Please explain these problems as encountered in thid State :

(b}ﬁlsa, please explain how ihese problems were overcome with the implementiation

of the Sales Tax Decree(if at all they were overcome):
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(a)

()
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What were the annual revenue figures for this Staie during the pericd

1585 ~ 1994

annual total internally generated revenue (I.C.R.)from Revenue Board?

annual

Year

1985
1986
1987
1588
1989
" 1990
1991
1992
1993
1954

with respect to:

sales tax revenue?

I.G.R.
w
R RN
IR RN RN N
[ N RN RN
dedeadsaFrRrastRadean
I E R R R R R ]
R R N I N
AR R N RN RN RN RN
LRI R R R R I
SasTedseanraTs e

LR B A O O B B B B

Sales Tax

=

I R R R

LI O O B O O O U B I B )

evessasvees s e e

L B B B BB B N O B ]

LR N R N

L B BB B A B R N B )

LA B B I N B B

LB S B A B I )

449988823+ ateE e
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APBENDIX _I1

QUESTICNNAIRE OM VALUZ ADDED TAX (vaT)

Please tics the appropriate answers in the boxes provided, and write

freely in the spuces provided.

At the inception of VAT in this State, were taxable persona/units identi~

fied and located 'Lhrcug}; the use of: !-iastly' Pa!“tly Not

used used used
(a) past records of sales texpayers? L) ! I 3
(b) records of ragictered businesses? L3 LA LJ
(¢) records of company income . taxpayers? E:] E:] E:]

(3) other sources (please specify below):

i)

) ' i O O

ii,

O O O

2. According to the VAT Decree, z taxable person is a manufacturer, whole-
saler or importer of taxable goods (listed in Schedule 1) er a supplier
¢? taxable services {listed in Schedule 2), Therefore, it would seem
that Nigeri. operates a aodified VAT rather than a full-ccale VAT that

exteandc to e retail stage.

{a) 2re retaile s exempted altogether from VAT? Yes D Ko D

-~
"y

'Ho', wh:t size of retailing businesses are, in fact, subject 1o VAT?
tiose whise annual sales exceed Wo.vvevsvanee (épQCXIy.Vh%“eS
if aprlicable

[N

other criteria used (please specify below):

3. In order ic be practical and cost-effective, tax administrators in some
countries grant exemption from VAT to 'small' businesses, defining
'smallness' as an annual turnover of less than ¥50,000, or using some

ather similar criterion,
(2) Are small lusinesses ranted cxemption from VAT in Nigeria? Yes[ | N ]

(v) 17 'Yez', vhat 15 the value of annuzl sales below which exemption from

VAT is granted? -

L R I SR A

Plezse specily zny other criterion/criteria used:
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4(a) 1Is a master list of VAT-z2ble persons maintecined for this State?
Yeo (] 3o [

N - > . " 2 -~ > 4\
(b) Ir *Yes', ir whkal fcrm is this list maintaisea? (tick cne box)

Typewrittien lists [:] Lists stored in cemputer memory E:]
{and printed out when needed)

£(a) As at Decenmber 1994, what was the number, in this State, of:

i) registered VAT-payers?

L AL B B B A L B )

il) local VAT officers? ssreseteas s ntasnante

31i) YAT auditors anc investigators? .

(AR BN SN E R SRR R R EEEERREN]

(o) How many VAT offices are there in this State, and in which towns are

taey located?

Na, of No, of
Name ¢f town offices Name of itown orfices
B A I e awsew LA R B B B B L )
I A NN EEENENFENE RSN -a e w9 LB LR B B B LN

- .

