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ABSTRACT


This term paper is to find our how tax as a source of revenue to the federal government of Nigeria is being operated by the government.

It is an attempt to highlighted some of the major constraints in the process of assessment ad collection of taxes which at times leads to low revenue realization.


The chapter one this work, will be dealing on the objective of study; importance of study; scope and limitations of the study; definition of terms.


Further in chapter two, there will be definition tax; origin of tax; functions of tax.


Finally, chapter three is a presentation of summary, conclusion and recommendation.


The term paper when completed will help tax payer to understand the importance of tax. .
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CHAPTER ONE


INTRODUCTION

1.1 OBJECTIVE OF STUDY

This term paper work among others is aiming at:

A.
Improving on the techniques of assessment and collection of taxes in the federal government level.  This is because, if the techniques are improved, the government will generate more revenue.

B.
Examining the rate and contribution of taxation in economic development of federal government of Nigeria

C.
Enumerating the problems confronting assessment and collection of taxes in federal level.

D.
Offering useful suggestions on how to solve taxation problems

E.
Suggesting the methods through which tax can be imposed to enable the citizens to the uses and the values of taxes they pay.

1.2 IMPORTANCE OF STUDY

The study of this term paper when completed will help tax

payers to understand the essence of paying tax.


Income tax is one of the major sources of revenue allocation of the federal government in question.  The taxes collected comes back to the tax payer inform of social amenities such as: pipe –borne water, electricity, health centres, building of markets, good roads etc.

All these are what they benefit from the tax they pay.


Also, income tax has social effects to the tax payers such as relief.  The relief affects the social structure of tax payers in the federal government. The relief are - personal relief, relief in respect of children and tuition relief on insurance policy premiums and dependent relatives.


The government of Nigeria spends the money collected from income tax which has been imposed on determinate objects, or projects such as justice etc.  Some of the revenue collected from taxes are usually distributed as part of old-age pension for or in payment of sickness benefit to workers.


Taxation is very important to government when tax revenue is increased, through an increase in the height of income tax.  Then the presumption is that part of the increased revenue will be used to finance a large volume of services of the indivisible type and some part will be used in the payment of money benefits to its dependant in order to increase their consumption.


Tax revenue helps the federal government to generate large revenue needed for their development, so as to remain independent of other minor sources of revenue by providing themselves with those economic factors which are the responsibility of the individuals.

Some of these economic factors are: agriculture, adult education, building of roads etc.


The study will be to an extent to serve as a document which future research students can refer in carrying out their research and how to get about studying them.


Finally it also tries to make recommendations of which when implemented may challenge, expose and most importantly encourage both sides.

1.3 SCOPE AND LIMITAITON OF THE STUDY

The term paper is about tax as a source o revenue to federal

government of Nigeria.  The work was conducted by contracting tax payers which comprises; office workers, petty traders and the federal inland revenue hoping that whatever information obtaining from them are assumed to be the same in al other area.


This study will guide answers to the meaning o taxation as a revenue generate to the federal government of Nigeria.  Much attention will be gives to the roles of tax to the economy.  Some of the factors which militates against tax are identified and solutions and recommendation will be given to all the above problems with a view to curtail them or stopping them entirely.  This work is also based on moral in the view, observations, answers from comprehensive questionnaires and comparism between what is laid down in the top and what is in operation.


However, the work has been done not without some limitations.  The researcher was confronted with some inhibiting factors during her time fo study, such as; limited time during the period of study, in addition to this, she was faced with other problems such as attending her lectures, preparing for the forthcoming final examination for Ordinary National Diploma.

Even financial constraints.

1.4 DEFINITIONOF TERM

Many writers define tax in different ways according to Ducan

Block 1939; “Tax is the process by which a person hands over a portion of his income to the government on his own account”.


J.M. Smith and K.F. Shouson defined it as a distribution of profit between the government unit and the own of the business.


The writer sees it as the process by which communities or groups of persons are made to contribute part their income, in an agreed quantum and method for the purpose of the administration and development of the society.  This why it is often referred to tax as a civic obligation.


Tax is a compulsory levy which government of every country imposes on the individuals and companies for the purpose of providing social welfare of the people.


Other terms used in the write up are: direct taxes, they are taxes levied on the income and property of individuals.


Indirect taxes are imposed on goods and services.  Those who pay such taxes are not usually aware of its immediate effects.

Progressive tax – it is a system in which as one’s income rises, a higher percentage of additional naira is taxed.

Repressive tax – it is system of tax in which the more money you earn, the less the percentage paid as tax.

Proportional tax – a tax is said to be proportional when the tax rate remains unchanged for each unit of the tax base.

Tax avoidance – this is a situation where people avoid tax liability by taking advantages of loopholes in the tax laws.

Tax evasion – it is cheating and fraud of various kind, but also those who fail to comply with the law due to ignorance, under or over statement of expenses and relief, misunderstanding of the regulations.

Personal Income Tax – This is a types of taxation that is levied on an individuals income earned during a certain period of time usually a fiscal year.


