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CHAPTER ONE

1.0
INTRODUCTION


economic development is the first priority of every developing nation, Nigeria being a developing nation is no exception.  The concept of economic development is closely related to economic growth, these two concept are more often than not used interchangeably.  Even among the economist, consensus had not yet been reached as to the difference between the two concepts.  While one school of thought see the two as the same, the other school of thought differentiate economic development from increase in Gross National Product.  The two concept however, shall be used interchangeably for the purpose of this study.


Mc Graw Hill Dictionary of Eonomic defines economic growth as “an increase in nations or areas capacity to produce goods ad services coupled with an increase in production of these goods and services.


To provide goods and services, however the government needs to purchase goods and services from the private sector and to employ labour.  Given the comparatively limited amounts of resources that it is ordinarily possible and product to obtain from abroad and from domestic borrowing and non-tax revenue, most of the developing countries have felt the need to increase tax revenues.


Tax as defined by the international dictionary of English is “money paid to the government usually a percentage of personal income or of the cost of goods and services bought”.  Tax is a compulsory levy or payment imposed by the government of a nation on her citizens through an organized or specialized unit or agency.  The process of collecting tax is called taxation since tax is an obligation, it is not a matter of choice but of necessity for the citizens to pay tax.


The history of taxation can be traced back as far as the ancient empires of world history.  In Nigeira, taxation is not a new thing.  In the pre-colonial days, taxation was practiced in the various sections of the country, this was more evident in the Northern region as a result of it’s organized system of government.  Although, taxation has been a characteristics of all government, the native and form in which it existed differ from one area to the other.  In spite of these different methods of taxation, the system had persisted.  The question that might arise here is why has taxation become a permanent feature of all government.


The reason for the persistence of taxation is not for fetched, the most important is in the provision of societal needs.  The revenues collected from tax are used in the provision of basis amenities and infrastructure such as electricity, pipe born water, hospitals and other similar services.


In addition, tax is used as a fiscal policy tool of economic policy to redistribute income, boost some particular industry, fight inflation and depression and other economic predicament.


It has become important to research into this aspect of the economy, since it is the only source of government revenue that has remained fairly stable over the years.  In the early independence days, Agriculture was the main stay of the economy, this dwindle in the 1970s with the discovery of oil, leaving us importers of food items, like rice, beans, and others.


During the oil glut of 1980s, the prices of petroleum fluctuated regularly this affecting revenue derived from oil.


There is no system that is perfect in its entirety, hence the tax system has its short comings.

Taxes are decorative.  Thus a key issue in the design of the tax system is, how to reduce the amount of distortions imposed by the system.  Problems of taxation in developing countries have been receiving special and increasing attention in recent years, in the context of the world’s concern for accelerating the pace of their economic growth under condition of stability.

Much of the theoretical and applied work has been related to the tasks of constructing productive and equitable tax system suited to the peculiar economic and social conditions prevailing in various less developed countries.


Another weakness evidenced in the system is poor enforcement and accountability of tax revenue collected, revenue leakages usually caused by incompetence of tax officers.  To check this, the services of experts and tax consultants should be employed by tax administrations for effective tax administration.

1.1 AIMS AND OBJECTIVES

The purpose of this study is to identify and evaluate the

contribution of taxation of the development of the Nigeria economy.  For this reason therefore, the researcher hopes among other things as its purpose to examine.

i. The impact of tax revenue on the total revenue of the government used in financing the government expenditure on social and economic activities.

ii. How taxation has contributed to the development of the Nigerian economy

iii. The tax system in Nigeria and the problem encountered in the collection of taxes

iv. Why the services of experts and tax consultants are highly needed for effective tax administration in Nigeria

v. The prospect for taxation as an instrument for economic development

1.2 STATEMENT OF PROBLEM

Taxation all over the world is regarded as one of the major

source of revenue available for government; unfortunately, this seems not to be the case in Nigeria due to problems militating against law yield of taxation like tax evasion and avoidance, inadequate administration, incompetence of tax officers etc.  The year is that if care is not taken, in future, the amount of taxation contributed to the expenditure of government will be so insignificant to even warrant its consideration as a source of revenue.