6(a) Is the VAT registration form (Porm VAT 001) printed and made freely avail-

ab] * public? :
le to the' public?
&n F Yec I : Xo l |
(b) Whuere do taspayers obisin Form VAT 0017 (tick cud £ill ia whesever

appliczole)

A11 lccal VAT offices throughout the State ]
The lrcal VAT office(s) in the State capital only []
Other locations (please specify):

(c) When a VAT-able person is registered, is he issued with a registration

certificate? ‘feuD Hol ]
(d) Is the VAT return form (Porm VAT 002)printed and made freely available to

. .
the public? Yes D Yo D
(e) Where do taxpayers obtzin Form VAT 002 ? (tick and f£ill in wherever
applicable)

A1) local VAT offices throughout ihe State?
The local VAT office(s)in the State capital only [ ]
Other locations (please specify):
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7. What methods were employed 1o detect failure 1o register for VAT?

(a) Identifying on the master 1ist those persons who have failed

to register, and notifying them by mezil

(t) Street-by-street visitation of business premises by tax offi-

cers seeking Tor evidence of regisiration

(c) Other methods (please specify):

473711

Yo

el

O O

8. In practice, how regular are VAT-payers in filing returns and paying VAI?
(please give answers in percentages of total VAT-payers)

Regulari ty
Monthly

Quarterly
Half-yearly
Yearly

Only whken ihreatened with penalties

Percentage

LI R B e f;}
PR R R I R %
R ;.(

‘n

R RS I

h Y

- 2 dow would you rete the seriousness of the problems enumerated below,

whicn are pused to the tax authorities by VAT-able perscns in this State?

(a) Foor or insufficient records and accounts
which prevent correci ascertainment of tax
and prompt/,rcper filing of returns

(b) Deliterate undersiatement of sales in order
tc reduce "outputi VATY

¢) Palse or exaggergted claims of sales of

clempt SLICS LLd <erviges

(2) Failure %o issue tax invoices for taxable
commodities sold to another trader

(e) Cther protvlems (please specify):

i)

Rz jor
probtlem

3

000
:
i

¥
[

ii)

]

iii)

Hinor

700

[]
(]

Hegli—
prcblem gible

]

1o

0
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X0, Ynat types o« caecks are unade, with ilhe available facilities and resources
tc determine the acguracy of VAT returns rfiled by taxpayers?
Yes .
(a) Foutine check of all returns, adding up all figures on each
form to ascertain arithmelical accuracy

(v Planned prograsme of investigalion and examination all year
" round, such that the rciurns of each taxpayer are carefully
gcrutinized once a year

(c) Hore frequent and careful scrutiny of returns of freguent
delinguents, and less fregquent examination of returns of

-
J
fairly regular VAT-paying businesses (|
]

(d) Hore time devoted to a thorough check of returns of busi-
nesses with considerably larger sales volume than to
"gpaller® businesses

0 0 0 0OF

(e) Other checks made (please specify):

i)

ii)

11. The VAT Decree specified the desdline for filing returas and rewitiing
t:x z2 "on or bvefore the 1l4ih day of the month next following that in

which the supply was mads",

(a) What was tae compliance rate with this dezdline? (please tici ome box)

o-208] 21~ ar1-62[] & -82[]

(b) Was this deadline relaxed (or lengthened) eventually for practicul
purposes? Yes [ ] o[ ]
(c) If 'Yes®, what was the new deadline sei for payment of iax and filing

returns?

(d)Wret i: the compliance rate with this new deadline?

0-202] 21 - 407 ] 41 - 607 ] 61 - 8o [
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a, “Thot is tlhe procedure for cbialeing wreturna frowm delinguents after the

[

expiration of ihe Jewdline for filing returns?
(Please tick whichever methods apply to current practice in this State)
Yes No
( ) s returns ire received from taxpayers, their names are:
= tigred raruzlly on the mester lict E:] [:]

~ *ticked" on the ceaputer E:j ‘ ,J

(b} "ollewing & brief period of grace, those who have not filed
returns Ly ke dendline are:

[

. o . o ; . » . e "
— served & firet potice of delimguency by mail T rn

~ virited by tax ofrficials ' . [ A
—~ dealt with otherwise (please specify)s

(c) ifter the f1rzt notice/visit, persistent delingquents are:
- gerved @ notice of delinguency by meil

- yasized by tow efficials

- 00
[

~ deglt with ctazrwise (please specily):

A . . . . . - -
(d; Those wiho £.till persiot in delinguency after ituis, receive:

- @& besteof=judpment assesswent of tax due

Nl
aln

- & sunmoas to appesr befure the tux auithoritics
- some cther troctrent {gleave spooily):

In general, what frection of delinquents respond posiiively efter the

first notice/viuit to remind them to maxe returns and pay tax?