There is another important definition of tax from Okorie Onovo who defined tax as an impost by a state on persons who are resident or who earn income within the state.




        CHAPTER TWO

2.1 DEFINITION OF TAX

Tax is the process or machinery by which communities or

groups of persons are made to contribute part of their income in some agreed quantum and method for the purpose of the administration and development of the society.  This is why it is often referred to as civil obligation.


Tax applies to individuals, partnerships, corporate bodies and organizations.  It is one of the economic means supplied by governments in both developing and developed countries to encourage or discourage a particular type of activity.  Government can use tax to encourage or discourage  importation of certain commodities for instance, government can decrease or increase the rates of tax, increase the rates of capital allowances to boast of certain industries like agriculture or give tax holidays\ in respect of profits for some industries such as infant industries.


The increase or decrease in the rates of income tax can have deflationary or inflationary effect, since such increase or decreases affect the amount of money available to the private sector of the economy.

Income tax which is compulsory payment to the government forms a substantial part of government revenue.  It is direct tax levied on income and property that is borne by the tax payer himself.


It may be progressive (i.e. when the rate increases with the level of income) or proportional (i.e. when the rate by tax applies to every income as in company taxes.

2.2 ORIGIN OF TAX

Tax is a necessary ingredient for civilization, in other words

the origin of man has shown that man has been paying tax.


The origin of tax can be traced along with the forming of communities.  It was only in the northern part of Nigeria that a formalized system of tax was introduced before the colonization of Nigeria.

The payment of taxes in Nigeria has developed over a number of years. Originally, the development of direct taxation in Nigeria can be traced under four distinct periods.


The period before the British, the period of 1900 – 1918, 1918 – 1943 and the modern period of 1943 to present data.  Income tax was introduced in Nigeria in 1904 by the late Lord Lugard.  When community tax became operative in Northern Nigeria.  He later made a change which culminated in the native revenue ordinance of 1912.  Nigeria income tax in modern form, however started only in 1940, although there was a simplified type of tax dating back to 1929.


Those who determined the taxable income or the original inland revenue department were:

1.
the resident who was the officer appointed by the governor to be in administrative charge of a particular province in question, together with any other administrative officer authorized by the resident to perform any duty imposed on the resident under the ordinance or law.

2.
Chief. Elders and other persons of influence in each district.

3
Any native authority which by native law and custom was recognized as the tax collection authority.


The duties of the tax collection authorities include; the provision of information, the supervision of collection of tax in their areas and accounting of tax collected to the resident or the payment of taxes in the treasury by the district council.

There was penalties on the defaulters for non-accountability, corruption as regards to tax collection and failure to pay tax.


The assessment would be made under native law, customs and tradition with the approval of the governor or the chief commissioner.

The governor had the right to exempt individuals from tax on the ground of poverty.


Therefore pay-as-you-earn system of tax as we know it today may be traced to this prerogative or privilege of the resident who was very powerful under the ordinance.


Efforts have been made to trace the origin of companies tax in Nigeria, and from available records and enquires have been discovered that, as early as 1929, there were no tax on companies anywhere in Nigeria.  There was income tax of course, on individuals with the then colony.  That is Lagos and environs, but this did not apply to those resident in the protectorate.

2.3 FUNCTION OF TAX

1.
Taxes gives the federal government the resources it needs for its public goods.  It also finance welfare transfer expenditure that changes the distribution of income.

Thus, the way taxes are levied effects the final distribution of income among people.

2.
About three-fifty of federal revenue comes form personal and corporation income taxes.

The rest comes form “progressive taxes” on payrolls ad exercises.  The personal income tax except for loopholes and erosion of the tax base, is progressive tending to redistribute income form rich to poor.

3.
The federal government gives large grants to the states, primarily for highways, matching grants-in-aid for social welfare and education, many advocate further sharing.  The states helps the locatives primarily in educations, highways and public assistance.

4.
There is the general principle that people should be taxed in such a way as will lead to a describable pattern of “sacrifice” or what is much more better so that taxation should be arranged to help accomplish whatever the good society regards as the proper and equitable redistribution of market determined income, such general principles are important.  But they do not avoid decision with respect to just what is the desirable structure of taxes.

For instance, consider benefit from taxation.  If you and I were exactly alike, then the benefits we receive from the armed services, the public roads and general government service would be the same. So we ought to pay equal taxes.

Similarly, take redistribution taxation, if we were exactly alike, then the amount of sacrifice we ought to make would again be equal.

No one, then will quarrel with the dictum.

5.
Financing real expenditures.

The federal government need money to pay its bills.  It get the money to pay for its expenditure primarily form taxes.

However, what the government really needs to build a battleship or run a lighthouse is not so much money as real economic resources.  Security guards the use of society’s scarce suppliers of labour, land and capital goods.

6.
Altering distribution of income.

The federal government also spends on welfare transfers.

These goes to particular individuals in the community for them to spend on their practice needs and wants.  Again, money is a veil that cloaks the redistribution of command over real goods and services that results formation by the state to tax some and distribute to others.

