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       CHAPTER ONE 

GENERAL INTRODUCTION 

1.1 Background to the Study 

Before the introduction of self-assessment regime in different tax jurisdictions 

globally, it has been the growing concern of tax administrators throughout the world 

to simplify tax assessment system to encourage voluntary compliance and many 

countries, developed and developing alike including Nigeria, have adopted the self-

assessment system as a solution. 

Self assessment system (SAS) is one of the measures implemented by many 

countries in order to increase revenue collection. This involves the change of the 

assessment system from direct assessment to self assessment system. The main 

difference between direct assessment and self assessment systems is that, in direct 

assessment, it is a taxpayer‘s statutory duty to declare all the necessary particulars 

pertaining to his/her income and expenses for that particular year of assessment and 

submit the necessary returns together with all required supporting documents to the 

tax administrator. It is then the tax administrator‘s duty to assess all tax returns and 

issue a demand notice stating the tax liability. However, under the SAS, the tax 

authority‘s responsibilities, particularly when it comes to assessing tax return and 

determining tax liabilities, have been shifted to taxpayers. 

Objectives supporting SAS are mostly: 

 1. To reduce tax authorities‘ burden of assessing tax returns. 

2. To minimize the cost of collecting taxes and  

3. To encourage voluntary compliance.  

Being guided by some of these objectives, the researcher is of the view that 

SAS in tax administration has not succeeded in encouraging voluntary compliance by 
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taxpayers in Nigeria as compared with some developed countries that practice the 

system. This work is centered on the third objective which is encouraging voluntary 

compliance of tax. Moreover, the change to SAS in Nigeria has raised such issues as 

the competence, capability and readiness of taxpayers to carry the huge burden of 

calculating and assuring the accuracy of tax returns. For example, under the former 

assessment method, it is assumed that individual taxpayers might not possess the 

sufficient knowledge to compute their due tax but in SAS, tax knowledge is important 

because insufficient level of knowledge of taxation may result in inaccurate tax 

returns and this affects the overall goal of voluntary compliance. 

Against this background the research question arises: has the adoption of self 

assessment system in tax administration in Nigeria achieve a desirable increase in the 

rate of voluntary compliance and also succeeded in reducing tax collection cost? 

I think otherwise and recommend ways to make SAS achieve a high level of 

voluntary compliance which in turn brings in huge revenue as is currently experienced 

in developed countries such as USA, UK and Japan. 

1.2 Statement of the Problem 

  There is no doubt that voluntary compliance is a major problem confronting 

all Nigeria tax authorities. The adoption of self assessment regime in Nigeria has not 

brought about any major improvement in the area of voluntary compliance. Compared 

with some developed countries which adopted the system, Nigeria has not been able 

to achieve the objective of voluntary tax compliance. There has been massive 

amelioration in revenue collection for the advancement of the economy as obtained in 

these nations. 

  This study‘s primary objective is to see to what extent self-assessment regime 

adopted in Nigeria for voluntary tax compliance has succeeded in achieving its 
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objectives, as compared with what is obtainable in some developed countries. In as 

much as this work does not denounce the adoption of self assessment system in 

Nigeria, it is my view that a number of measures have to be in place for the system to 

be successful. This work will therefore proffer means to achieving a high level of 

voluntary compliance under self assessment regime. 

  It is observed that Nigerian tax administration is fraught with many problems 

and challenges and needs good modification strategies. The basic line of these 

problems lies on approaches to increase tax revenues and some of these challenges 

will be analyzed in this study and adequate solutions proffered for resolution of the 

same. The researcher will tackle the following problems: 

1. Analyze and compare the Nigerian tax system with those of other 

countries (The United Kingdom, the United States of America, Australia) 

in regards to voluntary tax compliance under self assessment system. 

2. What is the extent of voluntary fulfillment of tax obligations under the self 

assessment system in Nigeria? 

3. If the answer to the question no.2 is in the negative, what then are 

measures to be adopted in order for taxpayers to voluntarily comply with 

their tax obligations under the self assessment regime? 

These and other related problems will be grappled with in this work. 

1.3 Purpose of the Study 

It is indisputably the truth that in both developed and developing economies, 

the primary purpose of taxation is to generate revenue for settling government 

expenditure, and for the provision of social amenities and the general wellbeing of the 

populace. This does not belie the fact that taxation is also used as an instrument of 
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economic regulation for the purpose of discouraging or encouraging certain forms of 

social behavior. 

This means that for economies to thrive, taxation will subsist with man and 

will continue to be with him. Countries of the world have different fiscal policies and 

systems which facilitate them to explore various types of taxation and impose them on 

their citizens for the purpose of enhancing revenue and for the regulation and 

governance of the economy. The government of Nigeria has the legislative powers to 

adopt any system that it deems fit to enhance its tax revenue. The issue of self 

assessment system is clearly one of such system that was adopted to facilitate citizens 

voluntary compliance which as seen, has not aided it. 

On this wise, this study therefore comparatively analyses the self assessment 

regime as was adopted in Nigeria with some other countries and brings to the fore that 

the system has not massively aided the generation of funds for development of the 

economy as compared with some other jurisdictions that have successfully adopted 

same. 

The purpose of the study is, therefore, to proffer measures that will make the 

self assessment regime triumph in Nigeria and bring about the much needed revenue. 

This objective is also most essential now that Nigeria‘s Tax to Gross Domestic 

Product (GDP) Ratio is just 6%, 
1
which is a dismal figure when compared to 15% tax 

to GDP ratio which the International Monetary fund (IMF) considers to be the 

threshold of tax adequacy.
2
 

                                                           
1. Bassey Udo, ‘Why Nigeria’s tax–to-GDP ratio is low-Adeosun‘, Premium Times,     

https://www.businesspost.ng/2018/20/03/20/nigerias-debt-gdp-ratio-stands-at-21-adeosun/ accessed on 

4
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 June, 2018. 

 
2. M A Umah, N F Tusubira, ‗Challenges of Tax Administration in Developing Countries: Insights 

From the 5
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The work, will achieve its purpose through the following means: 

1. Analyzing the meaning of self assessment regime in taxation. Thereafter, 

examine the adoption of this in developed and developing countries, and 

comparing these with what obtains in Nigeria. 

2. Examining whether taxpayers in Nigeria fulfill their tax obligations under 

the SAS and if not, show why they do not. 

3. Proffering measures that will lead to voluntary compliance under the self 

assessment regime here in Nigeria in order to generate funds for the 

economy. 

1.4 Scope of the Study 

This work analyses the SAS in tax administration. It resounds that the SAS 

which was adopted in Nigeria chiefly to aid in revenue generation has not lived up to 

the expectation as compared with some other countries. The work states that under the 

SAS, there has not been much voluntary compliance by the Nigerian taxpayers when 

compared to the former official system. The scope of this study is generally on the 

SAS in tax administration in Nigeria, the issues, principles and its application thereof. 

The research also highlights the challenges of SAS compared with what is obtainable 

in some jurisdictions and thereafter proffered measures that will aid voluntary 

compliance under the self assessment regime in Nigeria. 

1.5 Significance of Study 

The barrier in implementing SAS is achieving acceptable levels of voluntary 

compliance. Findings under this work indicate that in a SAS, taxpayers tend to 

comply less as compared with direct or formal assessment. This could be due to 

unintentional non-compliance especially in the dawning years of SAS. The objective 

of the self assessment regime set by the Nigerian Government is to collect taxes in an 
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efficient manner which postulates collecting taxes at the lowest costs and encouraging 

voluntary compliance. The salient question now is has SAS asides other tax 

administration reforms, improved voluntary compliance as to generate sufficient 

resources for the government. It is submitted that the answer is in the negative. The 

study focuses on twenty-five years post SAS introduction in Nigeria which is a 

reasonable period of time to evaluate its achievement. The researcher by the above 

findings will posit some measures that will encourage voluntary compliance under the 

self assessment regime and will introduce other measures to increase the generation of 

revenues under the self assessment regime. The result of this study will contribute to 

tax literature not only in Nigeria but also internationally by enabling both a 

comparison of the Nigerian system with other more established self assessment 

regimes and  also provide pointers for development of voluntary tax compliance in 

any other developing country‘s use of such tax administrative systems. 

1.6       Research Methodology 

The methodology used in this work is doctrinal because it asks what the law is 

on the particular issue of self assessment regime in Nigeria. The approach adopted 

under the doctrinal methodology is comparative and as such provides a unique 

understanding of how the SAS developed and works in several other jurisdictions or 

countries thereby facilitating a better understanding of the system. The study also uses 

the analytical and expository approaches as it sets forth the facts, the holdings and the 

court analysis of certain cases as it is while at the same time being explanatory 

showing why the laws used extensively under this study was made by the authorities. 

The researcher in accomplishing this study also relied on primary sources and 

secondary sources. The primary sources relied on include relevant case laws and 

statutes. While the secondary sources relied upon are journal articles, textbooks, 
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scholarly articles, legal encyclopedias, law reviews, newspapers and information 

sourced from the internet. 

1.7 Literature Review   

In reviewing some of the existing literature, an attempt is made to explore the extent 

of the existing knowledge on self- assessment system  in tax administration. The first point to 

be noted is that while there are many materials on tax assessments generally, there is not 

much literature specific to self assessments in taxation. The second point is that written 

materials on self assessments have not adequately addressed the issue of voluntary tax 

compliance as relates to taxation and as a result does not address the issue of means or ways 

to increase voluntary tax compliance. This lacuna is addressed by this study. It is posited here 

that to achieve a high level of voluntary tax compliance, some voluntary tax compliance 

measures have to be in place for self assessment system to work in Nigeria. 

To address these linkages, we explore the level of voluntary tax compliance under 

self assessment regime in Nigeria. We note that the level of voluntary tax compliance is still 

low. Despite the introduction of the SAS, tax evasion and avoidance is still rife in Nigeria. 

There are several authors who have written on the issues of tax compliance but many look at 

the subject from the area of taxpayer behaviour. 

On improving tax administration in developing countries, Bird opined that three key 

ingredients seem essential for effective tax administration in any country
3
. They include the 

political will to implement the tax system effectively, a clear strategy as to how to achieve the 

goal and adequate resources for the task at hand. He stressed that it helps if the tax system is 

well designed, appropriate for the country in question, and relatively simple. In his opinion, 

even the best-designed tax system is unlikely to be properly implemented unless these three 

conditions are satisfied. However, his work failed to address the issues as it relates to self 

assessment system, and this is addressed in this study. 

                                                           
3
 R M Bird, ‗Improving Tax Administration in Developing Countries‘ (1992) Journal of Tax Administration 

Vol. 1, 1. 
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Agbonika pointed out that the Personal Income Tax makes provision for assessment 

of taxable income by the taxable persons themselves which is known as self-assessment
4
. She 

noted that tax cannot just be paid unless it is first assessed either by the taxpayers or in case of 

their default by the relevant tax authority.
5
 She also noted that this is necessary because if 

appropriate measures are not taken to ensure proper assessment, there is usually a tendency of 

taxable persons furnishing false assessment records thereby defeating the whole essence of 

the self-assessment system and consequently defrauding the government. She further 

recommended that under a self-assessment system, taxpayers should have a duty to report the 

facts on which their liability for tax is computed, compute their liability for tax, file a return 

showing the result of that computation and pay tax at the time of filing the amount owed. This 

will enhance voluntary compliance. She however failed to address any measures by which 

such voluntary compliance can be increased save for taxpayers having a moral duty to do so. 

This gap will however be addressed by this study. 

James acknowledged the view that the adoption of SAS is a reform which can 

simplify the payment of taxes and literally improve compliance. He stated that the goal of 

simplifying a tax system which includes the adoption of SAS is to increase the ease of 

compliance reflected in the costs and time saved
6
. He posited that an efficient tax system 

should allow the taxpayers to calculate their tax liability easily, pay their taxes and file their 

tax returns, and redress their grievances with limited cost. He also stated that in addition, it 

should include taxpayer – friendly methods for tax administrators to verify tax liability and 

ensure that correct taxes have been paid. The learned author in his book stated that Egypt 

embarked upon a tax reform that included many of the good practices of a simplified tax 

system which includes replacing tax administrative assessment with self assessment. The 

impact of the tax simplification process was immediate as the number of tax returns filed 

                                                           
4
 J A A Agbonika, Problems of Personal Income Tax in Nigeria (Ibadan: Ababa Press, 2012) P. 168, 415.  

5
 Personal Income Tax Act (PITA), Cap P8, Laws of the Federation on Nigeria 2010 (As Amended) S. 54(3). 

6
  S S James, A Handbook for Tax Simplification (USA: International Finance Corporation, 2009) P. 6. 
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jumped by 50 percent in just one year
7
. However, the work which obviously was premised on 

an environment highly sophisticated as it relates to data compilations in tax failed to address 

the means to make the system work in developing economies such as Nigeria. This 

dissertation tends to close that gap by considering the means to facilitate citizens‘ voluntary 

compliance. 

In this study, the concept of SAS cannot be adequately addressed without the issue of 

voluntary tax compliance which is obviously the essence of adopting the SAR in the first 

place. Taxpayer compliance literatures at the global level seem unanimous in treating 

voluntary tax compliance as being important. The reason for this priority status is premised on 

the cost of non-compliance. Graetz, Reinganum and Wilde,
8
 point to three reasons why non-

compliance is costly. The first is the significant revenue losses that occur from non-

compliance. The second is the real risk that the disrespect for tax laws which breeds non-

compliance can quickly extend to widespread disrespect for other laws. The third is that non-

compliance undermines the fairness of the tax system that requires that equals should pay 

equal taxes. The issues considered by the learned author though highly commendable failed to 

address the measures to be adopted to encourage voluntary tax compliance. 

Given the importance which the promotion of voluntary compliance has occupied in 

developing efficient tax systems, Smith has identified a number of incentives which drive 

voluntary tax compliance
9
. He points to responsive service and procedural fairness as key 

incentives for voluntary taxpayer compliance. He also acknowledged the need for an adequate 

balance between enforcement and cooperative strategies to reinforce voluntary taxpayer 

compliance. In addition, he stressed the need for effective detection and punishment of non-

compliance as both a deterrent and an incentive for compliance. Finally, he argues that 

legitimacy and/or allegiance to authority reinforce voluntary taxpayer compliance. However, 

                                                           
7
  This is a term used in the book to encompass all the processes that can be used to reform or simplify tax. 

8
 M Graetz et al, ‗The Tax Compliance Game: Towards an Interactive Theory of Law Enforcement‘ (1986) 

Journal of Law, Economics and Organisation, 1. 
9
 K W Smith, ‗Reciprocity and Fairness: Positive Incentives for Tax Compliance‘ (1990) Office of Tax Policy 

Research, School of Business Administration, The University of Michigan, 1. 
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the examination of voluntary taxpayer compliance in a jurisdiction which operates a self 

assessment regime was non-existent in his work. This gap the researcher has filled in her 

work. 

McGee
10

 in his work opined a linkage between bureaucracy, corruption and tax 

compliance. The findings of a research by Riahi-Belkaoui
11

 in 30 developed and developing 

countries show that tax compliance is highest in countries with least corruption and smaller 

bureaucracy. For him, tax compliance and morale is higher when citizens are protected from 

official corruption and bloated bureaucracy. This work in addition considered the issue of 

active participation of the citizens in the informal sectors as a means of curbing corruption in 

Nigeria and ensuring tax compliance. 

Bassey,
12

 acknowledges that under the self assessment system, the taxable person 

assesses himself to tax instead of waiting for the tax authority to raise the assessment.  He 

noted that the taxpayer files his tax return together with his computation of the tax payable for 

the year of assessment and makes payment of the tax liability accordingly. He however 

pointed out that the tax authority will still have to verify the tax assessment computed by the 

taxpayer with the supporting documents to ensure that the taxpayer has assessed himself 

correctly. According to the author, the SAS brings the tax into the government treasury 

sooner than would be the case under the government assessment thereby eliminating the long 

time-lag between the submission of returns and the service of the notices of assessment. He 

however opined that the SAS also has its drawbacks which include the propensity to evade 

tax and high rate of illiteracy. The work by the author however failed to address the self 

assessment regime in-depth as it merely addresses the SAS procedurally and ‗as it is‘ instead 

of ―as it should be‘.  

                                                           
10

 R W McGee (ed) Taxation and Public Finance in Transition and Developing Economies (Mianu: Springer 

science + Business Media, 2008) P.6. 
11

 A Riahi-Belkaoui, Bureaucracy, Corruption and Tax Compliance, in R W McGee (ed) Ibid.   
12

 O U Bassey, Personal Income TAX in Nigeria (Lagos: The CIBN press, 2013) P. 490. 
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The learned author, Umenweke addressed the issue in assessments generally
13

. He 

reiterated that assessment is the process by which the tax liability of a taxpayer is quantified.
14

 

He explains that the determination of the tax due is typically carried out by a tax inspector 

after examining the information provided in the returns submitted by the taxpayer, but that if 

the taxpayer fails to submit a return or the inspector is not satisfied that the return is true and 

complete a ‗best of judgment‘ or ‗estimated‘ assessment can be made. 

The learned author in his work addressed adequately the procedural aspect of tax 

assessments relying majorly on statutes laws and case laws to drive home his arguments. He 

further addressed the defects that can render an assessment void and the defects that do not 

affect it as to render it void. Also dealt with by him in his book are the consequences of an 

assessment being declared void, objections and appeals, the procedures for objections and 

appeals amongst other related procedural aspects of tax assessments. The work however did 

not deal with |self assessment system generally. This gap the researcher has filled in this 

work. 

Hobson
15

 suggests that self-assessment requires individuals to be wholly responsible 

for practices and knowledge over which they have little control or access. According to her, 

self- assessment has been often framed as a value-neutral policy tool that either does or does 

not encourage compliance but she argued in her article that it amounts to much more. That it 

is a form of self-regulation, in which the individual has to seek and acquire knowledge and 

skills, to ensure their compliance is both legal and personally advantageous. She opined that 

rather than the onus being on the government agency to collect taxes efficiently, the 

responsibility is transferred to the individual to be the agent of tax collection and that even if 

individuals seek out and trust an ‗expert‘, such as a tax agent, to act in their best interests, 

they are still ultimately responsible for all outcomes. Even though this view seems 

                                                           
13

 M N Umenweke, Tax Law And Its Implications for Foreign Investments in Nigeria (Enugu: Nolix Educational 

publications, 2008) P. 246-285. 
14

 J M Elegido, ‗Void Assessments to Income Tax in Nigeria‘ (1988) JAL vol 32, No 1, P. 45.  
15

 K Hobson, ‗Technologies of the Self and Some Contradictions of the Enabling state: The Case of Tax 

Effective Schemes in Australia‘ (2004) Regulatory Institutions Network Journal, 9. 
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commendable, it failed to address means of encouraging such individual responsibly.  This 

gap is tackled in this work. 

The learned author Inglis
16

 in his opinion on the challenges and difficulties presented 

by self-assessment in Australia opined that serious simplification of the rest of the tax system 

is required. According to him, the income tax legislation is so poorly drafted as to be 

incomprehensible even to tax experts (let alone anyone else). According to him, the 

legislation is in some cases unintelligible that without commerce or law degree the ordinary 

taxpayer stands no chance of finding his way through the morass and even with these 

qualifications his advisers will of necessity have to struggle to make sense of language that is 

as convoluted as it is confusing. He further opined that the task of the taxation officers is not 

even easier as many provisions in the legislation are not applied for the simple reason that no 

one is able to comprehend them. This work agrees with that opinion but however proposes 

that not only the tax legislations, but also every aspect of the tax structures need to be 

simplified. 

1.8 Organizational Layout 

The study is arranged in eight chapters. Chapter one of the study is a general 

introduction of the work which encompasses the background to the study, statement 

of problem, purpose of the study, scope of the study, the significance of the study, the 

methodology, literature review and definition of terms. 

Chapter two analyses the historical evolution of Nigerian tax system. Under 

this chapter such terms as the concept of tax, objectives and benefits of tax, the basic 

principles of tax are discussed. Chapter three will discuss the Administration of 

taxation in Nigeria and the Nigerian tax system. Under this chapter, such issues as 

                                                           
16

 M Inglis, ‗Taxing times: Is Self Assessment working‘ (2002) Australian Tax Review, 5. 
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Delegation of powers to make tax laws in Nigeria, Division of tax powers between the 

Federal, State and Local government will be considered. 

Chapter four analyses the Self Assessment Regime. On this chapter, the 

principles, issue and administration of the self assessment system or regime is 

addressed. Chapter five examines the self assessment provisions under Nigerian tax 

laws. Under this head, such statutes like the Personal Income Tax Act, Companies 

Income tax Act and the provisions under which self assessment system is hinged will 

be discussed.  

Chapter six will do a comparative analysis of self assessment as operated in 

different countries. Chapter seven will address self assessment regime and voluntary 

compliance. This chapter will elaborate on the concept of tax compliance as it relates 

to SAS. As tax compliance goes hand in hand with SAS, the measure of national tax 

compliance will be looked into. Further under this chapter, suggestions will be 

proffered on ways to increase voluntary tax compliance under the SAR. Chapter eight 

encompasses the conclusion and recommendations.  

1.9     Definition of Terms 

1.9.1 Tax  

The term ―tax‖ means a charge, usually monetary, imposed by the government 

on persons, entities, transactions or property to yield public revenue. Most broadly, 

the term embraces all governmental impositions on the person, property, privileges, 

occupation and enjoyment of the people, and includes duties, imposts and excises. 

Although a tax is often thought of as being pecuniary in nature, it is not necessarily 

payable in money.
17

  Also tax means enforced proportional contributions from 

                                                           
17

 B A Garner (ed), Black’s Law Dictionary (10
th

 edn, USA: Thomson Reuters, 2014) P. 1685. 



14 
 

persons and property, levied by the state by virtue of its sovereignty for the support of 

government and for all public needs.
18  

Again the word ―tax‖ has been defined as money that is paid to the 

government so that it can pay for public services. People pay tax according to their 

profits. Tax is often paid on goods and services.
19 

Other definitions of the word ―tax‖ can be gleaned from judicial precedents. In 

Mathew v Chicory Marketing Board (V) of Victoria Australia Latham CJ defined tax 

as a compulsory exaction of money by a public authority for public purposes, or 

raising money for the purpose of government by means of contribution from the 

individual persons.
20

  

Another definition of tax was coined by Ray Sommerfield years ago. 

According to him, a tax is a non penal yet compulsory transfer remitted for the public 

good.
21

  

Furthermore, in the American case of United States v Butler, Mr. Justice 

Robert stated thus ―A tax in the general understanding of the term and as used in the 

constitution signifies an exaction for the support of the government‖.
22

   

From the above definitions, tax has three basic features, namely: a compulsory 

levy, imposed by government or local authority, and for public purposes or to 

encourage social justice. A tax is therefore not a voluntary payment but a compulsory 

pecuniary burden placed on taxpayers for the good of the society. 

 

 

                                                           
18

T M Cooley, The Law of Taxation (4
th

 edn, London: Sweet and Maxwell, 1924) P.61.  
19

 A S Hornby, Oxford Advanced Learners’ Dictionary (9
th

 edn, United Kingdom: Oxford University Press, 

2015) P.1605. 
20

 (1938) 60 CLR 263, P. 276. 
21

 R Sommerfield et al, An Introduction to Taxation (USA: Harcourt Brace Jovanovich Inc, 1967) P. 2. 
22

 (1936) 2276 US1, 61. 



15 
 

1.9.2 Self-Assessment Regime 

Under this head, we start by defining the word ‗assessment‘. The term 

assessment as it relates to tax is defined as an amount that has been calculated and that 

must be paid.
23

 Assessment however as defined in the Black’s Laws Dictionary means 

determination of the rate or amount of something, such as tax or damages, imposition 

of something such as a tax or fine, according to an establishment rate, the tax or fine 

so imposed.
24

 

  Self assessment regime on the other hand was described in the Tax 

Administration (Self Assessment) Regulations 2011
25 

as a tax regime whereby 

taxpayers are required to compute their tax liabilities, file and make payment 

concurrently on or before the due dates. Any breach is liable to fines and interest as 

prescribed under the Regulations or the applicable relevant laws.  

The Self-Assessment Regime therefore requires the concurrent filing of 

returns and payment of tax due on or before the due date. A taxpayer must file returns 

under the Self-Assessment Regime in person or engage the services of accredited 

agents to file returns on his behalf. The return must be signed by the taxpayer or his 

appointed agent.
26

 In simple terms, a taxpayer is required to assess his tax liability 

using a tax return form in which he declares his gross income, allowable deductions, 

etc. This tax return must then be filed with the tax authority together with a payment 

for the tax liability computed in the said return. The basic feature of a SAR is that it is 

the taxpayer rather than the tax authority that is responsible for assessment of tax 

liability. 

 

                                                           
23

 A S Hornby op cit, P.1. 
24

 B A Garner op cit, P.139. 
25

 Tax Administration (Self Assessment) Regulations, Regulations (1) (2) (3) (4). 
26

 FIRS, Preparation and Processing of Best of Judgment (BOJ) Assessments Information Circular, P.1. 
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1.9.3 Tax Administration 

The Oxford Advanced Learners’ Dictionary defined the term ―administration‖ 

as the process or act of organizing the way that something is done.
27

 In other words, 

tax administration simply means the process or act of organizing the way that taxation 

is practiced or done. Tax administration can be defined as the implementation of the 

tax laws in order to achieve their objectives.
28

 The importance of tax administration 

has been stressed where it was stated thus: 

No tax can conform with expected standard or equity if it cannot be 

administered with a high degree of effectiveness. If persons are able to escape, 

by legal or illegal means, the tax to which they should logically be subject 

under the general scope of the tax, the theoretical equity of the tax is to a large 

measure lost.
29

 

A tax administration is the whole organizational set-up for the management of 

the tax system. The tax administrative set-up is a department of government and 

works under regulations prescribed by tax legislation. Tax administration is the 

process of assessing and collecting taxes from tax individuals and companies by 

authorities in such a way that correct amount is collected efficiently and effectively 

with minimum tax avoidance or tax evasion.
30

 

Presently, there are three tiers of government charged with the administration 

of tax in Nigeria; the Federal, State and the Local governments. Each tier of 

government has its own tax authority, created by Federal laws. 

 

                                                           
27

 A S Hornby, op cit, P. 
28

T S Somorin, ‘Structural Reforms in Tax Administration in Nigeria MPTP 2014 8/5/14 Structure of a Typical 

FIRS Tax Office‘, Academia, https://www.academia.edu/9017F91/ accessed on 4
th

 June, 2013. 
29

 J F Due, ‘Government Finance: An Economic analysis‘, (1964) Journal of Finance, 7. 
30

 D Afuberoh & E Okoye, ‗The Impact of Taxation on Revenue Generation in Nigeria: A Study of Federal   

    Capital Territory and Selected States‘, IJPAMR, 26. 
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1.9.4 Tax Compliance 

Tax compliance is the obedience to the provisions of the tax law.
31

 Tax 

compliance can further be defined as the degree to which a taxpayer complies or fails 

to comply with the tax rules of his country. It is widely accepted that the goal of an 

efficient tax administration is to foster voluntary tax compliance using all possible 

methods including penalties. 

In other words, compliance with the tax law typically means (i) true reporting of the 

tax base (ii) correct computation of the liability, (iii) timely filing of the return, and 

(iv) timely payment of the amounts due.
32

 Tax compliance has also been defined as an 

issue of reporting an actual Income.
33

 It is voluntary action without having to wait for 

follow up actions from tax authority. It is the most neutral term to describe taxpayers‘ 

willingness to pay their taxes.
34

 

From a combination of all the above definitions, tax compliance can therefore 

be defined as taxpayers‘ willingness to comply with tax laws, declare the correct 

income, claim the correct deductions, relief and rebates and pay all taxes on time.  

1.9.5 Income 

Income has been defined as money or any form of payment that one receives, usually, 

periodically, from employment, business, investments, royalties, gifts and the like.
35

 

Income generally includes most types of receipts that enrich the taxpayer, including 

compensation for services, gains from sale of goods or other property, interest, dividends, 

rents, royalties, annuities, pensions and all manner of other items. There is no complete 

definition of income to be found anywhere in the Nigerian legislation but various rules are 

laid down for computing receipts liable to tax, and the decisions of the courts contribute to the 

                                                           
31

 A S Sanni, ‗Multiplicity of Taxes as a Bane of Tax Compliance and Yield‘ (2012) TLJN Vol. 1, 90. 
32

 L A Franzoni, ‗Tax Evasion and Tax Compliance‘ (1998) E.L.E., 5. 
33

M G Allingham and A Sandmo, ‗Income Tax Evasion: A Theoretical Analysis‘ (1972) JPE, 1, 323.  
34

 J Andreoni, ‗Tax Compliance‘ (1998) JEL, Vol. 36, 818. 
35

 B A Garner, op cit, P. 880. 
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law on the subject.
36

 Income tax is not a tax on capital and thus one of the major concerns of 

the Acts and of the tax cases is the distinguishing of capital from income.
37

 

However income has been defined in the Personal Income Tax Act (PITA)
38

 to 

include ‗Any amount deemed to be income under this Act. Section 3 (1) of the PITA 

defined Income chargeable as the income of a person ‗from a source inside or outside 

Nigeria‘ and it includes any gain, profit, salary, wages, fee, compensation, bonus, 

premium and almost all conceivable allowances but excluding some reimbursable 

expenses and compensation for loss of office.  

The definition of the word ‗income‘ in Section 3(2)(b) imports that whatever the Act 

refers to as income automatically becomes income and is treated as one
39

 and it is worthy of 

note that these categories of chargeable income enumerated in the above section are not 

closed. 
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        CHAPTER TWO 

HISTORICAL EVOLUTION OF NIGERIA TAX SYSTEM 

2.1 The Concept of Tax 

  There is hardly any government today that does not rely on tax measures to 

provide the much needed revenue for socio-economic development and amelioration 

of inequalities of wealth in society.
40

 Nigerian tax statute is silent about a definite 

definition or meaning of tax. However, different scholars, dictionaries, economists 

and text writers have offered their insight on the meaning of tax. It is often difficult to 

get one‘s head round the idea of what a tax actually is, as it comes in many guises, it 

is rather like an elephant-difficult to define or even describe, but you know it when 

you see it. Several attempts have been made to define what a tax actually is, and the 

definitions stated here is by no means exhaustive. First of all, tax is defined as a 

compulsory levy made by public authorities for which nothing is received directly in 

return.
41

  This particular definition suggests that the nature of a tax is that it is a 

payment made, (a cost incurred) without the usual associated receipt, normal to other 

transactions, of any consideration in return.
42

  

Each phrase in this definition is important. Firstly, a tax is not a penalty. In 

theory, taxpayers receive something of value in return, such as those elements of 

civilized society. Secondly, even though we describe our tax system as a ―voluntary 

self-assessment system‖, in reality the system becomes rather involuntary by fines, 

jail sentences, etc. if one does not pay his or her share of taxes. Therefore one can say 

that taxes are indeed compulsory transfers. Finally, the exact use of taxes collected by 
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the government is not specified in advance, rather such accumulation are used for the 

public good.
43

 The limitation inherent in these definitions is that the objective of a tax 

may not necessarily be to fund the government as proposed. As H L A Hart noted as 

follows: 

Taxes may be imposed not for revenue purposes, but to 

discourage the activities taxed, though the law gives no express 

indication that these are to be abandoned as it does when it 

makes them criminal.
44

    

 Again, the objectives of some taxes may be to lessen the height of disparity in the 

social order if correctly managed. In the contemporary business dealings, taxes on 

special imports are essentially aimed at reducing the imbalance between imports and 

exports or even discourage the import of such goods thereby encouraging the local 

industries.  

Therefore, if one is to stand on this definition, the impression may be that the 

sole purpose of tax is to fund the state.
45

   

 The Nigerian author C S Ola also defined tax as a demand made by the 

government of a country for a compulsory payment of money by the citizens of that 

country.
46

 His definition is also not adequate going by the aforementioned reasons 

already buttressed above. This definition can adequately cover for levy, capitation and 

any other demand imposed on citizens.
47

  

Words like ‗compulsory‘, ‗exacted‘ and ‗strain‘ and the general tone of the 

definitions shows that there are characteristics or features that could be used to 

determine that an item is a tax. The number one feature of tax is that it is a 
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compulsory payment by persons. It is not a voluntary payment or donation.
48

 The 

compulsory nature of taxation is underscored by many who attempt to define taxation. 

Given the compulsory character of taxes, it may seem odd that this study sets out to 

make a case for voluntary tax payment. However, even though taxes are compulsory, 

they are readily justified by many. There are those who justify taxation on account of 

the role government plays in sustaining the protection of life, liberty and the pursuit of 

happiness. There are others who justify taxation on account of the public services 

provided by the government such as education, health and security.
49

 All of these are 

funded largely by revenues from taxation. Therefore the compulsory aspect of 

taxation is readily accepted and necessary. 

 The importance of government and the resulting need for taxation gives rise to 

a duty for the public to comply with tax payment. The obligation to pay tax is not only 

self evident, but should also be readily acceptable. Bird says that: 

In an ideal law abiding society, people would pay taxes they 

owe, and tax administration would amount to little more than 

the provision of facilities for citizens to discharge this 

responsibility. No such country exists, or is likely ever to exist. 

Compliance with tax laws must be created, cultivated, 

monitored and enforced in all countries.
50
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However, voluntary payment of tax remains fallacious and as Broomberg and Kruger 

said ‗Most People at best of times, dislike paying tax‘.
51

 This summarizes the 

compulsory nature of tax and why it can never be voluntary. 

Again, all taxes are imposed by law. 
52

In other words, it is imposed by 

government. All taxation is based on law. Most constitutions forbid taxation except 

based with laws duly established by the legislature. In Nigeria, the Constitution of the 

Federal Republic of Nigeria provided for the payment of taxes by every citizen. It was 

stated as follows: ‗that it shall be the duty of every citizen to declare his income 

honestly to appropriate and lawful agencies and pay his tax promptly‘.
53

 It should be 

noteworthy that not all compulsory payments are taxes, for example, fines or penalties 

imposed to punish people for committing crimes are not regarded as taxes.
54

 And 

while fines, fees, penalties and other categories of charge may be arbitrarily fixed, tax 

must pass through the process of law making in the state before it becomes a tax.  

 Furthermore, on the attributes of taxes, it should be noted that taxes are paid to 

the government and not individuals. A tax is not a price paid by the taxpayer for any 

definite service rendered or a commodity supplied by the government. For example, 

the charge made on consumers by Power Holding Company of Nigeria Plc (PHCN) 

for electricity consumed is not a tax. Individuals or companies are not under 

compulsion to use electricity supplied by PHCN. Fees can also be charged for 

registration of marriages and births. Unlike taxes which are paid for the provision of 

common benefits; fees and charges are for specific benefits.
55
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All the attributes of taxes examined and the general tone of the definitions 

suggest that even the idea of tax or taxation is unwelcome. This then leads us into 

considering the reasons for imposing tax, if the concept is so unpopular.
56

 

2.2 Objectives of Tax 

The imposition of taxes by the government goes beyond the realization of 

funds for the satisfaction of government activities. Nowadays, taxes have an 

important role to play especially in any government‘s economic and social policy. 

The following are therefore the objectives of Taxation:  

     (a) Raising of Money to Meet Government Expenditure and Programmes. 

The main objective of taxation is to raise sufficient money for government to 

finance its activities. Most governmental activities must be financed by taxation. The 

government expenditure which requires to be met is either the provision of services 

which the free market cannot provide such as defense, law and order and parks or the 

provision of services and education often called public goods.
57

 

The government requires carrying out various development and welfare 

activities in the country. For this, it needs a huge amount of funds. The government 

collects fund by imposing taxes. So, raising more and more revenues has been an 

important objective of tax.
58

 

The governments of most poor countries profess a desire to stimulate and 

guide the economic and social development of their nations. This aspiration can be 

found enshrined in the many hundreds of development plans which have gushed forth 

from the government printing offices of the underdeveloped world in the last thirty 
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years. Seemingly undeterred either by the enormity of their ambition or by the 

frequency of undeniable failure, many governments of poor countries like Nigeria 

continue to reach out for the goal of government promoted and directed 

development.
59

 The tax system is often identified as one of the most powerful levers 

available to these governments to move their economies from their present states to 

the distinctly happier positions which invariably characterize the final year of a 

development plan.
60

 

Adam Smith, a writer whose insights into economic development and public 

finance make his work more relevant to current issues than is often supposed, 

identified three duties of the sovereign: national defense, the administration of justice, 

and erecting and maintaining those public institutions and those public works, which, 

though they may be on the highest degree advantageous to a great society, are, 

however, of such a nature, that the profit could never repay the expense to any 

individual or small number of individual and which it therefore cannot be expected 

that any individual or small number of  individuals should erect or maintain.
61

 This 

characterization of the sovereign duties by Smith is broad enough to cover many, 

though not all, of the activities of governments in developing countries
62

 which also 

include taxation to finance its expenditures and programmes. 

(b) Redistribution of Income or Wealth. 

          Taxes can be applied to reduce disproportion in the distribution of Income or 

Wealth. Elevated proportions of taxes can be imposed on wealthy individuals and the 
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money realized is used to provide goods and services to the poor.
63

  There are two 

extents to the achievement of these objectives; the first means is the imposition of 

proportional tax on the income of taxpayers. Proportional tax is the tax that is paid by 

each taxpayer premised on the same percentage regardless of their income. A 

proportional tax applies the same tax rate across low, middle and high income 

taxpayers.
64

 Here heavy taxes are imposed on the poor. This principle is predicated on 

the ability to pay, that is, that taxes should be imposed at rates proportionate to 

taxpayer‘s income and his ability to pay.
65

 

The second means is to impose taxes on the rich at punitive rates in favour of 

the indigent. Progressive tax system reduce tax burdens on people who can least 

afford to pay them and these systems leave more money in the pockets of low-wage 

earners who are likely to spend all of their money and stimulate the economy.
66

 

 From the foregoing, it can be said that a good tax system, which adopts the 

above approaches, will achieve the outcome of reducing to some extent the inequality 

in the society thus ensuring distribution of wealth. Moreover, greater equality in 

income distribution might be advocated on the ground of fairness and equity. This 

function of taxation has been hotly debated over time, and different theories of 

distributive justice can be used to affirm or deny its legitimacy as shown above. What 

cannot be denied, however, is that many developed nations in fact have sought to use 

taxation for redistributive purposes, although it also is debated how effective taxation 

was (or can be) in redistribution.
67

 

                                                           
63

 O U Bassey, op cit P. 8. 
64

 Proportional tax, http://www.Investopedia.com/terms/P/Proportionaltax.asp accessed on 7
th

 July, 2014. 
65

 J A A Agbonika, op cit P. 18. 
66

 D Siegel, https://www.Investopedia.com/terms/p/Progressivetax.asp accesses on 7
th

 July, 2014. 
67

 R M Bird & EM Zolt, ‘Redistribution via Taxation: The Limited Role of the Personal Income Tax in 

Developing Countries‘ (2005) 52 UCLA L. Rev, 1627. 



26 
 

In summary under this head, taxation follows simply the principle of equity; 

the direct taxes are progressive in nature. Also, certain indirect taxes, such as taxes on 

luxury goods are also progressive in nature. This means the rich class has to bear the 

higher incidence of taxes, whereas, the lower income group is either exempted from 

tax (direct taxes) or has to pay lower rate of duty (indirect taxes) on goods consumed 

by the masses. Thus, taxation helps to reduce inequalities of income and wealth.
68

 

(c) Management of the Economy. 

Taxation is an important consideration in the planning of savings and 

investments and by harmonizing it with development strategy and changing economic 

structure, the government can use taxation as a powerful fiscal weapon to plan and 

direct the economy.
69

  Tax also serves as an instrument for promoting economic 

growth, stability and efficiency. The government controls or expands the economic 

activities of the country by providing various concessions, rebates and other facilities. 

The effective tax system can boost up the economy. Similarly, taxes can correct 

externalities and other forms of market failure (such as monopoly). Import taxes may 

control imports and therefore help the country‘s international balance of payment and 

protect industries from overseas competition. 

Again, regional disparity has been a chronic problem to the developing 

countries. Tax is one of the ways through which regional disparities can be 

minimized. The government provides tax exemptions or concessions for industries 

established or activities carried out in backward areas. This will greatly encourage 
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economic activities in those areas and ultimately regional disparity reduces to 

minimum.
70

 

Furthermore, taxation can be used to ensure price stability- a short run 

objective of taxation. Taxes are regarded as an effective means of controlling 

inflation. By raising the rate of direct taxes, private spending can be controlled. 

Naturally, the pressure on the commodity market is reduced. But indirect taxes 

imposed on commodities fuel inflationary tendencies. High commodity prices, on the 

one hand, discourage consumption and, on the other hand, encourage savings. 

Opposite effect will occur when taxes are lowered down during deflation.
71

 

    Finally, taxes can be imposed to reduce the consumption of certain goods and 

services considered to be harmful or non-essential. For example, if the government 

wants to discourage the consumption of alcohol and smoking of cigarettes, it can 

impose heavy taxes on those items. Consequently, their prices will increase and they 

will become less attractive to their consumers. The government can also impose taxes 

on imported foods to make them very expensive so that Nigerians will patronize 

made-in-Nigeria goods.
72

 

2.3 The Basic Principles of Taxation/ Characteristics of a Good Tax System 

The principles of taxation are a set of criteria which act as a guide to the 

government when designing and implementing a new tax. The principles of taxation 

are used by legislatures in the design of taxation. The principles are those formal 

guidelines which are widely accepted and/or discussed and should be considered 

whenever specific tax laws are proposed, discussed and implemented. 
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 An early categorization of taxation principles which is still influential up to the 

present day, were first originally laid down by Adam Smith‘s famous book of 1776 

‗The wealth of nation‘.
73

 In this work, Book V especially is of importance. There he 

explains in part I that the sovereign/commonwealth needs revenue to finance a 

standing army, in part II, a system of justice (separated from the executive), in part 

III, Art 1, revenue for paying infrastructural (―public works and institutions to 

facilitate commerce‖); in Art 2, institutions for the education of youth; in Art 3, 

institutions for the instruction of people of all ages, and in part IV, expenses of 

supporting the dignity of the sovereign. In the conclusion, he emphasizes a federal 

principle, that is, that expenses done by a province or local authorities should not be 

put at the expense of the general public. 

 In Chapter 2 of Book V,
74

 Adam Smith developed four cardinal principles of 

fair taxation, namely: 

1. The subjects of every state ought to contribute towards the support of the 

government, as nearly as possible in proportion to the revenue which they 

respectively enjoy under the protection of the state. 

2. The tax which each individual is bound to pay ought to be certain, and not 

arbitrary. The time of payment, the manner of payment, the quantity to be 

paid, ought all to be clear and plain to the contributor, and to every other 

person. Where it is otherwise, every person subject to the tax is put more or 

less in the power of the tax-gatherer, who can either aggravate the tax upon 

any obnoxious contributor, or extort, by the terror of such aggravation, some 

present or perquisite to himself. 
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3. Every tax ought to be levied at the time, or in the manner, in which it is mostly 

likely to be convenient for the contributor to pay it. 

4. Every tax ought to be so contrived as both to take out and keep out of the 

pockets of the people as little as possible, over and above what it brings into 

the public treasury of the state. 

In summary on the above four main principles, it can be said as follows: 

1. Taxes should be proportional to people‘s income. 

2. Taxes should be certain, not arbitrary. 

3. Taxes should be levied at a convenient time. 

4. The cost of the collection of the tax should be as low as possible.
75

  

Commonly, these four principles will be discussed afterwards under the 

catchwords: Equity, Certainty, Flexibility and Efficiency.  

These are regarded as the characteristics of a good tax system. However, there have 

been significant developments in economic theory and policy since Adam Smith wrote his 

book ‗The Wealth of Nation‘.
76

 Activities and functions of government have enormously 

increased. Now the governments are expected to maintain economic stability at full 

employment level, they are to reduce inequalities in the income distribution, and they are also 

to perform the functions of a welfare state. Above all, they are to promote economic growth 

and development, especially in developing countries like Nigeria, not only through 

encouraging private enterprise but to undertake the task of production in some strategic 
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industries. Thus, in order to devise a good tax system, these objectives and functions of 

government‘s economic policy must be kept in view.
77

 

It may be noted that Adam Smith was basically concerned with how the wealth of 

nations, or in other words, production capacity of the economy can be increased and he 

thought that private enterprise working on the basis of free market mechanism would ensure 

efficient use of resources and if left unfettered would bring about rapid economic growth. His 

ideas about public finance were influenced by his economic philosophy of virtues of free 

private enterprise. In proposing the above mentioned canons of taxation, he was guided only 

by the sole objective that a government should be able to raise sufficient revenue to discharge 

its limited functions of providing for defense, maintaining law and order, and public utility 

services.
78

 

Both the objectives and functions of modern governments have increased 

necessitating large resources. Therefore, the modern economists have added other principles 

or characteristics which taxation system of a country must satisfy if the objectives of modern 

government are to be achieved. In what follows, will be spelt out in detail the principles and 

characteristics of ‗Smith‘s canons or principles of taxation. 

1. The Principle of Equity. 

The first canon or principle of a good tax system emphasized by Adam Smith is of 

equality. According to the canon of equality, every person should pay to the government 

according to his ability to pay. Equity has two main elements; horizontal equity and 

vertical equity. Horizontal equity suggests that taxpayers with the same income should 

pay equal amounts of tax
79

 while vertical equity is a normative concept, whose definition 
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can differ from one user to another. According to some, it suggests that taxpayers in 

better circumstances should bear a larger part of the tax burden as a proportion of their 

income or those with different income should pay different amounts of tax. 