Thus here lies our problems


Since this research work covered the vital role played by taxation in the economy, its problems and prospect; efforts will be made to provide answers to the following reerarch questions.

1.
Does taxation serve as an important instrument of economy development in Nigeria.

2.
Should the services of experts and tax consultants be employed for effective tax administration in Nigeria


In developing the above stated problem, the following hypothesis both in null from and alternative form were drawn.

1.
Ho:
Taxation is not an important instrument for economic development in Nigeria.

2.
Ho:
The services of experts and tax consultants are needed for effective tax administration in Nigerian.

1.3 RESEARCH METHODOLOGY

In this chapter the following will be covered sources of data,

methods of data collection and data analysis.  The researcher hope to use the two types of data are those data that have been observed and recorded by the researcher for the first time and collected specifically of this research work.


The secondary data on the other hand are those data which are already published by other researcher.

This include publication from the Central Bank of Nigeria, Federal Ministry of Statistics and other relevant publications.


The researcher hopes to use the questionnaire techniques or method of data collection; questionnaire is a device used for getting answers to questions which provide information for testing the hypothesis drawn.

Since tax consultancy is usually done by chartered accountants, the questionnaire will be administered to them and other tax experts.


The research though a description one will make use of statistical techniques to analyze data collected.

The Tools Include:

1. percentage analysis

2. chi-square for testing of hypothesis

1.4 SIGNIFICANCE OF THE STUDY

The relevance of this study is to highlight taxation as another

area which could be utilized to bring about the much desired economic development.


It is also hoped that this study will help in identifying ways of improving revenue generated through taxation and also help in enlightening tax payers on the importance of paying tax which is non-other than providing the necessary infrastructure such as pipe borne water, good road, electricity, hospitals etc.


It would also be of great help to the government in policy formulation, to know how economic policy should be formulated through the use of taxation (fiscal policy).


Students and other researcher will also benefit from this study.

1.5 SCOPE AND LIMITAITON

The scope of this study will revolve round the survey and

analysis of the various system of taxation in Nigeria and will cover the period.


Our principle problem is that of research in developing countries or economics, that is problem of getting current data, hence it is by this factor by no means the claim of this study to pretend being unconstrained by this factor.  However, since this research aims at establishing taxation as contributive to the economy of Nigeria.

CHAPTER TWO

2.0
LITERATUE REVIEW


This chapter covers the historical background of taxation Nigeria, definition of some terms, the structure of taxation and their contribution to the economic and social development and the problems associated with the effective administration of taxation in Nigeria.

2.1 HISTORICAL BACKGROUND

The history of taxation dates back to the pre-colonial period. 

Long before the advent of the British in Nigeria, there had been some systems of tribute taxes.  Some well known  forms of taxes existed in the Northern and Western part of Nigeria.  Among the form of tribute taxes that existed in the North are Zakat, Kurdin Kasa, Jangali and Gado.  The Zakat was prescribed by the holy Koran, the persons subject to the tax were mostey Moslems, it was levied on both grains and cattle’s.  The reason for its imposition was based on the ground of religion and charity.  Jangali was levied on live-stock of the people, Kurdin Kasa was an agriculture tax while Gado was paid by the heir of a deceased.


In Western Nigeria, tribute taxes were paid to the Obas, Alake and Alafins, in Benin, Egba Oyo and other Yoruba Kingdoms.


Three distinct and recognized taxes were paid in Yoruba Land: Owo Asinghu it payment was in the form of personal service (such services as working on the forms of the Chiefs, repairing the town walls).  Ishakole was a universal land rent paid by the entire community of the Yoruba land while Owo Ode was paid partly in cash and partly in kind.  These taxes were in no way an imposition by religion, but for the support of the chiefs.


Hence, when the British came to Nigeria, they found some form of fairly organized system of taxation existing in some parts of Nigeria, notably in the North and west. As such, what the British did was to modify the existing system and to streamline the administrative machinery in order to ensure stability in revenue and equity in the distribution of tax burden.  All the various forms of taxation were merged together to a general form of taxation.