Quarter {_ | Half [ three-quirters [ ]

13, With the means at ike dizpesal of the ilax authorities in this State,
how often are the Jcllowing methods of VAT audit and investigation
carricd out ror each wnd every business in this Stute?
fnce in
Quart= Half-' two
erly yearly Yearly years
(&) "Office aucdit" which uezls with suspicious
or incorrect matters on return forme by
asking texpayer to bring to Tax Office the

data neceusary ta verify certain items ) = i ]
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Once in -
Quart- Half=- iwo
erly yearly Yearly years

(b) “Pield audit" at the taxpayer's business premises
during which a trained accountant conducts an
intengive inspection of the business and its rec-
ords with toe aid of other trained tax officers [ ]| [_] ] 3

(¢) Other forms of audit and investigation used
(please specify below):

i)

i)

OO O O Od

-

4. How would jou ratc the compl

. £ LM

IC& C ersens ir thaic State?

4
4 na
(Tick one percentage for each category of persons indicased LBl0w, WLi.l
best describes their compliance or readiness to «bide with VAT)

Category Compliance Level

Below ~above
20 21-30% 31-40% 41-507 51-60% 60%

(a) Importers
{b) Manufacturers/Azueablers

(c¢) Waoles.lers/Distributers

minn
U

4 A\

(Y 9 3 -
\G) Meball .o s (3 8.Ld.G004

&= it

1]

(11 C
Lit] [

(e) Pinancial Institutiors
(r) accounting/legal/Couguter/

renaitctavalere, Mivas

J oLopo
]
¥

|

0100000

Lo oaobn

|:.

=) Hatal P i
(c:; oL ¢ Hebauranl Canels

1. Please rans tke adeguecy of the current state of facilities/resources at

the dispesal of the VAT offices in this State:

&

doat -5y bo-1sy M

(2) Adequacy of nuxber of staff to handle, sort
and file documents in order to facilitate
quick storage and reirieval of these items

o ) en [ e §

(o) Adequacy cf efficient office equipment and mod—
€rn devices required to cope with current
volume of cperations

O
N

(c) Adeguacy of numter of trained staff for audit-
ing and investigation purposes

(d) Adequacy cf travel/transport facilities avail—
atle for ~hose officials who wmust make field
investiga-ion of returns or who must check on
delinquen~ taxpaysrs

0 oo 0O
U 0o
U o0dod

(2

(e) Other fac-lities/rescurces not mentioned above
(please specify telow):

i)

[
[
L

|-

ii)
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16, What were the anaual revenue figures for this State during the first

iwo years of YAT's existence, wiih respeci to:
(a) annual VAT collscied by this State and remitted to FIRS headgquarters?

(L) annual share of national "VAT pocl" sent back by FIRS headguarters as

allocation for this State?

1594 1995
VAT COIIECted R’ol.llol..lcacc RII.OO.O.C..'--

VAT allocated I sssssssasssssas H’cccc'ou.nclvn.
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SALES TAX DECREE 1986

ARVANGEMENT OF DECTIONS

9, Payment of tux.
Iﬂ?ﬁdm, Mkﬂfw, e, qf Miscellaneons
Sales Tax 10. Power of inspection.
Imposition 11, Offences.
l2'. Taxable ge:fan:dfnm 12, Pambies.
3. Establishment of the Sales Tax 13. Regulations.
Comumittee.