In other words, taxation should be governed by people‘s ability to pay, that is 

wealthier individuals or firms with greater incomes should pay more in tax while those 

with lower incomes should pay comparatively less. Taxes should be allocated among 

individuals fairly and reasonably. In taxation systems, the principle of equality is 

considered as the most important. As Adam Smith stated ‗the subject of every state ought 

to contribute towards the support of the government, as nearly as possible in proportion to 

the revenue which they respectively enjoy under the protection of the state‘  

This implies that every person should pay the tax according to his ability and not 

the same amount. It further means that every taxpayer should not pay at the same rate; 

rather every taxpayer should pay the tax proportion to his income of the taxpayer blanket. 

This principle has brought progressive taxation system in various countries
80

 and it 

simply means that the rate or percentage of taxation should increase with the increase in 

income and decrease with the decrease in income.
81

 Now, in most of the countries, 

progressive system of income and other direct taxes have been adopted to ensure equality 

in the tax system. 

Regarding progressive taxation, two important factors need to be noted: Firstly, 

when governments tax the rich more heavily and redistribute income to the poor, the poor 

benefit through public spending by government. Secondly, when the poor are taxed less 

as compared to the rich, they are able to save or invest in order to improve their 
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livelihood. Therefore, in either way the poor benefits when taxation is used to promote 

equity.
82

 

2. The Principle of Certainty. 

According to Adam Smith,
83

 there should be certainty in taxation because 

uncertainty creates favourable climate for tax evasion hence compromising with taxation 

objectives. By this principle, it means that the tax which each individual taxpayer is 

bound to pay should be certain. The time, the manner of payment and the amount to be 

paid must be clear to the taxpayer. Thus, this requires that there should be no element of 

arbitrariness in a tax. It should be in relation to ascertaining as to when, what and where 

the tax is to be paid. The scope of tax, which every person is bound to pay, must be 

sufficiently clear and certain and cannot be charged arbitrarily. The taxpayer needs to 

know his tax liability and the entire administration of it. Our tax laws confirm 

substantially with this canon but not without some challenges.
84

 

Again, the principle of certainty implies that there should be certainty with regard 

to the amount which taxpayer is called upon to pay during the financial year. If the 

taxpayer is definite and certain about the amount of tax and its time of payment, he can 

adjust his income to his expenditure. The state also benefits from this principle, because it 

will be able know roughly in advance the total amount which it is going to obtain and the 

time when it will be as its disposal. If there is an element of arbitrariness in a tax, it will 

then encourage misuse of power and corruption. Adam Smith in this connection remarks:  

The tax which each individual is bound to pay ought to be certain and 

not arbitrary. The time of payment, the manner of payment, the 
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quantity to be paid all ought to be clear and plain to the contributor and 

to every person.
85

 

In other words, the time of payment, the manner of payment, the quantity to be 

paid ought all to be clear and plain to the contributor and to every other person. A 

successful function of an economy requires that the people, especially business class, 

must be certain about the sum of tax that they have to pay on their income from work 

or investment. The tax system should be such that the sum of tax should not be 

arbitrarily fixed by the income tax authorities.  

Moreover, lack of certainty in the tax system, as pointed out by Smith, 

encourages corruption in the tax administration. Therefore in a good tax system, 

‗individuals should be secure against unpredictable taxes levied on their wages or 

other incomes‘. This also is one of the avenues to encourage voluntary tax compliance 

and self assessment in tax administration. The law should be clear and specific; and 

tax collectors should have little discretion about how much to assess taxpayers.
86

 

In the opinion of the researcher, the Nigerian tax system violates this canon of 

certainty as under the Nigerian Income Tax Law, a lot of discretionary powers have 

been given to the income tax officers, which have been abused with impunity. As a 

result, there is a lot of harassment of the taxpayers and corruption is rampant in the 

income tax development. 

3. The Principle of Convenience. 

The third canon of a good tax system emphasized by Adam Smith is the 

principle of convenience. The sum, time and/or manner of payment of a tax should 

not only be certain but the time and manner of its payment should also be convenient 
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to the contributor. For example, if land revenue is collected at the time of harvest, it 

will be convenient since at this time farmers reap their crop and obtain income.
87

 In 

other words, a tax should be levied at a time when certain revenue has been expected 

by the taxpayer. According to Smith, ―Every tax ought to be levied at the time or in 

the manner in which it is most likely to be convenient for the contributor to pay‖. For 

instance, the payment of Value Added Tax and Excise duty by the consumers in 

Nigeria is very convenient because the consumer pays the tax when he has the means 

to buy the product. Furthermore, the manner of payment is also convenient because 

these taxes are inclusive in the prices of the commodity.
88

 Similarly property tax, 

house tax, income tax etc should be realized at a time when the taxpayer is expected 

to receive income. The manner of payment of tax should also be convenient. If the tax 

is payable by cheques, the contributor will be saved from much inconvenience. 

In recent years, efforts have been made to make the Nigerian Income Tax 

convenient to the taxpayers by providing for installment payment at various times 

during the year.
89

 Further, income tax in Nigeria is levied on the basis of income 

received rather than income accrued during a year. This also makes the income tax 

system convenient.  

Furthermore as a measure to improve the convenience of taxpayers, the 

Federal Inland Revenue Service (FIRS) in 2008, in discharging its responsibility to 

issue taxpayer identification number (TIN) in order to have a reliable and centralized 

information on all taxpayers in the country, and also to create a platform for effective 

tax administration that operates on reliable taxpayer registration commenced a process 
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of assigning taxpayer identification numbers to taxpayers within its jurisdiction and in 

corroboration with state tax authorities, the Joint Tax Board (made up of the Federal 

Inland Revenue Service and the 36 State Board of Internal Revenue (SBIR) initiated a 

unique TIN program to uniquely identify and register taxpayers nationwide using ten 

fingers biometrics for individual taxpayers.
90

 

Despite the above welcoming development of which impact is yet to be 

seen, the researcher has noted that the Nigerian Tax Laws is not convenient for the 

taxpayers in that there is need to harmonize the different taxes that are being levied by 

the different tiers of government so as to reduce the negative impact on the taxpayer. 

A situation where an individual pays rates and licenses to local government, pays 

VAT and personal income to the state government and at the same time pays VAT 

again to the federal government is not one that is convenient and will encourage 

voluntary compliance.
91

 

4. The Principle of Administrative Efficiency. 

The canon of Administrative Efficiency implies that the expenses of collection of 

taxes should not be excessive. They should be kept as little as possible, consistent with 

administrative efficiency. If government appoints highly salaried staff and absorbs major 

portion of the yield, the tax will be considered uneconomical. Tax will also be regarded as 

uneconomical if it checks the growth of capital or causes it to immigrate to other 

countries. In the words of Adam Smith: ‗Every tax is to be contrived as both to take out 
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and keep out of the pockets of the people as little as possible over and above what it 

brings into the public treasury of the state‖.
92

 

Again, the administrative costs of collecting and managing taxes should not be 

higher than the revenue to be raised. In other words, there must be an efficient 

administration of the tax system by trained tax personnel. Only those who regard the duty 

of the tax system as confiscation of wealth in order to provide employment would be 

happy with a tax whose administrative costs exceeded the tax yield. There is also the 

problem of compliance cost.
93

 

The government has to spend money on collecting taxes levied by it. Since 

collection costs of taxes add nothing to the national product, they should be minimized as 

far as possible. If the collection costs of a tax are more than the total revenue yield by it, it 

is not worthwhile to levy it. In other words, if for example, it cost N60 Million to collect a 

particular tax and the amount of tax collected is N50 Million, it means that the cost of 

collection has swallowed up the tax collected. It would be meaningless and a waste of 

public funds to continue with that type of tax.
94

 

  However, the tax administration in Nigeria is not in all fours with this canon. 

Huge sums of money are used to consult tax experts or tax consultants at the expense of 

government revenue. The economy of administrative prudence is completely negative by 

this practice.  For the revenue realized from such taxes is not usually proportionate to the 

huge sums expended as fees on consultants. These avoidable wastes can be avoided by 
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using minimal sums to fully train and equip internal officers of the FIRS or SIRS to carry 

out such duties usually contracted to tax consultants.
95

 

In addition to the above mentioned and discussed basic principles of tax, there are 

other principles or characteristics of a good tax system that are of huge benefit in a tax 

administration like Nigeria. These include the canon of Neutrality. A tax is neutral if it 

avoids distortions of the market.
96

 That is, if it does not discriminate between different 

activities in the economy. Taxation should seek to be neutral between forms of business 

activities. A neutral tax will contribute to efficiency by ensuring that optimal allocation of 

the means of production is achieved. A distortion, and the corresponding deadweight loss, 

will occur when changes in price trigger different changes in supply and demand than 

would occur in the absence of tax. In this sense, neutrality also entails that the tax system 

raises revenue while minimizing discrimination in favour of, or against, any particular 

economic choice.
97

 

Again taxation systems should be Flexible and dynamic enough to ensure they 

keep pace with technological and commercial developments. It is important that a tax 

system is dynamic and flexible enough to meet the current revenue needs of governments 

while adapting to changing needs on an ongoing basis.
98

 The economy is not static; 

therefore, the tax system should not be rigid. The tax system should be capable of being 

quickly adjusted to meet the changing needs of the economy.
99

 

Furthermore, the tax system should be Simple to understand such that the taxpayer 

can even work out his tax liability. A simple tax system makes it easier for individuals and 

                                                           
95

 JAA Agbonika op cit, P. 21. 
96

 M T Abdulrazaq op cit, P. 4. 
97

 OECD, Fundamental Principle of Taxation, in Addressing the Tax Challenges of Digital Economy (Paris: 

OECD Publishing, 2014) P. 30. 
98

 Ibid P. 30. 
99

 OU Bassey op cit, P. 8. 



38 
 

businesses to understand their obligations and entitlements. It should not be complicated to 

understand how to calculate and ultimately ascertain. This principle is most especially 

beneficial in a Self Assessment Regime where taxpayers are ultimately expected to assess 

and honour their tax obligations without the prior intervention by the tax authorities. 

When taxpayers for instance find it easy and convenient to make tax payment, the 

likelihood of voluntarily compliance is high. The opposite is true. The Nigerian tax laws are 

not simple to understand. For example, Section 77 of the Companies Income Tax Act 

(CITA)
100

 makes specific provisions on time within which tax (including provisional tax) is 

to be paid. Section 77(5) expressly states that: 

―A company filing self assessment shall pay the tax due within two months from the 

date of filing the assessment in one lump sum or such number of monthly installments 

(not being more than six) as may be approved by the Board.‖   

This subsection added two provisos. The first is that the last installment must be paid by 30
th

 

November of the year of assessment, and the second is that a request for installment payment 

must be made in writing. The Tax Administration (Self-Assessment) Regulations
101

 clearly 

contradict the above section which is contained in the principal Act (CITA). Regulation 18
102

 

requires that a taxpayer should make installment payments by commencing payment in the 

relevant year of assessment such that the final installment is made by the due date of filing. In 

addition, the taxpayer must apply to exercise the right to file on installments and as well file 

by the due date. 
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This section is at variance with the CITA as Section 61 of the FIRS Establishment 

Act
103

 empowers the FIRS Board, with the Approval of the Minister, to make rules and 

regulations as in its opinion are necessary or expedient for giving full effect to the provisions 

of this Act and for the administration of its provisions and may in particular, make 

regulations prescribing the form for return and other information required under that Act or 

any other enactment or law, etc However, this section does not in any way empower the FIRS 

to amend express provisions of the relevant laws as it would seem as done above and 

obviously negates the principle of simplicity in tax administration. Clearly, many taxpayers 

will be confused as to what and when taxes are to be paid since the Act and the Regulation is 

at variance with its provisions. Consequent upon this example shown, it has been observed 

that our tax laws are not simple to comprehend. 

Finally, achieving simplicity in a tax system does not stop with legislation but extends 

to tax administration.
104

 It would greatly require the continuous transformation or 

modernization of the revenue administration. By and large, it is the responsibility of each 

Revenue authority to not only collect revenue but to ensure that revenue is collected 

efficiently and does not burden taxpayers.  

2.4  Sources of Tax Laws 

The statute laws for a particular tax are found in the statute.
105

 Taxes are backed by 

laws. Sometimes amendments are made to the text of the original Act and at other 

time a new provision is introduced to exist alongside the original Act.
106

 The laws 

governing taxes include Companies Income Tax Act,
107

 Stamp Duties Act,
108

 Personal 
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Income Tax Act
109

Education Tax Act,
110

 Value Added Tax Act,
111

 Capital Gains Tax 

Act,
112

 Petroleum Profits Tax Act
113

 etc. Only the National Assembly has the right to 

legislate on these taxes. Therefore, the various tax Acts issued by the National 

Assembly and their subsequent amendments are the most important sources of tax 

laws in Nigeria. 

Tax Acts are not always easy to interpret and this often leads to disputes 

between the taxpayers and the tax authorities. Some of these disputes end up in the 

court. Sometimes up to the apex court being the Supreme Court. Court judgments on 

tax cases referred to it are also sources of tax laws. Decided cases can be referred to 

for precedents and interpretations. 

Furthermore ,there are some instances that the  tax Acts give the Minister of 

Finance or the tax authorities power to make certain regulations governing specific 

aspects of tax. for example, Section 61 of the FIRS Establishment Act
114

 which 

empowers the FIRS Board with the approval of the minister to make rules and 

regulations as in its opinion are necessary or expedient for giving full effect to the 

provisions of the Act. 

Also booklets, pamphlets, circulars, guidelines and basic simple explanations 

clarifying ambiguities in tax laws, explaining basic principles of tax laws and how to 

apply certain provisions of the law have been issued by the Joint Tax Board and tax 

authorities. Some of the circulars and guidelines issued by the Federal Inland Revenue 
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Service are the FIRS information circular No. 2006/6 on Assessment procedure,
115

 

FIRS information circular No. 93/03 on collection procedure
116

 to mention but a few. 

Also, the opinion of tax experts, relevant professional bodies for example, the 

Chartered Institute of Taxation of Nigeria, The Institute of Chartered Accountants of 

Nigeria etc and recommendations of commissions of enquiry are also relevant sources 

of tax laws. However, although the tax authorities would want to impose them on the 

taxpayers, it should be noted that none of these has the force of law and could be 

challenged in the appropriate court of law. However, these official statements or 

pronouncements, books and practices of tax authorities over the years provide sources 

of reference in the study of Nigerian constitution.
117

 

Above all, the Nigerian Constitution is superior to all the laws in Nigeria. The 

Constitution contains certain provisions which relate to taxation. Therefore, the 

Constitution of the Federal Republic of Nigeria is also a source of tax laws albeit 

having supremacy over every other law. 

2.5   Classification of Taxes. 

Taxes are classified in various ways by various authors. Abdulrazaq
118

 classified taxes 

into two broad categories, namely Direct and Indirect taxes. This is also same as the learned 

author, Umenweke
119

 who went further to classify taxes by adding Proportional, Progressive 

and Regressive taxes. Most authors have generally towed this path in the classification of 

taxes. In this research work, taxes are generally classified into Direct and Indirect taxes as 

well as Progressive, Proportional and Regressive taxes. 
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A) Direct and Indirect Taxes 

 The distinction between direct and indirect taxes which has generally been approved 

by authors was that given by Mill. According to Mill
120

:- 

A direct tax is one which is demanded from the very person who, it is intended or 

desired, should pay it. Indirect taxes are those, which are demanded from one person 

in the expectation and intention that he shall indemnify himself at the expense of the 

other; such as the excise or customs. The Producer or Importer of a commodity is 

called upon to pay a tax on it not with the intention to levy a particular contribution 

upon him, but a tax through him the consumers of the commodity, from whom it is 

supposed that he will recover the amount by means of an advance in price. 

As the name implies, direct taxes are paid directly by the taxpayer on whom it is 

levied. There is a direct relationship between the tax authority and the taxpayer since the tax 

authority has to assess and collect the tax from the taxpayer.
121

 The incidence of tax is of vital 

essence in classifying tax into direct or indirect taxes. A direct tax, is one which is demanded 

from the very persons who it is intended or desired should pay it.
122

  In other words, the 

incidence of tax is borne entirely by the entity that pays it, and cannot be passed on to another 

entity. In direct taxes, the formal and economic incidences are essentially the same, i.e. the 

taxpayers are not able to pass the burden to someone else.  

 A direct tax cannot be shifted by the taxpayer to someone else. In this sense, indirect 

taxes such as a Sales Tax or Value Added Tax (VAT) are imposed only if and when a taxable 

transaction occurs. People have the freedom to engage in or refrain from such transaction. 

Therefore, direct tax is imposed upon a person, typically in an unconditional manner, such as 
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on a person‘s income or property which is one that cannot be shifted by the taxpayer to 

someone else, where as an indirect tax can be. 

Tax rate doesn‘t remain the same in case of direct tax. Each individual who is liable to 

pay tax has to pay as per his income or revenue.
123

 

Indirect Tax on the other hand is a type of tax whose impact passes on the other 

person. In this taxation system, the person who is selling the goods or product initially bears 

the burden of payment but the ultimate economic burden of tax is then shifted to the 

consumer by adding the paid amount of tax in the price of product. Indirect tax is the major 

source of government revenue in almost all the countries of the world. It is based on the 

principle of equity;
124

 a person who will purchase or spend more will pay high. It is equally 

applied on the whole society whether rich or poor. 

 An Indirect tax such as Value Added Tax (VAT) is collected by an intermediary from 

the person who bears the ultimate economic burden of tax (such as the consumer). The 

intermediary later files a tax return and forward the tax proceeds to government with the 

return. In this sense, the term indirect tax is contrasted with a direct tax, which is collected 

directly by government for the persons (legal or natural) on whom it is imposed. 

 Again, it is noteworthy that an indirect tax may increase the price of a good to raise 

the price of the product for the consumers.
125

 Example would be liquor and petroleum 

products. Another example is an excise duty on motor cars is paid in the first instance by the 

manufacturer of the cars; ultimately, the manufacturer transfers the burden of this duty to the 

buyer of the car in the form of a higher price. Thus as stated earlier, an indirect is one that can 

be shifted or passed on. The degree to which the burden of a tax is shifted determines whether 
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a tax is primarily direct or primarily indirect. This is a function of the relative elasticity of the 

supply and demand of the goods or services being taxed. Under this definition, even income 

taxes may be indirect.
126

  

Indirect taxation is policy commonly used to generate tax revenue. It is so called as it 

is paid indirectly by the final consumer of goods and services while paying for the purchase 

of goods or for enjoying services. It is broadly based since it is applied to everyone in the 

society whether rich or poor. Since the cost of the tax does not vary according to income, 

indirect taxes are fixed. However, indirect taxation can be viewed as having the effect of a 

regressive tax as it imposes a greater burden (relative to resources) on the poor than on the 

rich, as both the rich and poor pay the same tax amount for consumption of a certain quantity 

of a specific good. The taxpayer who pays the tax does not bear the burden of tax; the burden 

is shifted to the ultimate consumers. In the case of a direct tax, the taxpayer has to bear the 

burden of tax personally. In the case of indirect tax, the taxpayer and the tax bearer are not 

the same person.
127

  

Indirect taxes are essentially fees that are levied equally upon taxpayers, no matter 

their income. As such, they are regressive taxes. For example, the import duty on a television 

imported from Japan will be the same amount, no matter what the income of the consumer 

purchasing the television is.
128

 

There are some other classifications of taxes as stated earlier under this head; first of 

all, we have Proportional Tax. A tax is proportional when the tax paid by each taxpayer 

takes a constant proportion of income and so can be said to be a neutral tax.
129

 It is tax 

imposed so that the tax rate is fixed, with no change as the taxable base amount increases or 
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decreases. The amount of the tax is in proportion to the amount subject to taxation. 

Proportional describes a distribution effect on income or expenditure, referring to the way the 

rate remains consistent (does not progress from ‗low to high‘ or ‗high to low‘ as income or 

consumption changes), where the marginal tax rate is equal to the average tax rate.
130

 

It can be applied to individual taxes or to a tax system as a whole; a year, multi-year, 

or lifetime. Proportional taxes maintain equal tax incidence regardless of the ability-to-pay 

and do not shift the incidence disproportionately to those with a higher or lower economic 

well-being.
131

 An example of proportional tax in Nigeria is the Companies Income Tax which 

is levied at the rate of 30 kobo for every naira on a company‘s profits.
132

  

Progressive Tax on the other hand, is one in which the rate of tax increases as the 

income of the taxpayer increases. In other words, the higher the income, the higher the rate of 

tax.
133

 A progressive tax is a tax in which the tax rate increases as the taxable amount 

increases. The term ‗progressive‘ refers to the way the tax rate progresses from low to high, 

with the result that a taxpayer‘s average tax rate is less than the person‘s marginal tax rate.
134

 

Progressive tax is imposed in an attempt to reduce the tax incidence of people with a lower 

ability to pay; as such taxes shift the incidence increasingly to those with higher ability-to-

pay. 

The term is frequently applied in reference to personal income taxes, in which people 

with lower income pay a lower percentage of that income in tax than do those with higher 
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income. It can also apply to adjustments of the tax base by using tax exemptions, tax credits, 

or selective taxation that creates progressive distribution effects e.g. property tax.
135

 

Progressive taxation is often suggested as a way to mitigate the societal ills associated 

with higher income inequality, as the tax structure reduces inequality,
136

 but economists 

disagree on the tax policy‘s economic and long-term effects. Progressive taxation has also 

been positively associated with happiness, the subjective well-being of nations and citizens 

satisfaction with public goods, such as education and transportation.
137

  

Most systems around the world contain progressive aspects. That is when taxable 

income falls within a particular tax bracket; the individual pays the listed percentage of tax on 

each amount that falls within that monetary range. The personal income tax in Nigeria is an 

example of a progressive tax system. In Nigeria, there are six income tax bracket (income 

after adjustments, deductions and exemptions) ranging from 7% minimum tax rate to 24% 

maximum tax rate.
138

 

However, the progressive nature of PITA in Nigeria is doubtful. A relevant issue to 

how a particular tax regime could be evaluated as progressive is the minimum of income that 

is completely shielded from tax. In discussing the origin of advocacy for exemption for tax 

purposes, Hagopian
139

 notes that it arises to protect the part of income that is required to meet 

subsistence or ensure survival. In Australia, for example, the non taxable minimum income is 

the same irrespective of the marginal tax rate bracket of the taxpayers which is 0% effective 
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up to $18,200
140

. The rationale behind this equal amount exempted from tax for all 

individuals is underpinned by the notion of shielding of income necessary for subsistence 

from tax. The assessment of progressive tax cannot necessarily be restricted to marginal tax 

rates but extended to include the non-taxable income minimum for such tax in order to satisfy 

income redistribution policy objective.
141

 

In Nigeria, the current minimum tax is 1% of gross income, which arises when after 

tax assessment, the taxpayer has no taxable income or the taxable income will generate tax 

liability that is less than 1% of gross income. Indigent taxpayers thus endure double 

chastening for being precarious, firstly, they might not be able to use up all the reliefs and 

exemptions under the Act which of course lapses in that year of assessment. Secondly, they 

are obliged to pay tax on their insufficient income even when it is obvious that such income 

is below the minimum for meeting subsistence in the present day Nigeria. The inconsistency 

of the present non-taxable threshold which obviously benefits the rich more than the poor 

further suggests how non-progressive the Nigerian PITA is. For example, a taxpayer on 

annual income of N120, 000.00 is expected to pay N1, 200.00 as tax even though the 

individual is entitled to an abandoned unused up consolidated relief allowance of N220, 

000.00. 

In conclusion, it is generally believed that the PITA is progressive however it has no 

tax threshold and it is riddled with a myriad of inconsistencies which benefit the high income 

groups more than the low income earners which suggests that income tax progressivity in 

Nigeria that meets the canon of equality and simplicity is in doubt which obviously hinders 

voluntary tax compliance in Nigerian tax administration. 

                                                           
140

Australian Taxation Office, Individual Income Tax Rates, http://www.ato.gov.au accessed on 30
th

 September, 

2014. 
141

 O Egbon and C O Mgbame, What Is Progressive About Nigerian Personal Income Tax? (2015)  JORIND, 13. 



48 
 

Regressive Tax on the other hand is a tax imposed in such a manner that the tax rate 

decreases as the amount subject to taxation increases. This is a tax whose structure is such 

that the revenue yield becomes smaller as the value of the property taxed increases.
142

 It is a 

tax structured so that the effective tax rate decreases as the tax base increase. With this type 

of tax, the percentage of income paid in taxes decrease as the taxpayer‘s income increases.
143

  

A flat tax (such as the typical Sales Tax) is usually considered regressive despite its 

constant rate because it is more burdensome for low-income taxpayers than high-income 

taxpayers. A growing exemption also produces a regressive tax effect.
144

 In terms of 

individual income and wealth, a regressive tax imposes a greater burden on the poor than on 

the rich. There is an inverse relationship between the tax rate and the taxpayer‘s ability to 

pay, as measured by assets, consumption, or income. These taxes tend to reduce the tax 

burden of the people with a higher ability to pay, as they shift the relative burden increasingly 

to those with a lower ability to pay. 

The opposite of a regressive tax is a progressive tax, in which the average tax rate 

increases as the amount subject to taxation increases. The regressive tax is against the canons 

of or principles of a good tax system which primarily is against the principle of equality. Few 

people would consider a tax system to be fair if the poorer you are, the more of your income 

you pay in tax. But that is exactly what regressive taxes do. They require the middle and the 

low income earners to pay a much greater share of their incomes in taxes than the wealthy. 

As stated earlier, the sales tax is a regressive tax. This is because sales taxes are levied 

at a flat rate, and because low-income taxpayers spend more of their income on items subject 

to the sales tax than do wealthier taxpayers, sales taxes inevitably takes a larger share of 
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income from low and middle-income taxpayers than they take from the wealthy.
145

 Excise 

taxes on cigarettes, gasoline and alcohol are also quite regressive, and property taxes are 

generally somewhat regressive. 

So the question that readily springs up is what is the best tax system in a Self 

Assessment Regime like Nigeria? This question has no straightforward answer because some 

believe that a proportional or ‗flat‘ tax structure is fair. They argue that if everyone pays the 

same share of income in taxes, then everyone is treated equitably.
146

 But this view ignores the 

fact that taking the same share of income from the middle or low income earners as from a 

rich taxpayer has vastly different consequences for each. Low-income earners must spend 

most (or all) of their income just to achieve the most basic level of comfort. Even the middle 

income earners spend most of what they earn to sustain only a modest standard of living. A 

tax on these taxpayers can cut directly on their ability to make ends meet. In contrast, the 

same tax will hardly affect the life style of the wealthiest families at all. 

Progressive taxes are therefore the fairest taxes. Personal income taxes are the only 

major tax that can easily be designed to be progressive. Low income taxpayers can be 

exempted entirely as already suggested earlier when discussing progressive taxes and tax 

rates can be regulated with higher tax rates applying to higher income levels, so that the 

middle income and the rich income earners pay taxes fairly related to what they can afford. 

2.6 Advantages and Disadvantages of Direct and Indirect Taxes. 

Distinguishing between direct and indirect taxation and examining their advantages 

and disadvantages has been a major feature in economic, political and academic discussions 

on the choice between the two forms of taxation and their effects on the principles of equity 

and efficiency in the optimal design of tax structures. Discussions about these taxes are with 
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regards to the effects of these two types of taxes on economic growth and flow of foreign 

direct investment in a country. 

Taxes as already discussed can be classified as direct taxes and indirect taxes. Direct 

and indirect taxation have different impacts on the consumer, they have advantages and 

disadvantages at the same time. The terms direct and indirect taxation have been explained on 

the basis of tax incidence which measures the effects of tax policies on economic welfare in a 

society
147

 and it is further described as a concept about who ultimately bears the economic 

burden of any imposed tax. With direct taxes, the tax burden is borne by the individual the 

tax is imposed on, whereas the burden of indirect taxes can be shifted by the tax liable 

individual or entity to another person or entity i.e. consumer of tax imposed goods and 

services.
148

 

According to Atkinson,
149

 the essential aspect of indirect taxes is that the tax can be 

adjusted to the personal characteristics (i.e. ability to pay principle) of the individual or entity 

upon whom the tax is imposed and indirect taxes are levied on transactions irrespective of 

specific circumstances or characteristics of individuals, entities or households upon whom the 

tax liability is proposed or who ultimately bears the economic burden or the tax. 

Atkinson‘s differentiation of the two types of taxes comes close to how countries 

categorize their tax structure. Today‘s income tax is a form of direct taxation, which is to say 

the government levies the tax directly on individuals and businesses.  

Advantages of Direct Taxes 

                                                           
147

L J Kothkoff & LH Summers, Tax Incidence Handbook of Public Economics (Holland: North Holland, 1987) 

P. 1043. 
148

D Fullerton & G E Metcalf, ‗Tax Incidence‘ (2002) NBER Working Paper Series, Working Paper No. 8829. 
149

A B Atkinson, ‗Optimal Taxation and the Direct Versus Indirect Tax Controversy‘ (1977) Canadian Journal 

of Economics,  10, 590. 



51 
 

a) Equitable: Direct taxes such as income tax, taxes on property, Capital Gains Tax 

are equitable because they are based on the principle of progression. Higher 

income are taxed more heavily and lower incomes slightly. The larger the income, 

the higher the rate of taxes. Direct taxes are taxed according to the ability to pay 

by the taxpayers and the ability to pay is interpreted as the money income of the 

taxpayers which means any person having a flow of income is expected to pay 

tax.
150

 Taxes at high rate are paid by the richer section of the society and lower 

rates are paid by the poorer section of society. 

b) Certainty: Direct taxes satisfy the condition of certainty which involves the rate 

of taxes, such as personal income tax in Nigeria which is publicized. In other 

words, the taxpayer is certain as to how much he is expected to pay, and similarly 

the State is certain as to how much it has to receive income from direct taxes. 

There is also certainty about the time of payment and manner of payment. 

Therefore, taxpayers can plan their own budget and other economic activities in 

advance.
151

 

c) Reduce Inequalities: Direct taxes are progressive in nature,
152

 and rich people are 

subjected to higher rates of taxation, while poor people are exempted from direct 

tax obligations. Rates of taxes increase as the levels of income of persons rise. As 

they fall heavily on the rich, they take away a large part of their income by way of 

income and property taxes and the revenue collected is used for providing social 

amenities like food, clothing and housing facilities to the poor people. The real 

income of the poor rises and that of the rich falls. Therefore, direct taxes help to 

reduce inequalities in incomes and wealth. 
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d) Elasticity: Elasticity in direct taxes implies that more revenue is collected by the 

government by simply raising the rates of taxation. In other words, revenue of 

government may be increased by increasing the taxable incomes of the people. 

Therefore, the income of the government from direct taxes may increase with the 

increase in the incomes of the people. 

e) Civic Consciousness: Direct taxes helps to bring the civic consciousness of the 

taxpayers in alert since direct taxes are certain, the taxpayers feel the pinch of 

such payment and are alert and take keen interest in the method of public 

expenditure on whether the revenue raised is properly utilized or not. In other 

words, people try to be vigilant about how much tax revenue is being raised by the 

government and to what use it is being put. Taxpayers become conscious of their 

rights and obligations. In a democratic country like Nigeria, this civil 

consciousness will check the wastage in the public expenditure.
153

 

f) Adverse effects of direct taxes can be avoided: one of the merits of direct taxes 

is that their rates can be modified in time to avoid their adverse effects on 

willingness and ability to work, save and invest. In other words, reasonable rates 

of income tax and property tax may avoid adverse effects of direct taxes on 

taxpayers. Exemptions and concessions may also avoid their adverse effects on 

production.
154

 

2.6.1 Disadvantages of Direct Taxes 

Direct taxes are not free from disadvantages, they are criticized in the 

following grounds:- 

a) Possibility of Evasion: A direct tax is said to be a tax on honesty, but it can be 

evaded through fraudulent practices. As stated above, direct taxes are certain and 
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taxpayers know the rate of tax they have to pay.
155

 Therefore, awareness of tax 

liability tempts the taxpayer to evade tax. It is a fact that the people in the higher 

income groups do not reveal their full income and would not hesitate to fill up 

false returns concealing a considerable part of their income.
156

 This is most 

especially in a SAR where taxpayers are expected to voluntarily assess and pay 

their tax liabilities themselves. 

b) Inconvenience: Direct taxes are inconvenient in nature because taxpayer has to 

submit the statement of his total income along with the source of income from 

which it is derived. Moreover, most direct taxes are paid in lump sum which 

causes inconvenience to the taxpayers.
157

 

c) Unpopular: Direct taxes are unpopular because they are required to be paid in 

one lump sum which is inconvenient to the taxpayer. Direct taxes are generally 

not shifted; therefore, they are painful to the taxpayer. Hence such taxes are 

unpopular and are generally opposed by the taxpayers as they have to be borne by 

the taxpayers themselves.
158

 

d) Arbitrary: Direct taxes are found to be arbitrary because there is no logical or 

scientific principle to determine the degree of progression in taxation. Rates of 

income tax and other direct taxes are determined according to the whims of 

taxation authorities i.e. if no self assessment is done by the taxpayer. They are 

likely to underestimate the taxable capacity of the people.
159

 

e) Disincentive to work and to invest: In a progressive system or taxation where a 

high income is taxed at a higher rate than a lower income, people may be 

discouraged from working harder since they know that the more they earn, the 
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larger the proportion of their income that will be taken by the government through 

taxation. Again, where a high rate of tax is imposed on a firm‘s profits, 

entrepreneurs may be discouraged from establishing businesses in a country. This 

could lead to capital flight to other places where taxes are minimal (tax haven). 

Secondly, a high income tax will leave the firm with fewer profits to plough back 

into the business.
160

 

2.6.2 Advantages of Indirect Taxes 

Some of the advantages of indirect taxes are as follows:- 

a) Convenient: Indirect taxes are paid when goods and services on which it is 

imposed are bought (example Pay-As-You-Buy). This means it is paid in 

installments depending on the value of each transaction unlike a direct tax which 

is usually paid in lump sum. Taxpayers do not feel much pain when paying an 

indirect tax as when paying a direct tax.
161

 They are convenient to both the tax-

payer and the government which can collect the tax at the ports or at the factory. 

b) Broad-based: Indirect taxes can be spread over a wide range. Very heavy direct 

taxes at just one point may produce harmful effects on social and economic life. 

As indirect taxes can be spread widely, they are more beneficial and suitable. 

Indirect taxes are levied on a wide range of goods and services. Many of the 

people and organizations (e.g. children, students, unemployed, religious 

organization etc) which are usually exempted from income tax are required to pay 

indirect taxes in as much as they buy the goods and services on which they 
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imposed. As a result the amount of revenue raised by the government through 

indirect taxes is very substantial.
162

 

c) Non-evadable: Because indirect taxes are hidden in the prices of goods and 

services, the consumer cannot evade payment of indirect taxes as long as he buys 

the goods and services on which they are imposed. The degree of voluntary 

compliance is high. They can be evaded only when the taxed article is not 

consumed and this may not always be possible.
163

 

d) Re-allocation of Resources: As previously stated, indirect taxes can be imposed 

to reduce the consumption of harmful or non-essential commodities. This will 

promote savings and the money saved can be invested in a more productive 

ventures.
164

 By being imposed on harmful products, they can check consumption 

of harmful commodities. That is why tobacco, wine and other intoxicants are 

taxed. 

e) Equitable: Indirect taxes can be made more equitable by imposing a higher rate 

of tax on goods and services consumed mostly by the rich (i.e. luxuries) and a 

lower rate of tax on goods and services consumed mainly by the precarious (that 

is, basic needs or necessities) or total exemption of such goods and services.
165

 

2.6.4 Disadvantages of Indirect Taxes  

  Indirect taxes have some disadvantages too, which are as follows:- 

a) Inequitable: An important argument against indirect taxes is that they tend to be 

regressive since each individual pays the same rate on their purchases, the poor 

pay a larger portion of their incomes in indirect taxes (in comparison with direct 
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taxes which tends to be progressive and are seen as more equitable).
166

 Therefore, 

indirect taxes hit the poor harder than the rich. Indirect taxes violate the principle 

of ability to pay and are, therefore, unfair to the poor. The adverse effects of the 

indirect taxes can be corrected by imposing a higher rate of indirect taxes on 

luxury items consumed mostly by the rich and a low rate on necessaries of life 

consumed mostly by the poor or complete exemption of necessaries from indirect 

taxes. 

b) Inflation: Indirect taxes are added to the prices of goods and services so they end 

up increasing the price of goods and services.
167

 In other words, they cause the 

price of an article to rise by more than the tax. A fraction of the money unit cannot 

be calculated, so every middleman tends to charge more than the tax. The process 

is cumulative. 

c) Uneconomical: There are many intermediaries involved in the collection of 

indirect taxes for the government. The cost of collection is quite heavy. Every 

source of production has to be guarded. Large administration staff is required to 

administer such taxes. This turns out to be a costly affair. Indirect taxes fail to 

satisfy the principle of economy. The government has to set up elaborate 

machinery to administer indirect taxes.
168

 

d) Possibility of tax evasion: There is a possibility of evasion of indirect taxes. 

Some taxes are easily evaded. For example, smugglers of goods into or out of the 

country do not pay customs duties on such goods. Despite government spending 

of huge sums of money to maintain custom officials, police etc to check 
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smuggling, some of these law enforcement agents aid and abet smuggling.
169

 In 

the case of VAT, many businesses have not registered for VAT collection. Nigeria 

is the largest country in Africa and many small scale businesses are scattered all 

over the country. The tax authorities do not have the means to ensure that all these 

taxable persons are registered and account for VAT. 

e) Uncertain: Another disadvantage with indirect tax is the fact that it can be very 

difficult for tax authorities to project exactly how much they are going to get from 

tax proceeds since the amount of money that is generated from indirect tax largely 

depends on the strength of demand for the taxed commodities.
170

 And of course as 

we might all know, it can be quite difficult to determine the strength of demand 

for certain commodities. Imposition of taxes or raising the rate of tax on certain 

goods may cause demand for such goods to drop to zero if the demand is perfectly 

elastic. Furthermore, revenue from indirect taxes may fall drastically during a 

period of depression.
171

 

2.7 Historical Background of Taxation in Nigeria 

Nigeria inherited the British model of tax administration at Independence in 

1960. However prior to the Independence in Nigeria in 1960, taxation was not alien to 

Nigerians as it has always been the avenue by which villages and communities 

provide themselves with the basic facilities such as security, roads, drinking water 

etc.
172

 Although it was not in the formal codified form as used today. The earliest 

trace of any form of direct taxation in Nigeria even before the British Administration 

was in Northern Nigeria. The North was favoured for this because it had a form of 

organized central administration under the Emirs unlike the South which except in 
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few places in the West was not as organized. Moreover, the Muslim religion adhered 

to by the people approved of taxation as being consistent with the demands of Islam. 

Therefore, taxes such as Zakka, Gada, Jangobi were typical forms of taxes on 

agricultural products and livestock.
173

 

In Yoruba land, taxation has always been in the form of ‗ose‘ which is a 

compulsory community contribution collected for specific projects when occasion 

warrants it. However, in the Eastern provinces, there was no informal taxation in 

anyway. One significant difference in the political and social organization of the Igbo 

from the Hausa, Yoruba, Kanuri and Edo ethnic groups is that the Igbo did not 

develop monarchial forms of government. This means that they did not have Kings. 

The nucleus of their political and social unit was the lineage.
174

 The absence of a 

monarchy or any form of central authority made it impossible for a standard form of 

taxation to be practiced in pre-colonial Igbo society. The closest approximation to a 

tax system could be said to be the contributions to or collective execution of projects 

such as community road carried out under the auspices of various social groups such 

as the age-grade associations.
175

 

With the coming of the British and their subsequent colonization of Nigeria, 

they took advantage of the native tax system that already existed in the Northern part 

of Nigeria to introduce direct taxation since that was the only existing option to raise 

funds to administer the region. Direct taxation was introduced in Northern Nigeria by 

Lord Lugard by virtue of the Native Revenue Proclamation No. 2 of 1906 which 

actual collection started in 1907. Direct tax was imposed by the Central Government 

as the sovereign authority, and the native authorities were to collect and pay the whole 
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to the government who would, in turn, return a large proportion of the collection to 

the native authorities for the administration of their services. The direct tax, as 

introduced in Northern Nigeria, was to replace the series of taxes, fares and other 

forms of irregular collections made by the Emirs before the British conquest.
176

 

In the western provinces, direct taxation was introduced by virtue of the 

Native Revenue Ordinance of 1918. The tax was also an income tax, based on the 

income from agricultural and other trades.  This tax replaced a number of irregular 

collections of tributes and presents such as death duties, road tolls in Ijebu, annual 

levies in Oyo and the regular tribute in Ondo province. In 1918, after Lugard 

persuaded the colonial office to allow him to introduce taxation in western Nigeria, he 

was not aware that the Egba people were seething with discontent on other issues 

prior to the introduction of the new tax regime. In June, 1918 the Egba decided to ‗go 

to war‘ with the British which resulted in the killing of no less than 500 Egba 

people.
177

  

In 1927, government imposed taxation on the Itsekiri and the Urhobo (of 

Asaba and Warri respectively) for road construction, hospitals and schools as was 

done elsewhere in Southern Nigeria. Consequently, the Native Revenue Ordinance 

was amended to make it applicable to Asaba Division and Warri Province. The British 

attempt to extend the direct tax system to these regions was met with series of 

protests, particularly in Warri Province.
178

 

In 1928, the system of direct tax was extended to the eastern provinces 

spurting off series of demonstrations in Calabar and Owerri Provinces but the serious 
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resistance to the introduction of direct taxation in the east was the Aba riot of 1929.
179

 

Despite the resentment and strong opposition to the issue of taxation, the colonial 

government in Nigeria remained undaunted and by the Macpherson Constitution of 

1954, Nigeria became a Federation of three regions with each region having 

substantial measure of self-government.  

Prior to 1960, the Raisman Commission was set up to review the existing 

taxing powers and revenue allocation formula as this had become an issue subsequent 

to Nigeria becoming a Federation in 1954.
180

 Based on the recommendation of the 

commission, four tax legislations were enacted between 1959 and 1961. They are The 

Petroleum Profit Tax Act 1959, The Stamp Duties Act 1959, The Companies Income 

Tax Act 1961, and The Personal Income Tax (Lagos) Act 1961. 

In the course of administering these principal Acts, each of them has 

undergone various amendments while new ones have equally been introduced.
181

 In 

addition to the amendments introduced to facilitate easy administration of the tax 

laws, various compliance measures have been introduced, the latest being the self-

assessment system which was introduced in 1991. The system which has a lot of 

incentives was introduced to encourage voluntary tax compliance.
182

 

2.8 Impacts, Incidence and Effects of Taxation 

The problem of the incidence of tax is the problem of who pays it. Taxes are 

not always borne by the people who pay them in the first instance.
183

 The person who 

pays a tax in the first instance may not necessarily be the one who will end up bearing 

the full burden of the tax. It may be possible to shift the burden of the tax payment to 
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someone else. Incidence means the final resting place of a tax. The incidence is on the 

man who ultimately bears the money burden of the tax. 

Impact and incidence is not the same. The impact of the tax is on the person 

who pays it in the first instance and the incidence is on who finally bears it. Again 

incidence is not shifting. Shifting means the process of transfer, i.e. the passing of the 

tax from the one who first pays it to the one who finally bears it. In other words, 

incidence is final resting place of the burden of a tax
184

 while shifting is process of 

transferring money burden of tax to someone else. Shifting finally ends in incidence 

when a person on whom tax is levied tries to shift tax on the other; he may succeed in 

shifting tax completely, partly, or may not succeed at all. Shifting of tax can take 

place in two directions, forward and backward. If tax is shifted from seller to 

consumer, it is a case of forwarding shifting. Backward shifting takes place when 

consumers do not purchase commodities at increased prices, sellers are then forced to 

cut down prices and bear the burden of tax themselves.
185

 Backward shifting is thus 

performed by buyers. 

It is also necessary to distinguish the concept of incidence from effect. As stated 

earlier, incidence is direct money burden of a tax. Effect of taxation is repercussions or 

consequences of imposition of a tax on individuals and on community in general.
186

 

Thus the incidence of a tax is the final resting place of a tax after which further shifting 

is not possible. In case of a direct tax, the impact or the initial burden and the incidence 

or the ultimate burden is upon the same person. Thus, direct taxes are not shift-able. 