Income tax law was introduced in 1904 by late Lord Lugard, he later made changes which culminated in the Native Revenue Ordinance of 1917.  An amending ordinance that extended the provision of the 1917 ordinance to the Southern Nigeria was passed in 1918.  the first ordinance applied to Abeokuta in Ogun State and to Benin – City in Bendel State (now Edo State) and in 1928, it was extended to Eastern Nigeria.  This resulted in the 1929 riot at Aba popularly known as the Aba Woman Riot of 1929.


The income Tax Ordinance of 1940 applied to expatriates and to Nigerian living in Lagos.  In 1943, Income Tax Ordinance was passed repealing the 1940 Ordinance.  The 1943 Ordinance together with Direct Taxation (Amendment) Ordinance of 1943 continued to apply until 1956.


The enactment of the Direct Taxation Ordinance No.4 of 1940 and the Income Tax Ordinance No.3 in sub section (1) of section 70 of the Nigeria (constitution) order in council of 1960 an exclusive power upon parliament to make laws for Nigeria or any part thereof with respect to taxes on the income and profit of companies, while sub-section (ii) and (iii) conferred concurrent powers upon parliament to make laws for Nigeria or any part thereof with respect to certain uniform principles in respect of personal Income Tax.

In exercise of these powers, the Federal Government enacted the personal Income Tax (Lagos) Act 1961 No.23 of 1961, because Lagos territory was being administered as a region.


However, when the Income Tax Management Act came into operation on 1st April 1961, all the other regional law on taxation had  to be amended to bring them into conformity with the Federal Laws.  Consequently, we had the following laws applicable in the regions.

Northern Region:
Personal Tax Law 1962 to be read in

conjunction with IIMA 1961.

Eastern Region:

The Eastern Region finance law 1962 which

repeated the earlier finance law 1956.  

In 1963, Nigeria become a republic and the mid western region was carved out of the west and it accordingly adopted the western region tax with some amendments.

2.2 DEFINITION OF TERMS

In the course of this write up, the terms defined below in

accordance with the provisions of Income Tax Management Act may be used.

Of 1940 market the beginning of legal history of Income Tax in Nigeria.  The Direct Taxation Ordinance of 1940 applied to all citizens, except those in Lagos township.


In 1956 Eastern Region passed the finance law No.1 1996.  the basis of computation of tax provided in the finance law No.1 of 1956 was basically the same as in the ordinance of 1943.  in 1956 tax allowances were provided for married tax payers and additional allowances for families with children up to a maximum of there children.  It also introduce the pay-As-You-Earn (PAYE) system of taxation.  The Eastern region Finance Law No.1 became operative in the region of 1st April, 1956 thus ceasing the application of Direction Taxation Ordinance in the region.  The Western Region department with the Direct Taxation Ordinance by passing the Income Tax Law in 1957.


Those who determined the taxable income or the original inland revenue department were the resident, who was the officer appointed by the Governor, to be in administrative charge of the province in question, together with any other administrative office authorized  by the resident under the ordinance; the Chiefs elders and other persons of influence in the district, any native authority appointed by the Governor to be a tax collection authority, any village council; district headman or other suitable person or group of persons appointed by the Governor.


In 1957, there was the reins man fiscal commission whose recommendation was the basis for providing:

Assessable Income:  Means the income of individual for each year of assessment from each source of his income immediately preceding the year of assessment (after charging expenses and outgoing against the gross income).

Assessment Year:  Means a period of twelve months beginning from 1st of January (formerly 1st of April up to and including 1980).

Company:  Means any company or corporation (other than corporation dole) established by or under any law in force in Nigeria or elsewhere.

Employment: Means and includes any appointment or office whether public or otherwise for which remuneration is payable and employer and employees shall be constricted accordingly.

Individual:  Includes any corporation sole and anybody of individuals but does not include a company partnership community, family, trustee or executor or anybody of trustee or executors.

Iterant Workers:  Means an individual who works at anytime during a year of assessment (other than as a member of the Armed Forces) for a daily wage or customarily earns his live hood in more than one place in Nigeria and whose total income does not exceed N600.00.