14. Interpresation.
15. Citation and commencement,

4. Camposition -af the Committve.

5. Functions of the Committee. p—

6. Quorum snd procedure of the i
Copumittee

scipuLE 1—"Taxame Goobs AN

7. Administration of tax. SERVICES Anb RATES OF
Collection and payment of tax TAX THERION
8. Colicction of tax., Scurpure  2—Fomrs

Deeree No. 7

(304 Fune 1986)
THE FEDERAL MILITARY GOVERNMENT hercby decrees as
follows :—
Impasition, Adminisiration, etc, of Sales Tax
1. As from the commencement of this Decree, there shall be charged

and payable 2 tax to be known as sales tax which shall be aduinistered in
accordance with the following prouvisions of this Deeree.

2, The tax shall be chaigeable and payable on the goods and services
listed in column A of Schedule 1 o this Decree at the rates specified in
column B thereto where—

(2) a manufacturer or inporter supplies such goods to its accredited
distributors or agents ; or

(0) a supplier supplics such services to consumers in the course of its
business.

3. There shall be established a committee to be known as the Sales
Tax Committee (hercinafter in this Decree referred to as ** the Committee”

which shail be subject to the control of the Minister in the performance of
its functions under this Decree.

4. The Committee shall comprise the following members, that is to
say—
(@) the chairman of the Joint 'I'ax Board as Chairman ;
(b) all members of the Joint Tax Board ;
(¢) onc representative of the Productivity, Prices and Incomes Board ;

A 37

Commence-
ment.

Linposition
of sales .

axable
goods and
services.

Establish-
ment of the
Sales T'ax
Comumittee.
Compositich
of the
Committes,
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Functions of
the Commi-
ttee, i

Quorum and
procedure of
the Commit~
tee,

Administra-
uon of tux,

Collection
of tax,

(d) one representative of the Board of Customs and Excise ;

{¢) onc represeatative of the Ministry charged with responsibility for
- matters relating to commerce ; and

(f) the Legal Adviser o the Federal Board of Inland Revenue,

5.—(1) The Committee—

(@) shull conduct commodity by commodity suivey on taxable goods
for the purposes of getting the pattern of distribution of these goods in
all the States of the Federation and recommend  from time to time the
rates of tax to be charged thereon ;

(b) shall, from time 10 thae, fix with the approval of the Productivity,
Prices and Incomes Board, the price of taxable goods ;

(¢) may, from time to time, mmend or vary the list of taxable goods aund
services set out in Schedule 1 to this Deerce and the rates of tax specified
thereon ; and

(d) shall do such other things as are necessary and expedient to ensure
the smooth adwministration of the tax,

(2) Any proposed amendment or vanwuon to the list of taxable goods
and services wud the rates of tax thereon, set out in Schedule 1 to this Decree,
shall not have effvet until approved by the National Council of State, and,
when so approved, shall be published in the Gasette.

(3) The Committee shall hold regular meetings with representatives of
manufacturers, importers and suppliers of taxable goods or serviees in
order to arrive at the pattern of consumption and distribution of those
goods and services and the made of payment of revenue aceruing from the
1ax.

6. Subject to any direction that may be given by the Minister, the
Committee shall fix its own quorum and otherwise regulate its procedure.

7.—(1) The Internal Revenue Department of cach State of the Federation
shall administer the tax subject to any directions that may be ywm by the

Joint Tax Board.

(2) The Joint Tax Board shall be responsible—
(@) for co-urdinating the tax and ensuring its administrative tidiness
within existing tax machinery ; and

(b) for ‘resolving any conflict that may arise in the disbursement of
revenue from the tax,

Collection and Paymnent of Tax

8.—(1) A manufacturer, importer or supplier shall, not later than 30
days after the supply of any taxable goods or scrvices to its aceredited
distributor, agent, or consumer in the case of taxable services, collect from
the distributar, agent or consuer, as the case may be, tax on those goods or
services at the rate specified in Schedule 1 to this Decree,

(2) The reference price of any taxable goods shall, for the purpoeses of
calculating the tax, be the price fixed from time to time by the Committee
with the approval of the Praductivity, Prices and Incomes Board.
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9.—(1) Any tax collected uuder section 8 of this Decree shall be paid
to the appropriate State authority on or betore the 30th day of the month
next following that in which the tax is due.