Such a tax is to be paid by the person on whom it is imposed. On the other hand, for an 
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indirect tax, impact and incidence are on different persons, thus an indirect tax is shift-

able.
187

 

An example is when a tax is levied on say, match box; the initial burden of this 

tax is felt by the manufacturer. Thus the impact of the tax is on the manufacturer. But 

he is not supposed to pay the tax. By raising the price of the match box he ultimately 

succeeds in shifting the burden of this tax on the buyer. Thus, the incidence of an 

indirect tax is borne by the buyers of the taxed item.
188

 However, the incidence of an 

indirect tax may be borne by buyer alone or seller alone or it may be divided between 

them depending on the elasticity of demand and the elasticity of supply for the taxed 

commodity.
82

 

Again, it is noteworthy that an effect of taxation is broader in term. It studies the 

changes that take place in an economy because of taxation. The changes may relate to 

production, consumption, localization of industry, etc.
189

 Supposing the government imposes 

tax on the production of cloth. Its effect will not only be on the consumers in the form of 

increased prices, but also on the producers and workers. If the demand for cloth is elastic, the 

increase in the price of cloth due to the taxation will reduce its demand. The manufacturer 

will produce less cloth. Consequently, some workers may be retrenched from the factory. Fall 

in the demand for cloth will also affect the cotton producing farmers. Under the effects of 

taxation, we consider not only the economic effects, but also the political, social and other 

effects. As earlier stated, therefore, incidence of taxation and effect of taxation are two 
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different things. Incidence of taxation points to the monetary burden of taxes on the 

taxpayers. Contrary to it, the effects of taxation refers to their real burden.
190

 

Again, the natures of the commodity being taxed in Nigeria have an effect on 

consumption. This is because decrease in consumption due to taxes may be beneficial or 

harmful. If on account of taxes, prices of necessities of life or conventional necessities go up, 

they will have bad effect. These goods are mostly consumed by the poor. An example of such 

products is foodstuff. Despite the imposition of taxes, demand for these goods remains 

inelastic. In order to maintain the consumption of these goods as before, they will either 

borrow or cut down the consumption of comforts, like milk, fruits etc. Demand of these 

goods being elastic, their consumption falls with rise in price. Taxes on luxuries are 

considered desirable because demand for these goods is elastic and when their prices rise due 

to imposition of taxes, their consumption goes down. Fall on consumption of these goods is 

beneficial to the society and incidence of taxes levied on these goods falls mostly on rich 

people who are capable of bearing this burden.
191

 Taxes on intoxicants and harmful goods are 

also beneficial to the society e.g. taxes on alcohol and cigarettes. In other words, prices of 

these goods rise and their consumption falls resulting in increased social efficiency. 

In summary, the study of the impact and incidence of tax is very important in tax 

administration. The tax system is not merely aimed at raising a certain amount of revenue, 

but the aim is to raise it from these sections of the people who can best bear the tax. The aim 

is to secure a just distribution of the tax burden.
192

 This obviously cannot be done unless an 

effort is made to trace the incidence of each tax levied by the government. It is absolutely 

necessary to know who pays it ultimately in order to find out whether it is just to ask him to 
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pay it, or whether the burden imposed on him is according to the ability of the tax-payer or  

not. 
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CHAPTER THREE 

  THE NIGERIAN TAX SYSTEM AND ITS ADMINISTRATION 

Tax administration can be described as all the machinery put in place to 

determine, monitor and enforce the collection of taxes by government of a country. 

Tax administration is the process of assessing and collecting taxes from individuals 

and companies by the relevant tax authorities, in such a way that correct amount 

assessed is collected efficiently and effectively with minimum tax avoidance or tax 

evasion.
193

 Tax administration implies tax policy making and execution. That is, it 

involves planning, organization, commanding, coordination and control and its 

purpose is to fully implement tax laws, programmes and proposals. In the long-run, 

this means collecting all the legislated tax with minimum cost. In the short-run period, 

it implies optimizing the revenue collectible with the resources the government makes 

available to the administrator.
194

 

Furthermore, Tax administration ‗involves all the principles and strategies 

adopted by any government in order to plan, implore, collect, account and coordinate 

personnel charged with the responsibility of taxation.
195

 It also includes the effective 

use of tax revenue for efficient provision of necessary social amenities and other 

facilities for the taxpayers.
196

 There is no doubt that tax administration and collection 

is a major problem facing taxation in the world
197

 and some of these problems will be 

analyzed in the course of this chapter. 
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3.1 Tax Administration in Nigeria 

Tax administration in Nigeria is carried out by the various tax authorities as 

established under the relevant tax laws. ‗Tax authority‘ as defined in Section 108 of 

the Personal Income Tax Cap P8 LFN 2004 (As Amended) (PITA) means ‗the 

Federal Board of Inland Revenue‘, ‗the State Board of Inland Revenue‘ or the Local 

Government Revenue Committee‘. However, the tax authority as defined above in 

addition to Joint Tax Board, the Joint State Revenue Committee and the Tax Appeal 

Tribunal together constitute the organs of tax administration in Nigeria. The 

administration of tax in Nigeria is vested in the various tax authorities depending on 

the type of tax under consideration and those bodies are reposed with power of 

administration and collection of the various taxes. These authorities differ from one 

tier of government to another. While the Federal Government or the National 

Assembly has a preponderance of taxing powers; the administration and collection of 

these taxes is usually spread through the three tiers of government.
198

 

Under this sub-head are the various recognized authorities or bodies reposed 

with the administration and collection of taxes. 

3.1.1 The Federal Inland Revenue Service Board 

The Federal Inland Revenue Service Board through its operational arm, the 

Federal Inland Revenue Service (FIRS) deals with corporate bodies as well as 

Personal Income Tax for certain categories of individuals viz: Members of the Armed 

Forces, the Nigeria Police, Residents of the Federal Capital Territory Abuja, External 

Affairs Officials and Non-resident individuals.
199

 This body was established by the 

Federal Inland Revenue (Establishment) Act, No 13 of 2007 and by Section 1 vested 
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with the power to do all such things as may be deemed necessary and expedient for 

the assessment and collection of taxes due to the Federal Government. 

The jurisdiction of FIRS is limited to the taxes listed in Part 1, Schedules 1 of 

the Taxes and Levies (Approved List for Collection) Act
200

. They include:- 

(1) Companies Income Tax 

(2) Withholding tax on companies, residents of the Federal Capital Territory, 

Abuja and non-resident individuals 

(3) Petroleum Profits tax 

(4) Value Added tax 

(5) Education tax 

(6) Capital gains tax on residents of the Federal Capital Territory, Abuja, 

bodies corporate and non-resident individuals 

(7) Stamp duties on bodies corporate and residents of the Federal Capital 

Territory, Abuja 

(8) Personal Income tax in respect of 

(a) Members of the armed forces of the federation; 

(b) Members of the Nigerian Police Forces; 

(c) Residents of the Federal Capital Territory, Abuja; and  

(d) Staff of the Ministry of Foreign Affairs and non-resident individuals.
201

 

The FIRS Board is the umbrella authority for tax administration for all forms 

of tax legislation as all of them adopt the body. The Federal Inland Revenue Service 

started as part of a colonial tax organization under the name Inland Revenue 

Department of Anglophone West Africa. The department‘s scope of administration 
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then covered Nigeria, Ghana, Sierra Leone and the Gambia.
202

 In 1943, the Nigerian 

Inland Revenue Department was carved out of the Inland Revenue Department of 

Anglophone West Africa and established as an autonomous body
203

 under the 

supervision of the Commissioner of the income tax. An official of the United 

Kingdom Inland Revenue Department, WAB Carte was appointed as the first 

commissioner of income tax of the new agency, a position he held until 1951 when he 

was succeeded by Traser G. Selby. In 1958 as one of the recommendations of the 

Raisman Commission, the Income Tax Administration Ordinance No. 39 of 1958 was 

passed.
204

 The ordinance among other things provided for the establishment of the 

Federal Board of Inland Revenue, however full effect was only given to this provision 

under the Companies Income Tax Act (CITA) 1961. The Act also created a Body of 

Appeal Commissioners to resolve tax related disputes. In 1993, the Finance 

(Miscellaneous Taxation Provisions) Act No. 3 and Decree No. 104 established the 

Federal Inland Revenue Service (FIRS) as the operational arm of the FBIR and 

received the functions of the Joint Tax Board, respectively.
205

 

 However, the history of tax administration in Nigeria changed dramatically in 

2007 with the granting of financial and administrative autonomy to the Federal Inland 

Revenue Service through the passage of the Federal Inland Revenue Service 

(Establishment) Act 2007. This milestone in the history of taxation and tax 

administration in Nigeria was a result of the recommendation of the study and 

working groups on Nigerian tax system.
206
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 The major arrangement and what existed hitherto is that whereas under the 

previous 2007 scenario, corporate personality was vested in the Federal Board of 

Inland Revenue and the Federal Inland Revenue Service functioned merely as an 

operational arm of the Federal Board of Inland Revenue, but since the passage of the 

2007 Act, corporate personality is now vested in the Federal Inland Revenue 

Service.
207

 The major feature of the Federal Inland Revenue Service Establishment 

Act 2007 is that it granted autonomy to the service. Administratively speaking, the 

service is no longer dependent on the Federal Civil Service Commission in the areas 

of recruitment, promotion, welfare and discipline. These issues are now determined 

by the FIRS Board.
208

 

 The board is the governing apparatus of the service, having overall supervision 

of the service and specifically having the following powers and functions:209 

a) provision of general policy guidelines relating to the functions of 

the service; 

b) manage and superintend the policies of the service on matters 

relating to the administration of the revenue assessment, collection 

and accounting system under this Act or any enactment or law; 

c) review and approve the strategic plans of the service; 

d) employ and determine the terms and conditions of service 

including disciplinary measures of the employees of the service; 

e) stipulate remuneration, allowances, benefits and pensions of staff 

and employees in consultation with the National Salaries , Income 

and wages commission; and  
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f) do such other things which in its opinion are necessary to ensure 

the efficient performance of the functions of the service. 

The composition of the FIRS Board is completely different from the 

composition of the erstwhile FBIR. First, apart from the chairman of the FIRS who 

also doubles as the chairman of the FIRS Board, no other staff of the service sits in 

the new Board unlike under the FBIR scenario where directors and heads of 

department were members of the FBIR. Second, two new institutional members have 

been included on the FIRS Board that did not belong to the defunct FBIR. These are 

the Central Bank of Nigeria and the Attorney General of the Federation. Third, unlike 

the FBIR, geo-political representation has been introduced on the FIRS Board. 

Finally, the chairman of the Service/Board may be appointed outside the service 

unlike under the FBIR where the chairman has to be appointed from within the 

service.
210

 

 By virtue of Section 3(2) of the Federal Inland Revenue Service 

(Establishment) Act,
211

 the FIRS Board now consists of the following fifteen (15) 

members: 

a) The Executive chairman of the FIRS, who shall be a person experienced 

in taxation to be appointed by the president as chairman; 

b) six members with relevant qualifications and expertise appointed by the 

president to represent each of the six geo-political zones of the country; 

c) a representative of the Attorney-General of the Federation; 

d) the Governor of the Central Bank of Nigeria or his representative; 

e) a representative of the Minister of Finance not below the rank of a 

Director; 
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f) the chairman of the Revenue Mobilization, Allocation and Fiscal 

Commission or his representative who shall be any of the commissioners 

representing the 36 states of the Federation; 

g) the group Managing Director of the Nigerian National Petroleum 

Corporation or his representative who shall not be below the rank of a 

Group Executive Director of the corporation or its equivalent; 

h) the Comptroller-General of the Nigerian Customs Service or its 

representative not below the rank of Deputy Comptroller-General; 

i) the Registrar-General of the Corporate Affairs Commission or his 

representative not below the rank of a Director; and 

j) the Chief Executive Officer of the National Planning Commission or his 

representative not below the rank of a Director. 

 All other auxiliary administering bodies and other tax legislations adopt the 

body. These bodies have the chairman of the Federal Inland Revenue Service as the 

chairman of these bodies. For instance, the Joint Tax Board established under Section 

86 of the Personal Income Tax
212

 has the chairman of the FIRS as its chairman. 

Similarly, Section 7 of the Value Added Tax Act
213

 reposes the management of the 

tax on the FIRS, while the Value Added Tax Technical Committee established under 

Section 21 of the VAT Act also has the chairman of the FIRS as its chairman. Also, 

by virtue of Section 43 of the Capital Gains Tax Act (CGTA)
214

 and the only schedule 

to the CGTA which adopts the administrative provisions of CITA, the FIRS is equally 

the administering authority. Further by the combined effect of Section 2 and 3 of the 

Petroleum Profit Tax Act (PPTA), the administration of the PPTA is also reposed on 
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the FIRS and finally, the Tertiary Education Trust Fund (Establishment, etc) Act, 

2011
215

 too is administered by the said Board.
216

 

3.1.2 The Joint Tax Board 

The Joint Tax Board (JTB) was created by virtue of Section 86(1) of the 

Personal Income Tax Act 1993 (as amended). The Board helps to coordinate the 

various aspects of taxation between all the states of the Federation as well as promote 

uniformity in the rates and other indices relating to personal income tax in Nigeria. 

The 1999 Constitution (As amended) by virtue of Sections 2 and 3(1) recognize 36 

states and the Federal Capital Territory and each state has its own method of tax 

administration.
217

 The Joint Tax Board is therefore the unifying body for tax 

administration amongst these states so as to avoid cases of conflicts or double 

taxation. 

Section 86(2) of PITA 2004 (as amended) provides that the Board shall be 

headed by the executive chairman of the Federal Board of Inland Revenue (now 

Federal Inland Revenue Service) who also act as the chairman of the board.
218

 All the 

states of the Federation must also nominate a member via the commissioner 

responsible for income tax of the state and such person shall be a person 

knowledgeable in tax matters.
219

 Usually, the chairman of the FIRS Board represents 

their respective states. Also, the secretary to the Board who shall not be a member of 

the Board and a legal adviser. He must be an experienced Senior Officer in income 

tax matters.
220

 Another member who shall always be in attendance at J.T.B. meetings 
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is the Legal Adviser of FIRS Board who shall serve thereat as the adviser to the 

JTB.
221

 

The functions of the Board as spelt out in Section 86(9) of PITA 2004
222

 are as 

follows: 

(a) exercise the powers or duties conferred on it by express provisions of the 

Act and any other powers and duties under the Act which may be agreed 

by the government of each territory to be exercised by the Board; 

(b) exercise powers and perform duties conferred on it by any enactment of 

the federal government imposing tax on the Income and Profits of 

companies, or which may be agreed by the minister to be exercised or 

performed by it under the enactment in place of the Federal Board of 

Inland Revenue; 

(c) advise the Federal Government, on request, in respect of double taxation 

arrangement concluded or under consideration with any other country, 

and in respect of rates of capital allowances and other taxation matters 

having effects throughout Nigeria and in respect of any proposed 

amendment to this Act; 

(d) use its best endeavors to promote uniformity both in the application of 

this Act and in the incidence of tax on individuals throughout Nigeria; 

and 

(e) impose its decisions on matters of procedure and interpretation of this 

Act on any state for purposes of conforming with agreed procedure or 

interpretation. 
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The Board meets on quarterly basis to appraise the performance of the 

members and to deliberate on Tax issues of National importance to develop new 

strategies to carry out its functions.
223

 In view of the above important stated functions 

of the Board in advising all tiers of Government on tax matter so as to evolve an 

efficient tax administration system in the country and also resolving all areas of 

conflict on Tax Jurisdiction among member state,
224

 the researcher suggests that 

membership of the Board should be expanded to compulsorily include all chairmen of 

the various state Boards of Internal Revenue since these chairman are at the helm of 

administration of taxes in their respective states. 

3.1.3 The State Board of Internal Revenue 

The State Board of Internal Revenue in each state is another tax authority 

vested with the administration of tax in each state of the federation. It is established 

by virtue of Section 87(1) of the Personal Income Tax Act. The State Board of 

Internal Revenue through its operational arm, the State Internal Revenue Service 

collects taxes from individuals and partnerships resident in the state. Taxes collected 

go to the State Government.
225

 Section 87(1) of PITA provides that the State Board 

shall comprise: 

(a) the chairman of the State Internal Revenue Service as chairman of the 

State Board who shall be experienced in matters of taxation and a 

member of a relevant recognized professional body, appointed by the 

State Governor, subject to confirmation by the State House of Assembly; 

(b) directors from within or outside the state service; 

(c) a director from the State Ministry of Finance; 
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(d) the legal adviser to the state service; 

(e) three other persons appointed by the State Governor on their personal 

merit, one each representing a senatorial District in the state; 

(f) the secretary of the state service who shall be an ex-officio member. 

The functions of the Board include: 

a) Ensuring the effectiveness and optimum collection of all taxes and 

penalties due to the government under the relevant laws, 

b) Doing all things as may be deemed necessary and expedient for the 

assessment and collection of the tax and shall account for all amounts so 

collected, 

c) Making recommendations where appropriate to the Joint Tax Board on tax 

policy, tax reform, tax legislation, tax treaties and exemptions as may be 

required from time to time. 

d) Controlling the management of the State Inland Revenue Service on 

matters of policy, subject to the provision of the law setting up the service, 

e) Appointing, promoting, transferring and imposing discipline on employees 

of the state service. 

Furthermore, quorum of the meeting is formed with any five members of the 

State Board one of whom shall be the Chairman or a Director.
226

  

The Secretary is responsible for summoning a meeting of the State Board 

whenever the business requiring its attention so warrants or on the request of a 

member.
227

 A majority decision of the members on any matter obtained by him in 

written correspondence shall be treated in all respects as though it were a decision of 
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the State Board in actual meeting unless any member has requested the submission of 

the matter to such meeting.
228

 

Again, while the Federal Government shall provide the office to be used by 

the Board, the recurrent expenses such as emoluments of the secretary and other 

members of staff shall be shared between the Federal and State Government either in 

proportion to their respective tax revenues or as may be agreed upon by the 

Governments.
229

 Also, the State Board of Internal Revenue may retain from the tax 

collected an amount not exceeding 5% to defray cost of collection and administration 

subject to approval of the State Assembly.
230

 Furthermore, by virtue of Sections 89 

and 90 PITA, the Act has created two committees to ensure administrative efficiency. 

These committees are:        

 (a) The Technical Committee of the State Board                  

 The Technical Committee of the State Board comprises of the chairman as 

Board chairman, directors within the state service, the legal adviser and secretary of 

the state service.
231

 The functions of the Technical committee of state Board 

include:
232

 

(i) The power to co-opt additional staff from within the service in the 

discharge of its duties. 

(ii) Consider all matters that require professional and technical expertise 

and make recommendation to the state Board. 

(iii) Advise the state Board on all its power and duties specially mentioned 

in Section 87 of the Act. 
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(iv) Attend to such other matters as may from time to time be referred to it 

by the Board. 

(b) The Joint State Revenue Committee 

This committee was created by Section 92 of the Personal Income Tax Act. 

This committee shall comprise of the chairman of the State Inland Revenue Service as 

chairman, a representative of the Bureau on Local Government Affairs not below the 

rank of a director, a representative of the Revenue Mobilization Allocation and Fiscal 

Commission, as an observer, the state sector commander of the Federal Road Safety 

Commission, as an observer, the legal adviser of the state Inland Revenue Service, 

and the secretary of the committee who shall be a staff of the State Inland Revenue 

Service.
233

 

By virtue of section 93 PITA, the functions of the committee are as follows: 

(i) Implement decisions of the Joint Tax Board. 

(ii) Advise the Joint Tax Board of the State and Local Government on 

revenue matters. 

(iii) Harmonize tax administration in the state. 

(iv) Enlighten members of the public generally on State and Local 

Government revenue matters; 

(v) Carry out such other functions as may be assigned to it by the Joint 

Tax Board. 

 

3.1.4 The Local Government Revenue Committee 

This committee was created under Section 90 of the PITA. The section 

provides that: - ―There shall be established for each local government area of a state a 
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committee to be known as the Local Government Revenue Committee (in this Act 

referred to as the Revenue Committee‖). 

Prior to 1996 when an amendment to the Personal Income Tax Decree (now 

Act) was made by the then military government, the Local Governments had no 

statutorily recognized tax authorities. Their respective revenue departments were the 

only bodies responsible for collection of taxes, rates and levies. However, the Local 

Government Revenue Committee was created under the Personal Income Tax Act, to 

assist in collection of taxes and levies.
234

 

The Revenue Committee comprises of the Supervisor for finance as chairman, 

three local government councilors as members, and also two other persons 

experienced in revenue matters to be nominated by the chairman of the local 

government on their personal merit.
235

 The functions of the Revenue Committee 

include the assessment and collection of all taxes, fines and rates under the 

jurisdiction of the local government and accounting for all amounts so collected in a 

manner to be prescribed by the chairman of the local government.
236

  

Furthermore, by virtue of S. 91(2) PITA, the committee shall be autonomous 

of the local government treasury. The researcher however states that the autonomous 

nature of the committee as posited does not arise as the chairman of the committee is 

most often than not the executive chairman of the local government and recommends 

an amendment of Section 91(2) PITA to clearly specify the chairman meant under it. 

Finally, from all indications, it would seem that there is a proliferation of 

administrative bodies with the same composition and different functions under the 

Personal Income Tax Act. These committees and Board under whatever auspices they 

are known for have their meetings at intervals at the expense of the much needed 
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Government revenue thereby increasing administrative costs. It is recommended 

therefore that such committees like the Technical committee of the state Board and 

the Joint State Revenue Committee created under Section 89 and 92 of PITA 

respectively be repealed. 

As a matter of fact, the proliferation of all these administrative bodies also 

points to the direction that the Personal Income Tax Act is not simple and easy to 

understand and the researcher also recommends simplification of the tax laws as is the 

trend in developed countries like Australia to enable proper administration under the 

Self-Assessment Regime in Nigeria. 

3.1.5 The Federal Capital Territory Inland Revenue Service Board 

The Federal Government recently enacted a new law, the Federal Capital 

Territory Inland Revenue Service Act, 2015. The Act establishes the Federal Capital 

Territory Inland Revenue Service (FCTIRS or the Service) charged with the 

responsibility of assessing and collecting taxes in the FCT. This power was hitherto  

vested in the Federal Inland Revenue Service (FIRS) by virtue of Section 2(1) (b) of 

the Personal Income Tax Act and the FIRS (Establishment) Act. 

The new law establishes the Federal Capital Territory Inland Revenue Service 

Board for the service
237

 made up of 14 members including 6 persons from the 6 

geopolitical zones, two of whom must be women. All members of the Board, other 

than the chairman, shall be part time members.
238

 

The functions of the Board as stated in S. 7(1) of the Act are as follows:- 

(a) provide the general policy guidelines relating to the functions of the 

service; 
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(b) manage and superintend the policies of the service on matters relating to 

the administration of the revenue assessment, collection and accounting 

system under this Act or any enactment or law; 

(c) review and approve the strategic plans of the service; 

(d) employ and determine the terms and conditions of service including 

disciplinary measures of the employees of the service; 

(e) make recommendations, where appropriate, to the Joint Tax Board on 

tax policy, tax reform, tax registration and exemptions as may be 

required from time to time; 

(f) stipulate remunerations, allowances and benefits of staff and employees 

in consultation with the minister, and 

(g) do such other things, which, in its opinion, are necessary to ensure the 

efficient performance of the functions or the service under this Act, from 

time to time. 

The first schedule to the Act listed the legislation to be administered by the 

FCT IRS to include the Personal Income Tax Act, Capital Gains Tax Act, Stamp 

Duties Act, Federal Capital Property Tax regulations and all enactments or laws 

imposing taxes and levies within the FCT. 

Furthermore Section 8(1) (g) of the Act requires the FCT IRS Board to issue a 

taxpayer identification number to every person taxable in the FCT. Also S. 7(1)(f) 

requires the Board to stipulate remuneration, allowances and benefits of staff in 

consultation with the FCT Minister while S. 7(2)(e) grants powers to the Board to 

determine the terms and conditions of service (including remuneration, allowances, 

benefits and pensions) of staff after consultation with the Federal Civil Service 

Commission. These sections the researcher agrees bring the full autonomy of the FCT 
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IRS in question.
239

 In conclusion, if the FCT gets it right, it can easily become the 

reference point for tax administration in Nigeria and across Africa as being in the 

capital city means its impact can easily trickle down to the rest of the country as 

federal lawmakers, ministers, president, government agencies and so on pay the right 

amount of tax on all their income and allowances.
240

 

3.2 Distribution of Taxing Powers in Nigeria. 

Tax power is the power to impose or levy tax.
241

 It is power inherent in 

sovereignty and unlimited in the absence of constitutional restrictions but subject in 

its exercise to the discretion of the authorities in whom it is reposed. Taxing powers 

can also be defined as constitutionally-granted power of government to impose and 

collect taxes, as the means of raising revenue within its jurisdiction.
242

 It is 

noteworthy that taxing power is twofold: (a) the power to impose tax, and (2) the 

power to collect tax 

The appropriate arm of the sovereign, reposed with the power to impose taxes 

is the legislature. The legislative arm of government enacts laws imposing taxes and 

tax legislation. In other words, unless the legislature makes a law on the payment of a 

particular tax, such tax should not be demanded by the government.
243

 

In a federation like Nigeria, the concept of inter-governmental fiscal power is 

based in three-tier tax structure – Federal, State and Local Government, each of which 

has different tax jurisdiction for the enactment of tax laws, formulation of tax policies, 
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and tax administration.
244

 As at 2018, 55 different taxes and levies are shared by all 

three levels of government. Each of the three tiers of government has the sphere 

clearly spelt out in the Taxes and Levies (Approved List for Collection) Act 2004 (As 

Amended). The most veritable tax handles are under the control of the Federal 

Government while the lower tiers are responsible for the less buoyant sources.
245

 

The taxing powers of Federal and State Governments derive directly from the 

Nigerian Constitution. The Federal Government is the controlling machinery, 

determining what kind and quantum of taxes and levies should be imposed by each 

tier of government.
246

 

Basically, the power to tax is one of the plenary powers of the government 

which need not be formally conferred upon it. In a single tier system, i.e. unitary 

system of government, there is no problem with the definition of the power. 

Consequently, such a government can impose any form of tax for any purpose and at 

whatever rate that pleases its fancy. In effect, such government is not subject to any 

constitutional limitation. The only limitation one can possible infer is perhaps 

practical and that is, it may be restricted by practical considerations like ease of 

assessment and collection; the effect such tax may have on the political fortune of the 

government especially if it operates in a bi-party or multi-party democracy where the 

government has to seek the mandate of the electorate on a periodic basis.
247

  

However in a federal setting, because of the inherent conflict always existing 

between the central and the constituent governments, it is essential that powers are 
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allocated and defined in the fundamental laws (in this case, The Nigerian 

Constitution) delimit the extent to which each level of government can go. Beyond 

this limit, its action is regarded as being ultra vires and unconstitutional.
248

 Apart from 

the version of elimination or minimization of conflicts between the central and the constituent 

governments, the need to define allocation of powers particularly in the field of taxation is 

underscored by the interest of the taxpayers for it is not in the nature of man to voluntarily 

self-assess and part with his money especially when it is to an abstract entity such as 

governments, therefore, there is the need for certainty in the area of who has what powers to 

tax in any particular circumstances. 

3.3 Division of Tax Powers between the Federal, State and Local Government 

3.3.1 Federal Taxing Powers 

The powers to make laws for the imposition of tax are vested by virtue of 

Section 4(2) of the 1999 Constitution of the Federal Republic of Nigeria (As 

amended). Section 4(2) provides thus: 

The National assembly shall have power to make laws for the peace, 

order and good government of the federation or any part thereof with 

respect to any matter included in the exclusive legislative list set out in 

part 1 of the second schedule to this constitution. 

Although there are multifarious taxes in Nigeria only four of them are 

specifically mentioned by name in the Exclusive duties. The items under the exclusive 

legislative list expressly relating to taxation are items 16 relating to customs and 

excise duties and item 25 relating to export duties. In addition, item 58 of the 

exclusive legislation list vests the Federal Government with powers of taxation on 
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Stamp Duties and item 59 vests the Federal Government with powers on taxation of 

incomes, profits and capital gains.
249

 

It is important to note that not all these taxes per se are collected by the 

Federal government or even accrue to it. In fact, only custom duties, excise duties, 

export duties, companies‘ income tax and petroleum profit tax are administered by the 

Federal government through its revenue agencies. The exclusive control of the federal 

government over these taxes is quite logical. Federalism presupposes the existence of 

a minimum degree of fiscal economic cohesion and uniformity. The power over the 

exclusive legislative list by the Federal government is however to be exercised to the 

exclusion of the Houses of Assembly of States.
250

  

In addition, to power to legislate on matters in the exclusive legislative list to 

the exclusion of the State House of Assembly, the National Assembly also exercises 

power to legislate on any matter in the concurrent legislative list set out in the first 

Column of Part II of the Second schedule to the Constitution.
251

 

Unlike in the case of the Federal government, no tax is specifically reserved 

for the State government under the 1999 Constitution. The only reference in the 

Constitution to the power of the State governments in relation to taxation is 

constrained in Item D, 9 and 10 of the concurrent legislative list set out in the First 

Column of Part II of the second schedule to the Constitution. 

3.3.2 State Government Taxing Powers 

To determine the scope of the taxing powers of the State, it could impliedly be 

derived from the general provision conferring legislative powers on states which 

provides under S.4 (7) of the Constitution as follows: 
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The House of Assembly of a State shall have powers to make laws for 

the peace, order and good government of the state or any part thereof 

with respect to the following maters, that is to say:- 

(a) Any matter not included in the Exclusive  Legislative List set out in Part 

I of the Second Schedule to this Constitution; 

(b) Any matter included in the Concurrent Legislative List set out in the 

First Column of Part II of the Second Schedule to this Constitution to the 

extent prescribed in the second column opposite thereto; and 

(c) Any other matter with respect to which it is empowered to make laws in 

accordance with the provisions of this Constitution. 

It is observed from the above provisions that the state governments have 

plenary powers to make laws on any subject matter that is not on the exclusive list. 

That is what is referred to as ‗the residual list‘. Their power in respect of those on the 

Concurrent Legislative List is however subject to the doctrines of inconsistency and 

covering field. In other words, in respect of matters in the Concurrent Legislative List, 

the inconsistency rule stated in Section 4(5) of the Constitution which is to the effect 

that any law made by the State House of Assembly which is in conflict with the law 

made by the National House of Assembly shall to the extent of the inconsistency is 

void applies.
252

 

One of the implications of the techniques of division of legislative powers 

between the Federal and State government is that while the taxing power of the 

Federal government can be specifically enumerated, those of the state are left open-

ended and states like Lagos State are making huge revenues from taxes like 

consumption taxes, luxury taxes, property taxes etc and recently its internally 
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generated revenue (IGR) from taxes peaked at 75 percent, surpassing the Federal 

governments‘ 20 percent.
253

 

3.3.3 Local Government Taxing Powers 

As regards local government, the view held by majority of people is that 

Section 2(2) of the 1999 Constitution excludes Local Governments from partaking in 

legislative powers. However, S. 7(1) of the Constitution guarantees a system of local 

government by democratically elected local government councils and also the duty to 

participate in the economic planning and development of its area. The states are 

mandated to confer on the local governments by legislation some functions in addition 

to those specified under the Fourth Schedule to the Constitution. The functions 

conferred must be by law and must be matters within the residual list which States 

have powers to legislate on. 

The enhanced status of the Local Government Council raised the issue on 

whether or not they have independent power to raise their own taxes. As a matter of 

strict conceptual analysis, Nigeria Federalism is a partnership between the Federal 

government and the State. Hence Section 2(2) of the Constitution provides that 

‗Nigeria shall be a Federation consisting of states and a Federal Capital Territory‘. 

Therefore, the division of legislative power under S. 4 of the Constitution involves 

only the Federal and state governments. Again, matters that the Constitution mandates 

the state governments to vest in the local government councils are only those within 

the residual matters of the states. The implication of this is that local governments 

have no legislative power of their own and cannot impose any tax on any subject 

matter whatsoever. 
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Also noteworthy is the fact that the provision of the Schedule 4 of the 

Constitution do not directly vest the local government councils with the power to 

collect taxes rather a state government must first enact appropriate enabling laws, 

which will determine the taxable persons, assessment procedures and method of 

collection, recovery and penalties for delinquency. And where such laws have been 

enacted, a local government council will exercise power within the limits prescribed 

by the state enabling law.
254

 

In conclusion, it has been seen that the taxing powers of the various tiers of 

government is spelt out in the Constitution. The states normally get periodic 

allocation from the central government in addition to the revenue internally generated 

through the state board of internal revenue for the administration of the state. From 

the state, the local government equally gets periodic allocation in addition to the 

revenue generated locally from the local people through the revenue department of 

finance in the local council for the administration of the people. This system has led to 

perennial setbacks as it brings about uneven economic development of the country. 

The inequitable distribution of nature in terms of natural resources makes some states 

and local governments very backward in the scheme of things since their only hope is 

on the insufficient periodic allocation from either the federal or state government as 

the case may be. 

Currently in Nigeria, most state governments are facing financial problems. 

The senate in 2014 considered a motion entitled: Looming Danger of Bankruptcy in 

States: The Need for Fiscal Evaluation‘ which drew attention to fiscal challenges and 

looming dangers of insolvency and bankruptcy confronting states in Nigeria.
255

 The 
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senate raised certain fundamental issues which included the call for an urgent review 

of revenue sharing formula among the three tiers of government among others. This 

compelled an argument in favour of taxation at state government level, granting 

states, the jurisdiction to tax certain activities that are sourced from their state, on the 

basis of economic allegiance. The recent amendment of the Taxes and Levies 

(Approved List for Collection) Act by the National Assembly thereby enlarging the 

taxes collectable by the state governments is commendable. However, it is 

recommended that a critical review be done of the basis of the division of taxing 

powers in Nigeria under the Constitution as a way that will guarantee the ability of 

each level of government to raise its independent revenue to meet its 

responsibilities.
256

 

3.4  Implications of Multiple Taxation in the Nigerian Tax System Viz a Viz the Self -

Assessment System 

  A major problem facing the SAR in Nigeria is the multiplicity of taxes. 

Multiple taxation seems to be a Nigerian coinage which is yet to acquire international 

recognition. By its usage in Nigeria, multiple taxation is the imposition or collection 

of more than one tax on the same tax base by different taxing authority. Multiple 

taxation is said to occur when the same income is subjected to more than one 

treatment.
257

 From the general usage of multiplicity of taxes by stakeholders, it can be 

said to manifest in at least four ways. 

  First, it refers to the various unlawful compulsory payments being collected by 

the local and state governments without appropriate legal backings through 

intimidation and harassment of the payers. Collection of it is characterized by the use 

of stickers, mounting of road blocks, use of revenue agents/consultants including 
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motor parks tout. Second, it refers to situations where a taxpayer is faced with 

demands from two or more different levels of government either for the same or 

similar taxes.
258

 Third, the term refers to where the same level of government imposes 

two or more taxes on the same tax base. A good example is payment of Companies 

Income Tax, Education Tax and Technology levy by the same company. Fourth, it 

refers to cases whereby various government agencies impose taxes in the form of fees 

or charges.
259

 

 Individuals and corporate bodies complain about the ripple effects associated 

with the duplication of tax.
260

 Multiple taxation has not only become a cancerous 

leach in the body of corporate entities in the economy but also constituted a major 

source of revenue leakages as illegal agents have exploited the lapses within the tax 

system to pursue their selfish interests.
261

 The manufacturing industries or sector is 

not left out as ‗the manufacturing industries are confronted with multiple statutory 

levies and taxes which are clearly duplicate of what other tiers of government charge. 

Apart from the additional cost to the industries, the time spent discussing such levies 

constitutes a distraction to the operators of manufacturing industries in Nigeria. It also 

makes planning difficult since one is not sure of how many levies and taxes will be 

paid.
262

 This issue of multiple taxes lead to non compliance in a Self-Assessment 

Regime as the tax regime in Nigeria is severely afflicted by the multiplicity of tax 

imposing and tax-collecting entities at Federal, State, and Local government levels. 

One of the principles underlying the imposition of tax is that it has to flow from an 
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Act of the legislature, which means that tax has to be certain in an ideal tax 

administration. But this seems to be defeated by the current trend where government, 

ministries, agencies and parastatals at almost all levels of government have devised a 

means of generating revenue through the imposition of multiple and illegal ‗levies, 

charges and fees‘. It is also not only worrisome that these fees, levies and charges are 

imposed in circumstances that gave them the coloration of taxes, but their imposition 

on the same subject matter is duplicated by the different levels of government.
263

 

Different factors have been identified as responsible for multiple tax practices 

in Nigeria among which are: unfair revenue formula, dwindling of state income from 

the capital fund, unhealthy state rivalries, political patronage, source of reimbursing 

so called political god-fathers, lack of political will to stop multiple taxation by some 

state and local governments, poor equipping and training of revenue agencies staff 

and greed on the part of tax officials.
264

 

A basic implication of multiple taxation is illegal and inappropriate taxation of 

taxpayers. The incidence of multiple taxation disregards the provision of the Taxes 

and Levies (Approved List for Collection) Act Cap T2, Laws of the Federation of 

Nigeria 2004. (As amended in 2015) previously referred to as Taxes and levies 

(Approved List for Collection) Decree No. 21 of 1998, which provides the taxes and 

levies collectible by the various tiers of government. Various Ministries Departments 

and Agencies (MDAS) of the Federal, State and Local tiers of government impose 

illegal and inappropriate taxes and levies in the form of illegal taxes and levies, 

excessive quantum of taxes demanded when the tax is legal, extra legal mode of 
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collection of such taxes. That is, display of lawlessness in the process of tax collection 

contrary to the procedures laid down in the relevant tax laws for tax collection. Some 

states and local governments utilize the services of security personnel and thugs to 

force taxpayers to pay taxes and levies and sometimes business premises are shut 

down without prior notice or court order.
265

 

Apart from the poor state of infrastructure in Nigeria, harsh and unstable 

policies, difficulty in clearing goods at the ports and high lending rates, the incidence 

of multiple taxation is a major hindrance to investments in the country. 

Telecommunication operators in Nigeria recently cried out and condemned various 

requests for taxes and levies that are, outside of what are prescribed by the tax laws. 

They cited instance where state and local governments authorities have physically 

invaded offices, locked up Base stations and employed other unwholesome tactics to 

enforce these taxes and levies.
266

 Whereas taxes are expected to be backed up by 

statutes, many local governments collect taxes that are not backed by any law. Instead 

of the local government revenue committee to perform its statutory functions, most 

local governments today prefer to engage consultants who employ touts and armed 

personnel to enforce tax payment thereby rendering tax officials redundant and 

violating the fundamental principles or ‗canon‘ of taxation as propounded by Adam 

Smith.
267

 

In order to reduce the multi-dimensional problems arising from the 

multiplicity of taxes at Federal, State and Local government levels and to create an 

investor-friendly tax regime, the Federal government enacted the Taxes and Levies 

(Approved Lists for Collection) Act 1988 (As Amended). The Act provides a list of 
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taxes and levies to be collected by all tiers of government. Any tax or levy levied 

outside of what the Act provides is illegal.
268

 

The Federal, State and Local governments are responsible for collecting the 

taxes and levies in parts, I, II, III of the Schedule to the Taxes and Levies (Approved 

Lists for Collection) Act 2004 (As Amended) as follows: 

Part I – Taxes to be collected by the Federal Government: 

1. Companies income tax; 

2. Withholding tax on companies, residents of the Federal Capital Territory, 

Abuja and non-resident individuals; 

3. Petroleum profit tax; 

4. Value-added tax; 

5. Education tax (Now known as Tertiary Education Trust Fund Act);  

6. Capital gains tax on residents of the Federal Capital Territory, Abuja, 

bodies corporate and non-resident individuals; 

7. Stamp duties on bodies corporate and residents of the Federal Capital 

Territory, Abuja; 

8. Personal income tax in respect of –  

(a) Members of the Armed Forces of the Federation; 

(b) Members of the Nigerian Police Force; 

(c) Residents of the Federal Capital Territory, Abuja; and 

(d) Staff of the Ministry of Foreign Affairs and non-resident individuals; 

9. National Information Technology Development Levy. 

Part II – Taxes to be collected by the State Government : 

1. Personal income tax in respect of: 
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(a) Pay-as-You-Earn (PAYE); and 

(b) Direct taxation (Self-assessment); 

2. Withholding tax (individuals only); 

3. Capital gains tax (individuals only); 

4. Stamp duties on instruments executed by individuals; 

5. Pools betting and lotteries, gaming and casino taxes; 

6. Road taxes; 

7. Business premises registration fees in respect of urban and rural areas 

which includes registration fees and per annum renewals as fixed by each 

state; 

8. Development levy (individuals only) not more than N100 per annum on all 

taxable individuals; 

9. Naming of street registration fees in the State Capital; 

10. Right of occupancy fees on lands owned by the State Government in urban 

areas of the state; 

11. Market taxes and levies where state finance is involved; 

12. Land use charge, where applicable; 

13. Hotel, Restaurant or Event Center Consumption Tax, where applicable; 

14. Entertainment Tax, where applicable; 

15. Environmental (Ecological) fee or levy; 

16. Mining, Milling and Quarrying fee, where applicable; 

17. Animal Trade Tax, where applicable; 

18. Produce Sales Tax, where applicable; 

19. Slaughter or Abattoir fees, where state finance is involved; 

20. Infrastructure maintenance charge or levy, where applicable; 
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21. Fire service charge; 

22. Property Tax, where applicable; 

23. Economic Development levy, where applicable; 

24. Social services Contribution Levy, where applicable; 

25. Signage and Mobile Advertisement, jointly collected by States and Local 

Governments. 

Part III – Taxes and Levies to be collected by the Local Government: 

1. Shops and, kiosks rates; 

2. Tenement rates; 

3. On and off liquor license fees; 

4. Slaughter slab fees; 

5. Marriage, birth and death registration fees; 

6. Naming of street registration fee, excluding those collectible by the 

Federal and State Governments; 

7. Right of Occupancy fees on lands in rural areas, excluding those 

collectible by the Federal Governments; 

8. Market taxes and levies excluding any market where state finance is 

involved; 

9. Motor park levies; 

10. Domestic animal license fees; 

11. Bicycle, truck, canoe, wheelbarrow and cart fees, other than a 

mechanically propelled truck; 

12. Cattle tax payable by cattle farmers only; 

13. Merriment and road closure levy; 
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14. Radio and television license fees (other than radio and television 

transmitter); 

15. Vehicle radio license fees (to be imposed by the local government of the 

state in which the car is registered); 

16. Wrong parking charges; 

17. Public convenience, sewage and refuse disposal fees; 

18. Customary burial ground permit fees; 

19. Religious places establishment permit fees; 

20. Signboard and advertisement permit fees; 

21. Wharf Landing Charge, where applicable. 

From the above, the number of taxes, levies and charges in Taxes and Levies 

(Approves List for Collection) Act are 55 different taxes, which gives a false 

impression that there are 55 taxes in Nigeria. It has been reported that there are over 

120 taxes
269

 being collected in Nigeria under different names and nomenclatures, the 

researcher recommends that following the basic principle that taxation is statutory, the 

correct approach to determine the number of tax would be to count the number of the 

specific Federal and State laws enacted mainly for taxing purposes. By following this 

line, the number of taxes will be smaller. Even the 55 different taxes are too much. 

Many of these items are levies and charges that could be consolidated into one or 

two.
270

 By reducing the number of taxes, tax compliance and administration is 

simplified and efficiency is enhanced. Simplicity is the new trend in tax 

administration and legislation. Taxpayers are motivated by a simple and efficient tax 

system in a Self-Assessment regime. It is therefore recommended, an overhaul of the 

tax system and reform of the tax laws and systems. Reducing the total number of 
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taxes paid, increasing transparency as to how and what to pay, and facilitating 

procedures for filing taxes , will be essential to reducing high compliance costs and, in 

so doing, increase Nigeria‘s tax compliance rate and also the revenue.
271

 

Finally, on the local level, the researcher recommends that all the tiers of 

government should properly fund their departments and agencies in order to check 

their embarking on illegality to the end of increasing their Internally Generated 

Revenue. The states should make available to the local governments all the revenue 

from the Federation Account and allocate the required percentage of state revenue to 

the local government councils. The states should also adequately fund the various 

agencies and departments and also ensure that the local government ministries and the 

House of Assembly play their oversight functions very well on the activities of the 

local government.
272

 

3.5 Interpretation of Tax Laws viz a viz the Self- Assessment System 

There is no doubt that one of the latest trend in the world of taxation is that tax 

laws are to be simple and easily comprehensible by the taxpayers in order to 

encourage voluntary tax compliance most especially in a Self-Assessment Regime 

like Nigeria. 

In reality tax laws are difficult to read and understand. ‗Parliamentary statutes 

are not the easiest thing to read and understand, and over the years there have been 

many disputes between the authorities and taxpayers regarding the interpretation of 

tax laws‘.
273

 Many of these disputes would have been avoided if all the provisions of 

our tax laws were simply expressed and devoid of much ambiguity.  
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Effective tax administration depends to a great extent on the accurate 

interpretation of the provisions of the tax legislation. The courts are responsible for 

the interpretation of tax laws enacted by the National Assembly.
274

 

There are three primary approaches to the interpretation of statutory provisions 

as originally developed by the English judges at common law and absorbed into the 

laws of the general law of Nigeria.
275

 First the ―literal rule‖ that where the words of 

statute are clear and unambiguous, they should be interpreted accordingly to their 

natural and ordinary meaning.
276

 Secondly, the golden rule, allowing the judge to 

modify the literal meaning in the event of ambiguity.
277

 Thirdly the mischief rule, 

directing the judge to interpret statute by reference to the mischief it was designed to 

cure
278

 and in more recent times a fourth approach has emerged in the form of 

purposive interpretation, requiring the judge to ascertain ―the true intent of the 

legislative‖
279

 

The literal rule has been followed religiously by Nigerian judges
280

 and it 

means ―the subject is not to be taxed unless the words of the taxing statute 

unambiguously impose that tax on him.
281

 It follows that from this that for tax liability 

to arise there must be a clear link between the charging provisions and the intended 

taxpayer. This link must be direct, not inferential.
282

 Implicit in all this is that the 
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courts have no business in trying to repair legislation that fails to fire or misfire.
283

 

This is illustrated by the case of Ayshire Pullman v IRC
284

 where a provision intended 

to widen the tax net failed to achieve that purpose Lord Simmonds said: 

It is at least clear what the gap that is intended to be filled is and hardly 

less clear how it is intended to fill the gap. Yet I can come to no other 

conclusion than that the language of the section fails to achieve its 

apparent purpose and I must decline to insert words or phrases which 

might succeed where the draftsman failed.
285

 

Also, this rule of literal construction of the statute has special force in tax 

cases.
286

 In the case of Mobil Oil (Nig) Ltd v FBIR,
287

 Bello JSC succinctly expressed 

We cannot impose on section 30A an interpretation which will 

frustrate the clear intention of the legislature. The general rule for 

construing a statue has been stated by this court in a number of cases. 