Tax Authority:  Means the person or body of persons responsible under a law of a territory imposing tax on income of individuals for the administration of that law.

2.3 STRUCTURE OF TAXATION

The structure of taxation in Nigeria is divided into two;

Direct taxation and Indirect taxation.


Direct Taxation are imposed by the government on the income and revenue of individuals and companies of which incidence of payment and burden fall directly on the tax payer.  Examples of direct taxes include personal income tax, company income tax, capital grains tax, capital income tax, petroleum profit tax etc.

A Direct Taxes includes the following

i.
Personal Income Tax:  Personal Income tax is income tax payable for any year of assessment upon the chargeable income of an individual.  The statute concerned with personal income tax is the income tax management Act 1961 and its subsequent amendments.

Section 3 of the Act stipulates that all persons resident in

Nigeria are liable to tax in respect of income from business, profession trade, vocation or employment.

Persons here include individuals, executors of assets of a deceased persons trustee, corporation sole, partnership and itinerant workers 


Corporation sole, partnership and itinerant workers.  The administration of personal income tax is done by the State Board of Internal Revenue.  In computing the tax payable allowances are granted to the tax payers in order to reduce the tax burden. Bewlo is the current tax allowances which took effect from 1st January, 1998.

Personal Allowance:
N5,000 + 20% of earned income

Children Allowance:
N2,500 per unmarried child subject to a 4 children

Disable Allowance:
Higher of N3,000 or 20% of earned income

Dependent relative:
N2,000 subject to a limit of 2 dependents.

ii. Partnership Assessment

iii. Company Income Tax

iv. Capital Transfer Tax

v. Capital Grains Tax

vi. Petroleum Profit Tax

2.4 IMPACT OF TAXATION ON THE ECONOMIC DEVELOPMENT OF NIGERIA

Taxation has emerged as a major policy instrument for the

attainment of economic and social political goals of growth and development allocative efficiency, stability and optimum income distribution.  Generally economic objectives of Tax can be seen as three fold.

a. To maintain reasonable for economic development the maximum flow of human add material resources consistent with minimum consumption requirement

b. To reduce where they exist, the extreme in equalities in wealth, income and consumption standards, which undermine production efficiency, offend justice and endanger political stability.

Thus, the tax instrument has been applied as a means of raising

Revenue, influencing consumption of foreign trade, impacting the patter of sectoral growth and the demand and supply of productive factors in an economy, correcting balance of payment disequilibrium in the foreign account and as a tool for social policy the general importance of tax as an instrument of state policy is to critical to be toyed with particularly for a nation like Nigeria, just carving a niche for its self in the country of nations.


In addition to the government’s general power to spend and tax, they may alter the tax structure so as to affect consumption and investment.  For instance policy might raise personal tax rates and lower corporate tax rates, which discourage consumption and encourage investment.


During inflationary period, taxation is employed to check the trend. For instance during inflationary period (that is a period where there is two much money in circulation chasing few goods) the government can increase the rate of personal tax, this will reduce the disposed income of individuals and the total amount in circulation.


One characteristic feature of developing countries, Nigeria for instances, is the inevitable active role played be the government in the provision of social amenities such as education, health facilities water supply and communication networks, good roads etc.  The revenue derived from taxation and other sources are utilized in the provision of these infrastructure.  The importance of these infrastructures can be over emphasized. The education system of a country for instance determines largely the development process of that country.  A healthy nation they say creates a healthy and skillful labour force, the effort of the government in the improvement of the health care system is evident in the establishment of more general hospitals, clinics and the provision of drugs for these hospital and embarking on immunization programmes.

2.5 PROBLEMS OF EFFECTIVE TAX ADMINISTRATION

The problems of tax administration in Nigeria include the

following:

1.
Poor Attitude of Tax Payer:  Except for few enlightened individuals and salaried employees whose income are subject to tax, some of the taxable adult people in Nigeria, at times refuse to pay tax because they lack much knowledge about their civil duties or responsibilities.