(2) A manufacturer, importer or supplier shall, when making a
payment under subsection (1) of this section, submit a return in the Forms
prescribed in Schedule 2 to this Decree.

(3) A copy of every return submitted uader subsection (2) of this
section shall be forwarded to the Productivity, Prices and Incomes Board
which shall act as a repository of information on the ax,

Miscellaneous

10. The appropriate State authority may in writing authorise any
person on its behalf—

(@) to require any manufacturer, importer or supplier—

(7) to produce any books, documents or records relating to taxable
goods or services for purposes of inspection ; and if the person so
requires, to permit him to take copics of such books, documents or records;

(#) to provide any information which in the opinion of the person
would assist in the inspection ; and

(if) to give such other assistance as may be required for the
inspection ; and

() to enter the premises of any manufacturer, importer or supplier and
remaove any baoks, documents or records relating to taxable goods or services
where it has reaspa to suspect that a contravention of this Decree is being
made. ‘

11.—(1) Subject to subseciion (2) of this section, 'ny manufacturer,
importer or supplier who contravencs or fails to comply with any provision
of this Decree shall be guilty of an offence under this Decree.

(2) Subject to the provisions of subscction (3) of this scction—

(a) if any tax collected under scction 8 of this Decree is not paid within
the time specified in section 9 of this Decree, the appropriate State autho-
rity shall serve on the manufacturer, importer or supplier, as the case may
be, a demand note for the unpaid tax plus a sum which is cqual 10 5 per
cent of thetax ; and

(b) if any sum demanded under paragraph (@) of this subscction is not
paid within 2 moaths of such demand, the manufacturer, importer or sup-
plier, 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 whole
or in part any sum added to the unpaid tax under subscction (2) (@) of this
scction,

(4) Where an offence under this Decree is commitied by a body corpoe-
rate or firmn or other association of individuals—

(a) every director, manager, sccretary or other similar officer of the
body corporate ;
(b) every partaer or officer of the firm

Payment of
w.

Power of
luspeclion.

Oflences.
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Penaltics.

Regulations,

Interpreta-

1961 No. 21.

1977 No. 30.

Citation and

ment.

(€) every person concerned in the management of the allairs of the
association ; or

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

shall severally be guilty of that offence and liable te be proceeded against and
punished lor the offence in like manner as if he had himsell committed the
offence, unless he proves that the act or omission constituting the offence
took place without his knowledge, consent or connivance.

(5) An offence under this Deeree shall be triable in the High Court
of a Suue,

12.—(1) Except as otherwise provided in this Deeree, a person who is
guilty of an offence under this Decree shall on conviction be liable—

(@) for a first offence, to a fine of N2,000 or imprisonment for 6 months ;

(5) for a sceond and subsequent olfence, 1o a fine of N3,000 or imprison-
ment fuor one year or to bothi such fine and imprisonment.

(2) The institution of proceedings or imposition of any penalty under
this Decree shall 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 under this Decile,

13. The Ninister may, with the approval of the National Council of
Ministers, make regulations, generally for the purposes of this Decree and
the due administration thereof.