The rule is: where the words of a statute are clear, the court shall give 

effect to its literal meaning. 

The literal rule, sometimes referred to as strict construction,
288

 directs that 

where the words of a statute are plain and unambiguous, they should be construed 

strictly according to their natural and ordinary meaning ‗without looking to other 

sources to ascertain its meaning.
289

 

Whatever might be the contention as to the proper approach towards the 

interpretation of the tax legislation, authors and the court are ad idem that the starting 
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point for every such attempts is necessarily to attempt a strict interpretation of the 

words as used by the draftsman without any imposition of an external intendment . 

Where however the words are unclear and there is a need to avoid an absurdity in the 

enforcement of the intentions of the law makers, a departure then becomes necessary 

to liberal or intendment construction
290

 or the purposive approach.
291

 However, the 

courts in Nigeria have consistently held that tax statutes must be interpreted in 

accordance with the literal rule.
292

 This stands in contrast to the position in the United 

Kingdom and many other common law jurisdictions where the courts have shifted to 

purposive interpretation. 

Although the literal rule remains the preferred choice of the courts for the 

interpretation of taxing statutes, some judges have been receptive to purposive 

interpretation of tax statutes although as submitted by a learned author
293

 does not 

represent good law and should not be followed as stare decisis by lower courts. 

One of such cases is the Phoenix Motors Case
294

 where his lordship held that: 

If a statute is revenue based or revenue oriented, it will be part of 

sound policy for a court of law to construe the provisions of the statute 

literally in favour of the revenue or in favour of deriving revenue for 

the government, unless there is a clear provision to the contrary…No 

court of law should lend its hand to a person or body bent on beating 

the efforts of government at collecting revenue by relying on 
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technicalities of the law with a frugal aim to cheat government of its 

legitimate income. 

This view represents the purposive and progressive stands on the subject
295

 

and a positive attitude by the court towards doing the needful to reduce the praxis of 

tax evasion among taxpayers, it has however been criticized
296

 as being inconsistent 

with all recognized rules of interpretation of tax statutes.
297

 According to Ipaye,
298

 

Clearly this approach is inconsistent with any recognized rule for 

interpretation of tax statutes. The contention here is not that the Nigerian cases 

were wrongly decided or that the Nigerian courts should remain caged in by 

ancient philosophies of the common law. It is merely that the precedents and 

philosophies that underlay the traditional approach were so well thought out 

that they ought not to be casually jettisoned. Also, it is a standard requirement 

for orderly legal development that precedents, which are to be departed from, 

must be acknowledged and considered in full. In that context, it would appear 

that far more superior reasons are required than we have at the moment for 

abandoning the well-known principles of interpretation of taxing statutes. If 

the trend persists, government gets an added advantage to the detriment of the 

people, as tax laws will be amplified on the basis of equity, common law and 

general principles. 

From this view by the learned author, it is my opinion that tax statutes might 

be of some special class as it imposes a compulsory burden on the subject, however 

the interpretation of an ambiguous provision of such a statute should not demand any 

special procedure distinct from such developed by the court in the interpretation of 
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statute. It is also particularly important that the essence of the enactment of the act 

must be a primary consideration. A tax statute is conceived for the purpose of 

generating revenue for the government. This revenue is in turn expected to be utilized 

for the general good of the state and its subjects. It would therefore amount to 

substantial injustice to insist on some ancient, traditional interpretations that would 

rob the government of such revenue on the premise of the absence of a supporting 

precedent or insufficient reason to justify a departure from established or, ‗well-

known principles of interpretation of taxing statutes‘ particularly where founded 

totally on different economic realities.
299

 

The views of learned author Obadina
300

 is totally agreed upon in this work, 

wherein he stated as follows: 

While we are bound to agree with Ipaye that the Phoenix is 

inconsistent with established principles of interpretation relating to 

taxing statutes, it may be questioned whether the philosophies 

underlying the traditional approach (i.e. literal interpretation) have ever 

been thought out by the courts in Nigeria, it is closer to mark to say 

that Nigerian judges have ‗faithfully‘ followed ancient English 

authorities without examining their relevance and appropriateness in 

the context of Nigeria‘s peculiar socio-political circumstances. 

Furthermore, it is relevant to note that many of our most celebrated 

doctrines of law have come about through the contribution of judges 

who have been prepared to think ‗outside the box‘ of established 

precedent in the face of pressing social problems. 
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As taxation in Nigeria is self assessing at least in theory, a taxpayer should be able to 

understand the law and the liability which the government has imposed upon him or her and 

so should be able to plan their affairs with the relative certainty that neither an unexpected tax 

assessment or penalty will follow as to warrant frequent interpretation of tax statutes in courts 

of law. The tax authorities have an obligation according to the best international practices that 

taxation laws should be clear and certain. However, a purposive approach in interpretation of 

tax statutes should not be made an excuse for starting with an assumption as to the underlying 

purpose, and then forcing the words into a preconceived and strained construction to fit that 

assumption.
301

  

It is on this premises the researcher disagrees with the Supreme Court in the case of 

Shell Petroleum v Federal Board of Inland Revenue,
302 in this case, FBIR disallowed the 

deduction of certain expenses claimed by Shell Petroleum and these expenses included 

currency exchange losses, Central Bank commissions and educational scholarship expenses. 

The matter went through appeals from Appeal Commissioners through to the Supreme Court 

which held that where there is a statutory or contractual obligation to incur an expense, such 

expense is deductible even where it is not directly related to the tax payer‘s ―petroleum 

operations‖. It held therefore that Shell was entitled to deduct all three categories of expenses 

since it had a statutory obligation to incur the said expenses. Similarly, in the case of Gulf Oil 

Company (Nigeria.) Limited v. Federal Board of Inland Revenue,
303

 the issue that came up 

for consideration was whether or not the charges and commissions paid by Gulf Oil to the 

Central Bank as a result of the government directive to pay the company‘s profit tax abroad 

were expenses ―wholly, exclusively and necessarily incurred‖ for the purpose of the 
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company‘s petroleum operations within the meaning of section 10(1) of the PPTA. The court 

relied on the decision in Shell and held in favour of Gulf Oil. 

 It is respectfully submitted that the courts, in the above cases were wrong. The 

Supreme Court applied equity considerations in the interpretation of tax incentive provision 

by giving administrative directive an overriding effect over the PPTA.  Tax laws are statutory 

so why would non-statutory agreement supersede a statute? Can tax be imposed by 

agreement? Tax can only be imposed under a valid statute. In Partington v. A G,
304

 Lord 

Cairns stated that a person, who comes within the letter of the tax law, must be taxed 

however great the hardship may appear to the judicial mind. On the other hand, if the crown 

seeking to recover tax cannot bring the subject within the letter of the law, the subject is free, 

however apparently within the spirit of the law, the case might otherwise appear to be.  

It is not proper that these agreements have the force of law in the light of provisions 

of statutes. They should have been made to complement the statute not to supersede them so 

that the taxpayers can be held to their obligations under the agreements and the statute. It is 

respectfully submitted that the decision in SPDC Ltd v. FBIR does not represent good law and 

should not be followed by lower courts.
305

 This decision runs afoul of the certainty principle 

as the application of this agreement will create difficulty in the ascertainment of the payable 

tax because of uncertainty of the applicable law. This will lead to arbitrariness, exploitation 

and extortion by the officials of the tax authority and tax evasion / avoidance on the part of 

taxpayers. However, the decisions have also exposed the inadequacies of the PPTA, which, it 

is hoped, would be addressed by the lawmakers, as quickly as possible. 
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 CHAPTER FOUR 

 SELF ASSESSMENT SYSTEM: PRINCIPLES, ISSUES AND 

ADMINISTRATION 

4.1 The Concept of Self - Assessment Regime or System 

Assessment is the process by which tax liability is established. Self-

assessment system is when it is the responsibility of the taxpayer rather than the 

revenue authority to calculate the relevant tax liability and to ensure that the 

requirements regarding payment and so on are met.
306

 The operation of self-

assessment allows a taxpayer to determine his tax liability and account for tax 

collected thus placing the onus of taxation substantially on the taxable entity. Tax 

authorities must, however, monitor the genuineness and accuracy of self-assessments 

by taxpayers who are required to supply accurate information and keep records of all 

transactions.
307

 

The growing concern of tax administrations throughout the world is on how to 

simplify tax assessment to encourage voluntary tax compliance and many countries 

including Nigeria have adopted the self-assessment system as a solution. SAS can 

therefore be defined as a ‗do it yourself‘ process whereby taxpayers are required to 

file their tax returns, reporting their respective income that is assessable to tax and 

determining their respective tax liabilities on the basis of their tax returns. Under 

SAS, the onus is placed squarely on the taxpayers to understand, interpret and apply 

the laws to their own circumstances. In addition, taxpayers are responsible for timely 

and accurate reporting and to make payment of taxes by the due date.
308

 In the case of 

an employee, tax becomes due for payment whenever his salary is forthcoming and 
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matured for payment. 
309

For convenience and respect to the relevant rules and 

regulations tax is to be deducted before salary is paid.
310

 

The self-assessment regime makes it imperative that taxpayers are adequately 

conversant with tax legislation, guidelines, ruling and administrative procedures in 

order to ensure appropriate compliance. SAS also places on taxpayers greater 

responsibilities in relation to their tax affairs. Thus, with the change to SA in Nigeria, 

the onus is on taxpayers to comprehend, interpret and to comply with the relevant 

provisions of the tax law that are applicable to their respective circumstances while 

the tax authority‘s onus is to review and verify tax returns based on the tax authority‘s 

interpretation and application of the tax law.
311

 

The self-assessment tax system was introduced in the Nigerian tax laws in 

1991 with operational effect in 1992 and initially restricted to a threshold of taxpayers 

and extended to the rest in 1998. However, it was not until 2011 that its 

implementation became effective, through a project based system.
312

 

Prior to the implementation of SA in Nigeria in 1991, taxpayers were only 

required to file their returns and report their incomes that were assessable to tax. The 

appropriate tax authority would assess the taxpayers‘ tax liabilities and would issue 

notices of assessment. Upon receipt of the notices of assessment, taxpayers would be 

required to pay their respective taxes within some days from the issue date. Under SA, 

the tax returns filed by taxpayers are deemed notices of assessment and the 

appropriate tax authority is not required to issue any such notices. Taxpayers are 

therefore required to pay whatever taxes that are due to the tax authority by the 

specified due date. 
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The Nigerian self assessment system requires that the taxpayer accurately 

calculates his tax liability, pay the tax due at designated bank to collect (evidence of 

payment) e-ticket and file self-assessment return on or before the statutory due date 

for filing such tax return.
313

 Tax returns are accepted by the tax authority, as filed, 

subject to on-the-spot simple checks to ensure that tax return forms are correctly 

completed.
314

 The returns are later subjected to further administrative processing 

including risk assessment of all tax returns and audit, where necessary, determined by 

risk-based case selection and where it is found the taxpayer fails to meet his 

obligations; late returns penalty and interest will be imposed, as the case may be.
315

 

The tax authority exercises its right under the law by issuing administrative 

assessments on taxpayers who fails to file tax returns on due date. Information for 

such assessments are obtained by an ‗on the spot audit‘ of the taxpayers‘ record and 

from third-party sources.
316

 

A taxpayer must file returns under the SAS in person or engage the service of 

accredited agents to file returns on his behalf. The return must be signed by the 

taxpayer or his appointed agent.
317

 It is also mandatory for all taxable persons 

(employees and self-employed individuals as well as companies) to render the returns 

of all transactions engaged in during the accounting year to the relevant revenue 

authority. The period within which the returns must be made however differs, 

depending on the status of the taxpayer.
318

 Companies and individuals that fail to file 

tax returns in any assessment year will be subject to administrative/Best of Judgment 
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assessment.
319

 This is raised where audited accounts and other relevant returns are not 

submitted within the stipulated time in line with the tax law; it is usually based on 

‗fair and reasonable‘ estimate of income/profit.
320

 

 

4.2 Mission and Objectives of Self Assessment System 

Income tax has traditionally been assessed by the tax department which is known as 

administrative assessment. Under an administrative assessment system, the onus is on the tax 

administration to examine tax returns and financial statements, calculate the amount of tax 

payable, and notify the taxpayers of the tax liability. Taxpayers are only required to file their 

returns and report their incomes that were assessable to tax. The tax collecting authority has 

the mandate to assess the taxpayers‘ tax liability and issue notice of assessment based on 

which taxpayers will be obliged to pay the required amount.
321

 Therefore the key features of 

the administrative assessment system are as follows: 

(i) Taxpayers report on their activities on an annual basis. 

(ii) Reporting consists of completion of a tax return and filing financial 

statements, and other supporting information to the tax administration. 

(iii) Tax returns and the supporting financial statements are reviewed and 

verified by tax officials. 

(iv) The tax administration makes the decision on the tax liability and 

informs the taxpayer on what to pay, typically through a notice of 

assessment. 

(v) The tax administration reconciles assessment notices and payments. 
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However, administrative assessment system are said to have been resource-

intensive and tend to be ineffective. It is considered by many jurisdictions as costly, 

inefficient and complex to administer since it imposes much burden on tax 

administrators.
322

 

As a result of its drawbacks and challenges, various countries abandoned the 

administrative assessment system and sought for another alternative system of tax 

assessment. Several tax administrators in both advanced and developing countries 

have adopted a self assessment system for tax filing purposes. Internationally, there 

has been a steady movement towards self-assessment and away from administrative 

assessment practices. In fact, self-assessment for tax purposes is not a new 

phenomenon. Canada and the United States first implemented self assessment in the 

1910s, followed by Japan in 1947.
323

 In the last 30 years, however, the spread of self-

assessment for income tax has been a common phenomenon. Some countries and the 

year of adoption of SAS are as follows: Sri Lanka (1972), Pakistan (1979), 

Bangladesh (1981), Indonesia (1984), Australia (1986-87), Ireland (1988), New 

Zealand (1988) and the United Kingdom (UK) in 1996-97).
324

 Presently, around half 

(18) of revenue bodies in the OECD for example apply self assessment principle for 

the Personal Income Tax (PIT) while 22 apply self-assessment for Companies Income 

Tax (CIT).
325

 

Although many countries have turned to self- assessment systems, some key 

countries like Singapore
326

, Belgium, Luxembourg and France
327

 remain with 

direct/administrative assessment systems. 
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The objectives of introduction of SAS defer from country to country but their 

primary objective as observed being tax compliance remains the same. In the United 

States of America, SAS was established as early as 1913 for both companies‘ income 

tax and personal income tax. The introduction of SAS in the US was implemented by 

the advent of the 16
th

 Amendment to the United States Constitution which modified 

the apportionment required in 1913, and since then income tax has become one of the 

central avenue of funding the Federal Government.
328

 The main objectives of SAS in 

the US at that time were to increase tax efficiency (collection) and instill awareness 

among taxpayers of funding federal expenses.
329

 Since 1913, the operation of SAS in 

the US is premised and primarily underpinned by ‗voluntary compliance‘ 

Australia is also one of the countries that have embraced SAS. Australia Tax 

Office (ATO) affirmed that their mission and objective for introducing a SAS for 

individual was to give taxpayers greater equity and fairness, increased certainty and 

simplicity.
330

 Major changes to the way tax was accessed for individuals were 

introduced in Australia through the Taxation Law (Self Assessment) Act, 1992.
331

 

The introduction of SAS in Australia placed a greater responsibility on the taxpayer to 

assess their own tax debt or refund. 

SAS in Canada was first introduced in 1917 as it was considered as ‗the most 

economical and efficient way to collect income tax.
332

 In the early stages of the 

adoption of SAS, taxpayers felt that the tax system was too complex and this 

discouraged taxpayers from voluntarily filing their tax returns. They also felt that it 
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was not fair and equitable. However, after several years of operation, taxpayers 

became aware of their responsibilities and embraced the system.
333

 

In Japan, self assessment for both companies and individual taxpayers was 

first introduced in 1947.
334

 A developing conflict between taxpayers and the tax 

authority, perceptions of fairness and equity as well as inefficiency of the tax system 

led to the need for a tax reform and the introduction of SAS in Japan in late 1940s.
335

 

The declared objectives of Japan‘s self assessment system are establishing a 

relationship of trust between taxpayers and the tax authority, efficient tax 

administration and also to act as a symbol of agreement with post-war democratic 

thought.
336

 

Furthermore, the mission of SAS in Japan is to raise the rate of appropriate tax 

filings and payment through taxpayers‘ cooperation.
337

 In the beginning of SAS in 

Japan, the tax authority faced a low level of tax literacy and poor management of the 

tax system generally but those challenges in the last two decades have been resolved. 

As for Nigeria, the self assessment system was actually introduced in 1991, 

with operational effect in 1992 and initially restricted to a threshold of taxpayers and 

extended to the rest in 1998. However, it was not until 2011 that its implementation 

became effective. The legal frame work for self-assessment generated divergent 

opinions among taxpayers, tax practitioner and relevant tax authorities in Nigeria. 

This resulted in inconsistencies in the self-assessment practices in Nigeria. To address 
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this,
338

The Management Board of the Federal Inland Revenue Service (the Board) in 

exercise of the powers conferred on it by Section 61 of the Federal Inland Revenue 

Service (Establishment) Act 2007, with the approval of the Minister of Finance 

gazetted a Regulation
339

, modifying the processes and procedures for self assessment 

returns
340

 it sets out the processes and procedures for SA practice by taxpayers and tax 

authorities. 

The Regulations cover tax returns under CITA, PITA, PPTA, Education Trust 

Fund Act, National Information Technology Development Agency Act, Value-Added 

Tax Act, FIRS Act, and though not specifically mentioned Capital Gains Tax Act 

given that all taxes under the FIRS Establishment Act are stated as falling under the 

scope of the Regulation.
341

 

The objective of the self assessment in Nigeria is that it ensures compliance by 

saving significant time and resources required by tax authorities in ensuring 

compliance by taxpayers.
342

 According to the Revised National Tax Policy
343

 2016, 

the tax authorities shall apply all available resources and tools at their disposal to 

ensure that taxpayers voluntarily comply with their tax obligations. And in order to 

improve voluntary compliance. The National Tax Policy recommends among other 

things that tax authorities should ensure that the option for self-assessment is in place, 

and the process and procedure are simple. 

4.3 Principles of Self-Assessment System 
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Principles are defined as basic rule, law or doctrine especially one of the 

fundamental tenets of a system.
344

 It can also be defined as the rules or theories that 

something is based on
345

 and these principles become the underpinning regulations to 

accomplish the objectives of SAS.
346

 

Based on the declared missions and objectives of self assessment from various 

countries who have adopted the system to date, it seems voluntary compliance, 

administrative efficiency and improving fairness and equity are the key motivating 

factor for introduction of SAS. Therefore in order to convert this system into a 

significant tax structure compared with the previous system (direct or administrative 

assessment), the principles must be developed and put into action so that the SAS can 

be operated efficiently. 

The mechanisms of operation of a SAS are significantly different from the 

direct assessment system, whereby administrative burden of tax is at least partially 

shifted to taxpayers. From a factual perspective, this should encourage taxpayers to 

become more responsible, honest and up to date with current tax regulations by 

forcing them to engage more directly with their tax computations process. In contrast, 

some taxpayers may have a negative reaction by using the nature of SAS to 

manipulate their tax returns, that is, decrease voluntary compliance and/or employ tax 

agents
347

 who in turn can affect their tax declaration levels either negatively (from a 

tax revenue perspective) e.g. by advising them of tax deductions and bonuses they 
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may not be mindful of to take, or potentially positively by increasing the quality of 

returns that would otherwise be made in error. 

To reduce the possibility of taxpayer manipulating their tax returns, the tax 

authorities are likely to implement an enhanced investigation policy such as 

increasing tax audits and tax assessments (administrative), but these actions, if applied 

extensively, will in effects eventually change the SAS back into the old direct 

assessment system. The more tax assessment required by the tax authorities, the less 

benefit results from a move to self-assessed for tax return. Therefore, the tax 

authorities have to determine the appropriate operation of SAS and exercise the 

principles of SAS by ensuring the taxpayers and tax authority‘s responsibilities are 

balanced, thereby minimizing any tax assessment they have to perform so that SAS 

can genuinely reduce tax compliance costs and increase administrative efficiency as 

well as developing public voluntary tax compliance.
348

 

4.3.1 Equity 

The introduction of SAS must be seen to be equitable and fair in its impacts on 

all individuals. Equity in SAS is specifically developed through suitable tax 

administration, particularly in respect of filing accurate and timely tax returns. SAS 

does not affect taxpayers‘ ability to pay directly but might affect accuracy of filing. 

Thus all levels of taxpayers should have the same capabilities, knowledge and 

opportunities to file tax returns accurately. 

A tax that is perceived as fair or equitable should promote voluntary 

compliance.
349

 Allan states: it is clearly a desired characteristic of taxes that they be 

fair. Apart from the ethical desirability of equity, there is the practical need for taxes 
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to be acceptable to the taxpaying public. If taxes are generally believed to be 

inequitable; the consequences may range from widespread evasion to revolution.
350

 

It is recognized that it can be problematic determining what is ‗fair‘ or 

equitable and that further detailed work is required for that. However,  there is no 

doubt that in Nigeria, SAS is not perceived as  equitable and fair , it is observed that 

only civil servants and companies pay tax and the great majorities which constitute 

the informal sectors do not pay tax. The options for dealing with personal income 

taxes in Nigeria are through withholding for employees, direct/self-assessment for 

high net worth individuals and presumptive tax for those in the informal sector. While 

the first two approaches are functional, the presumptive tax regime is but theory as no 

framework for applying this has been released. As a result, those operating in the 

informal sector have been enjoying a sort of tax holiday, because no attention has 

been paid to the potential tax revenue that can be generated from this sector. 

However, with the amendment to the PITA in 2011, more emphasis has been laid on 

presumptive taxation of those in the informal sector. The application of the regime is 

expected to be based on a framework to be prescribed by the Ministry of Finance in 

regulations published in a gazette. However, currently, the Ministry of Finance has 

not released any regulations with respect to presumptive taxation in Nigeria. 

It is however recommended that the uniform lump-sum method wherein 

uniform lump-sum payments which is a form of presumptive taxation which is based 

on an income average in the industry be adopted in the informal sectors in Nigeria. In 

this case, a flat tax liability is imposed on all firms operating under the same 

occupation or trade. This could be an attractive tool for Nigeria because it is simple to 
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administer and tax authorities do not need to verify a particular firms or individual's 

records in order to arrive at a tax liability just as is applicable in SAS. 

4.3.2 Certainty 

Taxpayers need to be fully informed about when, where, and who should pay 

taxes and what amount of tax should be paid (the incidence of tax). Any financial 

transaction should be known in advance to achieve full certainty.
351

 In SAS, clear and 

certain rules should be disseminated to taxpayers sufficiently in order to minimize 

grey areas of the law and misinterpretation.
352

 For example in the UK,  Her Majesty 

Revenue and Custom (HMRC) Code of Practice
353

 provides details about the 

information that taxpayers can expect in order to help to reduce uncertainties and it is 

suggested that Nigeria should have something of a similar nature to help reduce 

uncertainties. 

It is expected that in a SAR, taxation measure is certain and clear for a 

taxpayer to apply. Therefore, it should be considered at the drafting level, whether the 

tax is certain. In this regard, when designing a tax, the tax authority should always be 

aiming for certainty and in the words of John Donaldson in Merkar Island 

Corporation v Laughton: 

Ministers when formulating policy should at all time be asking themselves and 

asking parliamentary counsel ‗Is this concept too refined to be expressed in 

basic English? If so, is there some way in which we can modify the policy so 

it can be expressed.
354
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As the self assessment is built on the presumption that a taxpayer or their 

adviser can calculate and ascertain their taxable liability, If a tax is uncertain then a 

taxpayer or their adviser will be unable to determine when the tax will apply and 

would not be able to self assess.
355

 

A further reason to require certainty under the SAS is that there is some 

evidence to suggest that uncertainty in the taxation law can result in an increase in tax 

evasion because taxpayers lose respect for the taxation law and therefore more likely 

to evade it.
50

 Orow  suggests, in this regard, that uncertain law is ‗retroactive law‘. In 

his words: Uncertain law is retroactive law because the effect of the law is known 

only after the event. It also penalizes those anxious to obey it and eventually creates 

contempt for the law.
356

 

4.3.3 Convenience and Efficiency 

The tax administrators should not only focus on their convenience but must 

also consider taxpayers convenience in terms of tax regulations, filings, payments, 

assessments, administrations and costs of administering the tax system.
357

 The SAS 

should provide a simple tax system and tax returns. These should facilitate taxpayers 

in understanding tax systems and encourage them to easily file their tax returns 

correctly. This could be aided through continuous education programmes 

administered in various ways for example through pamphlets and mass media. 

Since tax can affect taxpayers‘ behavior in many ways, the SAS also has to be 

very convenient from taxpayers‘ perspectives,
358

 for example, clear payment 
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structures and appropriate forms of payment (online transfer). The SAS should be 

more efficient to administer than the direct assessment system in relation to tax costs 

incurred by the tax authority (in creating tax returns, assessments, chasing the 

evaders, educating taxpayers etc). The administrative costs should be as little as 

possible to achieve desirable economic efficiency. 

A key aspect of efficiency is neutrality which is said to exist where taxes 

minimize distortions to economic activities and do not impede genuine commercial 

transactions. An ideal tax system would, however, interfere with private decisions as 

little as possible. That is, it would not necessarily distort choices about how income is 

earned and how it is spent. It would not unduly favour leisure over work or 

consumption over saving and investment. It would not needlessly cause business 

firms to modify their production techniques or their business to acquire other firms or 

be acquired by them merely for tax considerations. It would not discourage risk-

taking or the formation of new business.
359

  

4.4 Issues in Self Assessment System 

It has been observed that each country inevitably has its own issues and 

controversies upon adopting and implementing SAS. The following are some issues 

that should be addressed and monitored continuously in Nigeria in order to 

accomplish SAS objectives.  

4.4.1 Tax Education and Tax Knowledge 

Most SAS countries including the United States of America
360

, Canada and the UK 

have implemented specific tax education programmes for taxpayers. Tax education 
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can constitute any formal or informal programme organized by the tax authority or 

independent agencies by which to facilitate taxpayers in completing tax returns 

correctly and also bring their mind of their responsibilities with respect to the tax 

system.
361

  

Also in the US, various programmes including the public information programme 

were introduced to educate school children, small business owners and other self-employed 

individuals. Through workshops or in-depth tax courses, instructors and educators provided 

training on filing tax returns, starting a business, record-keeping, preparing business and 

personal tax returns, self-employment tax issues, and employment taxes. Again, the 

Taxpayers Advocate Service is an independent organization within the Internal Revenue 

Services (IRS), and was introduced to assist taxpayers who are experiencing economic 

hardship, who are seeking help in resolving tax problems that have not been resolved through 

the normal channels, or who believe that an IRS system or procedure is not working as it 

should.
362

 

It is suggested that in order for SAS to successfully fulfill its objectives in Nigeria, 

some of these practices currently being implemented in the US should be emulated, adopted 

and practiced in Nigeria too. In the UK, the HMRC introduced various education 

programmes including continuous events throughout the year during weekends and school 

holidays. These include drama, storytelling, art and craft activities and drop in sessions, 

workshops, tours, like demonstrations and competitions.
363

 The coverage of the education 
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programmes was not simply for tax filings only, but additionally on tax morality, tobacco, 

drugs and black market smuggling.
364

 

Again, in Australia, the Australian Taxation Office (ATO) launched a programme 

called ‗Teaching Tax with Tax Files‘ in 1998 to educate school children aged 9-12. It is an 

innovative multi-media tax education kit which comprises of an interactive CD-Rom and a 

hard copy which provides schools with extensive, up-to-date information about tax. This 

programme is expected to educate the school children to be aware of where government 

money comes from and how it is put in use, the duties of a taxpayer, and is expected to 

develop their understanding of the role of taxation in a society.
365

 

Countries such as the US, Canada, Japan, New Zealand, Australia, the UK and 

Malaysia using the SAS have all been implementing a continuous tax education for taxpayers 

and children (as future taxpayers). Apart from these programmes to educate taxpayers 

directly and instill public awareness regarding tax matter, various countries such as the USA, 

the UK and Australia also have developed interactive websites, disseminated leaflets together 

with tax returns, opened call centers, created advertisements or supplied reminders through 

the television and radio to remind taxpayers of deadline dates for filing. These measures, it is 

further advocated, should be adopted in Nigeria.  

In addition to tax education, knowledge about tax laws also plays a major role in 

determining taxpayers‘ compliance in a SAR.
366

 Therefore, continuous education 

programmes and effective monitoring mechanisms must be taken into account by tax 

authorities to ascertain that taxpayers have a good and reasonable knowledge and 

understanding of tax matters. However the awareness and attitude of the taxpayers 

themselves is more important since the effectiveness of tax education depends on the 
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readiness, acceptance and honesty of taxpayers which of course is influenced by the 

genuineness of the way the tax is seen to be put into use by the government. 

4.4.2 Simplicity of the System 

The second crucial implementation issue is the simplicity of the system. A tax 

authority should have a simple tax return system from a taxpayer‘s point of view. A 

tax authority might assume its tax return is simple and easy to complete but it may not 

be so from the taxpayer‘s point of view.
367

 Therefore, before the final and actual 

version is delivered to taxpayers, it would be wise to put the forms through a series of 

tests to validate the tax return‘s simplicity and being easy to complete. To help 

simplify tax administration, the information required on the tax forms should be kept 

to a minimum and be readily available from the taxpayer‘s books and records.
368

  

Simplifying the tax system will also lead to a reduction in taxpayer‘s costs of 

complying with their tax obligations. Compliance costs, like administrative costs, can 

be reduced by such measures as imposing a single rate (in the case of VAT), defining 

a reasonable registration threshold and reducing exemptions. Exemptions increase 

book keeping requirements and raise the cost of compliance. The data should be 

obtainable from their own accounts and taxpayers should not be asked to present data 

which would require them to keep special records for tax purposes.
369

 

It is my opinion that simplifying tax laws in SAS will encourage voluntary 

compliance among taxpayers as they might more easily interpret and understand the 

law and the tax structure and so possibly be better able to declare their income and 

compute their own tax liabilities correctly. Many provisions in the tax legislation are 
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not applied for the simple reason that no one is able to comprehend them. The tax 

legislation is in some cases unintelligible: that without a commerce or law degree the 

ordinary taxpayer stands no chance of finding his way through the morass and even 

with these qualifications his advisers will of necessity have to struggle to make sense 

of language that is as convoluted as it is confusing.
370

  

A typical example of a difficult ambiguous provision is S. 36(5) of the 

Personal Income Tax Act 2004 (As Amended) which states as follows: 

Where under the provisions of Section 30 of this Act for the purpose of 

computing the income of a period from a source chargeable with tax under 

this Act, being a period the income of which is assessable income from that 

source for any year, it has been necessary to allocate or apportion to 

specific periods which fall within that period both gains or profits and 

losses, then no deduction shall be made under the provisions of subsection 

(2) of this section in respect of the loss or apportioned part thereof referable 

to that specific period, except to the extent that the loss or part thereof 

exceeded the aggregate gains or profits apportioned to the remaining 

specific period or periods within that whole period. 

This provision is an example of the way the wordings of our tax legislation are 

framed which makes it even difficult for lawyers to interpret let alone laymen who are 

expected to assess and pay their tax liabilities themselves. 

Since the main feature of SAS is self-completed tax returns which require a 

high degree or at least a reasonable level of simplicity because taxpayers come from 

various levels of backgrounds, education, income and most importantly levels of tax 
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knowledge. In helping taxpayers to complete their tax returns accurately, the tax 

authority should supply simple but efficient tax systems. 

4.4.3 Tax Audits and Audit Probability. 

It is widely recognized that taxpayers‘ perception of the probability of being 

audited strongly determines their degree of compliance especially in a SAR.
371

 Thus, 

the importance that a tax administration assigns to the audit function greatly affects 

the ability of the organization to enforce compliance.
372

  

Therefore the third issue of SAS operation is setting and operating a suitable 

tax audit system. A tax audit is an investigation made by the tax authority in order to 

verify the accuracy of tax returns and attempt to detect non-compliance behavior and 

activities while audit probability is defined as the number of tax returns assessed 

(audited) divided by the number of tax returns received.
373

 

There is a conflict between direct assessment and SAS in terms of tax audits 

whereby in direct assessment, all tax returns are subject to thorough scrutiny while 

SAS does not require any direct assessment as the responsibility is shifted to 

taxpayers for all assessments.
374

 Notwithstanding the conflicts, there is no doubt that 

tax audits are more detailed and extensive than other types of examination, such as 

general desk checks, compliance visits/reviews or documents matching programmes. 

Thus the main purpose of tax audit is to ascertain the extent to which taxpayers may 

have complied with the relevant statutory provisions of the tax Act concerning their 

audited financial statements and other tax-related returns.
375
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Taxpayers must know that if they fail to comply with the tax laws, they face a 

reasonable risk of being detected. Self-assessment systems must therefore depend 

heavily on a strict audit program focused on higher-risk taxpayers. 

During the last decade, many countries have successfully modernized their tax 

collection system, improved the accuracy of the taxpayer register, and computerized 

much of the tax collection process. However, many do not have effective audit 

programs to control the underreporting of taxes. Although several countries have seen 

some improvement – especially in the short term – in compliance and collection, 

within a few years after the first drastic changes are introduced a plateau is reached 

and there are no significant further advances.
376

 For example in Denmark, which has a 

strong and sophisticated audit program, the compliance rate is one of the highest in 

the world – reaching more than 95 percent for the VAT.
377

 

Unfortunately, in many countries like Nigeria,
378

 auditing has decreased in 

importance relative to other tax administrative functions, as shown by the reduction in 

the number of staff assigned to auditing as well as by the decrease in the percentage of 

taxpayers who are audited. Auditors have gradually been moved to tax administration 

functions that are not directly related to controlling evasion. Reliance for audit works 

are then placed on private independent audit firm which in turn increase 

administrative and compliance costs. The recent move by the FIRS to engage the 

services of consulting firms to carry out investigative audit exercise on the corporate 

taxpayers in Nigeria in order to increase tax collection although commendable, the 

researcher recommends the use of FIRS staff instead of engaging independent 

consulting firms. The improvement of the skill and expertise of its staff especially its 
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specialized departments such as the inspectorate, audit and investigation department is 

highly recommended instead of the temporary solution of engaging consulting firms 

and thereby increasing administrative costs.
379

 

With the dwindling revenue accruing to federal and state governments as a 

result of declining returns from sale of crude oil, tax authorities at both federal and 

state should embark on a drive to increase collection through taxes. Tax audits remain 

the primary tool through which the tax and accounting records of taxpayers are 

reviewed in a SAR to ensure that the correct tax returns have been filed and correct 

taxes paid in the relevant year of assessment.
380

 In conclusion on this point, the 

researcher strongly recommends the need to periodically verify the tax returns filed by 

taxpayers through audits procedures as an integral part of the self-assessment regime. 

4.4.4 Fines and Penalties 

The fourth important issue in organizing a SAS discussed in this chapter is the 

use of fines and penalties to aid collection mechanism. Taxes are compulsory but 

fines are avoidable. As with tax audits, penalties and fines also appear to play a 

significant role in the success of SAS. In a SAS, taxpayers are also faced with a more 

difficult tax compliance task when compared to direct assessment system. Since SAS 

is heavily reliant on the honesty of taxpayers and is also not subject to complete 

scrutiny or assessment by the tax authority, the execution of penalties is important 

compared to in a direct assessment system. A possible explanation for this is that very 
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few taxpayers will be likely to be involved with tax audits and so penalties and fines 

take on a critical behavior – influencing role in helping to improve tax compliance.
381

  

A good system of sanctions and penalties is an indispensible tool for enforcing 

compliance. As part of the assessment of the tax administration, the effectiveness of 

the sanctions and penalty systems in encouraging taxpayers to voluntarily comply 

with their tax obligations should be evaluated.
382

 

Various arguments arise regarding the impact of fines and penalties on tax 

compliance in SAS for example, fines that are too low could be perceived as an 

indicator that the authorities are weak and unable to control non-compliant taxpayers, 

thereby undermining trust among honest taxpayers and leading to a lack of 

encouragement to comply with tax law in SAS. Furthermore, fines that are 

inappropriate because a taxpayer has made a mistake resulting from vague or overly 

complex tax laws would weaken the perception of retributive justice and encourage 

tax evaders to try harder to regain their losses incurred by those fines.
383

 

On this point, the researcher contends and recommends that since SAS is 

heavily reliant on the honesty of taxpayers and is also not subject to complete scrutiny 

or assessment by the tax authority, the execution of penalties is important compared to 

a direct assessment system. However, to ensure that the fines and penalties should be 

able to be easily applied by tax administrators to non-complying taxpayers and to 

achieve this, penalties should be relatively mild, since the application of lesser 

penalties does not require as a rule, a lengthy administrative and judicial process.
384

 

Also, the sanctions and penalties should be designed to change the behavior of the 

average taxpayer, which requires that sanction be applied to the largest possible 
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number of non-complying taxpayers. This is particularly relevant for countries like 

Nigeria with high levels of non-compliance. 

In conclusion, these four issues, namely tax education and knowledge, the 

simplicity of the tax system, use of tax audits and penalties and fines are some of the 

main issues that may affect efficient operations in SAS and also encourage the 

possibility that taxpayers will calculate and pay their liabilities on their own since 

voluntary compliance should go hand in hand with a system of self-assessment.  

4.5 Self-Assessment System in Nigeria  

When Nigerian income tax emerged on 1961, Nigeria adopted an official 

assessment system also referred to as the formal system whereby tax payers were 

required to submit their returns within 30 days from the date of service. Under the 

formal system, taxpayers received their annual tax returns from the FIRS (formally 

known as the Federal Board of Internal Revenue (FBIR)), normally in March each 

year. It was the taxpayers‘ statutory duty to declare all the necessary particulars 

pertaining to their income and expenses for that particular year of assessment and to 

submit the completed returns to the FBIR not later than April 30
th

 every year. Self-

Assessment method of payment of taxes was actually introduced in Nigeria in 1992, 

following the enactment of the appropriate law in 1991. Initially, self assessment was 

not mandatory for every taxpayer until 1998.
385

  

Under the formal system, it was assumed that taxpayers did not possess the 

necessary knowledge to compute their tax payable. The critics of the formal system 

called for tax reform in Nigeria which made the FIRS to make an aggressive and 

extensive assessment of the tax system (formal system). The formal system was 

considered to be time consuming, costly, inefficient and complex to administer. In 
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addition, it encouraged late tax collection and placed a huge demand on human 

resources, hence the FBIR had been flooded with documents and burdensome work 

since the introduction of the tax system in Nigeria. Also, the nature of formal system 

itself required a high volume of returns to be processed resulting in a backlog of un-

assessed cases, and delays in processing and issuing returns. In addition and most 

importantly, it was argued that the formal system did not encourage voluntary 

compliance as compared with SAS.
386

  The tax responsibility gap between taxpayers 

and tax authorities was therefore not in balance. 

Thus, the introduction of SAS in 1991 for companies was an effort to enhance 

tax administration in Nigeria in line with global tax administration enhancement. As 

mentioned earlier in this chapter, 
387

 the majority of countries reviewed in this work 

agreed that the main objective of SAS is to increase voluntary compliance, to 

minimize administrative costs, to increase efficiency and to lessen the Revenue 

authorities‘ burden. In Nigeria, some unethical attitudes emerged in the formal system 

such as failure to lodge tax returns and some tax payers not registering as taxpayers 

which led to the new system known as Self- Assessment System. 

The Nigerian self-assessment requires that the taxpayer accurately calculate 

his tax liability, pay the tax due to designated bank to collect e-ticket and the self-

assessment return
388

 on or before the statutory (due) date for filing such tax return.
389

 

Tax returns are accepted by the tax authority as filed, subject to on-the-spot simple 

checks to ensure that tax return forms are correctly completed.
390
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The returns are later subjected to further administrative processing including 

risk assessment of all tax returns and audit, where necessary. This is determined by 

risk based case selection which is the recent form of audit being adopted by FIRS.  

This risk based audit focus more on specific high-risk taxpayers, transactions or 

business arrangements unlike the traditional-tax audit approach where tax officers 

carry out substantive audit procedure on all items in the financial records of the tax 

payer.
391

 Where the taxpayer fails to meet his obligation, late returns, penalty and 

interest will be imposed, as the case may be.
392

 

The tax authority exercises its right under the law by issuing administrative 

assessments on taxpayers who fail to file tax returns on due date. Information for such 

assessments is obtained by on the spot audit of the tax payer‘s records and from third-

party sources.
393

 Again, taxpayers are reminded about their obligation to file and pay 

taxes due ahead of due dates for filing tax returns by the tax authority. 
394

  

The implementation of SAS as re-invigorated since 2011 has brought about 

changes that resulted from a re-designed work-flow process, which gave the tax payer 

his full right to assess himself, eliminated the 100% examination of tax returns that 

was earlier been in practice and replaced it with risk based case selection for audit.
395

 

A notice of assessment
396

 is no longer issued under SAS. The tax return furnished by 

the taxpayer is deemed to be a notice of assessment.  

Also, there are adequate provisions for sanctions in the tax laws to address any 

forms of breach of laws and non compliance with the provisions of the law, 

particularly false declarations or deliberate attempts to reduce liability to tax under the 
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SAS.
397

  The sanctions include rejection of tax returns and recourse to administrative 

assessment and imposition of additional tax.
398

 The additional tax is imposed on the 

basis of information derived from taxpayer‘s records and third parties.
399

 Fines or 

imprisonment or both, interest shall be charged for the amount of tax under-declared 

with effect from the date when the liability became due; and the principal officers of 

the company stand the risk of being imprisoned as individuals for failure to ensure 

compliance.
400

 

However, it is posited that despite all the intendments of the introduction of 

SAS in Nigeria since 1992, voluntary compliance has not taken root. Perhaps this is 

because it is run side-by-side with administrative assessment system due to grey areas 

in the tax laws and the absence of appreciable efforts at taxpayers‘ enablement. 

4.6 Benefits of Self Assessment System 

In countries where self-assessment has been adopted, it has generally been 

initiated with the objective of improving overall compliance of tax revenue on time. 

SA ultimately reduces administrative costs of tax authorities, and where aided by 

modern technology, most countries have adopted the system to drive down cost and 

ensure timeliness in filing return. Nigeria can benefit from this trending revenue 

collection system.
401

 Self Assessment also reduces the discretionary powers of tax 

official and reduces opportunities for corruption.
402

 

Furthermore SAS is more cost effective as it only selects exceptional cases for 

further scrutiny.
403

 Administrative assessment system are resource-intensive and tend 
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to be ineffective because of reasons such as: high cost of administration because of 

the high level of intervention of tax officials; resource limitations to check tax returns; 

poor taxpayer education and assistance programs; less tax collection overall because 

of insufficient focus on the highest revenue risks and high level of dispute. Whereas 

self assessment requires taxpayer to perform certain functions and exercise some 

responsibilities that might otherwise be undertaken by the Tax authority. 

Again, objectives supporting the change of self assessment system are to 

increase voluntary compliance, reduce tax authorities‘ burden of assessing tax returns 

and increase tax collection efficiency.
404

 

Finally, self-assessment gives the taxpayer greater control and responsibility 

over his tax affairs
405

 and increase in revenue where well implemented. 

4.7  Problems of SAS 

First of all, under the SAS there is the possibility of decline in the quality of 

assessments and voluntary compliance. Under the SAS, the burden of assessing tax 

liability has been shifted from the shoulders of tax assessors to the taxpayers. 

Therefore to comply with SAS voluntarily, taxpayers need to possess a good 

understanding of the tax laws, particularly the income tax laws and changes in tax 

legislations.
406

 

Notably, even in the developed country, such as, Australia and the United 

Kingdom (UK), the implementation of SAS was overwhelmed with various problems 

and criticisms at the beginning. In the UK, the Association of Certified Chartered 
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Accountants (ACCA)
407

 found that 36% of its members still have problems with the 

SAS and about 9% of them claimed that SAS is still chaotic even after four years of 

implementation while on 24
th

 November, 2003, the Australian Treasurer had to 

announce a major review of SAS based on concerns raised by the Australian 

taxpayers on the tax system, and it took almost a decade for SAS to really make a 

difference in Australia.
408

 

Earlier, Inglis also had the opinion that SAS is not working properly in 

Australia as the frequent changes in tax laws and its volume make it difficult for tax 

specialists and tax assessors to comprehend, let alone anyone else. In a similar vein, 

the Nigerian tax laws are inherently voluminous and complex and the constant 

amendments make it difficult even for tax officers, tax academics, tax practitioners to 

keep abreast of the latest development, let alone the ordinary people. This ordinarily 

leads to increase in tax defaulters as to be tax compliant, taxpayers need to be tax 

literate. At minimum, individual taxpayers need to posses some basic knowledge of 

personal taxation with respect to the taxability of income, deducibility of expenses, 

entitlements, reliefs, rebates and exemptions need to have a good understanding of the 

basic concept of self-assessment system to be compliant which is nonetheless easier 

said than done. 

4.8 Establishment of Tax Administration (Self Assessment) Regulation, 2011 

On December 12, 2011, the Management Board of the FIRS (the Board) in 

exercise of the powers conferred on it by Section 61 of the Federal Inland Revenue 

Service (Establishment) Act 2007, with the approval of the Minister of Finance 
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gazzetted a Regulation dated 19
th

 December, 2011 modifying the processes and 

procedures for self assessment returns. 