Moreover, some of the wealthy elites also shun tax payment because the administration has been weakened across the tiers of government.

2.
Inadequate Staff:  In some states the Board of internal Revenue is poorly staffed both in terms of quality of staff required and this results to low revenue yield yearly.  This issue of personnel is important in the administration of tax. Because, due to staff shortage in the Board, return of income tax form, assessment notices and other correspondence emanating from the divisions are unduly delayed before they are dispatched.

3.
Low Voluntary Compliance:  This is yet another important constraint facing tax administration in the country compliance can be seen as the process of acknowledging the role of taxes in the society.  It may also be seen as acquainting oneself with the tax laws and procedures and taking all the pains to meet the tax obligation.  In Nigeria ther had been low compliance resulting in low tax revenue.

4.
Problem of Identification of Potential Tax payer:  This is yet another problem associated with effective tax administration and which has lead to low revenue generation yearly.

5.
Corruption among Tax Administrators:  This has been a major problem in the effective administration of tax in Nigeria.  Probably, no tax administrator is totally free from corrupt practices.  It is only fair to say, however, that the prevailing condition in many developing countries tend to make such practices a more burning issue than elsewhere.  Corrupt practices invoices tax administrators collecting bribes form tax payer or conniving with them in any form to pay less tax.  All these are leakages and inefficiencies in the tax systems.

6.
Tax Avoidance and Evasion:  Tax avoidance occurs when a tax payer takes a perfectly legal course to keep down the amount he has to pay in taxes.  It simply means capitalizing on he loopholes in the tax laws.  An alternative term for tax avoidance is tax mitigation.  Tax evasion on the other hand is a criminal offence as it involves illegal means of reducing the tax payment by making false returns or by the deliberate omission from the return, of some source of income.  Since it is a criminal offence, tax evader is liable to fines penalties etc.

CHAPTER THREE

5.1 SUMMARY

The aim of this research is to identify and evaluate the

contribution of taxation to the development of Nigeria economy.  To this end, a critical review of the tax structure in Nigeria was made with a view to identify the impacts, problems and prospects of taxation in Nigeria.


In chapter one, the study dealt with introduction, the purpose of the study under consideration and the basic research questions.  The limitation of the study were also identified.  In chapter two, the study was exhaustively written on various existing literatures on taxation in terms of: Historical background, structure of taxation, impact of taxation on the economic development of Nigeria, and the problems of effective tax administration.


The analysis of the research findings that taxation is an important instrument in the development of the Nigerian economy.  Apart from being an important source of revenue, it helped in the redistribution of income protection of domestic industries and stabilization of the economy during inflationary periods.


The analysis further revealed the incompetence of tax officers, loopholes in tax administration and the need to employ the services of tax experts and consultants for effective tax administration.



Information generated from the interview of selected tax payers (civil servants and self employed) revealed that a majority of the self employed do not pay tax resulting in low revenue yield of personal income tax.

5.2 CONCLUSION

The researcher having carried out a comprehensive study of

the importance of taxation came to the conclusion that, taxation is an indispensable instrument in the economic of any nation.

A good tax system depends to a large extent on the

administrative machinery behind the system.

Tax administration in undeveloped countries, Nigeria for instance is given little attention resulting in inefficiency in the tax system.  Hence, the need to involve tax experts and consultant in tax administration.


In the Nigerian economy, taxation play major role in economic development, stabilization, resource allocation and income redistribution, as such taxation should be given more priority during economic planning.

5.3 RECOMMENDATIONS

The recommendation were based on the findings of the

research and is aimed at improving tax administration in Nigeria.

Government should see to the improvement of the tax

administrative machinery to ensure proper accountability of tax revenue collected.


There should be massive educational programme (literacy campaign) aiming at penetrating the entire population on the importance of taxation to the economic development of the nation.  Tax education should also include references as to how the tax payer’s money is put to proper use for economic development.


Employment of sufficient qualified and competent people in the tax system, this will help reduce revenue leakages usually caused by incompetence of tax officers.


Tax officers must be allowed to undergo on job training courses to keep them abreast of recent development and changes in the tax system.
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