» - - -
14. In this Deeree, unless the context otherwise requires—

“appropriate State authority™ means the Internal Revenue Departinent
of the State where the distributor or agemt of a manufacturer or of an
importer of taxable goods or a supplicr, in the case of taxable services,
carrics on business ;

“*Committee” means the Sales "T"ax Committee established under section 3
of this Decree ;

“Joint Tax Board” means the Joint ‘Tax Board established under
the Income ''ax Management Act 19601,

“Minister” means the Minister charged with responsibility for matters
relating to finance ;

“Productivity, Prices and Income Board” mcans the Productivity, Prices
and Incomes Board established under the Productivity, Prices and Incomes
Board Act 1977 ;

“supplier” means the supplier of the taxable services listed in paragraph 1
of column A of Schedule 1 to this Decree

“tax” means the sales tax imposed under section 1 of this Decree ;

“taxable goods™ means the goods listed in Schedule 1 to this Deeree ;

“taxable services” means the services listed in Schedule 1 to this Decree,

15. This Decree may be cited as the Sales Tax Deerce 1986 and shall
come into force on 30th June 1986,
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SCHEDULES
SCHEDULE 1 Section 2
TAXABLE GOODS AND SERVICES AND RATES OF TAX
THEREON
Aa B
1. Taxable Services Rate of Sales Tax

Sales and Services in registered IHotels,

Motels, Catering Establishments, Restau- 5 per cent
rants and other personal service establish-

ments (excluding drinks).

2. Taxable Goods

1. Beer i v 36k .pcr carton/crate
2. Wine Liquor and Spirits . . - 10 per cent

3. Soft Drinks (including mineral water) 2 24k per cartonjcrate
4. Cigacttes and Tobacco s

e - § per cent
5. Jewels and Jewelleries - - - 5 per cent
6. Perfumes and Cosmeties (excluding toiletries) 5 per ceut

7. Electrical and Electronics Equipment (Video
Recorders, Stereo sets, Radio and Television
Sets, Video Casettes, Cameras, Airconditioners,
Fans, Deep Freezer) .. “ .- - 5 per cent

8. Carpets and Rugs (excluding Linoleum) .. 5 per cent
9. Bottled Natural Water (excluding mincral water) 5 per cent

SCIIEDULE 2 Section 9 (2)
FORAIS
Foum A

(To be completed in respect of every distributor, agent or consumer)
SUPPLY OF TAXABLE GOODS OR SERVICES

Name of *Manufacturerf{Importer/Supplier

Name of *Distributor/Agent/Consumer

Address

~  Bill No
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TaxaBLE GooDs OR SERVICES SUPPLIED Amount
N : k
EEE——

Total .

Add Sales Tax .. + .

Gross amount payable

Supplied by Signature of

* Distributor|Agent|Consumer
(*Delete words not applicable)

Form B
MONTHLY RETURN OF PAYMENT —
OF SALES TAX KAS
Name of *Manufacturer/Importer/Supplicr.
Address
Ref. No. .

Internal Revenue Department Code No,

Type of *taxable goods/services supplied
Total value of *taxable goods/services supplied for the month of e

N
Sales Tax for the month of. N
Amount remitted N

I certify that the amount stated above represents the true and correct
value of *taxable goods/services supplied and sales tax collected by

for the month of 19

> Details of *taxable goods/services supplied for the period is shown on
. the attached Form C.

Signature

Name

Position

Date

(*Delete words not applicable)
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ForMm C

TAXABLE GOODS/SERVICES FOR MONTH OF o

Name of Distri- Value of p—s
Serial | butor| Agent| taxable goods| Sales Tax marks
No. Consumer services supplied
‘ N k N k
4 ',_q : - :
ToTrar
Name and Address of *Manufacturer/Importer/Supplier
e Signature

(*Delete words not applicable)
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Form D

LIST OF DISTRIBUTORS/AGENTS FOR MONTH Or....

l

Serial Name and Address Type of Taxable Quantity of
No. of Distributors| Goods Sold Taxable Goods
Agents Sold
Name and Address of *Manufacturer/lmporter
Date Signature

(*Delete words not applicable)