The regulations cover tax returns under the Companies Income Tax Act 

(CITA), Education Tax Act (ETA), Petroleum Profit Tax Act (PPTA), Personal 

Income Tax Act (PITA), National Information Technology Development Act 

(NITDA), Value Added Tax Act (VATA)
409

 and though not specifically mentioned, 

Capital Gains Tax Act (CGTA), given that all taxes under the FIRS Establishment Act 

are stated as falling under the scope of the Regulation.
410

 

The Regulations provided guidance and introduced some form of consistency 

in the filing of self-assessment tax returns. However, the enabling Section 61 of the 

FIRS (Establishment) Act only granted powers to the FIRS Board to make rules and 

regulations for giving full effect to the provisions of the law. The Board does not have 

powers to amend or modify the law. Therefore, any provisions of the Regulations 

which run contrary to the relevant laws will be null and void and of no effect.
411

 

The major changes introduced by the Regulations include the requirement of 

concurrent filing of tax returns and payment of tax due on or before the due date.
412

 

By this regulation, a taxpayer must compute his/her tax liabilities, pay the tax/taxes 

due and file the relevant returns with evidence of payment (e-ticket) on or before the 

due date.
413

 The relevant tax authority i.e. the FIRS shall accept all tax returns 

submitted by the taxpayer and carry out all the necessary checks to ensure that all 

required information have been appropriately entered into the return forms
414

 and 
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failure by a taxpayer to submit the tax returns forms on or before the due date is a 

breach of these regulations and the taxpayer shall be liable to pay such fines together 

with interests as may be prescribed in the regulation or under the relevant provisions 

of the applicable tax laws.
415

 

On the forms for the purpose of filing tax returns under the Regulation, it 

provides thus: 

a) In the case of the Personal Income Tax Act and other taxes on individuals, 

the tax return forms shall be as may be prescribed by the relevant tax 

authority; 

b) In the case of taxes on companies, the tax return forms shall be as may be 

prescribed by the Board of the Federal Inland Revenue Service; 

c) In the case of the tax return forms required under the Value Added Tax 

Act, the forms shall be as may be prescribed by the Board of the Federal 

Inland Revenue Service; 

d) In the case of all other taxes not covered by paragraph (a), (b) and (c) of 

this Regulation, the tax return forms shall be as may be authorized by the 

relevant tax authority responsible for the collection of the tax.
416

 

Another change introduced by the Regulation include filing of tax returns to 

be done by the taxpayer in person or through an accredited agent
417

 being a person 

certified by any of the bodies: The Association of National Accountants of Nigeria 

(ANAN),the Chartered Institute of  Taxation of Nigeria (CITN) and the Institute of 

Chartered Accountants of Nigeria (ICAN).
418

 To perform the filing, the agent must 

have the accompanying seals of the relevant professional bodies, and must be tax 
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compliant,
419

 that is, has paid taxes as and when due as evidenced by the production 

of current tax clearance certificate. The relevant tax authority may also assess the 

competence and professionalism of the agent in accordance with standards of the 

relevant professional body.
420

 

On signing of forms where the tax agent is engaged by a taxpayer. The 

Regulations provides as follows: 

Where an agent has been engaged by a taxpayer for the purpose of filing 

tax returns: 

(a) In the case of filing returns for Personal Income Tax Act, the form 

must be signed by the taxpayer in person; 

(b) In the filing of returns under the Companies Income Tax Act, the 

forms must be signed by a Director or the Company Secretary.
421

  

The Regulations further made provisions for the due dates of filing returns 

under the provisions of the existing tax laws. With respect to Personal Income Tax, 

the due date for filing self assessment is 31 March of every year while in the case of 

Pay-As-You-Earn (PAYE) (for employment income), tax deducted must be paid with 

appropriate returns (showing total emolument and tax deducted for each employee 

during the month) within 10 days of the end of each month and annual returns 

showing total annual emolument, tax relief, total tax deducted for each employee and 

a declaration under oath on the relevant forms must be filed by the employer.
422

 

In respect of Companies Income Tax
423

, due date is 6 months after the 

financial year and date, while for Petroleum Profit Tax, estimated tax returns must be 

filed for each accounting year within 2 months of the accounting year while 
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installment payment must                   commence one (1) month thereafter with final 

returns made within 5 months after the end of relevant accounting period along with 

evidence of payment of final installment.
424

 

And for VAT, payment and returns are due not later than the 21
st
 day of the 

month after the month of transaction with evidence of payment.
425

 

The researcher however faults the provision by the Regulations for the due 

date for filing of tax returns and payment of tax by the companies when clearly the 

CITA under its S. 77 made clear provisions on time within which tax shall be paid by 

every company. Section 77 of CITA expressly states as follows: 

A company filing self assessment shall pay the tax due within two 

months from the date of filing the assessment in one lump sum or such 

number of monthly installments (not being more than six) as may be 

approved by the Board; 

This subsection added two provisos. The first was that the last installment 

must be paid by 30
th

 November of the year of assessment, and the second is that a 

request for installment payment must be made in writing. 

Clearly, the scope of the Regulation as regards this is over reaching 

considering the fact that the principle legislation (CITA) for which the FIRS made 

regulations for already had copious provisions on the procedure for self assessment. It 

is observed that the FIRS does not have powers to amend or modify the law and that 

S. 12(3) of the Regulation shall be null and void and of no effect. 

Again, as regards extension of time to file returns, the Regulations stated that a 

taxpayer may apply for extension of time to file returns but specific circumstances to 

be considered by the relevant tax authority as stated in the Regulations are (1) Death 
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of taxpayer in the case of an individual or death of a principal officer such as the 

Chairman, Director or company Secretary in the case of a company or (2) A natural 

disaster.
426

 And both circumstances must be supported by verifiable evidence.
427

 

However late filings outside extension granted regardless of whether tax due has been 

paid will be liable to a penalty. 

The regulation however stated as follows as regards consequences of late 

filing under the period of extension: 

Where an extension is granted, any late filing outside the period of 

extension whether accompanied by payment of tax due or not shall be 

penalized for late filing under these Regulations.
428

 

This section merely implies that taxes must be paid as and when due 

regardless of any approval for extension of time for filing granted by the tax authority 

.Such tax payments may have to be estimated given that in many cases the actual 

amounts may not be known.
429

 In this case, it is posited that there should be a laid 

down amount in the Regulation as regards penalties and interests to be paid as 

provided in the various Court Rules in other to avoid undue extortion of the tax 

payers. However it is observed that there is no extension for filing of VAT returns.
430

 

The researcher also faults the provisions of Regulation 14 (1) in that a ‗Principal 

Officer‘ as stated therein for the purposes of the Regulations is not defined. 

The Regulations also made provisions on installment payment of Income Tax. 

Under the Regulations, a taxpayer is required to notify the relevant tax authority of 

intention to make installment payment and pay the tax due by installment 

commencing in the relevant year of assessment before the due date in a manner that 
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final payment shall be made not later than the due date together with the returns.
431

 

The tax authority may grant approval for installment payment in a manner that the last 

installment is paid not later than 2 months after the due date subject to a maximum of 

three (3) installments from the due date.
432

 Also, any taxes unpaid as at the due date 

shall attract interest.
433

 

It is noteworthy that due date is defined as the day prescribed by the law for 

the filing of returns and making of payments by taxable persons.
434

 Furthermore, Tax 

authorities may issue administrative assessment where a taxpayer fails to file returns 

or as a result of under payment arising from a tax audit or investigation.
435

 The 

minimum notice period to conduct an audit is 7 days. However, no notice period is 

stated for an investigation. Also, administrative assessment shall include penalties and 

interests imposed as parts of the liability due, effective from the time the returns 

became due. 

Again the circumstances where the relevant tax authorities can raise 

Administrative Assessments are provided as follows: 

(a) In the course of an authorized audit of a taxpayer‘s book provided that the 

taxpayer has been given not less than seven days notice that an audit into its 

books and affairs is to be conducted, 

(b) In the course of an authorized investigation into the affairs of the taxpayer, 

and; 

(c) In the administration of the Pay-As-You-Earn Regulations under the 

provisions of the Personal Income Tax Act, the relevant tax authority shall 

within the year of assessment or within six years after the expiration of the 
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year of assessment serve a notice of assessment on every employer to be 

assessed. 

Again, where a taxpayer fails to file returns or pay the tax due, the relevant tax 

authority shall impose penalties and interest on the taxpayers, agent or employer, from 

the due date of filing as provided in the applicable laws or regulations issued by 

relevant tax authorities. Any appeal against an administrative assessment may be 

lodged with the appropriate tax office of the relevant tax authority responsible for the 

assessment. If dissatisfied, further appeal may be lodged directly to the Executive 

Chairman of the relevant tax authority (or its equivalent) and thereafter to the Tax 

Appeal Tribunal and then the Federal High Court.
436

 

Finally, the Regulations state that the taxpayer information shall be treated as 

confidential and not disclosed to any third parties or government agencies other than 

as provided in the laws of the Federal Republic of Nigeria.
437

 All relevant tax 

authorities are required to apply uniform procedures to all taxes administered as set 

out under the Regulations. 

In conclusion under this head, the researcher admits that the Regulations is a 

welcome development by the FIRS as overall the Regulations seek to provide some 

guidance and introduce some level of consistency in the filing of self assessment tax 

returns. However,  the enabling Section 61 of the FIRS (Establishment) Act only 

grants powers to the FIRS Board to make rules and regulations for giving full effect to 

the provisions of the law. The Board does not have powers to amend or modify the 

law. Therefore, any provisions of the Regulations which run contrary to the relevant 

tax laws will be null and void, and of no consequence. Given that some of the changes 

                                                           
436

 Ibid Regulation 22(2). 
437

 Ibid Regulation 33. 



139 
 

touch on issues on which CITA has very clear provisions, the FIRS should consider 

presenting a bill to the National Assembly for amendment of CITA. 

 

4.9 Adoption of the Self-Assessment Regime in Nigeria 

The principle of self-assessment (and self-payment) is the foundation of a 

modern tax administration
438

 and if well implemented in Nigeria will surely yield 

anticipated revenue for the government. The question now is how well adopted and 

implemented is the SAS in Nigeria? It is obvious that two decades after the adoption 

of the SAS in Nigeria, it is yet to take root. First of all, underlying the shift to a self-

assessment tax regime is the philosophy of ‗the customer is king‘. SA is significantly 

hinged on the key assumption that the taxpayer is a stakeholder and a partner who 

should be treated courteously. If revenue collection is to be improved, then there is 

need to accord taxpayers respect and gain their trust and understanding. Enforcement 

and closures only become necessary after all information and support services fail to 

elicit voluntary compliance.
439

 

In Nigeria, so many factors presently hinder the taxpayers‘ voluntary 

compliance. The low level of tax compliance can be attributed to a number of factors 

which includes incoherent fiscal policies, cumbersome and inefficient tax 

administration system, ambiguities in the tax laws, lack of transparency regarding the 

utilization of tax revenue for social services and visible development.  

Self-assessment tax regime can be grouped into two broad components, 

namely Taxpayer Enablement, and Compliance Enforcement.
440

 Whereas the 

taxpayer bears the burden of computing and paying the due, the FIRS has to ensure 
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that the taxpayer is sufficiently enabled to perform this function. Chiefly in this 

enablement is that our tax laws are not simplified.
441

 In other words, Nigerian tax laws 

are not easy to comprehend or understand for the average taxpayer to assess and pay 

his tax liabilities. The income tax legislations are far too lengthy. If two of the 

important criteria of a good tax system are simplicity and certainty, the Nigerian tax 

system fail the test miserably. Adopting the words of Inglis: 

The legislations are in some cases too highly worded that without a 

commerce or law degree the ordinary taxpayer stands no chance of 

finding his way through the morass and even with these qualifications 

this advisers will of necessity have to struggle to make sense of 

language that is as convoluted as it is confusing.
442

 

The task of the tax officer in Nigeria is not any easier as many provisions in 

the legislation are not applied for the simple reason that no one is able to comprehend 

them. In order for taxpayers to calculate their own tax liabilities, they must first 

understand the tax law and how it applies to their situation. Simple laws and 

regulations facilitate self-assessment, while maximizing taxpayer effort and 

compliance cost. Simplified and harmonized administrative procedures can also help 

lower cost of compliance simplified rules (including record keeping requirements) 

should be in place for small taxpayers.
443

 

Some countries like Liberia, Lesotho and Tanzania, implemented self-

assessment when they introduced a new income tax and in addition to the technical 

aspect of the income tax, the three countries had the opportunity to comprehensively 

review the income tax legislation to ensure is easily understandable, well organized, 
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effective and integrated into the respective country‘s legal system, all of which are 

supportive of a self-assessment system.
444

 

In Nigeria however, self assessment was introduced by making only minimal 

but critical changes to the income tax legislation.
445

 While this approach may be 

desirable at the early stages of the adoption of SAS, this approach however left 

conflicting legal and administrative provisions in place which confuse the public and 

administrators. The researcher suggests that effective self-assessment regime will 

require a complete overhaul of the Nigerian tax legislations. 

International experience demonstrates the importance of deliberate and 

consistent review of SAS
446

 The focus should be to assess whether the SAS is 

operating in the manner that was intended and whether it is realizing its full potential. 

While this has been done in some developed countries, there is no evidence that 

neither Nigeria nor any of the above stated countries that implemented self-

assessment with the introduction of a new income tax law have undertaken such 

reviews as a basis for improving the income tax law. For example, in Australia, the 

Australian Tax Office (ATO) and Treasury Department has addressed problems that 

the administration identified with the self-assessment arrangements. Various reviews 

were undertaken and changes made over the years. Some major reviews were 

commissioned by the Australian government on November 24, 2003. It was 

conducted by the Department of Treasury and involved extensive public consultation 

with, and submissions from professional associations, business groups and tax payers. 

It examined whether the right balance had been struck between protecting the rights 

of individual taxpayers and protecting the revenue for the benefit of the whole 

Australian community. It also sought to identify whether there were refinements to 
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the present arrangements that would reduce the level of uncertainty for taxpayers, 

reduce compliance costs and enhance the timelines of ATO audits and amendments, 

while preserving the capacity of the ATO to collect legitimate income tax 

liabilities.
447

 The researcher suggests that this is the type of review that should be 

undertaken by the FIRS from time to time. 

Again, the taxpayers in Nigeria are not enabled by the provision of good 

service to the taxpayers. Self assessment demands that the tax administrators adopt a 

service-oriented attitude towards taxpayers ensuring that taxpayers have the 

information and support they need to meet their tax obligations.  It's trite, that taxation 

vis-a-vis revenue generation (collection) is intricately interwoven with governance, as 

a matter of fundamental imperative. One cannot simply be divorced from the other. 

Just as in the medieval African monarchies, contemporary democracies all over the 

world rely on the citizens financial contributions for the sustenance of government 

and public good. Instructively, the tripartite intricate link between taxation, 

democracy and good governance cannot be emphasized. 
448

  The FIRS should provide 

the taxpayers with clear information describing their obligations, the tax applicable, 

when and where they are payable.  The average taxpayer in Nigeria need to be 

informed about changes to the laws and they should have easy access to information 

and tax forms.  The researcher recommends that the FIRS should constantly, 

unequivocally and religiously provide taxpayers with a range of advice and 

information through enquiry centers, websites, free public seminars, and so on. 

Furthermore, the Nigerian taxpayer should be enabled by the tax authority 

through the designing of simple and user-friendly tax forms that captures all 
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declarations to be made. Also, all tax forms should be accompanied by guidance notes 

so that the taxpayer (especially individuals and fringe companies) does not bear 

additional costs through the engagement of external professionals/advisors to 

complete the forms.
449

 Modern Innovations in this area should also be exploited to 

improve the business environment and reduce the cost of compliance. Some examples 

of new practices in this area includes e-filing or other means (e.g. drop-off boxes in 

the tax administration or a commercial bank), and e-payment (internet and mobile 

banking).
450

 Some of these innovations are been implemented in Nigeria but the 

workability and usability is another bull game. For example, the official website of 

FIRS
451

 on the surface has such information as ‗e-filing,‘ ‗Tax Calculator‘, ‗Tax 

Legislation‘ etc but a click on any of the portals reveals no information. In other 

words, the FIRS website is underdeveloped and not useable. The researcher 

recommends that in a SAR where the voluntary tax compliance of the taxpayers is to 

be encouraged, such should not be applicable. The Nigerian taxpayers should be 

enabled in this area to encourage SAS in Nigeria. 

Furthermore, the tax forms in Nigeria are only seen in the tax offices and 

designated banks only. The taxpayer should be able to collect and have access to 

forms with minimal efforts.
452

 The forms should be made available at websites and 

places frequently visited by taxpayers. For example, churches/mosque, banks, post 

offices, shops/supermarket, petrol filing station etc. These are some of the enablement 

that should be in place by the FIRS to effectively implement SAS in Nigeria. 

Again, the second component of self-assessment tax regime being compliance 

enforcement is simply the stick aspect as opposed to the carrot. When taxpayers are 
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sufficiently enabled, then there should not be any justifiable reason for deliberate 

refusal to comply or for fraudulently under declaring. It is posited that with 

appropriate taxpayer enablement in place by the tax authority i.e. FIRS, tax 

compliance enforcement action may bring about a change in behavior from non 

compliance to voluntary compliance.
453

 One of the Tax compliance enforcement that 

should be adopted in Nigeria is effective collection enforcement. The prompt 

detection of taxpayers failing to file tax returns and/or pay the tax due is critical to 

improve tax compliance. This begins with having a cleansed and updated taxpayer 

register. Collection enforcement must be prompt and expeditious, since international 

experience has consistently shown that the older the debt, the more difficult it is to 

collect.
454

 

In Nigeria, the reverse is the case. It takes years for the tax authority to detect 

taxpayers that failed to liquidate their tax liabilities and even when detected, will take 

years for the case to be heard in court. It is a known fact that some cases stay up to 15 

years in court and some proceed up to the Supreme Court.
455

 The researcher suggests 

that there should be a law in place for some cases to proceed on arbitration instead of 

the regular courts for prompt resolution. 

Again taxpayers in Nigeria must know that if they fail to comply with the tax 

laws, they face a reasonable risk of being detected.  Tax systems such as those found 

in Canada, the United States and the United Kingdom primarily rely on the notion of 

voluntary compliance by taxpayers but importantly, the threat of possible audit also 
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serves to encourage voluntary tax compliance.
456

 Interests and penalties will also 

serve to remind taxpayers of the need to take reasonable care in preparing their tax 

returns and managing their tax affairs. Interests and penalties must be neither too 

lenient nor unrealistically harsh and must be applied consistently throughout the 

country.
457

 

In conclusion under this head, the researcher suggests that since FIRS require 

tax payers to file their returns, tax assessment and payment on time, the FIRS should 

also be efficient in their internal processes. As tax officers are no longer burdened 

with tax assessment workloads, therefore it is responsible for taxpayers to expect and 

demand better tax services and guidance on tax policy matters from the FIRS and 

finally, non-compliance should be dealt with justly and swiftly to encourage the 

majority of taxpayers to comply although these enforcement strategies should be 

resorted as the last measures for non-voluntary compliance. 
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 CHAPTER FIVE 

SELF ASSESSMENT PROVISIONS IN NIGERIAN TAX 

The adoption of Self-Assessment System (SAS) results in a considerable shift 

of responsibility upon taxpayers with regard to their compliance obligation. 

Additional compliance responsibilities for taxpayers include an obligation to report, 

compute and pay their taxes according to tax laws. In discharging these obligations, 

taxpayers must understand the tax laws, compute and pay the correct amount of tax 

liability, as well as keeping appropriate records.
458

  

In Nigeria, there has been a progressive proliferation of taxes
459

 since 

independence by various legislation either by civilian or military administration which 

was as a result of the level of economic development in the country. However the 

intendment of this chapter is not the tax laws in Nigeria but limited to the self-

assessment provisions under the Nigerian Tax regime. The whole essence of good 

governance is to improve the welfare of the generality of the populace which is 

carried out with resources raised through taxation. Thus, the imposition of tax and the 

self-assessment system provision is statutory to enable government meet its 

obligations. It is noteworthy that the SAS is a system whereby the taxpayers are given 

the privilege by law to compute their tax liability and remit the taxes to the tax 

authorities.
460

 In other words, the self-assessment regime does not exist in a vacuum 

but adequately governed and backed by law. 

The various tax laws which the tax authorities operate for various tax types 

being administered all contained provisions for the Self Assessment Tax System. A 

summary of the legislation guiding the implementation of the self-assessment system 

                                                           
458

 N S Sapei & J Kasipillai, ‗Impact of the Self Assessment System for Corporate Taxpayers‘ (2013) American 

Journal of Economics, 75. 
459

  JAA Agbonika, Problems of Personal Income Tax in Nigeria (Ibadan: Ababa press, 2012) P. 57. 
460

 L Yahayn, ‗The Perception of Corporate Taxpayers‘ Compliance Behaviour Under Self-Assessment System 

in Nigeria, (2015) Journal of Management Research, 350. 



147 
 

in Nigeria are as follows: - Constitution of the Federal Republic of Nigeria, 1999(As 

amended), Federal Inland Revenue Service (Establishment) Act of 2007, Tax 

Administration (Self-Assessment) Regulations, 2011, Company Income Tax Act of 

2007, Personal Income Tax Act of 2011, Petroleum Profit Tax Act of 2007 and the 

Value Added Tax Act of 2007. These tax legislation and the self-assessment 

provisions there in are to be discussed hereunder. 

5.1 The Constitution of the Federal Republic of Nigeria 

The Constitution of the Federal Republic of Nigeria 1999 (as amended)
461

 has 

provided a leeway for implementation of self assessment. Section 24(f) stipulates that, 

‗It shall be the duty of every citizen to declare his income honestly to appropriate and 

lawful agencies and pay his tax promptly‘. This section of the constitution in 

summary made provision for the self-assessment tax regime as the taxpayer is granted 

the right, by law, to compute his own tax liability, pay the tax due and produce 

evidence of tax paid at the time of filing his tax returns at the tax office, on due 

date.
462

 

It is noteworthy that the Constitution is supreme; it is organic or fundamental 

law. The Constitution is the fon et origo and foundation of all laws
463

 and any act 

which infringes or runs contrary to those organic principles or system or provisions 

must be declared to be inconsistent. The court has the jurisdiction to declare any other 

law or Act inconsistent with the provisions of the constitution, invalid and therefore 

null and void.
464

 It cannot be otherwise as the Constitution is the supreme law of the 
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land and it is settled law that any law or Act or section thereof that is inconsistent with 

any provision of the Constitution is null and void to the extent of the inconsistency.
465

 

Also noteworthy is the fact that where a taxpayer fails to pay tax by virtue of 

S. 24(f) of the Constitution, the rights of the individual to own a property, right to 

privacy and freedom from compulsory acquisition of property as entrenched in S. 37, 

43and 44 of the Constitution is affected. The section states as follows:- 

S. 37 The privacy of citizens, their homes, correspondence, telephone 

conversations and telegraphic communication is hereby guaranteed and 

protected. 

S. 43 Subject to the provisions of this constitution, every citizen of Nigeria shall 

have the right to acquire and own immovable property anywhere in Nigeria. 

S. 44(1) No movable property or any interest in any movable property                   

shall be taken possession of compulsorily and no right over or interest in 

any such property shall be acquired compulsorily in any part of Nigeria 

except in the manner and for the purposes prescribed by the law that, 

among other things- 

 (a) Requires the prompt payment of compensation therefore  and 

(b) Gives any person claiming such compensation a right of access for the 

determination of his interest in the property and the amount of 

compensation to a court of law or tribunal or body having jurisdiction in 

that part of Nigeria .. 

S. 44(2) Nothing in subsection (a) of this section shall be construed as affecting any 

general law; 

  (a) For the imposition or enforcement of any tax, rate or duty. 
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From S. 44(2) (a) above, there is no doubt that the taxpayers‘ freedom from 

compulsory acquisition of property by allowing compulsory acquisition of property 

for the sake of enforcement of tax is qualified.
466

 Tax payment is an obligation of a 

citizen according to S. 24(f) of the Constitution. Failure of the citizen to pay tax shall 

strip him of the protection clothed him by S. 44(1) of the Constitution.
467

 

At the national level, the protection of taxpayers‘ right is also contained in the 

Constitution and in codified tax laws.
468

 At the international level, Nigeria signed and 

ratified almost all the United Nations Human Rights treaties including the African 

Charter on Human and People‘s Right (1983) (African Charter) as well as the 

protocol to the African Charter on the Establishment of African Human Rights Court 

(2004) which was adopted on 21
st
 October, 1986. The African charter has been passed 

into law in Nigeria and therefore in the absence of an express guarantee or declaration 

by the Nigerian Constitution, the African charter as a domestic law fills that gap.
469

 

Article 45 of the African charter creates the African Commission on Human 

and Peoples‘ Rights (African Commission) with the goal of promoting and protecting 

human and peoples‘ rights under conditions laid down by the charter. No known 

taxpayers‘ rights abuse case has been recorded therein but it remains a good legal 

instrument for taxpayer right protection. 

Until recently, the Constitution and other Human Rights instruments have not 

been consulted and applied in the practice of taxpayers‘ right of protection. Aggrieved 

parties have always sought legal redress under the provisions and protections in tax 

statutes. However, it is to be noted from the foregoing that asides the obligation to pay 
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tax as provided in the Constitution, there are also relevant rights of the taxpayers 

provided in both the Constitution of the Federal Republic and the African Charter.
470

 

One of such rights provided in the Constitution is the taxpayers‘ right to fair 

trial. Right to a fair hearing or fair trial is provided for in Section 36(1) of the 

Constitution. It is trite that tax dispute are mostly civil in nature and where they 

involve elements of criminality; they are to be transferred from the Tax Appeal 

Tribunal to a regular High Court. However, whether the taxpayers‘ dispute is civil or 

criminal in nature, several rights have been guaranteed. Section 36(1) and (2) of the 

Constitution provides as follows:- 

(1) In the determination of his civil rights and obligations, including any 

question or determination by or against any government or authority, a 

person shall be entitled to a fair hearing within a reasonable time by a court 

or other tribunal established by law and constituted in such manner as to 

secure its independence and impartiality. 

(2) The proceedings of a court or the proceedings of any Tribunal relating to 

matters mentioned in subsection (i) of this section (including the 

announcement of the decision of the court or Tribunal) shall be held in 

public. 

The corresponding provision of the African Charter is Article 7, which 

provides as follows:- 

Every individual shall have the right to have his cause heard. This 

comprises of:- 
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(a) The right to an appeal to competent national organs against acts of violating 

his fundamental rights as recognized and guaranteed by conventions, laws, 

regulations and customs in force; 

(b) the right to be presumed innocent until proved guilty by a competent court 

or tribunal; 

(c) the right to defence, including the right to be defended by a counsel of his 

choice; 

(d) the right to be tried within a reasonable time by an impartial court or 

tribunal. 

The right to fair hearing is a well-established principle for trials in Nigeria and 

the researcher posits that it equally applies to all citizens and taxpayers in a self- 

assessment regime (SAR) without discrimination. It applies in all judicial and quasi-

judicial proceedings (even in administrative tribunals). In the case of  Ovunwo & Anor 

v  Woko & Ors,
471

 the Supreme Court held as follows:- 

Fair hearing is a fundamental constitutional right as entrenched in the 1999 

constitution as amended. And the breach of fair-hearing in any proceedings 

without more vitiates such proceedings in their entirety; it renders the entire 

proceedings null and void. 

As one of the pillars of the principle of fair hearing, courts and Tribunals must 

ensure that from the fair assessment of a reasonable man, that there is no likelihood of 

bias is in the course of determining a tax dispute. Where a case of bias or likelihood of 

bias is proven, it vitiates the proceedings in its entirety. The court will treat this as 
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excess of jurisdiction which in turn means that the court acted ultra virus and without 

jurisdiction. In Okupe v FBIR,
472

 the court held as follows:- 

But it cannot be gainsaid that excess of jurisdiction is manifested where 

there has been a complete disregard of the fundamental conditions of the 

administration of justice and where there has been shown real likelihood of 

bias or prejudice in the Tribunal, the court has always held that there has 

been excess of justice. 

5.2 Federal Inland Revenue Service (Establishment) Act 2007 

In 2002, the Federal Government of Nigeria set up a study group to examine 

the Nigerian tax system and make appropriate recommendations towards an improved 

tax system. The study group made recommendations and one of such 

recommendations put forward by the study group is the development of a National 

Tax Policy (NTP), which is aimed, amongst others, at addressing inherent problems in 

the Nigeria Tax System. It was therefore not a surprise when the Bill to establish the 

Federal Inland Revenue Service (Establishment) Act was passed by the national 

Assembly in 2007.
473

 The Act came into force on 16
th

 April 2007. 

The Act provides for the establishment of the Federal Inland Revenue Service 

(FIRS)
474

 as an autonomous parastatal with perpetual succession, common seal, and 

ability to sue and be sued and the capacity to acquire, hold or dispose property for the 

purpose of carrying out any of its functions as contained in the Act.
475
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By virtue of Sections 2, 25 and 68
476

 as well as the First Schedule to the Act, 

the FIRS is charged with the administration of Federal Tax statutes such as Personal 

Income Tax Act (PITA), Companies Income Tax Act (CITA), Withholding Tax Act, 

VAT etc. The FIRS Board replaced the Federal Board of Inland Revenue (FBIR) 

which also repealed Part 1 of the Companies and Income Tax Act.
477

 

The FIRS is the umbrella authority for tax administration of all forms of tax 

legislation and is by Section 3 vested with the power to do all such things as may be 

deemed necessary and expedient for the assessment and collection of taxes due to the 

Federal Government.
478

 

On December 12, 2011, the Management Board of the Federal Inland Revenue 

Service in exercise of the powers conferred on it by Section 61 of the Act,
479

 with the 

approval of the Minister of Finance gazetted a Regulation
480

 dated 19
th

 December, 

2011 modifying the processes and procedures for self-assessment returns. The said 

Section 61 of the Act provides as follows:- 

The Board may with the approval of the Minister, make rules and 

regulations as in its opinion are necessary or expedient for giving full effect 

to the provisions of this Act and for the due administration of its provisions 

and may in particular, make regulations prescribing the- 

(a) Forms for returns and other information required under this Act or 

any other enactment or law; and 

(b) Procedure for obtaining any information required under this Act or 

any other enactment or law. 
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The implementation of self-assessment tax system has re-invigorated since 

2011 with the promulgation of the Tax Administration (Self-Assessment) Regulation, 

2011.
481

 However, where a company fails to file, FIRS can raise an administrative 

assessment known as Best of Judgment (BOJ) after the expiration of the time 

allowed.
482

 

It is noteworthy also that prior to the enactment of the FIRS Act, several 

legislations provided for the regulation and administration of different classes of 

taxation. Although these legislations are still in force as the enabling legislations of 

those branches of taxation, some of their provisions (especially those that have 

bearing with the administration of tax) have been repealed by the provisions of the 

Act.
483

 The principal legislations which will still be discussed in this chapter includes 

the Personal Income Tax Act; Companies Income Tax Act; The Petroleum Profit Tax 

Act, Value Added Tax Act and the Capital Gains Tax Act. These legislations each 

provide for the administration, operation, (i.e. self assessment, best of judgment 

assessment, collection) and enforcement of tax. The administration of the various 

taxes created by the respective legislations is principally placed on the FIRS
484

 for 

taxes accruing to the Federal Government while the State Board of Internal Revenue 

of the 36 various state governments
485

 except the Federal Capital Territory collect 

from individuals resident in those states. The income of those residents in the FCT 

and those whose residence cannot be determined are charged by the FIRS. 

There is no gain saying that the enactment of Federal Inland Revenue Service 

(Establishment) Act 2007 was a remarkable landmark in the annals of tax 

                                                           
481

 JAA Agbonika, ‗An Appraisal of the Law Regulating the Assessment and Collection of Personal Income Tax 

in Nigeria‘, (2015) Journal of Law, Policy and Globalization, 8. 
482

 E.g. S. 41 Companies Income Tax Act, Cap. C.2, LFN, 2004(as amended). 
483

 The FIRS Act has repealed parts of the Companies Income Tax Act. 
484

 CITA 2004 S.1 (As amended) op cit; Petroleum Profits Tax Act Cap. P8, LFN, 2004(as amended) S.3;   

     Capital Gains Tax Act Cap C.1 LFN, 2004, S.43(c); FIRS Act, S.1. 
485

 Personal Income Tax Act, Cap P8, LFN, 2004(as amended), S.87. 



155 
 

administration in Nigeria. The Act has the effect of harnessing and consolidating 

administrative procedures in the entire various Acts. It is important to note the 

provision of S. 68(1) and (2) of the FIRS Act which provides that, 

(1) Notwithstanding the provisions of this Act, the relevant provisions of all 

existing enactments including, but not limited to, the laws in the first 

schedule shall be read with such modifications as to bring them into 

conformity with the provisions of this Act. 

(2)  If the provisions of any other law, including the enactments in the first 

schedule are inconsistent with the provisions of this Act, the provisions of 

this Act shall prevail and the provision of that other law shall to the extent 

of the inconsistency be void. 

The above provision of the FIRS Act, the researcher argues will not in effect 

extend to Regulations made by the FIRS under S. 61 as to prevail over Tax 

legislations passed by the National Assembly. The enabling S. 61 by the FIRS 

(Establishment) Act only grants powers to the FIRS Board to make rules and 

regulations for giving full effect to the provisions of the law. For example, the Tax 

Administration (Self Assessment) Regulations 2011 made by the Board. The Board 

does not have powers to amend or modify the law. Therefore any provisions of the 

Regulations made by the FIRS which run contrary to the relevant tax laws will be of 

no effect, 

However, notwithstanding the Promulgation of the Tax Administration (Self-

Assessment) Regulation by the FIRS, Section 32(1) (d) of the FIRS (Establishment) 

Act, 2007 empowers the Service to serve a Demand Notice on the company or person 

in whose names a tax is chargeable where such person or company fails to self-assess 

and if payment is not made within one month from the date of the service of such 
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demand notice, the service may proceed to enforce payment under the Act. Also, 

Section 65 of CITA empowers the Board to assess every company chargeable with 

tax after expiration of period allowed for delivery of audited accounts and returns 

provided for in Section 55 of the Act (CITA). 

According to the Handbook on Self-Assessment issued in 2011 by the 

FIRS,
486

 the tax administrators are expected: 

(a) To issue Reminder letters to taxpayers within two (2) months to 

expected due dates 

(b) To issue a letter of demand/call for returns on or before the due date in 

compliance with the provisions of CITA and FIRS (Establishment) Act, 

which provisions empowers the service to call for returns, books and 

documents of a defaulting company.
487

 

In other words, where a taxpayer fails to self-assess as provided in the 

Regulation, the FIRS will proceed on ‗Best of Judgment‘ assessment where all 

taxpayers are statutorily enjoined under the tax laws to file their returns which include 

capital allowance computation and a true and audited financial statement containing 

the amount of profit from all sources and thereafter await the appropriate assessment 

from tax authority. When the returns of the taxpayer are filed in the tax office, the 

assessment officer assesses the accounts of the taxpayer to determine the tax liability 

and proceed to register the assessed accounts. He endorses the document and sends it 
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to the taxpayers, who finally becomes aware of tax liability and proceed to make 

payment at the appropriate designation.
488

 

The above provisions in a nutshell connotes that the self-assessment scheme is 

run side by side with the government assessment in Nigeria. 

Again, the Federal Inland Revenue Service (Establishment) Act, 2007 

establishes the Tax Appeal Tribunal under Section 59 to settle disputes arising from 

the operations of the Act as well as the administration of the legislations listed in the 

first schedule to the Act. The Tribunal has powers to adjudicate on disputes and 

controversies arising from the following legislation: 

(a) The Companies Income Tax Act; 

(b) Personal Income tax Act; 

(c) Petroleum Profits Tax Act; 

(d) Capital Gains Tax Act; 

(e) Stamp Duties Tax Act; 

(f) Value Added Tax Act.
489

 

Both the Tax Authorities and the taxpayers may appeal to the tribunal; on the 

part of the tax authority for the non-compliance of the taxpayer with the provisions of 

the Tax laws and on the part of the taxpayer on the assessment, demand notice or any 

action made against him by the tax authority with respect to payment of tax.
490

 After 

judgment, the tax authority is required to serve on the taxpayer, notice of the amount 

of the tax changeable as determined by the tribunal and the award or judgment of the 

tribunal shall be enforced as if it were judgment of the Federal High Court upon 
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registration of a copy of such judgment with the Chief Registrar of the Court. An 

appeal from the decision of the tribunal on points of law goes to the Federal High 

Court and notwithstanding the pendency of the appeal; tax shall be paid in accordance 

with the decision of the tribunal within one month of the notification of the amount of 

the tax payable.
491

 

 

5.3 Tax Administration (Self Assessment) Regulations 2011 

Self-Assessment tax regime as earlier stated was introduced into the Nigerian 

tax system in 1991 by Finance (Miscellaneous Taxation) Decree No. 2 of 1991 with 

an effective date of 1992 which enjoined companies to file self-assessment returns.
492

 

It was then made optional with some attractive incentives attached to elicit 

compliance. Self-Assessment became mandatory with great emphasis from the Tax 

authority i.e. FIRS in the year 2011 with the promulgation of a regulation
493

 Tax 

Administration (Self-Assessment) Regulation 2011 by the FIRS Board, in exercise of 

the powers conferred on it by Section 61 of the Federal Inland Revenue Service 

(Establishment) Act 2007, with the approval of the Minster of Finance. The 

Regulation was dated 12
th

 December, 2011 modifying the processes and procedures 

for self assessment.
494

 

SAS Regulation in Nigeria requires the taxpayer to accurately compute tax 

liability, pay the tax due into a bank designated for the purpose and collect the e-ticket 
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and file the self-assessment return on or before the due date fixed for filing the 

return.
495

 The enabling provision in the Regulation, Regulation 3 states as follows:- 

3. (1) The established Self-Assessment Regime requires the concurrent filing 

of returns and payment of tax due on or before the due date. 

(2) A taxpayer must compute his tax liabilities, pay the tax due and file the 

relevant returns with evidence of payment of the tax on or before the 

due date. 

(3) The relevant tax authority shall accept all tax returns submitted by the 

taxpayer and carry out necessary checks to ensure that all required 

information have been appropriately entered into the tax return forms. 

(4) Failure by a taxpayer to submit the tax returns forms on or before the 

due date is a breach of this Regulation and the taxpayer shall be liable 

to pay such fines together with interests as may be prescribed in these 

Regulations or under applicable tax law provisions. 

It is obvious from the foregoing that returns filed under SAS are subjected to 

two types of audit. First is spot audit, which is on-the-spot preliminary check, 

conducted to ensure correctness, accuracy and completeness of tax returns forms 

submitted to the tax office.
496

 The second is risk-based audit.
497

 This type is not 

conducted in all returns, rather samples of returns are randomly selected to ensure that 

there is no attempt to underreport income, over state expenses as well as any 

irregularity that would amount to tax evasion.
498
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However, where a taxpayer failed to file tax return on the due date as required, 

the tax authority can exercise power conferred upon it by law to conduct 

administrative assessment.
499

 Information for administrative assessment is obtained 

from the taxpayers‘ records and the third parties.
500

 

As has been discussed and analyzed by the researcher earlier in this work, the 

key issues covered in the Regulation include the official recognition of the use tax 

agents,
501

 extension of time for making returns,
502

 due dates for filing returns,
503

 

installment payments,
504

 administrative assessments
505

 and the appeal procedure 

under the administrative assessment regime,
506

 etc 

The Regulation as noted earlier applies to Companies Income Tax Act 

(CITA), Personal Income Tax Act (PITA), Petroleum Profits Tax Act (PPTA), Value 

Added Tax Act etc.
507

 

In summary, the implementation of self-assessment tax system as re-

invigorated since 2011 by the promulgation of the Regulation under review has 

brought about changes which gave the taxpayer his full right to access himself. The 

Tax Administration (Self Assessment) Regulations has clarified provisions of the tax 

laws on Self Assessment.
508

 

5.4 Companies Income Tax Act Cap. C21, LFN, 2004 (As amended) 

Companies Income Tax is a tax on all limited liabilities companies in Nigeria 

except companies engaged in petroleum operations. The first legislative enactment on 
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Companies Income Tax in Nigeria was introduced in 1939 through the instrumentality 

of the Companies Income Tax Ordinance.
509

 Before the law came into effect, the 

regulation of both personal and business taxation was vested in one and the same legal 

regime.
510

 The Companies‘ Income Tax Ordinance vested administration of the tax in 

a Commissioner to be appointed for that purpose by the Governor and the proceeds 

from the tax were to be remitted to the government treasury to form part of the 

general revenue of Nigeria. This ordinance was however found to be ineffective as it 

failed to bring individuals into tax net. Due to this weakness, the Companies Income 

Tax Ordinance 1939 was repealed a year after its passage by the Income Tax 

Ordinance 1940.
511

 The Ordinance regulated both personal and business taxation and 

carried on for 21 years when the second separate enactment on companies‘ income 

tax was again enacted. 

The second time a law was passed aimed at the exclusive taxation of 

companies income was in 1961. This was the Companies Income Tax Act No. 22 

1961 which was landmark legislation, and from the date it came into force, the 

provisions of the Income Tax Ordinance
512

 and the Income Tax Administration 

Ordinance
513

 together with all rules made there under ceased to have effect with 

respect to Companies Income Tax.
514

 The Act also established the Federal Board of 

Internal Revenue as a statutory body and vested it with the power to administer 

Companies Income Tax
515

 as well as all Federal taxes. 

The Companies Income Tax Act was in force until 1979 when it was repealed 

by the Companies Tax Act No. 28 1979. The Companies Income Tax 1979 originally 

                                                           
509

 Ordinance No. 14 1939. 
510

 FIRS, A Comprehensive Tax History of Nigeria (Ibadan: Safari books ltd, 2012) P. 201. 
511

 Ibid. 
512

 Cap 85, 1958. 
513

 Ordinance No. 39 1958. 
514

 FIRS, op cit, P. 201. 
515

 Ibid. 



162 
 

promulgated as Decree No. 28 of 1979 repealed the Companies Income Tax Act 1961 

and all the amendments thereto
516

 and is the current law providing a legal framework 

for the taxation of Companies Income in Nigeria. 

The Companies Income Tax Act 1979 has been amended severally by various 

Finance (Miscellaneous Taxation Provisions) Decrees.
517

 In 2007, CITA 1979 was 

further amended by the Companies Income Tax (Amendment) Act
518

 to reflect some 

of the recommendations of the 2002 study Group.  CITA Cap 60 LFN 1990 (now Cap 

C 21 LFN 2004 (as amended) 2007 provides an Act to consolidate the provisions of 

the Companies‘ Income Tax Act 1961 and to make other provisions relating thereto. 

Under Section 55(1) of CITA, filing of companies‘ income tax returns is done 

through self-assessment. The section provides as follows:- 

(1) Every company, including a company granted exemption from 

incorporation shall whether or not a company is liable to tax under 

this Act for a year of assessment, with or without notice from the 

service, file a self-assessment return with the service in the 

prescribed form at least once a year and such return shall contain: 

(a) the audited accounts, tax and capital allowance computation for the year of 

assessment and a true and correct statement in writing containing the 

amount of profit from each and every source computed; 

(b) a duly completed self-assessment form as may be prescribed by the service, 

from time to time, attested to by a director or secretary of the company and 

such attestation shall contain a declaration that it contains a true and correct 

statement of the amount of its profits computed in respect of all sources in 
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accordance with this Act and any rule made and that the particulars given in 

such returns are true and complete; 

(c) evidence of payment of the whole or part of the tax due into a bank 

designated for the collection of the tax. 

From the foregoing provision, it is observed that the taxpayer prepares its 

Companies‘ Income Tax (CIT) computations by self (or by its appointed tax 

consultants/advisers), pays the resulting CIT liability and file its tax returns by self 

rather than waiting for the tax authority to issue assessment on him. Also, every 

company, whether its profit are exempt from CIT (including those exempted from 

incorporation by the Companies and Allied Matters Act)
519

 is expected to register and 

file returns at least once in a year in the prescribed format.
520

 

Furthermore, it is noteworthy that the law does not leave the filing of returns 

at large. It must be filed within the time prescribed for it.
521

 For instance, a newly 

incorporated company must file its return within eighteen months from the date of 

incorporation or six months after the end of it first accounting year,
522

 whichever is 

earlier.      A company that has been in business for more than eighteen months i.e. 

existing business must file its return not more than six months after the end of its 

accounting year.
523

 In case of a company filing self assessment, it must file its returns 

not later than eight months of the end of its accounting period.
524

 

Failure to file the return within the prescribed time attracts penalty.
525

 Though 

the FIRS has the power to extend time for a company upon an application made to it 
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in that respect, cogent reasons must be provided which is subject to the approval of 

the service. 

Again, while penalties exist for late or non-filing of self-assessment or returns, 

incentives exists for prompt filing. One of such incentives is that self-assessment 

filers are not constrained to pay provisional tax.
526

 In other words, all companies not 

filing self-assessment are to pay provisional tax, which is equivalent of the tax paid in 

the immediate preceding year which is usually an amount not lower than the tax paid 

in the previous year. The tax is payable not later than the 31
st
 of March in each year of 

assessment when paid in lump sum.
527

 Failure to pay as at when due results in the 

accrual of interest. This is not necessary where the company files self-assessment and 

is sure to file its returns on or before the due date for filing.
528

 

It is however noteworthy that provisional tax is not an assessment but an 

advance payment of income tax, for the relevant year. The tax can be eventually 

utilized as a set off against the assessment for that year. Payment of provisional tax 

while the substantive tax is in abeyance due to an objection or appeal serves as a 

check against recalcitrant companies who may desire to use objections or appeals as a 

ploy to delay the payment of tax. 