In deciding who shall be made to pay for the resources spent on social goods and services, the electorate can vote taxes that will fail heavily on the rich rather than on the weak, on the owners of tangible resources, such as land and property rather than on the owners of labour power.

7.
Progressive taxes, investment and spending often, doubts are raised as to whether high income taxes do not discourage effort and risk taking.  So far as effort is concerned this is not an easy question to answer, for we shall later see that taxation will cause/motivate some people to work harder in order to make their million.  Many doctors, scientists, artists and business executives who enjoy their jobs and the sense of power or accomplishment that they brings, will work as hard for N50,000 as well for N100,000.  Still others may as a result of progressive taxes, prefers more leisure to more work.

The net result is hard to educate.

8.
Federal government’s great bulk of revenue needed for their development thereby remains independent.

CHAPTER THREE

3.1 SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATION

3.2 FINDINGS

In summary, several factors are responsible for this very

limited contributions which personal income tax made to the revenue.

These factors have been discussed under chapter two.


As earlier stated, tax has bad effects in some respects such as tax payers.  They are the people that bears the burden of indirect tax.  A few general comments have been  made as regards to the effects of taxation on the production, savings and investment.


The revenue structure of the local government areas have been observed and the structure of this tax also has provision which gives preferential treatment to special groups known as tax payers.


The major types of taxes in the federal government level have been discussed at some length in the proceeding brood chapter personal income tax was observed to be the most comprehensive and largest revenue generator in the tax system.  It is direct tax that penalize the earning of income.

3.3 CONCLUSION

Conclusively, the result of the finding have proved that

taxation generates revenue for the federal government.  But there is a considerable evasion of income tax in the local government area and state.


It appears to be unrealistic to assume that better administration will result in an appreciable increase in revenue during a short-run period of five of ten years.

In the first instance, this is because the pre-requisites for the successful use of an income tax, both in terms o compliance and enforcement, are bread social changes which by their very natives, must be slow and gradual.


Moreover, there is no historical evidence to support the preposition that better administration is a realistic short-run possibility.  But a limited amount of slow and steady progress is possible, probably the most effective way of improving income tax administration and reducing evasion in the federal government level, is the introduction of a number of structure tax reforms, so that the income tax will be more available for compliance and enforcement.


These are reductions in tax payers coverage, a simplification of the tax, the extension of pay-as-you-earn and the payment of tax liabilities currently and installments.


The administrative machinery may also be improved by increasing the number and raising the quality of personnel and by extending and perfecting the use of certain techniques of enforcements.  But neither structural tax returns nor direct improvements in administration are easily or quickly attained.  The wheel of progress both in tax policy and revenue generation administration more exceedingly slowly.

3.4 RECOMMENDATION

In the form of recommendation, it has also been observed that

tax revenue occupies the most important place in the revenue system of federal government level.  On account of this and other reasons, the theory of taxation has always occupied an important and leading position in the discussion of public finance.  Through this term paper, various aspects of the problems have been brought into focus and the discussion has not always seen about one or the other aspect.  Thus in some cases, the problem has been viewed form administration assessment, collection angles etc.


talking about administration, one important condition for this is that, the people concerned with the administration of tax should not be over burdened and this is in turn required that complicated taxes should be avoided until the administration is efficient enough to cope with the persons of ability and integrity, if sufficient recognition is given to the importance of the tasks which  they are asked to pay, this should be fully reflected in their status pay and prospect of promotion.


Agreement should be communicated to the tax payers through their representatives.  Tax payers are expected to prepare and submit statement of accounts in order to show how they arrive at profit or loss declared in their returns.


Members of the local assessment committee are expected to be familiar with the personal economic circumstances of the people.This involves the assessment of income tax on the basis of assumption or indirect evidence and in practice, a man’s taxable capacity may be measured on the basis standard of living.  The council employed should live in the locality and therefore should possess local knowledge of the economic circumstances of the area.


It is an accepted principle of a good tax system that the cost of collection must be a minimum and that complaisance must be consistent with effective enforcement.  One of prerequisites of a successful use of the income tax as a major revenue sources, a high degree of the tax payers.  The key nut of this condition is that the tax payers must willingly come forward to pay without the enforcement of sanction form the authority concerned.


Experience has shown that voluntary compliance is that what lacks in the income tax system of the federal government.

Federal government, state government, should clearly recognize the rapid growth in the needs of the local authority for greater financial resources and as far as possible allocate bought sources of tax and rather revenues to them in order to provide increasing income to them and to provide increasing income for the federal government as the economy expends and standard of living improves.


Finally, returns of income form proves a difficult thing to fill by some traders.  It should be made understandable to them, and school graduates should read and interpreted for themselves.  Tax assessment problems is centered around the identification of the tax payers and determination of his assessable income. Tax avoidance is a situation whereby an including avoids paying tax by taking up any employment that yields income and under reporting of this income reduces the tax payable or tax due.
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