MabE at Lagos this 14th day of March 1986,

Major-GeneRrAL 1, B. BaBANGIDA,
President, Conunander-in-Chicf
of the Armed Forces,
Federal Republic of Nigeria
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' ABPENDIX 5
- NIGERIA FORM VAT 001
FEDERAL INLAND REVENUE SERVICE
.............................................. LOCAL VAT OFFICE
............................... STATE
VAT REGISTRATION FORM
Part A To be completed by all VATable persons for VAT -
1. (&) Name of VATable person
N (Nota 1 balow)
(b) Principal place of Business (Not P. 0. Bax)
QOiher Branches/Uniis localed within the State
(i)
(i)
(c) Incerporalion/Regisration Relkalence
(a5 applicabla)
Date of IncorporationiReguialion: B e s S S SR s
2. (a) Nalure of Business =y
@ : KASHIM IRRAHIM LIBRARY
('.) e ————————————— ——
)
(b) Types ol Goods/Services
(0}
(1) Il .

3. Date of Commencement of Business

Part B CERTIFICATION

| certify that the information given abova is correct in all respects and confirm that to the best of my knowiedge
and belief there are no other facis the omission of which would be mislsading.

S . -

of YATable person. (Note 2 below)
Onr-ul am\m'wa .................... o e
Parson
$ Sl <+ T iieekeveevedesa e A e e

Notes:
1 "VATable Pereon’ means & petson (other than & public aulhorily acling in the capacity) who
Wmm:::manrﬂamm;?dmuapm:mawhdndumm
umpofler, supplier vices (including other activities GHSION
axploiling lahgible of Wlangible picpeity for the purpose of nbsammﬂm Ll

2. 'Prnncipal Officer® means any airector of the secretary of the company, fm of enterplise.

10



APRENDIX 6

_ PORM VAT 002
NIGERIA '

o rad o | FEDERAL INLAND REVENUE SERVICE

bafore campleiing this return : Far Otficial Usc Oply

v b};ﬁ doubt cintact locad VAT VALUE ADDED TAX KETURN

VAT Ldealificariog Number A
. Rewra to LOCAL VAT OFFICE
e, .

FEDERAL iNLANDREVENLE SERVICE

- - This return and payrocat dus on
This felurn covess Star. Maooth Ead Month
Eanar ] et T O] [ PO T ] et oo day of o

followiog the month specified.

T

L’ﬂ!-l& RETURN MBST BE COMMETRD ARD SERT 10 LOCAL WAT OFFICH EVEN IF NQ YATABLE SUPALIES HAYE OCCURRED, l -
(Sules/lncome) W

Total VATsble supplics made for the r : 1 2 i SRR o
period (b luding VAT.) U
) Less: Zexo « Tated supplics )
included whove. l _L3 J
VAT OR Total Supplics I [ J . Lo
SUPPLIES |  Lubjeciio VAT 4 P :
MADE . .
BY yoU, \FATch-‘arge.d hy yau' l 5 I : ,
Add: Adjustmcuts i ' 3 ]
| TOTAL OUTPUT TAX | |71
(Purehwses/Expenses)
VAT oo total vatuble supplics eeeived fos I 8 I
which iavoicing wequirements have bocg mel.
Add: VAT Adjusuncus ( J 91 SUBSTRACT
WUCDF v AL“DNUE BOX 12
ADDHED TAX | ermmeesa- et r ] L ] FROM
o wms;&s ' BOXT
MADE BY | Tota) VAT payuble [ ‘ " l :
by ywu. . . .
Lesuz VAT cn Purchaies nor whotly used ig l | ’
wuking vaublc supplics ' 12
- TOTAL DEDUCTIONS EJ
_ (INPUT TAX).
T Amount to payfcfuad dus {deleic s applicabie). l ‘ 114 J .

NOTE: LATE PAYMENTS SHALL B8E PENALISED

BECLARATION: | doclarc that the paniculars in this roturn are uve sud cocct,
Full Namwe:
Tide/Posilion:

Si
goaic )

FOIt OFFICLAL USE ONLY.

Checksd by, . [ TP Verificd by i

Cushal . ' ’
Amous sccived [N Dan A