By virtue of provisional tax, an objection or appeal is not a bar to the payment 

of the tax due.
529

 

On the other hand, the researcher posits that to assume liability to tax of 

companies not filing self-assessment on the basis of their previous liability may 

sometimes be misleading as a company‘s earnings may have increased or decreased in 
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that accounting year. Accordingly, it is suggested that the payment of provisional tax 

be on the ‗best of judgment‘ basis by the tax authority. 

The second incentive allowed to companies filing self assessment is that they 

are granted the privilege to pay tax by installment. A company filing self-assessment 

can be allowed on application to the tax authority, to pay its CIT liability in not more 

than six monthly installments commencing from the due date of filing of returns.
530

 

Such installment payments should also not exceed the 30
th

 day of November of that 

particular year of assessment.
531

 The first installment payment should accompany the 

request being made by a taxpayer to the tax authority for payment of CIT liability in 

installments.
532

 The researcher however opines that this provision of the law on 

installment payments prevails over the provisions of the Tax Administration (Self-

Assessment) Regulation 2011 on this subject. This is because the provisions relating 

to installment payment in the Regulation is inconsistent from that provided in CITA 

which is obviously an Act of the National Assembly.
533

 

5.5 Personal Income Tax Act, Cap. P8, LFN 2004 (As amended) 

The personal income taxation in Nigeria is regulated by the Personal Income 

Tax Act which is an Act to impose income tax on individuals, communities, families 

and on executors and trustees, and to provide for the assessment, collection and 

administration of the tax.
534

 

The law came into force by virtue of the Personal Income Tax Act No. 104 of 

1993 promulgated on the 25
th

 of August, 1993 and has been subject to varieties of 
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Amendments.
535

 It was also amended in 2004. Lately, there is the Personal Income 

Tax Amendment Act of 2011. 

The Personal Income Tax Act imposes tax on the income of individuals 

including employed and self-employed individuals. Every chargeable person under 

PITA shall p ay tax in each year of assessment on all sources on income made in and 

outside Nigeria.
536

 

The mode of assessment under the Personal Income Tax Act is self-

assessment. However government or administrative assessment only commences 

when there is failure by the taxpayer in filing a return or where the information filed 

by the taxpayer in his return is adjudged by the tax authority to be incorrect or 

fraudulent. 

Section 41 of the PITA provides that: 

(1) For each year of assessment, a taxable person shall, without notice 

or demand therefore, file a return of income in the prescribed form 

and containing the prescribed information with the tax authority of 

the state in which the taxable person is deemed to be resident 

together with a true and correct statement in writing containing- 

(a) the amount of income from every source of  the year preceding 

the year of assessment computed in accordance with the 

provisions of this Act and rules or regulations made thereunder; 

and 

(b) such particulars as by the returns may be required for the 

purpose of this Act and rules or regulations made there under 
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with respect to any such income, allowance, relief, deduction or 

otherwise as may be material for that purpose. 

Section 44 of the PITA goes further to provide that a taxable person required 

to file a return of income shall in the return calculate the amount payable. Section 41 

and 44 are the statutory provisions that guarantee self-assessment under the Personal 

Income Tax Act. 

Upon the receipt of such return prescribed by Section 41, the relevant tax 

authority shall proceed to assess the taxable person chargeable with income tax as 

soon as may be possible after the time allowed to the person for  the delivery of the 

returns.
537

 Again, where a taxable person fails to deliver the return or fails to deliver it 

within the prescribed time, the relevant tax authority shall use its discretionary 

judgment to assess the person, but that assessment shall not affect any liability 

otherwise incurred by such person by reason of his failure or neglect to deliver a 

return.
538

 The implication is that the self-assessment afforded a taxpayer can only be 

defeated by his failure to file the returns correctly or total failure to file the returns. 

Furthermore, where a taxable has delivered a return, the relevant tax authority 

has the option to reject and return the assessment to the taxpayer and proceed to 

assess it on the basis of its judgment or accepting the returns and assessing the 

taxpayer on the basis of the returns made.
539

 

The due date for the filing of self assessment returns under the Personal 

Income Tax Act shall be on or before 31
st
 of March of every year.

540
 It is noteworthy 

that Personal Income Tax Act is payable for each year of assessment on the aggregate 
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amounts each of which is the income of every taxable person, for the year, from a 

source inside or outside Nigeria.
541

 The incomes chargeable are: 

(a) gain or profit from any trade, business, profession or vocation, for 

whatever period of time such trade, business, profession or 

vocation may have been carried on or exercised; 

(b) any salary, wage, fee, allowance or other gains or profit from 

employment including compensations, bonuses, premiums, benefits 

or other perquisite allowed, given or granted by any person to any 

temporary or permanent employee other than so much of any sums 

as or expenses incurred by him in the performance of his duties, 

and from which it is not intended that the employees should make 

any profit or gain; 

(c) gain or profit including any premiums arising from a right granted 

to any other person for the use or occupation of any property; 

(d) dividend, interest or discount; 

(e) any person, charge or annuity; 

(f) any profit, gain or other payment not falling within paragraph (a) to 

(e) inclusive of this subsection. 

The list of income subject to personal income tax in Nigeria is so wide that 

basically few categories of incomes may escape taxation under the Act. Section 3 of 

PITA as reproduced above is the charging provision which create liability to pay tax 

under the PITA. Charging provisions are provisions which create liability to pay taxes 

upon the taxpayer.
542

 It is worthwhile to say now that as a matter of general principle, 

that a taxpayer is liable to pay tax to the government only when he is in receipt of an 
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income chargeable and at the same time be one that is not exempted from taxes by 

any tax statute.
543

 In other words, it must amount to an income receipt as against a 

capital receipt or any other type of receipt for the said receipt to be taxable by the tax 

authority.
544

 Lord MacNaughten
545

 drew the dividing line between income receipt and 

other types of receipt, when he said thus: ‗that income tax I may be pardoned for 

saying so is a tax on income. It is not meant to be tax on anything else‘. 

 Worthy of mention under this head is that dispute arising from the operation of 

the Personal Income Tax Act shall be settled by the Tax Appeal Tribunal established 

under Section 59 of the FIRS Act. Appeal from the decision of the Act shall lie to the 

Federal High Court. Thus the Personal Income Tax (Amendment) Act 2011 states that 

‗the Tax Appeal Tribunal established pursuant to Section 59 of the Federal Inland 

Revenue Service (Establishment) Act 2007 shall have the powers to entertain all cases 

arising from the operation of PITA.
546

 

5.6 Petroleum Profit Tax Act, Cap. P.8, LFN 2004 (As amended) 

The Petroleum Profit Tax Act (PPTA)
547

 is the principal legislation which 

governs the taxation of companies engaged in petroleum operations in Nigeria. The 

PPTA imposes tax upon the profits from the winning of petroleum in Nigeria, to 

provide for the assessment and collection thereof and for purposes connected 

therewith. The law took effect from 1
st
 January, 1958 and has had several 

amendments. 
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For a company to be subjected to tax under the PPTA, the company must be 

engaged in petroleum operation. ‗Petroleum Operation‘
548

 involves the whole of the 

following activities: 

(1) winning or obtaining petroleum; 

(2) transportation of the petroleum from source of winning to a storage point 

for exports; 

(3) operations incidental to petroleum operations; and 

(4) sale or disposal of chargeable oil won in the concession area. 

If a company does not do the four activities together, the company cannot be 

taken to be engaged in petroleum operations. The definition of petroleum operations 

specifically excluded refining at a refinery. The profits from operations at a refinery 

are subjected to companies‘ income tax under CITA and not PPTA.
549

 The charging 

provisions for the payment of tax under the PPTA as amended is Section 8 which 

provides that a tax shall be charged, assessed and payable upon the profits of each 

accounting period of any company engaged in petroleum operations. The accounting 

period is any of the following: 

(a) a period of one year commencing on 1
st
 January and ending on 31

st
 

December of the same year; or 

(b) any shorter period commencing on the day the company first makes a sale 

of bulk disposal of chargeable oil under a programme of continuous 

production and sales, domestic, export or both and ending on 31
st
 December 

of the same year; or 
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(c)  any period of less than a year being a period commencing on 1
st
 January 

of any year and ending on the date in the same year when the company 

ceases to be engaged in petroleum operations. 

Notwithstanding the provision of self-assessment under S.30 of PPTA, it is 

necessary to go into the above brief discussion of what PPTA provides for generally 

in order to have an appreciable understanding of the provision of SAS in PPTA. 

Section 30 PPTA provides the legal backing under the Act for self-assessment. It 

states as follows: 

(1) Every company which is or has been engaged in petroleum operations shall 

for each accounting period of the company, make up accounts of its profits 

or losses, arising from these operations, of that period and shall prepare the 

following particulars- 

(a) Computations of its estimated adjusted profit or loss and its estimated 

assessable profits of that period; 

(b) In connection with the second schedule to this Act, a schedule 

showing- 

(i) The resident at the end of that period in respect of its assets; 

(ii) All qualifying petroleum expenditure incurred by it in that 

period; 

(iii) The values of any of its assets (estimated by references to the 

provisions of that schedule) disposed of in that period; and 

(iv) The allowances due to it under that schedule for that period. 

(c) A computation of its estimated chargeable profits of that period; 

(d) A statement of other sums, deducible under Section 22 of this Act, the 

liabilities for which were incurred during that period; 
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(e) A statement of all amounts repaid, refunded, waived or released to it, as 

referred to in subsection (5) of Section 20 of this Act, during that period; 

and  

(f) A computation of its estimated tax for that period. 

Upon the receipt of the accounts and particulars by the revenue, the revenue 

may accept same and make an assessment accordingly or refuse to accept and proceed 

to make its assessment on its estimate.
550

 Similarly where the company fails to make 

the returns, the revenue shall estimate the assessment
551

 and where a company has 

been under self assessed, the Board is also empowered to raise an additional 

assessment.
552

 

A company which disputes its assessment, as made by the Board, has 21 days 

from the day of service of the notice of assessment to register an objection by notice 

of objection in writing addressed to the Board to either revise or review the 

assessment.
553

 

The Board may amend the assessment if after considering the objection, it 

agrees with the company in respect of the amount of tax liability. However, if there is 

no agreement, the Board shall give the company a notice of refusal to amend the 

assessment as desired and may revise the assessment to such amount as the Board 

may determine and give such company notice of refusal to amend the revised 

assessment.
554

 Any objection to such assessment is appealable to the Body of Appeal 

Commissioners
555

 and Federal High Court.
556
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It is also noteworthy on the payment and collection of the tax that Petroleum 

Profits Tax is payable in twelve equal monthly installments together with a final 

installment as provided under Section 45. 

From the above analysis on the assessment and collection of tax under the 

PPTA, it can be seen that although there are provisions for the keeping of account 

books and filing of returns by the companies themselves there is no express provision 

marked out as to the self-assessment of same by the companies under the PPTA, as 

was provided in the Personal Income Tax Act and Companies Income Tax Act. The 

researcher therefore submits that in this case the Tax Administration (Self-

Assessment) Regulations 2011 will step in to fill the lacuna. This is because the 

Regulation specifically provided under Regulation 2, which deals with the scope of 

the application, that the provisions of the Regulation apply to all Self-Assessment 

requirements under the PPTA amongst other tax laws, rules and regulations covered 

under the provisions of the Federal Inland Revenue Service (Establishment) Act, 2007 

and such other tax laws, rules and regulations, as may be enacted from time to time.
557

 

 

5.7 Value Added Tax Act Cap. V.1 LFN 2004 (As amended) 

Value Added Tax (VAT) in Nigeria commenced in 1993 following the 

enactment of Decree No. 102 of 1993.
558

 Prior to the adoption of VAT, however, 

there were some kinds of expenditure taxes like the general sale tax and excise duty 

payable on some goods, etc. All of these were subsumed under the Value Added Tax 

vide the Value Added Tax Act Cap No. 102 of 1993, now Value Added Tax Act Cap 
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V1, Laws of the Federation of Nigeria, 2004.
559

 A further amendment was effected on 

27
th

 May 2007 as VAT (Amendment) Act No. 12 of 2007.
560

 

VAT is a consumption tax that has been embraced by many countries world-

wide. Because it is a consumption tax, it is relatively easy to administer and difficult 

to evade. It is tax imposed and charged on goods and services which are not expressly 

exempted from VAT under Nigeria law. Except for the VAT-exempted or zero-rated 

goods and services, the current rate of VAT charged in Nigeria is five percent (5%) of 

the value of the goods and services supplied or delivered. 

VAT paid by a business on purchases is known as input tax, which is 

recovered from VAT charged on company‘s sales, known as output tax.
561

 Where the 

output tax (i.e. the tax collected) exceeds the input tax (i.e. the tax paid) then the 

excess is remitted to the FIRS, but where input exceeds output, the taxpayer is entitled 

to a refund of the excess from FIRS on production of such documents as the Board 

may, from time to time require,
562

 though in practice this is not always possible. The 

Federal Inland Revenue Service (FIRS) is the tax authority responsible for the 

administration of VAT. 

As a matter of general knowledge, registration by ‗vatable‘ persons is the 

starting point of VAT administration. Every person or company carrying on business 

or trade and whose products or services are not exempted is expected to register with 

the FIRS.
563

 The period for registration is six months from the commencement of the 

Act or business, whichever is earlier. Contravention attract penalty of N10, 000 for 
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the first month in which the failure occurs and additional N5, 000 for each subsequent 

month in which the failure continues.
564

 

Ministries, parastatals and agencies of governments are also to register as 

collecting agents of the FIRS.
565

 To enforce compliance, contractors are to provide 

evidence of registration with FIRS as condition for obtaining contract.
566

 In addition, 

non-resident companies shall register through their representatives who transact 

business on their behalf in Nigeria. Registration is, therefore, paramount as it provides 

a data base of ‗vatable‘ persons against which the success of VAT administration is 

measured.
567

 

As is applicable to the other tax laws discussed, VAT assessment complies 

with the self-assessment procedure in which a VAT taxable person assesses himself 

by adding 5% to the total value of his taxable goods and services. It is a self-

assessment tax that is paid when returns are being made.
568

 Unlike other types of 

taxes such as the companies‘ income tax, it does not involve elaborate calculations of 

capital allowances and assessment income. The assessed tax becomes due for 

payment once the invoice is issued and acknowledged. This form of assessment is 

applicable to both input and output value added taxes.
569

 

Though VAT assessment is self assessment oriented, the FIRS may assess on 

a best of judgment (BOJ) bases if the taxpayer fails to render returns or renders an 

incomplete or inaccurate returns.
570

 

In conclusion, there is no doubt that the implementation of SAS has positively 

impacted Nigeria tax administration in a number of ways. The legal backing received 
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by SAS in Nigeria through the provision in the Constitution, Laws and Regulation 

discussed above shows by implication that SAS covers all forms of taxation in 

Nigeria.  
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CHAPTER SIX 

A COMPARATIVE ANALYSIS OF THE OPERATION OF SELF ASSESSMENT 

SYSTEM IN DIFFERENT COUNTRIES 

This chapter will attempt an overview of the Self-Assessment System (SAS) 

in various countries. For a detailed analysis and in order to distinguish operations 

among them, this chapter is divided into two parts: Self-Assessment in Developed 

and Developing countries. For the developed countries, an analysis is made for six 

(6) countries; they are the US, the UK, Australia, Canada, New Zealand, and Japan 

while Malaysia, Sri-Lanka, Cambodia and Bangladesh represent the developing 

countries. An analysis of all these countries will reveal that they have or used to have 

similarities with the Nigerian tax system which is the focal tax system under review in 

this work. 

Regardless of the advantages or disadvantages that Self-Assessment (SA) 

might bring about to the tax authority or the taxpayers, SA has been part and parcel of 

tax reforms in many countries. Hence it is necessary to examine the series of tax 

reforms that have been undertaken together with the implementation of the SA in a 

number of countries. The following sections highlight the introduction, 

implementation and practices of SA and related tax reforms in five developed and 

three developing countries. 

6.1 Self Assessment in Developed Countries 

6.1.1 United States 

The beginning of Income tax and the Income Revenue Service (IRS) started in 

the US during the civil war in 1862 when President Lincoln and congress created the 

position of Commissioner of Internal Revenue and enacted an income tax to help bear 

war expenses. When the civil war ended in 1872, the war income tax ceased to be 
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imposed. About two decades later in 1894, the US congress attempted to impose a 

similar tax by passing the Tariff Act (1894). However, in 1895, the US Supreme 

Court ruled that the imposition of income tax was unconstitutional.
571

 The 

constitutional requirement to enable the imposition of income tax was put in place in 

1913 by the sixteenth Amendment (this is part of the United States Constitution which 

allows the congress to levy an income tax without apportioning it among the states) 

and hence the imposition of a Federal Income Tax was reinstated.
572

 

Also, in 1913, the substantial increase in the number of taxpayers, the limited 

time frame to assess all the tax returns, the shortage of human resources and the need 

to increase the efficiency of tax collection, meant that the IRS required all taxpayers 

to assess their own liabilities and to send in their returns together with their payments 

of tax. Since 1913, taxes have been imposed on a full self-assessment basis, that is, 

taxpayers assess their own tax liability and pay taxes or receive a refund. This system 

is premised on ‗voluntary compliance‘.
573

 

A series of tax reforms and modifications had been done in the US since the 

commencement of SA almost a century ago. These reforms have included various 

improvements to the tax administration in general in order to develop public 

awareness of the system, increase voluntary compliance and boost the accessibility of 

payment and adequacy of collection. For example, in July 1940, a withholding tax 

system (i.e. deduction of tax at source) was introduced by the Income War Tax Act 

(1940) followed by the ‗Pay As You Go‘ (PAYG) system in 1943.
574

 In the 1940s, 
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wage-earners were assessed on a half year basis of their income as reported by their 

employers for each half year, ending in April and October respectively. The annual 

returns then had to be filed in September or October by employees.
575

 The 

introduction of withholding tax created a protest from wage-earners who claimed that 

the system was unfair, with problems in record keeping as well as the perceived level 

of tax burden. Further, the adoption of withholding tax was found to be hostile among 

certain taxpayers.
576

 

The then income tax administration was being shaped by a few major events 

such as the development of the standard deduction, per capita exemption, PAYG 

withholding tax and the reorganization of the income tax administration in 1951 and 

1952. Consequently, in 1953, the Bureau of Internal Revenue was replaced with the 

Inland Revenue Service or IRS. Subsequently, automatic data processing was 

introduced in 1959 together with the legislation for direct filing of tax returns.
577

 

Although tax administration developed following this change, tax compliance issues 

were not entirely resolved.
578

 After World War II, the income tax base was converted 

from a narrowly-based tax which affected some 8 million taxpayers to a broadly-

based tax which affected about 70 million taxpayers.
579

 Due to the inability to audit 

all tax returns, taxpayers were required to assess their own tax liabilities and to send 

in their returns together with their payments of tax. 

During the 1960s and 1970s, SA was adhered to with national pride and 

regarded as the great strength of the American tax system.
580

 Even without direct 
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empowerment activities, 97 percent of total revenue collected came from self-

assessment or voluntary compliance. The remaining three percent was collected by 

direct enforcement.
581

 The good compliance rate among taxpayers was attributed to 

patriotism, good citizenship and common honesty.
582

 

As regards the voluntary compliance of taxpayers, efforts in the beginning 

were geared towards service programme for auditing returns.
583

 This service 

programme relied strongly on the taxpayer compliance measurement programme 

(TCMP) which was launched in the mid 1960s and designed to nurture and support 

the SA system.
584

 The IRS also utilized computer processing to replace the heavy 

manpower commitment involved in selecting returns for audit. For those classes of 

returns characterized as ‗Low Level of Compliance‘ audits were carried out – 50 

percent of which were carried out in the field and the remainder were carried out in 

the offices of the IRS.
585

 The audit programme was then expanded to cover taxpayers 

who had previously not been examined. This approach comprised three major 

elements, namely pre-identification of large corporate taxpayers; coordinated control 

to assure prompt audit results and the use of audit teams to conduct uniform audits.
586

 

The US tax administration‘s policy was focused on three main goals, namely 

seeking more reasonable and responsible interpretations of the tax laws; providing 

better service to American taxpayers and continuing a vigorous enforcement 

programme to discourage and deter tax abuse.
587

 To ensure that the IRS‘s employees 

possessed the appropriate knowledge and skills to achieve these objectives, classroom 
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and on the-job training were provided, consultants were employed to help to improve 

on the clarity and polite tone of letters and notices sent to taxpayers.
588

 

The TCMP was discontinued indefinitely in October 1995 and a new taxpayer 

compliance measurement project entitled the ‗National Research Programme (NRP) 

was launched to replace the TCMP.
589

 The main difference between the audit 

approach under TCMP and NRP was that NRP auditors appeared ‗more friendly‘ by 

requesting ‗reasonable substantiation‘ for income and deductions claimed by 

taxpayers. The missions of NRP were across-the-board and included the provision of 

compliance data, determination of the compliance rate on voluntary reporting and the 

improvement of IRS affairs by providing particular information about non-

compliance. 

In order to aid compliance in the SAS, various education programmes such as 

the ‗Public Information Programme‘, ‗Free Tax Return Preparation for You by 

Volunteers‘, ‗Volunteer Income Tax Assistance Programme (VITA)‘, ‗Tax 

Counseling for the Elderly‗(TCE), and ‗Military Personnel And Their Families Get 

Free Tax Help‘ are being implemented in the US.
590

 The tax returns and instructions 

have been simplified and problems encountered by taxpayers, especially in relation to 

the type and colour of return, were identified through national surveys. Consequently, 

different taxpayers are issued with different forms and instructions to accommodate 

their needs and ease the process of filing tax returns.
591

 

Although income tax compliance is better in the US than in most other 

countries, the IRS had estimated roughly 15 percent of individuals‘ income remained 
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unreported. The annual tax gap
592

 was once estimated to be $200 billion of which 

three-quarter is attributed to individual taxpayers.
593

 For the years 2008 to 2010 the 

estimated gross tax gap was $458 billion.
594

 The gross tax gap is the amount of true 

tax liability that is not paid voluntarily and timely.
595

 Whilst the voluntary compliance 

rate (VCR) was 81.7 percent. These estimates, which remain the most recent 

published estimate available,
596

 were conducted using data collected in the year 2008 

and 2010. 

SA has been in place in the US for almost a century and the overall 

compliance rate is quite high. The vast majority of these receipts are collected through 

the self-assessment system. According to the U.S. Department of the Treasury, Office 

of Tax Policy,
597

 

The vast majorities of these receipts are collected through our voluntary 

compliance system, under which taxpayers report and pay their taxes with no 

direct enforcement and minimal interaction with the government. The overall 

compliance rate achieved under this system is quite high. 

6.1.2 Australia  

The introduction of SA in Australia was a fragment of the tax reform process 

in Australia, which began in 1986, and has been well integrated into the overall 

Australian taxation system. The Australian Tax Office (ATO) recognized that the 

traditional assessment system of ‗checking and ticking‘ was not cost effective and has 
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not much causatum on the general compliance with the income tax law.
598

 SA was 

believed strongly to provide a better channel for advancement in the efficiency and 

effectiveness of ATO as well as operating as a vehicle enhancing taxpayer 

compliance.
599

 Although the move to SA by the ATO was reflective of an adaptive 

and responsive organization, the essence of SA was explicitly meant to shift the 

burden of assessment from the tax authority to taxpayers.
600

 

In Australia, SA was introduced at intervals. Firstly, it was applicable in part 

only to individual taxpayers, but was subsequently extended in full to companies and 

superannuation funds. However, subsequently after the implementation of SA, 

modifications to improve the system were carried out in 1992. The modifications and 

adjustments included the introduction of public and private rulings, interest for under 

payment or late payment of tax and a new penalties regime.
601

 In addition, a shorter 

period of review for individual resident taxpayers with simple tax affairs was 

implemented with the intention of reducing record keeping obligations. 

Under SA, the tax returns filed by non-individual taxpayers are deemed as an 

assessment issued by the Commissioner of Taxation for various purposes under the 

Income Tax Assessment Acts. For individual taxpayers, a notice of assessment is 

issued by the ATO. The ATO accepts most returns at face value and processes them 

without any review.  Instead, emphasis is shifted to taxpayers‘ advisory services and 

post assessment checks including audits. The ATO may audit any claim made and of 

course may impose penalties and/or charge interest on unpaid taxes discovered.
602
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Since nearly two decades since the implementation of SA in Australia, it has 

enabled the ATO to better utilize its resources and to focus on taxpayer services and 

post-assessment compliance activities.
603

 The ATO‘s success in implementing SA is 

partly attributed to its comprehensive compliance programmes. The Compliance 

Programme is published yearly by the ATO with the goal to share openly with the 

community the strategies and the results achieved in the previous year. The annual 

compliance programme is drawn up by the ATO for various categories of taxpayers. 

The programme sets out the ATO‘s compliance priorities and approaches in tackling 

aggressive tax planning and spells out clearly what it intends to do to ensure the 

integrity of the tax system.
604

 This programme also adopts a general approach to 

providing assistance and education to support taxpayers in self-assessing their taxable 

income and entitlements. The information needed is made available through 

publications such as ‗Tax pack‘, ‗e-tax (electronic lodgment)‘, ‗Retirees Tax Pack‘ 

and ‗Short Tax Return‘ in which explanations on common mistakes is included. To 

ensure that taxpayers comply with the law, complex audits and reviews or enquiry 

before returns being lodged or assessments issued were conducted. Finally, to assist 

taxpayers in understanding their rights and how they might be dealt with by the ATO, 

the Taxpayers‘ charter and the compliance model guide were issued.
605

 

Business owners are required to prepare their own activity statements with 

regards to goods and services tax and income tax and also to understand their 

obligations in maintaining adequate records. An electronic tool was developed to 
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enable them to self-assess their record keeping capabilities and identity possible 

weaknesses.
606

 

Various procedural changes have been made in order to enhance compliance. 

Among these, an option to move from monthly to quarterly lodgment of business 

activity statements from some employers withholding PAYG was given. The ATO 

also endeavors to identify patterns of poor compliance; competency issues among tax 

agents in performing their duties, and to focus on key compliance features such as tax 

evasion and fraud, aggressive tax planning, international tax issues and overdue debt. 

Taxpayers who either do not lodge or lodge late are also highlighted for further 

action. Lastly, for those who lodge returns and may be involved in the cash economy, 

their financial performance would be scrutinized against industry norms. 

The introduction of SA in Australia had led to changes in the administration of 

the ATO and changes in enforcement strategies by the ATO whereby post assessment 

activities such as audit have become significantly more important.
607

 

Unfortunately the major shortcoming of the SA system lies in the complexity 

of the Australian tax laws
608

 where taxpayers deal with uncertainty. As a result of 

uncertainties in interpreting and applying the tax law, and increased enforcement 

activities under SA, Australian taxpayers tend to rely heavily on tax professionals for 

advice and also to seek assistance of tax agents to file their returns
609

 while the ATO 

had endeavored to educate taxpayers and simplify the law, the tax administration and 
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law still remains contentious, complex and ambiguous and has resulted in increases in 

appeal against penalties, tax rulings and tax law interpretations.
610

 

Even with the successful implementation of SA in Australia, improvement 

remains the primary focus of the ATO. For example, the Australian Treasury has 

released a report entitled ‗Review into Improving the Self Assessment System‘
611

 to 

improve aspects of the income tax self assessment system. The review had focused on 

areas in need of most attention and overall made recommendations directed at 

improving taxpayer certainty, reducing compliance costs and achieving a more 

balanced penalty arrangement and ensuring that taxpayers have a better understanding 

of their obligations under SA. 

6.1.3 United Kingdom 

The income tax in the UK began in the 1790s at a time when the British were 

faced with continuous warfare with France. Financial concerns led to taxation 

innovations in both countries. William Pit (The younger), the then Prime Minister was 

credited the father of income tax in the UK. He introduced ‗Triple Assessment‘ in 

1798 and then expanded to a general income tax in 1799 with more focus on property-

based income tax such as tax on rentals and house value.
612

 

In 1944, a new income tax system was introduced known as Pay-As-You-Earn 

(PAYE) where an employee received his or her salary and wages after tax deduction. 

Taxation at source had long been a core principle of the UK‘s tax system, with its use 

in income tax collection commencing in 1803 in addition to Pitt‘s income tax system. 

This system has contributed to the government in terms of improvement in cash flow, 

reduction in bad debts, and ease of taxpayers‘ payments of weekly or monthly taxes, 
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thereby preventing large annual payments at the end of the tax year.
613

 In 1965, two 

new taxes were established: Corporation Tax and a real property gain tax called 

Capital Gains Tax. Capital gain tax aimed not to increase revenue significantly but to 

decrease non -compliance and increase equity among taxpayers. In 1984, inheritance 

tax was introduced to replace capital transfer tax which was launched in 1975. 

The Self Assessment System was introduced in the UK in 1996/97.
614

 

Following the introduction of SA in Australia, there had been suggestions that the UK 

should move to SA.
615

 The introduction of SA in UK seemed to be the biggest single 

change on the UK since the implementation of PAYE in 1944.
616

 The introduction of 

the SARS in the UK was driven by three main reasons.
617

 

Firstly, the costs of administration were high since the 1970s. The Board of 

Inland Revenue reported that the cost of collecting taxes from 1974 to 1975 was about 

£200 million –most of this being used for staff salaries.
618

 In 1976, the Inland 

Revenue had employed nearly 81,600 staff, an increase of 7,000 staff compare to 

those employed in 1975 and of which number had increased to 90,000 by 1978. 

Asides that, the cost of administering individual taxes averaged 1.75% of the net 

revenue collected.
619

 This percentage was quite high compared with that in the USA, 

particularly as the number of staff was thought to be comparable with those in the 

UK. 

Secondly the debate of tax credits in early 1970s has also led to the 

introduction of SAS. The existence of a reduced-rate band for low income earners 

would result in many years end adjustments as the amount of tax withheld each week 
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would not add up exactly to the total tax due for the whole year. Consequently, tax 

administration could not cope easily with many year adjustments and therefore, the 

tax credit scheme could not easily incorporate a reduced rate band.
620

 

The third reason was in relation to the costs of administration, the discussion 

of local government finance culminating in the report of the Layfield committee of 

enquiry required some 12,0000 additional civil servants in the 1970s to administer the 

tax collection. This significant increment would reflect the additional cost of 

administrations due to the increase in workload during that time.
621

 

As a result of the consequences of the cost of administrations, the flexibility of 

the structure of marginal tax rates and the feasibility of the local income taxes, the 

committee suggested that there was a need to propose a new system, the self 

assessment system, to overcome these problems. Thus, the introduction of SAS in 

1996/97 for individuals in the UK was made in the hope of increasing the efficiency 

of tax administration and collections. 

The objective of SAS in the UK, as in all developed and developing countries, 

was to make the tax system simpler, fairer and easier for taxpayers, to make it 

possible for the Inland Revenue to accept the statement of Accounts without further 

review and to allow taxpayers to pay the right amount of taxes at the right time 

without intervention by the Inland Revenue. Aside these, SAS permits taxpayers to 

understand and to have more control over their own tax problems and eventually, 

should open up ways  for further reforms to simplify, unify and improve the system of 

personal taxation especially in relation to customer services through greater co-

operation between taxpayers and the IR.
622
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Compliance issues remain important in the UK tax system. Tax administrators 

in the UK face some difficulties from the perspective of tax practitioners. A research 

study
623

 revealed a number of problems particularly in relation to procedures arising 

from the implementation of SAS. The following issues were highlighted: 

i) Many problems were encountered in completing the Statement of 

Accounts, in response to which the IR acknowledged the need to 

make improvements.
624

 

ii) The SAS restricted the practitioners‘ access to well-trained IR staff.
625

 

iii) Inconsistent practices at the IR due to the restructuring of Tax Service 

Offices and Tax District Offices with the reduction in staff and their 

inconsistent training. 

iv)  Software-related problems during the introduction of electronic 

lodgment of tax returns, and 

v) In relation to electronic filing, tax practitioners faced difficulties when 

lodging tax returns themselves because they needed a digital signature 

form their clients. This led to an increase in costs incurred by 

practitioners. 

Notwithstanding tax compliance concerns, other related issues also emerged, 

such as simplicity of tax returns. Since SAS is fully reliant on the taxpayers to assess, 

the tax returns were quite difficult to complete. Many taxpayers perceived that the tax 

system itself was too complex, difficult to understand and the terminology used were 

unfamiliar to taxpayers
626

 e.g. taxpayers might get confused between ‗tax allowance‘ 

and ‗tax credit‘ as well as ‗relief and deductions‘. To help overcome this confusion, 
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the tax authorities have engaged in a variety of activities to help educate taxpayers in 

the details they need to know in order to be tax complaint. This has widened the 

development of ‗Tax Aid‘. This organization is a registered charity established in 

1992 to provide free tax advice and assistance to individuals in financial need. 

However, some improvements have been identified e.g. taxpayers who sought 

considerable help in 1997 and 1998 were able to complete their own returns without 

much help in 1999.
627

 However, the returns were still considered not flexible enough 

to accommodate the different needs of taxpayers, especially those that frequently 

shifted from the ‗employed individual‘ status to ‗self-employed‘ status, or vice 

versa.
628

 

In spite of the numerous problems faced by practitioners and taxpayers, the 

Inland Revenue had beliefs that the goals of SA, as mapped out by the Inland 

Revenue had in most cases been actualized. The Inland Revenue acknowledged that 

notwithstanding there was some difficulties in the beginning, taxpayers and 

practitioners had coped well with SA.
629

 The UK government had benefitted from 

SAS with improved administration of income tax, making assessments not difficult, 

adept, honest, encouraging taxpayers to disclose all income voluntarily and making 

their tax affairs up to date. SAS has also brought about technological innovations e.g. 

e-filing, instilled public awareness through education programmes for practitioners 

and employers and consultation with external bodies on an unprecedented scale.
630

 

Needless to say, like in some other countries, there remains room for improvement in 

the implementation of SA in the UK. 

6.1.4 Japan 
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Tax administration in Japan has gone through numerous reforms to improve 

its standards. The principal taxes on income, the Income Tax and the Corporation Tax 

form the backbone of the Japanese tax system.
631

 Self assessment system was 

introduced in Japan in 1947 to replace the direct assessment system as a result of a 

post-war wave of democratization.
632

 The principal purpose of SA was to raise the 

rate of appropriate tax filings and payment of taxes through taxpayers‘ cooperation. 

However, 1868 was the beginning of modernization for Japan. At that time they 

received the majority of their tax revenues comprised mostly of land tax and liquor 

tax. Income tax was first introduced in Japan in 1887.
633

 

At the inception, a direct assessment system was being implemented. In 1947 

at the end of the World War II, the self-assessment system was applied to all the 

major sources of tax revenues. The introduction of SAS was a massive transformation 

in the taxation method and it was the start of a series of major tax administration 

reforms in the post-war era. In the early days of introduction, the tax authority was 

worried about winning the trust of taxpayers and there were many alterations to the 

process before the system was considered to be operating smoothly.
634

 In the period 

following the end of World War II, inflation was running at over 100% per annum in 

Japan. It was no longer possible to secure the necessary tax revenue in the hyper-

inflationary environment since the existing taxation system was based on the previous 

year‘s income. A decision was taken to adopt a new system under which taxpayers 

would calculate and file their own income for the current year. Again, the incapacity 

of the revenue staff in dealing with increasing numbers of taxpayers was another 

driving factor backing the move to SAS. This was as a result of the sudden increase in 
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the number of people who had to pay tax because the inflationary economy was 

creating many more taxpayers as tax thresholds failed to keep up with inflation. The 

main problems encountered in the early stage of AS in Japan includes the 

following:
635

 

1) Problems finding out individuals running their personal business. 

2) Individual income tax has a minimum taxable income threshold, 

making it harder identifying those with tax obligations. 

3) Many sole proprietors and family - owned small scale corporations 

found it quite challenging adapting to the new system, and many 

did not even keep accounting books. 

4) Tax officers were making assessments without any clear basis 

through which to meet the target, resulting in the public further 

losing trust in the tax authority. By 1948, many anti-tax protests 

were staged in various parts of Japan. Some had led to threats and 

violence against tax officers. In some cases, petrol bombs were 

flung into tax offices and incomes of tax executives. 

5) The actual amount of tax paid was less that the amount budgeted 

for by the government. 

6) The difficulty in terms of filing and collection. 

As a result of the many problems which arose with the then existing tax 

administration and the consequent deterioration of the nations‘ trust of the tax 

authority, it was thought that a more specialized tax administration organization was 

needed. Therefore in June 1949, in order to pressure the trustworthiness, the National 

Tax Agency (NTA) was established as a separate body from the Tax Bureau of the 
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Ministry of Finance
636

 to focus on tax assessment and collection. 
637

The emergence of 

NTA proved to be a favourable progress in continuing the believeableness and 

authority of the tax authority. They have increased the sense of ethical duty toward 

tax. Efforts were fashioned to in addition inform taxpayers about the tax system and 

to provide advice for those requiring assistance. They also focused in human 

resources development including improved staff education, promotion of 

bookkeeping and accounting records and proper tax filing and also received important 

support from tax associated bodies in the private sector. 

In Japan, as in the USA and the UK, ensuring compliance through tax audits 

and fines is a common approach to improving tax collection.
638

 In order to preserve 

people‘s trust in the system and their belief that tax is applied equally, and to maintain 

their motivation to file and pay taxes correctly, it is essential that those who try to 

avoid tax be dealt with firmly, sometimes by making them the focus of prioritized tax 

audits. Tax collection had also become a major obstacle, whereby it operated in an 

extraordinary environment where delinquency rates were more than 40%.
639

 

Prevention of non-compliance and prompt addressing of new delinquency therefore 

became the focus. While calling upon taxpayers to pay on time, automatic debiting of 

tax against their bank accounts was also implemented. As a result, non-compliance 

rates fell significantly and collection operations started to improve. 

Currently, SA is firmly established as part of the Japanese tax system. The 

success of the SA system has been due to the efficiency of the Japanese tax 

administration in taking both legislative and administrative measures to support the 

system.. These measures included appropriate implementation of withholding taxes 
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and provisions for proper bookkeeping requirements. The introduction of the national 

tax comprehensive management system known as Kokuzei Sougou Kanri (KSK 

system) has also contributed to the success of SA in Japan.
640

 

The KSK system is a comprehensive or automatic data processing system that 

is able to store taxpayers‘ information, carry out administrative tasks, present 

statistical information and issue certificates for taxpayers who pay their taxes 

promptly. The system is able to identify deficient returns and classify them into two 

categories: those that require tax officials‘ visits and those that do not require tax 

officials‘ visit to premises of taxpayers.
641

 

The Japanese tax system continuously focuses on enhancing tax compliance 

through having good relationships with customers (taxpayers) and undertaking 

enforcement activities. For instance, taxpayers may choose to submit their returns by 

postage-free filing or through electronic filing where taxpayers require more 

explanation, taxpayer information services including tax counseling are provided. In 

terms of enforcement, strong and disciplined audit teams conduct three types of 

examination: General Examination i.e. where basic details are required, Special 

Examination i.e. dealing with complications and tax evasion matters and Point 

Examination i.e. covering field examination of specific items. For delinquent 

taxpayers, an appropriate audit would be conducted coupled with the imposition of a 

range of penalties.
642

 

Self-assessment in Japan has gradually become accepted by the public as the 

basis for the stable tax revenue that is required for running the nation. Now it has 

firmly taken root and the Japanese are presently handling the challenges of the 21
st
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century. The basic principles and objectives of SAS have however remained 

unchanged. There are many developments in the environment surrounding tax 

administration in Japan, such as the information technology (IT) explosion, 

globalization, the declining birthrate and the aging of the population. The number of 

taxpayers has risen and cases of tax assessment and collection are getting more and 

more complex and difficult. To overcome these problems, the Japanese tax authority 

have set up five basic themes for tax administration, namely taxpayer service, 

ensuring compliance, the use of IT and streamlining operations, the role of tax 

accountants, and human resources development.
643

 

To conclude, the history of the Japanese tax administration particularly as it 

relates to SAS is seemingly a series of steady steps taken to strengthen tax audits, 

increase tax collection and preserved fairness and equity as well as other activities to 

ensure compliance. A steady effort to work on the basics such as developing human 

resources, instilling public awareness and educating taxpayers have also proved very 

important. The success in implementing SAS in Japan has not come about easily but 

strong co-operation between the tax authority and taxpayers is the main element. 

6.1.5 New Zealand 

Self assessment was introduced in New Zealand (NZ) as a result of tax reform 

in the mid 1980s.
644

 Tax reform in NZ was an integrated part of an economic 

restructuring and liberalization process to meet market forces. It was necessary due to 

the failure of the then existing system to collect sufficient revenue to finance 

government expenditure. The old system offered too many tax incentives and 

loopholes and was too costly to administer. The high tax rates on personal income tax 
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had also resulted in tax avoidance and evasion.
645

 Furthermore, the introduction of SA 

was expected to add and enhance other improvements being made to simplify tax 

administration. 

The NZ tax administration adopted the practice of SA for many years before 

implementing the necessary legislative changes.
646

 The government felt that this 

situation caused deficiencies in the tax system and gave rise to a duplication of 

responsibilities in the sense that taxpayers would self-assess their own tax liabilities, 

but the commissioner was still required by the then legislation to make an assessment. 

This duplication in actual fact cause inefficiencies and thus was uneconomical in 

terms of administration.
647

 

Subsequently, the SA system was legislated effective from 1
st
 April 1999. This 

reform was essential to bring the Tax Administration Act (1994) in line with existing 

administrative practices. The legislation provided a legal framework that was 

consistent with the other administrative reforms such as penalty provisions, disputes 

resolution procedures and binding ruling legislation.
648

 

Although SA in NZ has been legally established, taxpayers are given the 

option of either assessing their own liability or electing for the tax authority to 

undertake the assessment. This seems to be inconsistent with the objective of SA as 

practiced in other countries. The argument put forward by the Commissioner was that 

the Inland Revenue Department (IRD) was merely doing a service by assessing the 

tax liabilities on behalf of taxpayers. This would effectively help in establishing the 

date of the notice of assessment, as the date of filing the return is deemed to be the 
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date of the notice of assessment.  The tax authority only issue a statement confirming 

the amount of tax due, as no notice of assessment is issued.
649

 In practice, this means 

that on the date of receipt of the taxpayer‘s assessment, the return is date stamped-

electronically or manually, and it is this date that is entered into Inland Revenue‘s 

computer system. Once this date is entered into the system, a return acknowledgment 

form is generated and sent to the taxpayer. The taxpayer will therefore have a record 

of the date of receipt, and the date of self assessment.
650

 

NZ operates a full SAS for Income Tax. Taxpayers assess their own liabilities, 

then claim a refund or pay the amount owing. The Inland Revenue Department (IRD) 

as noted above does not issue assessment notices as a matter of course, however, it 

does issue a Personal Tax summaries or Statement of Earnings when requested by a 

taxpayer. In practice, around 75% of New Zealand wage and salary earners do not 

lodge income tax returns. Instead, to pay the correct amount of tax during the year, 

they rely on the extensive tax withholding system for wages, salary, interest and 

dividends. In addition, taxpayers do not need to contact the IRD if they have less than 

N2$200 under or overtaxed income. Significant numbers of other individual taxpayers 

must confirm the details of an IRD Generated Personal Tax summary including wage, 

salary and interest details. They do this instead of lodging a return. Once taxpayers 

confirm these details; they receive a refund or pay the amount outstanding. Businesses 

and individual taxpayers with income outside the withholding tax system (such as 

from rent), must lodge returns.
651
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The IRD issues non-binding information to taxpayers and tax agents through 

its monthly Tax Information Bulletin, a telephone service, Fact/Information sheets 

and a tax return guide (like Australia‘s Tax Pack). The IRD also issues four types of 

legally binding rulings: public, private, product and status. Taxpayers do not have to 

follow a ruling nor can they appeal or dispute a ruling, however they must disclose in 

their tax return if they follow a ruling. The IRD publishes public rulings, giving its 

interpretation of how certain tax laws apply in a given situation. Private rulings 

indicate how the law applies to a particular taxpayer and other taxpayers cannot rely 

on them. The IRD does not publish private rulings. Taxpayers pay application fees 

and preparation fees for them. Product rulings state how the law to a particular 

transaction rather than to a particular taxpayer. The IRD publishes product rulings in 

the Tax Information Bulletin and taxpayers seeking them pay fees on the same basis 

as for private rulings. Status rulings clarify if changes in the law affect a private or 

product ruling a taxpayer has received previously.
652

 

In conclusion, the NZ SA system is firmly established with extensive reliance 

on the tax withholding system for wages, salary, interest and dividends. However, NZ 

operates a self-assessment system under which companies and individual self-assess 

their income tax liability and returns can be filed in hard copy or electronically.
653

 

 

6.2 Self Assessment in Developing Countries 

Having analyzed the SAS of some of the above developed countries, this 

section discusses the use of SAS in some developing countries. These countries are 

Malaysia, Cambodia and Sri-Lanka. These later two countries illustrate cases of 
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relatively successful SAS implementation (Cambodia) and one facing more problems 

(Sri-Lanka) with their use of SAS although it is acknowledged that wide varieties of 

tax and SAS design can be found amongst developing countries. 

6.2.1 Malaysia 

Tax in Malaysia was introduced by the British into the Federation of Malaysia, 

in 1947 and was based on Heasman‘s Report.
654

 Initially, the Income Tax Ordinance 

1947 was gazetted as the main act but this was subsequently reformed and replaced by 

Income Tax Act 1967 (ITA) which took effect on January 1, 1968. During that time, 

ITA consolidated the three acts of income taxation namely Sabah Income Ordinance 

1956, Sarawak Inland Revenue Ordinance 1960 and Income Tax Ordinance 1947. 

Currently, ITA 1967 is the main Act to govern direct tax in Malaysia including 

corporate and individual income tax. The Lumbaga Hasil Dalam Negeri or the Inland 

Revenue Board (IRB) is the tax authority which administers direct taxes in Malaysia. 

Other than ITA, the IRB are also responsible for administration, assessment, 

collection and enforcement of real property gain taxes, petroleum taxes and stamp 

duties. Royal Malaysian Customs (RMC) is the government agency responsible for 

administering the nation‘s indirect tax policy. SAS was first introduced in Malaysia in 

2000 as one aspect of tax reforms.
655

 SAS was first introduced in 2001 for companies 

and 2004 for personal taxpayers. Thus with the change to SA the onus is on taxpayers 

to comprehend, interpret and to comply with the relevant provisions of the tax law 

that are applicable to their respective circumstances,
656

 while the IRB‘s onus is to 

review and verify tax returns based on the IRB‘s interpretation and application of the 

tax law. 
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Prior to the implementation of SA in Malaysia, taxpayers were only required 

to file their returns and report their incomes that were assessable to tax. The IRB 

would assess the taxpayers‘ tax liabilities and would issue notices of assessment. 

Upon receipt of the notices of assessment, taxpayers would be required to pay their 

respective taxes within 30 days from the issue date. Under Malaysian SA, the tax 

returns filed by taxpayers are deemed as notices of assessment, and the IRB is not 

required to issue any such notices. Taxpayers are therefore required to pay whatever 

taxes that are due to the IRB by the specified due dates.
657

 

The main objectives of adopting SA in Malaysian were to enhance voluntary 

compliance among taxpayers, to minimize administrative cost and to lessen the 

burden of the IRB.
658

 Under the Official assessment system, the rate of compliance in 

terms of lodgment of returns was regarded as unsatisfactory, as it was reported that in 

1997, the compliance rate of returns field was only 69.2 percent and further it was 

reported that from 1990 to 1996, approximately 20 to 30 percent of the returns filed 

were not finalized by the end of the year by the IRB.
659

 This trend continued as it was 

reported that in the year 2002, although nearly three million tax returns were 

finalized, they represented only 61.8 percent of returns lodged.
660

 

The official assessment system was considered costly, inefficient and complex 

to administer, especially since the assessment and appeal processes placed a heavy 

burden on the IRB. The high volume of returns lodged resulted in backlogs of 

unassessed cases, and delays in processing and issuing of returns. This was also partly 

attributed to by the dependence on the correctness and completeness of the 

information submitted by taxpayers. Weak enforcement due to lack of qualified staff 
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and shortage of staff to carry out enforcement activities added to the administrative 

problem experienced by the IRB under the official assessment system.
661

 Several 

studies indicated that SA could successfully address such problems
662

 which 

ultimately led to its adoption by the IRB. 

The IRB in Malaysia thereafter reported that with the implementation of SA, 

income tax collection had increased from RM 13.9 billion in 2000 under the official 

assessment system to RM 20.8 billion in 2001 and it attributed the increase to the 

implementation of SA.
663

 

6.2.2 Sri Lanka  

Income tax is Sri Lanka was first introduced in 1932. Income tax 

administration was mainly governed by the Income Tax Department (ITD) which was 

established in the same year and now ITD is known as Department of Income Tax, 

Estate Duty and Stamps (the Department). The vision is ‗to be a taxpayer friendly tax 

administrator delivering excellent service to the taxpaying public, with well trained 

and dedicated staff‘
664

 while the mission is ―to collect taxes under the law by 

encouraging voluntary compliance, and to enhance public confidence in the integrity 

and efficiency of tax systems by administering tax and related legislation fairly, 

uniformly and courteously and thereby facilitate and foster a beneficial tax culture‖.
665

 

To realize both vision and mission, strategic goals were also outlined which were ―to 

improve voluntary compliance with the tax laws through programmes which 

encourage and assist that and detest those who do not comply and, where necessary, 
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take appropriate corrective action‖.
666

 Judging from its mission and strategic goals, 

‗compliance‘ and ‗corrective action‘ appear to be important goals in administering tax 

in Sri Lanka. 

Self assessment system was adopted in Sri Lanka in 1972 which posits that Sri 

Lanka has been experiencing 45 years of operation of SAS. However, the triumph of 

SAS does not rely on how long it has been implemented. In other words, various 

factors play significant roles in relation to a SAS victory. Although the SAS has been 

in operation since 1972 in Sri Lanka, a Commissioner in the Inland Revenue 

claimed
667

 that the system was only suitable for implementation in developed 

countries but not for Sri Lanka. He also claimed that only 31% out of approximately 

250,000 tax returns were audited every year and that 97% of tax remained unaudited. 

The tax authority relied on the self-assessed tax returns, with no detailed auditing 

carried out. The Inland Revenue commissioner also asserted that tax audits or 

assessments would be exercised if it was felt that an additional tax could be generated 

due to lack of human resources. Principally, individual taxpayers should be audited 

every three years at least. As a result, the Sri Lanka tax authorities are suffering an 

increment in tax collection default due to inefficient tax audits and tax collections.
668

 

According to the Annual Report 2008 published by the Central Bank of Sri Lanka, the 

default tax in 2007 is over RS. 158 billion ( 828 million Pounds) – a 69.7 percent 

increase in default taxes over the figure for year 2000 due to improper tax collection 

procedures and lack of specially trained tax force.
669

 

The Inland Revenue commissioner also admits that the main problem for the 

successful implementation of SAS is lack of human resources. For example, since 
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2007, 118 (out of approximately 750) tax officials have left due to lack of job 

satisfaction – graduates who are recruited as tax officers, have no promotion 

prospects. They remain tax officers until they retire. Despite no future prospects, the 

burdens of the job also become another factor explaining why many tax officials have 

left. On average, a tax official has to assess 800-1,200 tax returns every year.
670

 

Consequently, the tax authority must train new tax officials more frequently, which is 

costly. 

SAS in Sri Lanka appears to be far from being successful according to him 

unless some measures are taken by the tax authority. A continuous education 

programmes to cultivate awareness among taxpayers particularly highlighting their 

responsibilities as taxpayers have been recommended and being implemented.
671

 In 

addition, the government focuses on human resources development as well as offering 

more opportunities (career enhancement) to tax officials so that they would have more 

motivation to work. A user friendly website, as has been introduced in many 

developed countries (e.g. the UK, the USA and Australia) should be developed to 

offer information which is related to tax matters or as a platform for taxpayers to file 

their tax returns and make a payment (e-filing).
672

 Sri Lanka it is submitted generally 

represents what is obtainable in most developing countries that have adopted SAS. 

6.2.3 Cambodia 

Initially, the tax authority of Cambodia was known as the Tax Department. It 

was re-established in 1981 with the capacity of less than 200 officers and the first 

branch was in Phnom Penh with five more offices in other locations. The tax system 

was first introduced in 1982 formally known as Official Assessment (also called the 
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Pure Estimated Regime of Taxation). Like other countries implementing this system, 

Cambodian taxpayers were simply required to declare their income in a tax return and 

furnish all relevant documents to support this claim. Then, tax officials assess and 

calculate the aggregate income and the estimated profit (for a business entity). A 

notice of assessment would then be issued to the taxpayers and payments made to tax 

office cashiers. 

In 1994, a new system called the Self Assessment System was introduced to 

replace official Assessment.
673

 A further tax reform occurred in 1997 whereby a new 

law on Taxation was introduced to accommodate regulations regarding profit tax, 

salary tax, VAT, excise tax, withholding tax and associated administrative rules and 

procedures. The implementation of SAS in Cambodia was undertaken in stages. 

Before 2000, SAS was applied only in Phnom Penh. A year later it was extended to 5 

provinces and by the year 2003, a total of 16 provinces out of 24 provinces were 

involved. The tax system was reformed to confirm with the country‘s transition to a 

market economy. 

The main objective of SAS in Cambodia is to increase the efficiency of tax 

collection.
674

 Several measures have been undertaken to strengthen collection 

including clear strategic management (vision, mission and plans), clear organizational 

structure, controlling of large taxpayers (with a focus on auditing, filing on time, 

payment and debts); methods of direct assessment (calculations, payments and 

penalties); providing good taxpayer service and tax audits (good taxpayer services 

will promote voluntary compliance by improving taxpayer understanding and 
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confidence in the tax system); introducing better quality technology for assessment, 

collection and audit and finally, employing professional staff.
675

 

In the Cambodian self assessment system, employers also have to make 

monthly declarations and payments no later than the 15
th

 day of the succeeding month 

and there is no annual return for personal taxpayers. Tax deducted monthly by the 

employer is deemed to be the amount of tax liabilities for the year of assessment.
676

 

Like other SAS countries, voluntary compliance remains the issue with the SAS. The 

compliance rate is relatively low in Cambodia.
677

 Several measures have been planned 

and undertaken by the tax authority to minimize non-compliance behavior. The 

strengthening of tax auditing to detect non-compliance taxpayers has been 

aggressively implemented.  A measure in which tax officials conduct general audits 

on selected taxpayers all over the country. In 2005, around 1000 large and medium 

taxpayers were audited which resulted in more than KHR400 billion (643,956,00 

Pounds) being collected.
678

 

Continuous staff training has also been conducted in line with tax audits to 

enhance the credibility and performance of the tax officially, and thereby developing 

confidence and exposure to current tax laws. On the other hand, the Cambodian tax 

authority is also facing a number of problems with SAS; many taxpayers file tax 

returns with loss result for many years which in turn reduces tax collection, limits 

their capacity and places a strain on human resources. That is on tax auditors.
679
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In terms of information technology, Cambodia is facing some problems due to 

lack of resources.
680

 The significant cost incurred by IT development not only relates 

to purchasing equipment but also to after-sale costs such as software, technical 

support, and staff training. Therefore, a well-designed computer system is a useful 

device for a tax administration and when used effectively can reduce the cost of 

operations, improve efficiency of controls, and assist taxpayers in complying with tax 

legislation. Limited internet access throughout Cambodia has also been pin-pointed as 

a major barrier to tax administrator‘s attempt to implement SAS effectively and 

successfully in the way it is typically used in developed countries. Statistics show that 

internet coverage was at approximately 6,000 out of total population of 12,573,580 

(0.05%) in the year 2000. 

This number significantly increased to 44,000 out of the total population of 

15,507,538 (0.03%) in 2007
681

. There is no recent data available. 

In conclusion, although Cambodia is a less developed country, it demonstrates 

the spirit necessary to excel in its tax administration. Thus the administrator is 

consistently implementing procedures to realize the country‘s SAS objectives. 

Introducing E-service, the internet, posting tax information on the website, producing 

and providing more tax guides and information brochures, improving the process of 

response answering inquires, providing more seminar, making more use of media 

including TV, radio and newspapers, improving relationship with tax agents as well as 

increasing interaction with community group are some prominent steps being taken 

by the administrator to enhance the efficiency.
682
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It is noteworthy that some other African countries just recently started 

embracing SAS. In Ghana for example, the new Income Tax Act, Act 896 which 

came into force in January, 2016 requires taxpayers to correctly carry their self-

assessment obligations and file the appropriate returns when due.
683

 

According to Ghana Revenue Authority (GRA) there are plans to expand the 

self-assessment scheme to cover all tax-payers in the country by 2017.
684

 Other 

African countries include Botswana (2002), Kenya (1992), Tanzania (2004), Malawi 

(2010), Lesotho (2004). 

6.3 An International Comparison of Self Assessment Systems 

6.3.1 General Tax Administration  

The self-assessment system is widely practiced in the OECD
685

 countries and 

around half of OECD countries have implemented a self assessment system for either 

personal income taxation or corporate taxation.
686

 Tax administration practices across 

OECD countries demonstrate a variety of issues and problems and therefore taken 

collectively, provide a comprehensive review of the majority of tax administration 

issues faced when using self assessment systems. This section therefore builds on the 

specific cases of the USA, the UK, Australia, NZ and Japan already explored in 

details above in order to widen the review of the administration of the self assessment 

system and make brief comparisons therein. 

Out of thirty-five members of OECD, tax administrations have evolved into a 

variety of institutional arrangements, however, in the majority of cases there are 

                                                           
683

 B Ayamgha, Ghana Revenue Authority now running a self-assessment regime – Asare 

<www.ghananewsagency.org/economics/gra-now-running-a-self-assessment-regime-asare—106973> 

accessed on 21
st
 August, 2016. 

684
 Ghana Revenue Authority holds seminar for taxpayers <www.peacefmoni-

ine.com/pages/local/social/2014II/222376.php> accessed on 21
st
 August, 2016. 

685
 The Organisation For Economic Co-operation and Development (OECD). 

686
  (OECD) (2007). Tax administration in EOCD and selected non-EOCD countries. Comparative Information 

Series (2006). Centre for Tax Policy and Administration. < 

http://www.oecd.org/dataoecd/37/56/38093382.pdf> accessed on 10
th

 January, 2015. 

http://www.oecd.org/dataoecd/37/56/38093382.pdf


208 
 

unified and semiautonomous bodies with a broad range of powers. They are mainly 

responsible for tax administration that report directly to their respective governments. 

In many OECD countries, a separate body for the collection of tax and social 

contributions and revenue bodies have been given a considerable degree of autonomy 

to carry out and administer their own tax systems.
687

 The evolution from autonomy to 

semi autonomy administration as well as the integration of tax collection among a 

large number of OECD members has increased taxpayers‘ confidence in the tax 

administrations and their perception of equity and fairness of the tax system.
688

 

Autonomy means a broad range of powers that are mainly responsible for tax 

administration and collections without government intervention while semi autonomy 

means where a broad range of powers that are mainly responsible for tax 

administration and collections with government intervention particularly in 

developing policies.
689

 Over half of the OECD countries report they have established 

semi-autonomous bodies.
690

 In addition, the steps taken by most of the OECD 

countries in using the self assessment system has increased taxpayers‘ awareness, 

knowledge and compliance gradually, particularly within three to five years after the 

introduction of the SAS.
691

 

 

6.3.2 Compliance Measures 

In terms of personal income tax, the vast majority of countries rely on 

‗withholding at source‘ arrangement for the collection of tax revenue in respect of 
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salary and wages. Taxpayers are also required to file their tax returns annually under 

the self assessment system, so the filing methods vary across countries. Also in 

corporate income taxes, just over 50% of member countries have evolved their 

systems of administration to one based on self-assessment principles, as opposed to 

administration assessment.  Again, with minor exceptions all revenue bodies operate 

with a formal set of taxpayer‘s rights set out in law or other statutes, and/or in 

administrative documents. In any democratic society taxpayers/citizens will have a 

number of basic rights as well as obligations in reaction to their government and its 

agencies. Revenue bodies are no exception, and most countries have legislation 

governing taxpayer‘s rights and obligations in relation to tax. Some countries like 

USA (2014) have chosen to consolidate the measures taken to protect taxpayers into a 

‗Tax Charter‘ or ‗Declaration‘ and to publish these widely. In some countries, they 

have taken the form of a general statement of the broad principles which should 

govern the relationship between the revenue body and taxpayers. In other countries, 

these documents provide a more detailed guide to the rights of taxpayers at each stage 

in the assessment process.
692

 

The implementation of SAS in more than 60% of the OECD countries has 

produced significant reforming of the tax administration of these countries especially 

in terms of improving overall taxpayer compliance with tax laws and efficacy. 

Generally speaking, the use of self assessment principles in the countries concerned 

reflects an abandonment of administrative assessment procedures on efficiency and 

effectiveness grounds, in favour of a more targeted verification approach (e.g. risk-

based desk and field audits, computerized matching of income reports) to verify the 

information contained in tax returns. In countries where this change has been made, it 
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has generally been initiated with the objective of improving overall compliance with 

the laws and efficiency through the earlier collection of tax revenue, an expanded and 

better-targeted program of audit inquires; and reducing the incidence of disputed 

assessments.
693

 

Again, in order to further improve their SAS, some OECD countries 

encouraged tax authorities to pre-fill tax returns to assist taxpayers in meeting their 

returns filing obligations. Countries in the Nordic region (i.e. Denmark, Estonia, 

Finland, Norway and Sweden) and more recently in Chile and Spain, have 

fundamentally reformed this approach by making third party information available to 

taxpayers by way of a ‗pre-filled‘ or ‗pre-populated‘ tax return, or ‗tax proposal‘. Pre-

filing entails the use of by revenue bodies of information held by them (e.g. taxpayer 

identity information, elements of taxpayer history, and third party reports of income 

and deductions etc) to populate fields within tax returns etc that are made available to 

taxpayers for their examination.
694

 Noteworthy on this is that Eight revenue bodies 

(i.e. Chile, Denmark, Finland, Lithuania, Malta, Norway, Spain and Sweden) provide 

a capability that is able to generate a fully completed annual tax return (or its 

equivalent) online and/or in paper form for majority of taxpayers required to file tax 

returns in 2013, while four bodies (i.e. Belgium, Iceland, Singapore and South Africa) 

achieved this outcome in 2013 for between 25-50% of their personal taxpayers.
695

 

Unfortunately pre-filing is not being implemented in Nigeria and will be a welcome 

development in tax administration in Nigeria. 
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Furthermore, in order to encourage voluntary compliance, the revenue 

authorities in some countries have compliance measurement framework that could be 

used to monitor and evaluate the impacts of their compliance activities. For example, 

the vast majority (49 of 52 revenue bodies) which includes Australia, Austria, 

Belgium, Canada, South Africa etc were reported to have formal process for 

identifying, assessing and prioritizing their key compliance risk areas (e.g. profit 

shifting, VAT fraud, return non-filing, non-payment of liabilities) as part of their 

organizational planning. However, research identified three revenue bodies (i.e. 

Australia, New Zealand and South Africa) that publish a formal compliance 

programme setting out a summary of the major tax compliance risks identified and 

how they will be dealt with.
696

 This principle although highly recommendable is not 

yet operated in Nigeria. 

For example, commencing in South Africa in 2012, South Africa Revenue 

Services (SARS) published its first compliance programmes. In explaining the 

rationale for publication of its compliance programmes, SAR‘s Commissioner 

observes:  

It may appear somewhat counter intuitive for us to publicly announce 

those areas of risk that will come under the SARS microscope. But in 

doing so, we would like to help people recognize behaviours that pose 

a risk to them and take measures to avoid them, thereby encouraging 

voluntary compliance. We are not out to catch people. Rather we are in 

the business of getting everyone to do right thing willingly. This is a 

bit like road signs which alert drivers to upcoming speed traps. In the 

same way that these have been shown to reduce speeding, international 
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best practice has shown that by highlighting areas of high risk and non-

compliance with tax and custom legislation, taxpayers and traders are 

encouraged to adjust their behaviour.
697

 

6.3.3 Random Audit of Tax Programmes 

Most revenue authorities prefer to be selective when choosing which tax 

returns to audit and selecting only those returns believed to be the most non-

compliant. However, sometimes returns may be chosen at random. Random selection 

means every tax return has an equal probability of being audited, regardless of how 

tax officials perceive a particular individual‘s compliance status. A tax agency may 

initiate a programme of random audits for a variety of reasons. For example, a 

government may wish to ensure that all taxpayers have some chance of being subject 

to audit to ensure fairness in its enforcement programme. Other reasons might be to 

update existing audit selection methods, better allocate agency resources or to identify 

emerging compliance issues.
698

 

Over 29 of 56 surveyed revenue bodies have reported the use of, or intention 

to use, random audit programmes for some of the taxes administered. For example in 

Canada, the Canada Revenue Agency (CRA) runs a Research Audit Programme to 

obtain information on the compliance of the small and medium enterprise taxpayer 

population. Files are selected randomly using statistical sampling methodologies 

rather than based on an evaluation of risk in order to produce statistically valid and 

unbiased results. 

Again, in Ireland, the Revenue Authority conducts a random audit programme 

each year on a sample of cases drawn from the population of taxpayers (largely self-
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employed and investor-type taxpayers). The primary purpose of the programme is to 

ensure that no self-assessed taxpayer is exempted (or believes himself or herself 

exempt) from the possibility of being audited. The programme is also designed to 

measure and track compliance with tax legislation and to provide feedback and insight 

on new trends and compliance issues within the tax system.
699

 

It is obvious that many revenue bodies are giving increasing emphasis to 

strengthen their knowledge of the nature and causes of non-compliance of tax 

payments. It would appear that random audit is used fairly widely notwithstanding 

related cost considerations and such audit programmes are worthy to be imbibed in 

Nigeria. 

6.3.4 Electronic Services (e-service) 

The concept of e-service (short for electronic service) represents one 

prominent application of utilizing the use information and communication 

technologies (ICT) in different areas. However providing an exact definition of e-

service is hard to come by as researchers have been using different definitions to 

describe e-service. Despite these different definitions, it can be argued that all agree 

on the role of technology in facilitating the delivery of services, which make them 

more of electronic services.
700

 However e-services have been described to cover all 

electronic interactions and include web (internet, portals, and web services), emails 

and telephone (fixed line and mobile) channels.
701

 

Over the last two decades, many revenue bodies have taken steps to exploit the 

use of modern computing technologies to transform their operations, in particular 

those concerned with tax collection and assessment processes and the provision of 

                                                           
699

 OECD, Selected Aspects of Strategic Management, op cit, P. 134. 
700

 Wikipedia <www.en.wikipedia.org/wiki/E-services#Definitions-and-origin-of-the-term-e-service> accessed 

on 12
th

 January, 2015. 
701

 OECD, Survey of Trends and Developments in the use of Electronic Services for Taxpayer Service Delivery, 

(Paris: OECD Publishing, 2010), P. 9. 



214 
 

basic services to taxpayers and their representatives. The reasons for this are fairly 

obvious: applied effectively, these technologies can deliver enormous benefits (e.g. 

lower administrative costs, faster and more accessible services for taxpayers and tax 

professionals) both to Governments and taxpayers. The main types of electronic 

services now offered by most revenue bodies include: 

 Provision of a comprehensive range of tax and other information, 

forms and calculators; 

 Electronic filing of tax returns; 

 Fully and/or partially completed pre-filled tax returns; 

 A mix of electronic payment facilities for all taxes (e.g. direct online 

payment); 

 Access to personal taxpayer information via online taxpayer portals; 

and 

 Call centers using modern telephony facilities (including Interactive 

Voice Response (IVR) technologies) to provide more accessible phone 

inquiry services.
702

 

Comparative researches have been rife on the fact that there had been 

substantial progress in recent years in the number of revenue bodies offering e-filing 

capabilities for their major taxes. In the main, most progress had been made with e-

filing for the personal income tax. Also noteworthy is the fact that an increasing 

number of revenue bodies had introduced mandatory e-filing requirements on 

some/all business to achieve major progress over a relatively short time frame. In 

2013, just over half of revenue bodies surveyed by OECD reported that majority of 
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their personal taxpayers used e-filing (either by themselves or via tax professionals) 

for the year 2011.
703

 Presently in 2015, an OECD survey showed that the provision of 

e-filing services for the personal income tax (PIT) is now just about universal across 

the countries surveyed, with all countries where the national revenue body administers 

a PIT reporting the availability of this service for fiscal year 2013. For example, 

almost 60% of revenue bodies reported that the majority of their personal taxpayers 

filing returns used e-filing (either by themselves or via tax professionals) with a 

number of countries making substantial progress over the last 10 years in increasing 

their e-filing usage for example, Argentina (+82%), Israel (+95%), Lithuania (+82%) 

and South Africa (+95%).
704

 

Again, almost 80% of surveyed revenue bodies reported that returns for their 

corporate taxpayers were e-filed for the 2013 fiscal year. Such countries that made 

75% and above substantial progress over the last 10 years in increasing e-filing usage 

include – Belgium, Cyprus, Denmark, Netherlands, Saudi Arabia, Spain, South Africa 

and United Kingdom.
705

 

Compared with the PIT, there is a greater tendency to rely on the use of 

mandated e-filing requirement and according to OECD, 22 revenue bodies reported 

the use of such a requirement for some/all of their taxpayers for the 2011 fiscal year 

for example in Canada, for tax years after 2009, all corporations who have gross 

revenues in excess of USD 1 million are required to internet file their corporate tax 

return with the exception of insurance corporations, non-resident corporations, 

corporations reporting in functional currency and corporations that are exempt from 
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tax payable under Section 149 of the Income Tax Act.
706

 Also in Ireland, all 

returns/payments due on or after 1
st
 June, 2011 must be made by companies on-line 

through the Revenue On-Line Service (ROS). However, Revenue may exclude a 

company from its obligation to pay and file electronically, if Revenue is satisfied that 

the company does not have the ‗capacity‘ to do so.
707

 

Taken as a whole, and drawing from prior series undertaken by OECD, 

revenue bodies appear to have made substantial  progress over the last 4 to 5 years in 

automating tax payment collection for the majority of taxpayers. And as reported by 

OECD in 2015, twenty revenue bodies reported that the majority of tax payments 

were made by fully electronic methods. These countries include Chile, Finland, 

Hungary, India, Ireland, Netherland and United Kingdom. 

There is no doubt that in Nigeria, FIRS in its web online provided for tax 

payments. The question is what is the quality of the e-services being provided by 

FIRS? There is no gain saying that the payment option provided is not up to the global 

standard obtainable in developed countries. Most of the clickable web portals do not 

work. Again there is a lack of familiarity with e-services and what is actually entailed 

in using an e-service as opposed to the level of comfort with paper forms built up over 

many years by the taxpayers. Majority of Nigerian taxpayers still entertain fears of 

security and privacy of their money since the FIRS standard of e-services is not yet at 

par with those of the developed worlds. 

 

6.3.5 Voluntary Disclosure of Programmes 

There appears to be potential for many revenue bodies to make greater use of 

voluntary disclosure policies and programmes to improve tax compliance and bolster 
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tax revenues. Results from countries that have taken this approach demonstrate that 

they can be an effective tool for encouraging taxpayers to report past non-compliance 

including in disclosure of concealed assets and income from offshore bank 

accounts.
708

 

In general terms, voluntary disclosure programmes are opportunities offered 

by revenue bodies to allow previously non-compliant taxpayers to correct their tax 

affairs under specified terms. When drafted carefully, voluntary disclosure 

programmes benefit everyone involved – taxpayers making the disclosure, compliant 

taxpayers and government.
709

 It is noteworthy that tax voluntary disclosure and tax 

amnesty does not mean the same thing although it has been used interchangeably 

particularly by the media. For example, the so called tax amnesty held recently in 

Nigeria the researcher argues was wrongly named. A critical consideration in the 

design of a voluntary disclosure programme is the set of incentives offered to 

encourage taxpayers to come forward voluntarily (e.g. concessions regarding 

penalties and/or interest) while tax amnesty involves waving tax.
710

 With reduced 

resources available for compliance programmes and greater expectations of improved 

revenue collection performance, revenue bodies far and wide are looking for effective 

―quick win‖ strategies. The deployment of ―voluntary disclosure‖ policies is one such 

low cost strategy which a number of revenue bodies have long used successfully as a 

permanent feature of their approach to encourage voluntary compliance.  

An example of a country that routinely offer voluntary disclosure programme 

as part of their normal on-going compliance activities is New Zealand where the tax 

system is based on self assessment and the Voluntary Disclosure Rules provide an 

incentive to taxpayers to determine their correct tax liability. The Rules also reflect 
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the savings to Ireland Revenue from voluntary admissions of irregularities and other 

benefits of co-operation by taxpayers. By making a full voluntary disclosure, a 

taxpayer will attain the advantage of either a full or partial reduction of any shortfall 

penalty for which they are liable and may also avoid prosecution action.
711

 

Again, in Singapore, Inland Revenue Authority of Singapore (IRAS) 

introduced a Voluntary Disclosure Programme (VDP) in 2009 to encourage taxpayers 

to come forward voluntarily to disclose past errors made in tax declarations in 

exchange for no or reduced penalties, the VDP is applicable to Income Tax (including 

withholding tax) as well as Goods and Services Tax.
712

 

Furthermore, in Australia, ATO has for many years promoted a policy of 

voluntary disclosure to encourage compliance with the tax laws. When a taxpayer 

tells the ATO about a false and misleading statement they have made or a mistake that 

increases their tax or reduces their credit - and they do so without prompting, 

persuasion or direct compulsion on the ATO‘s part, it is referred to as ‗voluntary 

disclosure‘. In this case, a voluntary disclosure generally opens the way to 

concessional treatment both for any administrative penalty
713

 that apply and any 

interest charges.
714

 

It is also noteworthy that some programmes are new and short-term in nature, 

while others have been around for some time and are permanent opportunity for 

taxpayers to correct their affairs. For example, Canada has had a voluntary disclosure 

program for many years. It allows taxpayers to come forward and correct their 
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inaccurate or incomplete information that they have not reported during previous 

dealings with the Canada Revenue Agency without penalty or prosecution.
715

 Whilst 

the recent 45 –days tax amnesty programme declared by the FIRS in Nigeria on 5
th

 

October, 2016 on penalties and interest regarding tax liabilities for the years 2013 to 

2015 financial years can be termed as being short term and temporary.
716

 

Recently, a number of revenue bodies have introduced further more targeted 

voluntary disclosure programmes aimed at specific types or forms of non-compliance, 

in particular, non compliance involving the concealment of incomes and assets in 

offshore accounts.
717

 For example, in March 2014, Australian tax authorities 

announced an initiative (PROJECT DO IT) to allow eligible taxpayers to come 

forward and voluntarily disclose unreported foreign income and assets.
718

 In 

announcing the initiative, the ATO commissioner urged taxpayers with offshore 

assets to declare their interest ahead of a global crackdown on people using 

international tax havens. The initiative closed on 19
th

 December, 2014, with more 

than 5600 taxpayers coming forward.
719

 Also recently, on 18
th

 January 2017, a decree 

providing a tax amnesty program for the repatriation of foreign investments was 

published in Mexico‘s official Gazette. The decree provides that individuals and 

companies resident in Mexico as well as permanent establishments in Mexico, may 

repatriate undisclosed foreign investment income subject to an 8% tax rate.
720

 

From the above analysis, it can be seen that tax amnesty and voluntary 

disclosure programmes are not strange in the history of tax administration worldwide. 

                                                           
715

 OECD, Update on Voluntary Disclosure Programmes, A Pathway to Tax Compliance, (Paris: OECD 

Publishing, 2015) P. 13. 
716

 FIRS provides clarifications on the ongoing tax amnesty programme, <pwcnigeria.typepad.com/files/tax-

alert-firs-clarifies-tax-amnesty-nov-2016.pdf> accessed on 20
th

 January, 2015. 
717

 OECD, Legislated Administrative Frameworks for Tax Administration (2015) op cit, P. 328. 
718

 Ibid. 
719

 ATO, <www.ato.gov.au/projectdoit.> accessed on 20
th

 January, 2015. 
720

 D Chung <www.orbitax.com/taxhub/> accessed on 20
th

 January, 2015 



220 
 

It is a measure administered usually when the government is in fiscal emergency and 

when voluntary tax compliance and enforcement fails to increase appreciably tax 

collection to meet government needs. In the case of Nigeria, the researcher posits tax 

amnesty nationwide by the ruling government. This should be by way of waiving tax. 

Typically, countries do not waive tax as part of their voluntary disclosure programme 

as waiving tax would represent some form of a tax amnesty. This is because 

according to research conducted by the International Monetary Fund (IMF), tax 

amnesty programs are unlikely to deliver benefits that exceed their true cost.
721

 

However, the researcher recommends a one-off Tax Amnesty tax waiving nationwide 

to forgive all companies and individuals that have defaulted in tax payments until now 

and forego all their trespasses. As a matter of fact, since the government hitherto have 

failed to provide the basic amenities which encompasses good roads, electricity, basic 

infrastructures like hospitals, schools, water etc, while swimming under the mud of 

corruption without agitation from the taxpayers and tax defaulters alike, the researcher 

posits a fresh start by this dispensation by forgiving all tax defaulters .
722

This is 

because many eligible defaulting taxpayers are outside the tax net consequent upon 

their piled-up arrears, interests and penalties. They are petrified of being compelled to 

pay the money they can‘t afford to pay any longer because of the dwindling economy 

and recession. They thus remain outside the tax net evading and avoiding tax. In the 

researcher‘s view, declaring a total tax amnesty will improve voluntary compliance. It 

is like a fresh slate to all eligible taxpayers to register and turn into a new leaf and 

thereafter punitive enforcement measures should be adopted for the recalcitrant ones. 

Those who have been abiding by paying taxes hitherto will however be encouraged 

by such measures as they should delightfully be receiving new members into the 
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taxpaying family. The government too should be seen using the resources collected 

henceforth from tax in improving the lots of Nigerians, judiciously utilized in the 

form of service provision. 

6.3.6 Revenue Bodies Strategic Plans and Targets 

Research carried out over the years by OECD has found that most revenue 

bodies prepare strategic plans (or documents with a similar name and purpose) 

covering a medium term period of three to four years. These documents which can 

vary in their level of detail generally has a purpose of setting out the key directions 

and priorities and organizational goals and directions for the target period, against the 

background of a stated organizational mission/mandate, vision for the future and set 

of values. Well prepared, such document can be a valuable tool for communicating 

with both internal and external audiences and fostering commitment. This is for 

example reflected in the comments of the IRS Commissioner in US in his 

organization‘s strategic plan for the period of 2014 to 2017 where he stated as 

follows:- 

In my experience, a large organization like the IRS depends on 

strategic plans to prioritize goals and effectively manage its resources. 

I‘m pleased to present the 2014-2017 strategic plans and lay out the 

agency‘s primary goals and objectives for the next four years. The plan 

reflects the contribution of every part of the IRS, and it provides clear 

direction of where we will focus in the years ahead.
723

 

As a matter of course, Revenue‘s Statement of Strategy sets out Revenue‘s 

strategic direction, identifies the main issues facing the Revenue authority in the 

country, priorities, new directions and outcomes. The statement also articulates 
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Revenue‘s principles, values and vision on how work is carried out and how goals and 

objectives are achieved. It provides a high-level framework of deliverables and 

performance targets and maps strategies to business objectives and ultimately to 

desired outcomes. 

Furthermore, each statement of strategy is formulated following consideration 

of the environment impacting on revenue, including challenges, risks and 

opportunities facing the organization. It is aligned to the current programme for 

Government and the possible impact on future Revenue priorities. The role of 

Revenue‘s stakeholders, particularly its people, is also integral to the strategy 

formulation process.
724

 Apart from the US, other countries that have strategic plans 

include Australia, Lativia, New Zealand, South Africa, and United Kingdom. 

According to OECD research, with few exceptions, all revenue bodies 

reported that they prepare a multi-year business plan, although the number indicating 

that such plans were made public was less than 80%, the majority of revenue bodies 

not disclosing their plans were the less autonomous forms of institutions.
725

 Also, 

from the research, understanding taxpayers‘ satisfaction with services and their 

overall perceptions of revenue bodies‘ administration was the most commonly 

identified targeted area and its importance is apparent from the published comments 

and reports of revenue bodies.
726

 For example, according to New Zealand Inland 

Revenue in 2014, 

Ensuring that our customers are satisfied with our services contributes 

to voluntary compliance. In 2013-14, 79% of customers thought we 
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made it easy to get it right, and 82% of our customers were confident 

that we were fair.
727

 

There is no gain saying that the FIRS does not have such publicized 

statements of intents, plans or otherwise when compared to other countries of same 

autonomous revenue bodies. It is noteworthy from the reviewed statements above that 

such statements of strategic plans are officially-published and tend to provide a clear 

and relatively brief articulation of revenue body mission, vision, values and strategic 

goals and related objectives and sometimes key measure of performance. From the 

examined publicized strategy plans of some of the countries by the researcher, it runs 

from 40 to 50 pages showing headings like ‗what we want to achieve‘, ‗our strategic 

intent‘, ‗our goals‘, ‗our strategies‘, ‗measuring our success‘ etc with concise detailed 

articulation of each heading. 

In conclusion, having comparative analyzed some aspects of the trends 

applicable in some SAS jurisdictions; it is acknowledged that the implementation of 

SAS in most countries has produced significant reformation in the tax administration 

of these countries especially in terms of improving overall taxpayer compliance with 

tax laws and efficiency. 
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CHAPTER SEVEN 

Self-Assessment Regime and Voluntary Tax Compliance 

Tax compliance has always been a major concern for all tax administrations, 

more so in a self assessment environment where it is dependent on voluntary 

compliance. In Nigeria, there is a dearth of research on tax compliance in relation to 

the implementation of self assessment. One of the objectives for implementing self 

assessment is to increase voluntary tax compliance. As such, in a tax system based 

largely on voluntary compliance, understanding factors that affect compliance 

amongst taxpayers is of vital importance. The simple question to be partly analyzed in 

this chapter is why do some people pay taxes levied upon them in a SAR while others 

do not?  

7.1 The Concept of Tax Compliance 

The definition of tax compliance in its most simple form is usually cast in 

terms of the degree to which taxpayers comply with the tax law. However like many 

such concepts, the meaning of compliance can be seen almost as a continuum of 

definitions. This ranges from the narrow law enforcement approach, through wider 

economic definitions and on to even more comprehensive versions relating to 

taxpayer decisions to conform to the wider objectives of society as reflected in tax 

policy.
728

 Tax compliance is multi-faceted measure and theoretically is defined by 

considering three distinct types of compliance such as payment compliance, filing 

compliance and reporting compliance.
729

 

Organization for Economic Cooperation and Development advocates dividing 

compliance into categories in considering definitions of tax compliance. These 
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categories are administrative compliance and technical compliance where the former 

refers to complying with administrative rules of lodging and paying otherwise 

referred to as reporting compliance, procedural compliance or regulatory compliance 

and the latter refer to complying with technical requirements of the tax laws in 

calculating taxes or provisions of the tax laws in paying the share of the tax.
730

 

Another scholar claimed that tax compliance should be defined as taxpayers‘ 

willingness to obey tax laws in order to obtain the economy equilibrium of a 

country.
731

 Kircher perceived a simpler definition in which tax compliance is defined 

as the most neutral term to describe taxpayer‘s willingness to pay their taxes.
732

 

A wider definition of tax compliance suggested that due to the remarkable 

aspect of the operation of the tax system in the United States and that it is largely 

based in self assessment and voluntary compliance, tax compliance should be defined 

as taxpayer‘s ability and willingness to comply with tax laws which are determined by 

ethics, legal environment and other situational factors at a particular time and place.
733

 

Again, tax compliance is also defined by several tax authorities as the ability 

and willingness of taxpayers to comply with tax laws, declare the correct income in 

each year and pay the right amount of taxes on time.
734

 It has also been defined as the 

reporting of all incomes and payment of all taxes by fulfilling the provisions of laws, 

regulations and court judgments.
735

 Another definition of tax compliance is a person‘s 
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act of filing their tax returns, declaring all taxable income accurately and disbursing 

all payable taxes within the stipulated period without having to wait for follow-up 

actions from the authority.
736

 Furthermore, tax compliance has been segregated into 

two perspectives, namely compliance in terms of administration and compliance in 

terms of completing accurately the tax return.
737

 Compliance in pure administrational 

terms therefore includes registering or informing tax authorities of status as a 

taxpayer, submitting a tax return every year (if required) and following the required 

payment time frame.
738

 In contrast, the wider perspective of tax compliance requires a 

degree of honesty, adequate tax knowledge and capability to use this knowledge, 

timeliness, accuracy and adequate records in order to complete the tax returns and 

associated documentation.
739

   

Based on the above, the wider perspective of compliance becomes a major 

issue in a self assessment system since the total amount of a tax payable is highly 

dependent on the levels of tax compliance although it is inevitable that tax authorities 

will seek to influence the risk of non-compliance by various means. For instance, 

through continuously conducting tax audits and tax education. 

Tax compliance can also be defined by the way of achieving it. By defining it 

this way, tax compliance is either voluntary or enforced.
740

 Voluntary compliance 

means the taxpayers‘ voluntary fulfillment of their main obligations without the 

involvement of the tax authority| i.e. people voluntarily declare and timely pay their 
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tax obligations, and their tax accounting is in accordance with the norms in tax law.
741

 

Enforced compliance means that tax compliance is achieved with the intervention by 

the tax authority which may involve correcting data during control or implementing 

coercion in collecting tax arrears. In other words, the administrative burden of the tax 

authority is minimal in voluntary compliance and heavy in enforced compliance.
742

 

This definition above, the researcher strongly concurs with as tax compliance is not 

the willingness of taxpayer to pay taxes
743

 but an outcome already achieved either 

voluntarily or through the intervention of the tax authority. 

The OECD recently further defines tax compliance as a degree to which the 

tax behaviour of taxpayers complies (or fails to comply) with the tax rules of their 

country.
744

 The researcher further disagrees with this definition for it cannot be said 

that compliance is the taxpayer‘s ambition, will or readiness to pay taxes in the 

required amount. Rather, tax compliance is the outcome of the tax behaviour of the 

taxpayer and in order to understand tax compliance as a comprehensive whole, the 

factor that influence the decision of the taxpayer to be or not to be compliant need to 

be understood and this the researcher intends to discuss further in this chapter under 

the head ‗tax compliance determinants‘. 

In contrast with tax compliance, tax non-compliance is defined as taxpayer‘s 

failure to remit a proper amount of tax, perhaps on account of the complexity or even 

contradictions in the tax legislation or tax administration procedures.
745

 Non-

compliance is also perceived as the failure of a taxpayer to report (correctly) the 
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actual income, claim, deductions and rebates and remit the actual amount of tax 

payable to the tax authority on time.
746

 

As the literature cited above has shown, tax compliance and tax non-

compliance is a wide concept and can be viewed from many perspectives, including 

legal, public finance, economic, and also psychological.
747

 

Thus in conclusion, tax compliance is defined for the purpose of this study as 

voluntary compliance which means the taxpayers‘ voluntary fulfillment of their main 

obligations without the involvement of the tax authority whilst tax non-compliance 

means failure to comply with tax laws and/or report incorrect income, the act of 

claiming incorrect deductions, relief and rebate and/or paying the incorrect amount of 

tax beyond the stipulated time frame. 

7.2 Tax Evasion and Avoidance 

Tax evasion and avoidance are both phenomena that are probably as old as 

taxation itself. Wherever and whenever authorities decide to levy taxes, individuals 

and firms try to evade paying them. Though this problem has always been present it 

becomes more pressing in the course of globalization as this process extends the range 

of opportunities to circumvent taxation while simultaneously reducing the risk of 

being detected.
748

 The desire to uplift one‘s society is the first desire of every patriotic 

citizen.
749

 Tax payment is a demonstration of such a desire. The payment of tax is a 

civic duty and an imposed contribution by government on her subjects and companies 

to enable her finance or run public utilities and perform other social responsibilities. 

Taxes thus constitute the principal source of government revenue. 
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However, one of the greatest problems facing Nigerian Tax System is the 

problem of  tax evasion and avoidance. These ―Twin devils‖ have created a great gulf 

between actual and potential revenue. The government has for the umpteenth time 

complained of the widespread incidence of tax avoidance and evasion in Nigeria as 

companies and other taxable persons employ various tax avoidance devices to escape 

or minimize their taxes or deliberately employ fraudulent ways and means of evading 

tax altogether sometimes with the active connivance of the tax officials.
750

 

Since tax is a principal source of government revenue, if persons are able to 

escape by legal or illegal means the tax to which they should logically be subject 

under the general scope of the tax, the theoretical equity of the tax to a large measure 

is lost.
751

 The question that naturally crops up is what is Tax Avoidance and Tax 

Evasion? 

7.2.1 Tax Avoidance 

Tax avoidance is seeking to minimize a tax bill without deliberate deception 

(which would be tax evasion) but contrary to the spirit of the law. It therefore involves 

the exploitation of loopholes and gaps in tax and other legislation in ways not 

anticipated by the law. Those loopholes may be in domestic tax law alone, but they 

may also be between domestic tax and company law or between domestic tax law and 

accounting regulations, for example. The process may also seek to exploit gaps that 

exist between domestic tax law and the law of the other countries when undertaking 

international transactions.
752

 The taxpayer has always been the common target. To the 

taxpayer, tax avoidance is synonymous with tax planning which is a legitimate 

exercise of his legal right to arrange his legal relations to his business or property in 
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such a way as to prevent the Revenue from putting the largest possible shovel into his 

stores.
753

 Tax avoidance means payment of less or zero tax in a legitimate manner.
754

 

OECD defined Tax Avoidance as follows: 

Tax avoidance is generally used to describe the arrangement of a 

taxpayer‘s affairs that is intended to reduce his tax liability and that 

although the arrangement could be strictly legal it is usually in 

contradiction with the intent of the law it purports to follow.
755

 

Tax avoidance as defined by Aim and Martinez is the legal reduction in tax liabilities 

by practices that take full advantage of the tax code, such as income splitting, postponement 

of taxes and tax arbitrage across income that face different treatments.
756

 

Commenting on the attitude of the courts and the legislative towards Tax 

Avoidance, Professor Wheatcraft observed that ‗tax avoidance is an art of winning 

games without actually cheating, thereby beating the internal Revenue and the 

government to their own game.
757

 Similarly in IRC v Duke of West-minister,
758

 Lord 

Tomlin observed in respect of Tax Avoidance that: 

‗Everyman is entitled, if he can to order his affairs so that the tax 

attaching under the appropriate Acts is less than it otherwise would be. 

If he succeeds in ordering them so as to secure this result, then 

however inappropriate, the commissioner of Inland Revenue or his 

fellow tax payers may be of is ingenuity, he cannot be compelled to 

pay an increased tax‘. 
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Justice Ruddy in his opinion stated that tax avoidance is ‗the art of dodging tax 

without breaking the law‘.
759

 

From the judicial authorities and authors reviewed, one can safely say that tax 

avoidance amounts to an attempt by a taxpayer to minimize his/her tax liability 

legally. Therefore a taxpayer can use the provisions of the Income Tax Act and other 

relevant legislation to his/her advantage to arrange his/her affairs tax effectively. The 

moral question of tax avoidance is contentious in that some court decisions and 

learned authors imply that a taxpayer is entitled to avoid tax where possible, while 

others describe tax avoidance as ‗unpatriotic and anti social‘
760

 which imposes a 

heavier tax burden on the fiscus and the avoider‘s fellow taxpayers. However on 

which side the argument tilts, it is the writers view that a taxpayer is free to arrange 

his/her affairs to minimize his/her tax burden. It is up to the FIRS to employ the 

provisions at its disposal to counter measures where a taxpayer crosses the line and 

becomes more than just a shrewd tax avoider. The writer believes that it is not a moral 

or legal issue unless the legislature expressly prohibits it. 

7.2.2 Tax Evasion 

Tax evasion, just like tax avoidance has no generally adopted definition. 

James and Alley defined tax evasion as ‗the attempt to reduce tax liability by illegal 

means‘.
761

 Tax evasion is usually associated with the commission of a criminal 

offense. It can be considered to consist of willful and conscious non-compliance with 

the laws of a taxing jurisdiction which can include a deliberate concealment of facts 

from revenue authorities. Tax evasion is an action by which a taxpayer tries to escape 
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legal obligations by fraudulent or other illegal means.
762

 It may result from the 

evasion of tax on income that arises from illegal activities such as smuggling, drug 

trafficking, and money-laundering. In a broader sense, tax evasion may also 

encompass a reckless or negligent failure to pay taxes legally due, even if there is no 

deliberate concealment of income or relevant information. Notwithstanding 

unintended evasion normally leads to only payment with interest and penalties.
763

 In 

Nigeria, the common examples of tax evasion include: 

(a) The failure to notify the taxing authorities of one‘s presence in 

Nigeria if he is carrying on taxable activities; 

(b) The failure to report the full amount of income; 

(c) Deductions of claims for false expense; 

(d) Falsely claiming relief that is nor due; 

(e) The failure to pay over the proper amount of tax due; 

(f) Departing from Nigeria without paying a tax due with no intention 

of paying them; 

(g) The failure to report items or sources of taxable income, profits or 

gains where there is an obligation to provide such information or if 

the taxing authorities have made a request for such information.
764

 

The conceptual distinction between tax evasion and tax avoidance hinges on 

the legality of the taxpayer‘s actions. Tax evasion is a violation of the law. When the 

taxpayer refrains from reporting income from labour or capital which is in principle 

taxable, he engages in an illegal activity that makes him liable to administrative or 

legal action from the authorities. In evading taxes, he worries about the possibility of 
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his action being detected. Tax avoidance, on the other hand is within the legal 

framework of the tax law. It consists in exploiting loopholes in the tax law in order to 

reduce one‘s liability. In engaging in tax avoidance, the taxpayer has no reason to 

worry about possible detection; quite the contrary, it is often imperative that he makes 

a detailed statement about his transaction in order to ensure that he gets the tax 

reduction that he desires.
765

 

The classic distinction between tax avoidance and evasion is due to Oliver 

Wendell Holmes in the case of Bullen v Wisconsin
766

 who wrote 

When the law draws a line, a case is on one side of it or the other, and 

if on  the safe side is none the worse legally that a party has availed 

himself to the full of what the law permits. When an act is condemned 

as evasion, what is meant is that it is on the wrong side of the line….. 

Thus the distinguishing characteristic of evasion is illegality.
767

 In other 

words, there is a clear cut difference between tax avoidance and tax evasion. One is 

legally accepted and the other is an offence. Because of the subjectivity of the 

interpretation and application of tax avoidance, the borderline between evasion and 

avoidance in specific cases may be difficult to define. For one thing, the criminal laws 

of countries differ, so that behaviour that is criminal under the laws of one country 

may not be criminal under the laws of another. Courts in most countries have 

consistently recognized the right of taxpayers to avoid taxes by means that are within 

the law. For instance, in the United States case of Helvering v Gregory
768

, Learned 

Hand J said: 
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Any one may so arrange his affairs that his taxes shall be as low as 

possible, he is not bound to choose that pattern which will best pay the 

Treasury; there is not even a patriotic duty to increase one‘s taxes. 

However, courts in many countries have also found that the tax laws should be 

interpreted so as to prevent their avoidance by the use of transactions that have no 

business purpose, although there is considerable variety in the approaches of courts in 

different countries. For example, in the United Kingdom, the leading case of the 

modern era is WT Ramsey v CIR,
769

 where the House of Lords held that where there is 

a composite transaction, the court is entitled to determine the tax liability by looking 

at the end result rather than the individual steps in transaction.
770

 Tax laws also 

typically include a variety of specific or general anti avoidance rules. For instance, in 

Nigeria, S. 7 of the Personal Income Tax Act
771

 enables the tax authorities to tax a 

business on such a fair and reasonable percentage of the turnover of the business as 

the relevant tax authority may determine where the said business produce either no 

assessable income or an assessable income, which in the opinion of the relevant tax 

authority is less than might be expected to arise from that business, as the case may 

be, or the true amount of the assessable income of that person from the business 

cannot be readily ascertained. A similar provision was successfully used to assess 

Mobil Oil in 1977.
772

 Even though their assessment was challenged up to the Supreme 

Court, the Supreme Court upheld the assessment as proper, after making slight 

adjustment to the assessment made by the Federal Tax Board.
773

 A similar provision 

can be found in S. 65(3) of the Companies Income Tax Act
774

 which gives the FIRS 
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Board the power to make assessment upon companies that do not submit their returns 

prior to or at the end of an accounting period.
775

 

It is noteworthy that tax compliance is different from tax avoidance and tax 

evasion because it is defined as seeking to pay the right amount of tax (but no more) 

in the right place at the right time where right means that the economic substance of 

the transaction undertaken coincides with the place and form in which they are 

reported for taxation purposes. The significant difference between tax avoidance and 

tax compliance is the intent of the taxpayer. A tax avoider seeks to pay less than the 

tax due as required by the spirit of the law. A tax compliant taxpayer seeks to pay the 

tax due (but no more).
776

 

In sum, it is difficult to envisage a tax law without anti-avoidance provisions 

but it is also expected that the duty of the legislator in designing such provisions is to 

strike a proper balance between the rights of the individual to organize his affairs as 

he best deems suitable and the public interest in avoiding the circumvention of tax 

laws.
777

 It is only when that balance is reasonably struck that those provisions achieve 

their true purposes and do not unduly hamper economic activity and enterprise. 

7.2.3 Causes, Effects and Strategies against Tax Evasion and Tax Avoidance in 

Nigeria 

In SAS in tax administration, few people ‗enjoy‘ paying tax even though many 

recognize the necessity to pay some tax as the price of achieving and maintaining a 

civilized society.
778

 The causes of tax evasion and avoidance are universal, as they are 

applicable in any country that tax is imposed. Some are peculiar to different areas 
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however some of these causes include the absence of quid pro quo that is; something 

of value given in return by the government for the taxes paid. Some argue that taxes 

should not be paid as the authorities do not provide amenities which are in any way 

commensurate with the taxes paid. Again there is the issue of inequitable distribution 

of amenities by the government. In many parts of Nigeria, citizens are opposed to 

payment of any form of taxes and rates on the ground that government had been 

unfair in the distribution of amenities. This has been alleged to be the cause of most 

civil disturbances in some parts of the country and non-compliance in tax payments, 

especially in a self assessment regime where taxpayers are expected to assess 

themselves. 

Furthermore, the absence of spirit of civil responsibility can cause tax evasion 

and avoidance in Nigeria. Most Nigerians probably due to illiteracy and ignorance fail 

to understand that they owe certain responsibilities to government, one of which is 

payment of tax.
779

 Again, some businessmen do not see the rationale for paying tax 

irrespective of the huge profit they might have made. They prefer to make up their 

account in such a way that a loss will be reflected. This is not an exception in 

Nigeria.
780

 Most times, only civil servants and salaried workers and few self-

employed constitute class of people that actually pays tax in Nigeria and even among 

the salaried workers many have turned the statutory reliefs into a fertile ground for tax 

evasion.
781

 Other causes of tax evasion and avoidance in Nigeria are: corruption in 

public offices, ignorance of tax authority, lack of adequate enforcement for default, 

proliferation of taxes and high tax rates.
782
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The effects of tax evasion and avoidance in Nigeria are not far-fetched. It has 

undoubtedly adversely affected the government revenue generation capability and the 

economy as a whole. This is most especially now that the international price of oil 

that Nigeria had hitherto relied upon has fallen. However, despite the government 

efforts to bridle the practices of tax evasion and avoidance in Nigeria, the problem 

still persists. There is no doubt that the revenue due to the Government will be 

reduced by the lack of good governance and unpatriotic act of tax evaders.
783

 The 

taxpayer indulges in evasion by resorting to various practices. These practices erode 

moral value and build up inflationary pressures.  

In the same way as there is not only one type of evasion and avoidance, there 

is ‗no one size fits all‘
784

 solution to counter tax evasion and avoidance in Nigeria. 

First of all, the improvement of citizens‘ tax morale requires measures ensuring and 

visualizing that the state is acting in a transparent, accountable and efficient manner 

with the ultimate aim of providing services for its citizens. These measures go far 

beyond reforms of tax system or administration by developing a sound state- society 

relationship and enhancing the legitimacy of the states requires taking into account the 

entire public system. Such broader strategies cover e.g. the quality of public services, 

the transparency and control of the public budget or the fight against corruption.
785

 

Again, the importance of taxes for the functioning of the country is not always 

apparent to the taxpayer. Similarly, individual tax liabilities as well as requirements to 

comply with the tax system such as filing out different tax forms might be unknown 

or difficult to understand. By means of taxpayer education and taxpayer service, 
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citizens can be informed and educated about the tax system and be assisted in their 

attempt to comply with the tax system. For example, with the objective to change the 

public‘s opinion of the revenue authority to a benevolent attitude and promote a ‗tax-

paying citizen‘ culture, the Rwandan Revenue Authority has integrated its external 

environment into the capacity development process. This includes the organization of 

an annual ‗taxpayer‘s week‘ with parades and the awarding of certificates and prizes. 

Additionally, opinion leaders and political figures are sensitized on how to encourage 

compliance among constituents.
786

 This strategy cannot be highly recommended 

enough for a country like Nigeria. 

Furthermore, Government in Nigeria should concentrate on measures that 

reduce taxpayers‘ cost of fulfilling their tax liabilities. Authorities in Nigeria must be 

aware of the importance of acting service oriented and should therefore monitor 

customer satisfaction. There should be a shift towards a customer service orientation 

which reflects the growing awareness of the need to offer a quality service to the 

taxpaying public and to be responsive to public concerns. For instances, measures to 

simplify the taxpaying process and promoting service oriented tax administration 

include a reduction of number of tax forms and officers assisting clients in filing out 

documents or the efficient application of online services in Nigeria. 

Again, complex and often changing tax laws cause confusion and uncertainty 

among tax officials and taxpayers. Addressing deficiencies in the tax system is 

therefore probably as important as process oriented reform actions that enhance the 

user-friendliness and transparency of the taxation procedure. Particularly small and 

medium size enterprises (SME) with only limited administrative capacities and 

private households do not only suffer from the bureaucratic burden of complicated tax 

                                                           
786

 A Land, ‗Developing Capacity for Tax Administration – The Rwanda Revenue Authority‘ (2004) European 

centre for Development Policy Management Discussion paper No.57D. 



239 
 

procedures but also suffer from the complexity of the tax system itself. Simplifying 

the (corporate) income tax structure in Nigeria by reducing the number of tax brackets 

and high statutory tax rates lower the tax burden and may support voluntary 

compliance.
787

 Furthermore, the possibility to detect and prosecute tax violators 

depends crucially on data availability and data quality. Hence actions taken against 

tax evasion and avoidance relate to an improvement of the data quality available to 

tax offices. The institutional exchange of high quality information requires different 

steps. On the one hand, it is important to ensure the collection of adequate data. 

Therefore, FIRS needs to ensure a sufficient endowment with technical equipment 

and the establishment of good performing statistic divisions with competent staff 

members to collect data and keep records. On the other hand, good technical 

equipment and technically educated staff are also a prerequisite for a well functioning 

information exchange.
788

 Along these lines, automation of tax collection procedures 

e.g. through online tax assessment, payment and monitoring opportunities may serve 

as an efficient way to reduce the scope for tax evasion and avoidance. On this note, it 

is noteworthy that the Tanzanian Revenue Authority successfully implemented a 

computerized tax administration system (iTAX) which simplifies tax compliance and 

contributes to enhanced efficiency of tax collection as well as auditing processes.
789

 If 

Tanzania could do it, nothing stops Nigeria from towing that path successfully. 

Furthermore, Tax evasion and avoidance are also a result of a weak judiciary. 

Adversary revenue shortfalls need to go hand in hand with legislative reforms 

strengthening the rule of law. This includes insufficient punishment and prosecution 
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of violators which can only be tackled when detected tax criminals face stricter 

penalties that are effectively executed by courts in Nigeria. There has been research 

that higher penalties act as a deterrent and good help to improve tax compliance.
790

 To 

achieve this goal the Nigerian government has to strengthen the rule of law and 

develop the capacities of investigation authorities. Moreover, investigators as well 

courts and judges should receive greater support by politicians in order to emphasize 

the importance of this issue. Also, the setting up of Revenue Courts should be 

embraced by the Federal Government. These courts should be enabled to impose 

monetary penalties and criminal sanctions. Our tax laws are replete with punitive 

monetary measures as well as criminal sanctions aimed at solving this problem and 

finally the researcher recommends that suitable personnel for instance lawyers trained 

in tax law should be recruited and revenue personnel generally trained and retrained 

to cope with the demands of the job.
791

 

7.3 Tax Compliance Determinants in SAS 

This section discusses the factors that may affect tax compliance in a SAR. 

Nigeria, having a self-assessment tax system, it is crucial to determine the factors that 

may affect tax compliance in order to promote an effective tax environment. 

According to the literatures, there are four main factors, namely, economic, 

institutional, social and individual factors. The findings from the researches can 

provide an insight to the FIRS and to the government on the determinants of tax 

compliance and what can be further done to improve it. 

7.3.1 Economic Factors 
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Economic factors in relation to tax compliance refer to actions which are 

associated with the costs and benefits of performing the action.
792

 Taxpayers are 

assumed to be rational economic evaders who likely would assess the costs and/or 

benefits of evasion.
793

 They would attempt to reduce their tax liability, for example, 

by intentionally under reporting their income and would enjoy tax savings if they 

were not detected by the tax authorities.
794

 Nevertheless, in case they are caught, they 

are agreeable to pay more, including a penalty. The tax compliance determinants 

associated with economic factors are tax rates, tax audits and perception of 

government spending. 

7.3.1.1 Tax Rates  

This part will focus on how tax rates affect taxpayer willingness to abide by 

the prevailing tax laws. It has been claimed that reducing tax rates is not the only 

policy that has the potential to discourage tax evasion
795

 but the tax rate is an 

important factor in determining tax compliance behaviour although ‗the exact impact 

is still unclear and debatable‘.
796

 A raise in the tax rates will tend to promote the 

evasion of tax
797

 while decreasing tax rates does not automatically boost up 

compliance.
798
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Allingham and Sandmo
799

 tried to find out the relationship between actual 

income, tax rates, penalty and investigation and tax evasion and concluded ‗that 

taxpayers may choose either to fully report income or report less, regardless of tax 

rates‘. Since the impact of tax rates was debatable, it has been recently suggested that 

the degree of trust between taxpayers and the government has a major role in 

ascertaining the impact of tax rates on compliance. When trust is low, a higher tax 

rate could be perceived as an unfair treatment of taxpayers and when trust is high, the 

same level of tax rate could be interpreted as contribution to the community.
800

 In sum 

from the evidence, tax rates have different impact on tax compliance. That is 

decreasing tax rates does not necessarily always increase compliance and increasing 

tax rates will not necessarily always decrease compliance behaviour.  

7.3.1.2 Tax Audits 

Tax audits, audit rates and prior audit experience have been ambiguously 

discussed in relation to tax compliance. Some studies claimed that audits have a 

positive impact on tax evasion.
801

 These findings suggest that in a self assessment 

system, tax audits can play an important role and their central role is to increase 

voluntary compliance. Audits rates and the thoroughness of the audits could 

encourage taxpayers to be more prudent in completing their tax returns, report all 

income and claim the correct deductions to ascertain their tax liability. In contrast, 

taxpayers who have never been audited might be tempted to under report their actual 

income and claim false deductions. It has also been found that tax audits have a 
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significant role in tax compliance
802

 as it can change compliance behaviour from 

negative to positive. However a contrary report
803

 has found that audits were found to 

be more effective in inducing taxpayers to over claim deductions rather than 

encouraging them to correctly report their actual income. Dunlin et al 
804

  found that 

higher number of tax audits carried out usually have a positive impact on income tax 

reporting. However this study also found that taxpayers who are not themselves 

audited pay more in taxes when audit rates increase. 

In summary, earlier studies have shown that tax audits play an important role 

in increasing voluntary compliance. Audit rates and the thoroughness of the audits 

could potentially encourage taxpayers to be more prudent in completing their tax 

returns.  

7.3.1.3 Perceptions of Government Spending 

Very few studies have been done on the tax compliance with respect to 

government spending. However, one would expect taxpayers to be sensitive to the 

way the government is spending their money. If the latter is spending the money in an 

irresponsible manner, then we could tend to think that the taxpayer will try and avoid 

tax. However, in most developed countries like UK which implement ‗Pay as You 

earned‘ (PAYE), it is quite difficult to evade much of their tax liability as deductions 

are made at source for the majority of many taxpayers‘ liabilities .Unlike the United 

Kingdom, in other countries where PAYE is not as extensively used, taxpayers have a 

larger opportunity to under report their income and therefore pay less tax. 
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It has been suggested by Lewis,
805

 that ‗attitudes should be examined for the 

degree to which they are a product of myth and misperception‘. According to him 

‗when myths and misperceptions are replaced by knowledge, a change in attitudes 

towards taxation will occur even if the taxpayers‘ basic ideology and values remain 

unchanged and the tax law is unchanged. Again, it has been suggested
806

 that attitude 

to one‘s own tax evasion, and attitude to other people‘s tax evasion are important. If 

the government is wisely spending the national revenue, for example for basic 

facilities like education, health and safety and public transportation, it is likely that 

voluntary compliance will increase. On the other hand, if taxpayers perceive that the 

government is spending too much resource on something mundane or unbeneficial to 

them, then taxpayers will be disappointed and attempt to evade tax. 

7.4.2 Institutional Factors 

Institutional factors include ‗taxpayers‘ perception of the efficiency of the tax 

authority/government, the simplicity of the tax return more generally as well as the 

probability of being detected‘
807

 while taxpayers are influenced by their pure 

economic concerns either to evade or not to evade taxes, evidence suggest that 

institutional factors also play an essential part in the compliance decisions. These are 

as discussed below. 

7.4.2.1 Efficiency of the Tax Authority/Government 

This differs from country to country. However, the role of the tax authority in 

minimizing the tax gap and increasing voluntary compliance is very important. There 

has been a suggestion that in order to increase compliance, maximize tax revenue and 

be respected by taxpayers, a government must first have an economical tax system, 
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which is practicable; they must discourage tax evasion and not induce dishonesty; 

they must avoid the tendency to dry up the source of the tax and should avoid 

provoking conflict and raising political difficulties; they should also have a good 

relationship with the international tax regime.
808

 

Furthermore, a study
809

 also suggested that the role of a government has a 

significant positive impact on determining attitudes towards tax. The study attempted 

to investigate the determinants of tax evasion across 47 countries including the USA, 

UK, Canada etc and suggested that the government should increase their reputation 

and credibility in order to obtain trust from the taxpayers. 

In summary, researchers from different countries have discussed the impact of 

the efficiency of the government on compliance and some authors have described how 

the role of government in inducing tax compliance is important and relevant in self 

assessment system.
810

 

7.4.2.2 Simplicity of Tax Returns and Administration 

Complexity of the tax system is a major determinant of tax compliance. One 

would expect that in Nigeria, where the tax returns are expected to be completed by 

the individuals themselves, that these returns would be as simple as possible. The 

main feature of SAS is self-completed tax returns which require at least a reasonable 

level of simplicity because taxpayers come from various backgrounds, with different 

levels of education, income and most importantly levels of tax knowledge.
811

  

Denmark, Canada and New Zealand are the leading countries that have 

introduced simplified tax returns by reducing the number of pages to facilitate and 
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increase voluntary compliance among taxpayers.
812

 By simplifying the tax return, 

taxpayers will be encouraged to fill the tax return by themselves rather than 

outsourcing to a third party.
813

 

Errors in a tax return will obviously increase if reporting requirements are 

complex and Slemrod
814

 believes that a simple tax return and simpler tax regulations 

will increase tax compliance especially in a self-assessment. Tax regulations and laws 

are amended every year as part of the annual budget process, thereby making some of 

the current regulations not applicable in the future. Simplifying tax administration is 

important because it can facilitate efficient and enhanced administration and reduce 

costs.
815

 In summary, as the main feature of SAS is self-completed tax returns, and 

taxpayers come from various levels of backgrounds, simplifying tax returns and 

administration potentially could help taxpayers to complete their tax returns 

accurately and increase compliance.  

7.4.2.3 Probability of Detection 

In the literatures, it was argued that the higher the probability of detection of 

mistakes, the more compliant a taxpayer will be, Allingham and Sandmo
816

 claimed 

that ‗taxpayers will always declare their income correctly if the probability of 

detection is high. 

An investigation
817

 of the relationship between the probability of being audited 

and the taxpayers‘ responses indicated that taxpayers‘ behavior varied with respect to 
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level of income and the probability of being audited played a significant role in 

determining taxpayers‘ evasion behaviour.  

A recent study,
818

  however, investigated tax compliance determinants 

particularly in terms of ethical preferences and risk aversion (high or low audit 

probability) using three major data sources: surveys, audits and experiments, across 

the United States. The study concluded that individuals who are self employed have 

greater opportunity to evade than other groups, especially in the light of low 

probability of audits they face and with less third-party withholding of their income 

tax liabilities. The study also suggested that due to increased evasion across the USA, 

tax audits have become more important as a way of minimizing tax non-compliance.  

In summary, different levels of probability of detection provide different 

degrees of compliance. For instance, a high probability of detection potentially 

increases compliance although some earlier authors have held contrary results in some 

circumstances.
819

 

7.4.3 Social Factors 

Tax compliance determinants from a social factor relates to a taxpayers‘ 

willingness to comply with tax laws in response to other people‘s behaviour and their 

social environment. That is the government, family and friends.
820

 The factors 

discussed in this section are therefore ethics and attitudes towards tax compliance, 

perception of equity and fairness, changes to current government policy and referent 

groups. With respect to tax fairness and equity, a good tax system is the one which is 

designed on the basis of an appropriate set of principles such as equality or fairness 
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and certainty.
821

 The perceived fairness of the tax system also has an influence on the 

inclination towards tax evasion. Whenever taxpayers perceive unfairness they will 

react by trying not to pay taxes. Etzioni
822

 argues that if a public feels increasingly 

over time that taxes are unfairly imposed, they will be increasingly likely to evade 

paying taxes. 

In the case of changes to current government policies, political stability and 

the ruling government party in a country might play a significant role in determining 

tax evasion behaviour. For instance, if an individual favours the current ruling party in 

Nigeria ‗APC‘, he might choose to be compliant because he believes that the 

government is trusted, efficient and equitable. In contrast, a taxpayer from the 

opposition party ‗PDP‘ might be more non-compliant because he perceives that the 

government is not on his side.
823

 

Furthermore, other disciplines of research as well as researches in tax 

compliance have evidenced that influence of friends and family members in making 

decisions may be important.
824

 Therefore, the influence of referent group is seemingly 

important in making a decision, particularly involving monetary aspects and the 

obedience to taw (tax compliance). 

7.4.4 Individual Factors 

Decisions either to evade or not to evade taxes are heavily reliant on 

taxpayers‘ personal judgment
825

 personal circumstantial factors like personal financial 

constraints, tax payers‘ tax knowledge and awareness of penalties and offences are 
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therefore likely to have a significant impact on taxpayer compliance behaviour.  

People who face personal financial problems are likely to be more prone to evade tax 

when compared to people in less financial distress.
826

 It has been argued that in 

African countries like Namibia, the non payment is due to poverty or inability to pay. 

Generally, when taxpayers have no enough disposable income and they are used to 

consume the return from sale, it is clear that tax evasion is inevitable and leads to tax 

arrears.
827

 

Conversely, studies have demonstrated that people with no financial distress 

also exercise tax evasion and surprisingly, the level of evasion they exhibit can be 

more serious than people in financial distress.
828

 However, based on previous studies, 

personal financial distress appears to be a significant factor in tax evasion but the 

degree of the impact is uncertain. The implementation of SAS in a country in that 

requires the tax payment made together with submission of the tax return might affect 

the compliance decision among taxpayers, especial those who have financial 

challenges. 

7.4.5 Demographic Factors 

Demographic factors such as gender and age have long been studied by 

researchers, though the findings of previous studies remain inconclusive. Some 

studies found that males are more compliant though other studies revealed 

contradictory results or no significant difference at all. As agreements on the findings 

still maintain, the need to explore current results is relevant. However, it has been 
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found that female taxpayers were more compliant than males.
829

 In contrast it has 

been suggested that gender has no significant impact on compliance.
830

 

In conclusion, although various studies have been undertaken to determine as 

accurately as possible the factors that impact upon tax compliance behaviour, 

undoubtedly, the government should consider seriously the characteristics of non-

compliant taxpayers, review current regulations possibly as a result, increase audit 

rates and penalty rates (enforcement) as well as attempt to build good relationships 

with taxpayers in seeking to improve general tax compliance level. 

7.5 Strategies to Increase Voluntary Tax Compliance in Self Assessment Regime – A 

Critique  

  Tax non compliance is a growing international concern for tax authorities and 

public policy makers since it seriously threatens the capacity of governments to raise 

required public revenue. The problem is more serious in developing countries 

particularly in Sub-Saharan African countries. Likewise, in Nigeria, it is evidenced by 

the ranking in the most recent ‗Paying Taxes‘ survey carried out by the World Bank 

Group. Nigeria‘s overall ranking therein is 179 out of 189 countries covered.
831

 To 

put it in perspective, Ghana ranked 101, South Africa is ranked 19. Nigeria is 11 from 

the bottom.
832

 For Africa‘s largest economy, this is not commendable. The main 

reason for this low revenue collection performance is due to tax non compliance and 

due to poor tax administration.
833

 Besides, one of the main problems in implementing 

self assessment system (SAS) is achieving acceptable levels of voluntary 
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compliance.
834

 Findings of some prior studies have indicated that in SAS taxpayers 

may tend to comply less as compared with direct or formal assessments.
835

 This may 

happen due to factors such as lack of familiarity with the new system or general 

limited knowledge of tax issues. Hence dealing with the problem of voluntary tax 

compliance requires at least some understanding of the factors underlying the non-

compliance and therefore proffer recommendations thereof.   

7.5.1 Expansion of tax base 

As earlier stated, voluntary compliance can best be achieved through a self-

assessment system and as the number of taxpayers increase, the amount of tax to be 

collected will almost certainly increase. However, only 10 million of Nigeria‘s total 

population of 180 million pays tax according to the National Tax Policy Review 

Committee.
836

 Nigeria has one of the lowest tax-to-gross domestic product ratios in 

the world at just six percent, and the Government is largely dependent on revenue 

from oil which make up about 60 percent of overall revenues.
837

 In Nigeria, the over-

dependence of both the government and the economy on petroleum-related income is 

a well-established fact, however, in an attempt to attain much needed funding for 

development projects and due to various factors such as fluctuation of international oil 

prices, restiveness and insecurity in the Niger Delta region of the country, the Boko 

Haram insurgence and the global economic recession, there is need for the Nigerian 

government to widen and diversify its tax revenue base. 

As of 2014, Nigeria‘s petroleum industry contributes about 14 percent to its 

economy. Thus, the petroleum sector remains a small part of the country‘s overall 

diversified economy. The oil and gas industry has therefore failed to catalyse the rapid 
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growth of industries and related business. One of the ways the government can 

diversify its revenue is to widen tax base and raise its revenue particularly from the 

non-oil sectors of the economy in the face of dwindling receipts from crude oil.
838

 

This is especially necessary since according to Price Water House Coopers Report 

entitled ‗What next for Nigeria‘s Economy? Navigating the Rocky Road Ahead‘ the 

nation currently has one of the narrowest tax bases in the Africa sub-region.
839

 

The researcher suggests that one of the nation‘s untapped sectors of 

government revenue is the Nigerian informal sector. Widening of its tax base in this 

sector not only will boost the tax authorities to achieve its SAS objectives but will 

also aid in no small measure in tapping into the wealth of capital desperately needed 

for the provision of social goods in the country.  

There is no doubt that the informal sector in Nigeria is extremely large and 

diverse and is said to account for approximately 60-65% of the economy. It‘s scope of 

activities span across trading, spare parts, transportation, construction, agriculture, 

livestock, food preparation, credit facilities, refrigeration, mechanical and electrical 

work, dressmaking, traditional healing, just to mention a few. The profile of business 

in this sphere is typically low income one-man business with self employed 

proprietors operating underneath the regulatory radar, which do not pay taxes.
840

 

With the general consensus that taxation is a veritable source of income to the 

Nigerian government comes the need to maximize tax revenue by expanding the 

national income base. There is a growing need to tax the informal sector in Nigeria 

due to enormous revenue potential of that sector. However, the tax inflow potential 
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from the informal sector in Nigeria relative to its sheer size can be said to be woefully 

insufficient. There are many informal sector participants that either deliberately evade 

tax payment or are not captured by the tax authorities. The informal sector remains 

very fluid as there is no concrete regulatory policy in place to monitor activities of the 

sector.
841

 It is however, posited that in order for the informal sector to be brought into 

the tax radar, there is need for delivery of public services e.g. water, roads, clinics etc. 

According to a survey,
842

 which i concur with, those who felt the government was 

using its revenue wisely and those who had concrete experience of services delivery 

were more likely to feel obligated to pay taxes. Endemic corruption on the part of 

government also discourages potential taxpayers from embracing the formal sector. 

Nigerians are daily inundated with news of embezzlement and diversion of funds 

meant for public purposes into private pockets of public officials. The result is that 

people are willing to avoid anything or environment that will compel them to pay 

their hard earned money to the corrupt government as taxes. 

Furthermore, transparency and accountability in government go a long way in 

encouraging voluntary tax compliance which obviously is the numero uno of the 

objectives of SAS in Nigeria. Nigerian government needs to have more up-to-date and 

more accurate information on how much money is collected, and how much is spent, 

where and for what purpose, and what its future obligations are likely to be. The 

reforms of the tax system should include establishing a key link between the payment 

of taxes and the delivery of services. As people see services improving, their support 

for the tax system will also increase. This in turn will aid the funding of further 

improvements in services to citizens.
843

 It is recommended that the established bodies 
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like EFCC constitutionally backed by law to investigate and prosecute corruption 

matters do same fearlessly and sentence all corrupt politicians who steal the country 

blind in other to act as deterrent to others. And further recommended is the 

establishment of Revenue courts in all the states of the federation manned by tax 

professionals just like in the National industrial courts to sorely handle all revenue 

and tax related cases in Nigeria.  

 

7.5.2 Customer Services 

Again, the tax authorities should develop various initiatives particularly to 

assist and facilitate individual taxpayers in fulfilling their tax obligation. Since SAS is 

highly reliant on taxpayers‘ responsibilities and honesty, this kind of service is really 

important, helpful and could reduce the barriers between the taxpayer and tax 

authority. Customer services or taxpayers‘ service is especially important for helping 

taxpayers avoid unintentional errors. The FIRS should provide year-round assistance 

to millions of taxpayers through many sources, including outreach  programs, tax 

forms and publications, regulations and other published guidance, toll-free call 

centers, the internet, and Taxpayer Assistance Centers. In addition, during the filing 

season, FIRS should provide tax counseling for the Elderly, for low-income and 

limited-English proficiency taxpayers. 

Assisting taxpayers with their questions before they file their returns reduces 

burdensome post-filing notices and other correspondence from the tax authority and 

reduces overall inadvertent non-compliance.
844

 

A wide variety of strategies are available to facilitate taxpayer service. 

However, one key organizing principle that guides any policy to improve taxpayer 
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service is the necessity of delivering, at the lowest possible cost, information that can 

be used effectively by taxpayers and the tax administration.
845

 No doubt, in Nigeria, 

the taxpayer services is still under developed within the tax administration. 

The most successful, efficient and profitable organizations are those with a 

market-led approach to their business. They have a clear vision of what they are 

trying to achieve and how they will achieve it. These principles apply whether they 

are a big organization, SME, not-for-profit organization or public administration. 

Marketing drives this focus and public relations (PR) helps communicate it. For tax 

administrators, like most public sector organizations, the move towards adopting 

business-type processes is a relatively new one and is largely driven by a  recognition 

that the people whom they serve are actually ‗customers‘; who now expect good and 

efficient ‗customer services‘.
846

 The researcher advocates that the tax authorities in 

Nigeria should embrace the trend of marketability as is being done in some countries.  

For example in Japan, public relation activities are handled cooperatively by all their 

tax authority comprising of the National Tax Agency (NTA), The regional Taxation 

Bureau and tax offices and many of these activities are carried out through the media 

including regular television and radio programmes/spots that provide current tax 

information, answering questions called-in by viewers.
847

 Also Belgian tax 

administration visits a number of shopping malls each June to help taxpayers 

understand their taxes. Taxpayers are even helped to fill in their tax forms. These 

actions are very successful because of the long lasting collaboration with a Belgian 
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Radio channel promoting this initiative.
848

 Also Italy provides ‗Tax on Wheels‘ a van 

equipped like a real office driving around the countryside providing information and 

services.
849

 Nordic countries and Spain, among others, have a history of educating the 

young in the schools. Officers can either go out to the schools or invite school classes 

to the tax office.
850

 Denmark and Spain have introduced a game on taxation to the 

youth.
851

 The list of what countries are doing to promote its public relations is endless. 

Public relations are an essential tool to build a better image by conveying all these 

elements to all the customers of a tax administration. Its key activity is to create 

publicity through seminars, press conferences, meetings and other events that will 

draw attention to services. The primary purpose is to help develop and maintain good 

relations and understanding between tax administration and the public. It is a long-

term activity that involves the building of relationships with media and continuously 

seeking to find opportunities to enhance tax administration‘s reputation in the public 

mind and to highlight improvements and success
852

 and when used effectively will 

greatly improve voluntary tax compliance in SAS. In Nigeria, it is recommended that 

there should be wide tax campaigns about income tax by seminars, billboards, 

advertising, and pamphlets in its media section. Also, recommended is education of 

the youth. These strategies are to be implemented by the administration itself or with 

the help of external partners like primary and secondary schools. Leaflets, booklets 

and billboards and all kinds of technical information concerning the law, conditions 

and deadlines should also be distributed in the simplest languages.  
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In conclusion, providing services that are user friendly, in the sense of being 

accessible and understandable for all helps to maintain and strengthen the taxpayers‘ 

willingness to comply voluntarily in a SAR and thereby contribute to improvements 

in overall levels of compliance with the laws. 

7.5.3 Enhancing Procedure and Officers Skills 

Efficient tax procedures and competent staff are important in managing tax. 

Efficient tax procedures can increase productivity and the collection of direct taxes.
853

 

A continuous staff training and development programme can add to the value, quality 

and professionalism of the officials in dealing with various aspects of problems, cases 

and taxpayer‘s behaviors. Human resources developments should be a major focus of 

the FIRS although it involves a significant cost. For example, in order to produce 

officers who are competent, professional, knowledgeable, skilled and disciplined, the 

FIRS should plan and implement special training programmes which are to be 

conducted by professional consultants and tax law professors and lecturers for officers 

at every level to ensure that they understand and are equipped to carry out their duties 

according to the current need. In addition, training and courses are not limited to 

intermediate and high level officials, but should also involve clerical and supporting 

staff so that each level of personnel has the confidence and knowledge to deal with 

their job and responsibilities. 

There is an obligation on the part of the tax officers in a SAR to collect from 

taxpayers the maximum amount of tax that the taxpayer are obliged in law to pay. 

This implies two things – one is that tax collectors are not permitted to exceed the 

bounds of the law in securing tax payments nor are they permitted to waive or 

moderate legal rules in return for private benefit. Again, officers cannot be heard to 
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use undue pressure and beyond the law to coerce taxpayers to pay something, whether 

it is due or not or whether the taxpayer failed to self-assess or not. Officers should be 

adequately trained never to use their position of power over taxpayers to receive 

private benefits such as bribes or favours.
854

 In conventional theory, administrators or 

officers are as much servants of the populace with whom they deal as they are 

servants of the authority that employs them. In other words, it is recommended that 

tax officers must adhere to rules and code of ethics of taxation required to carry out 

their duties. These qualities would include professionalism, integrity, efficiency, and 

collective responsibility. 

Finally, as human resources are the basis of the national tax organization,
855

 

the researcher recommends that tax officers must be equipped with technical 

knowledge, high moral standards, and the capacity to respond to change in society. 

There should also be adequate training programmes. It is important that tax officers‘ 

level of skill and quality be enhanced through training. There should be a review of 

the entire training framework by the FIRS which include training for new recruits as 

well as adding programmes with the aim of strengthening the organization, promoting 

higher efficiency and responding to emerging needs. 

7.5.4 Simplifying the tax process 

Many people do not pay tax simply because the compliance cost is too high.
856

 

An effective way to encourage taxpayers to voluntarily pay their tax obligations is to 

reduce the cost of compliance by making it as simple and easy as possible to navigate 

the tax process. This starts with simplifying the tax laws to make them clear and easy 
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to execute. One of the ways is to reduce the number of taxes and simplifying complex 

tax legislations. Simpler taxes are needed for many reasons, first and foremost; tax 

complexity creates headaches for about all taxpayers. Complex taxes are difficult to 

comply with and to administer. People who do not understand tax rules may also 

question the fairness of the tax system, feeling that others are receiving more benefits 

than they are. As a result, these taxpayers may be less apt to comply with the law.
857

 

Simplification can also be introduced in filing and payment process. More tax 

administrations have been moving towards electronic filing and payment system, 

often making it mandatory among large taxpayers. Nigeria should follow the trend. 

Electronic system can reduce the amount of time it takes for businesses to fill out 

multiple tax forms with similar information as well as cut down on the time spent 

waiting in line to file returns and make payments. There has also been a trend towards 

reducing the number of forms a taxpayer has to submit. In some countries, the 

registration process itself has been revamped to allow businesses to register with 

multiple government agencies in one step, what has been commonly called ‗one-stop-

shop‘ registration. For example, Costa Rica successfully reduced the requirements for 

starting and operating a small business by introducing a multi-agency network that 

facilitates one-stop filing of all the necessary documentation for business 

formalization.
858

 Use of common network also encourages information exchange 

between the institutions involved.
859

 

Again, voluntary compliance in a SAR would be greatly facilitated by the 

existence of a simplified tax structure. Indeed, without institutional simplification that 

enables taxpayers to fulfill their responsibilities more effectively, even the most 
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elaborate service offered to taxpayers by the tax administration would be lost in the 

sea of confusion, waste and widespread disrespect of the law.
860

 A simpler tax 

structure will make it easier for taxpayers to assess their tax liability and thus comply 

more fully with the tax laws. Current worldwide trends bear ample testimony to this 

fact. Tax Reform efforts in the United States, Canada, Europe, Australia and Latin 

America, for instance, focus on the elimination of numerous features in the economy 

that further distort and complicate the tax system.
861

 

Tax law simplification can take at least two forms; the substantive 

simplification of tax regulations or the simplified application of tax rules. In the 

substantive simplification of tax rules, it involves a streamlining of tax rules through 

the reduction of exceptions, exemptions or caveats. For example, the New Zealand 

VAT has one of the broadest bases, hardly exempting any transactions. The 

consequence is that the interpretation of the law is easier and its observance is 

straightforward. In the case of simplified application of tax rules, tax rules need to be 

communicated directly to the appropriate sectors irrespective of their complexity. The 

function of the tax administration is to ensure that tax rules reach their target in as 

effective a fashion as possible. For instance, the tax authorities could publish 

individual manuals on income taxes, corporations or partnership as they apply to 

particular sectors. Such targeted information reduces compliance costs because it 

relieves the taxpayer from having to expend money and time learning tax rules that 

may not be applicable to them.
862

 

One additional problem is that there is a high degree of non-compliance with 

the tax laws in Nigeria caused because tax forms are often too complicated to 
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understand. Tax administrators often design forms and information bulletins which 

render the tax filing process so complicated as to require the assistance of tax 

preparers, accountants and lawyers. Such assistance is costly and generally it is a 

known fact that nobody likes to pay tax talk more of incurring additional costs. 

Taxpayers would thus incur lower compliance costs if the simplification of the tax 

regime also involved a simplification of the tax forms.
863

 One solution is to broaden 

the scope of self-assessment as much as possible while simplifying the basic 

directions that taxpayers have to follow.  

7.5.5 Eradication of Corruption 

In Nigeria, voluntary taxpayer compliance in its ideal form is no longer a 

reality. There is no quid pro quo between taxes paid and government services 

provided. Poor governance invariably leads to an eschewed co-relation between 

revenue collection and revenue expenditure, such that persistent irresponsible 

spending by the government bears no relationship to the expectation of the 

taxpayer.
864

 If due to corruption, citizens cannot be certain whether their paid taxes 

are used to finance public goods and services, their willingness to pay suffers and it 

becomes more likely that they evade their tax liabilities. Transparency and 

accountability in government go a long way in encouraging tax compliance. Also, 

endemic corruption on the part of government also discourages potential taxpayers 

from fulfilling their tax obligations voluntarily. Nigerians are daily inundated with 

news of embezzlement and diversion of funds meant for public purpose into private 

pockets of officials. The result is that people are willing to avoid anything or 

environment that will compel them to pay their hard earned money to the corrupt 

government as taxes.  
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There is wide agreement that corruption has a significant negative impact on 

tax revenues. Studies in some developing countries indicate that often more than half 

of the taxes that should be collected cannot be traced by government treasuries due to 

corruption and tax evasion. Experts have pointed out that presence of corruption 

reduces tax revenues in the long run.
865

 Corruption affects the growth potential of the 

economy and thereby reduces the size of the future tax-base. By decreasing the 

resources available for public authorities, corruption also reduces productive public 

investments in such areas as roads, health and education in Nigeria. 

A 1998 study done in 39 Sub-Saharan Africa countries by the International 

Monetary Fund (IMF) found strong statistical evidence that an increase in the level of 

corruption lowers the tax-revenue-GDP ratio. This finding led the IMF to conclude 

that efforts to lower corruption would increase tax revenue significantly.
866

 Non-

adherence to good governance by the Nigerian Government creates an environment 

where corruption flourish making taxpayers lose the trust of the government and in 

turn non-compliance with their tax obligations. 

The researcher submits that Nigerians need strong selfless and committed 

leaders, who are originators of great ideas, command the respect and loyalty of the 

people, and who are truly committed to the development of their nation. Tax money 

put into proper use for taxpayers will definitely induce a positive attitude to voluntary 

compliance from taxpayers in Nigeria. 

7.5.6 Taxpayer Education 

There is no gainsaying the importance of tax education is SAS. The nature of 

SAS in Nigeria requires sufficient knowledge of current laws and regulations in order 

to compute actual income and finally make accurate tax calculations and payments. 
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Various programmes must be implemented by the tax authorities to facilitate 

taxpayers so that they can acquire and practice the knowledge. Unlike the US tax 

system which educates and exposes tax laws and regulations from a very early age 

through the implementation of school education programmes,
867

 this is not applicable 

in Nigeria. Civic education was part of the educational curriculum in the early 1960s 

and 1970s; however this was stopped in the mid-1980s and 90s.
868

 A re-introduction 

of this into the school curriculum would not only improve civil responsibility but also 

infuse a sense of patriotism and commitment to national ideal and interests. There 

should be vigorous enlightenment and public awareness about tax payment and its 

importance in the economy. 

In addition, the tax authorities should also organize road shows from place to 

place to deal face to face with taxpayers. For instance, a counter should be open in 

shopping complexes and offices within a certain period of time as an effort to make 

taxpayers aware of their duty to pay tax. Efforts should be made to inform taxpayers 

about the tax system i.e. the self-assessment system and to provide advice for those 

requiring assistance, so that in the end, they would have a higher sense of morality in 

the organization with the aim of winning the trust of the people. While such public 

relations efforts are being made, systems should be put in place for taxpayers to be 

able to seek guidance on tax law and to ask for advice on calculation for self-

assessment. 

The target audience should also be primarily students who are the future 

taxpayers followed generally by the entire taxpayers. As the next generation of 

taxpayers, the students are provided with an understanding of the significance and 

role of taxes in financing the government budget and also of their duty as citizens to 
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file accurate returns and pay taxes.
869

 In Estonia, tax administration takes part in 

youth fairs. The project ‗Tax and School‘ involves the tax administration and the 

Ministry of Education with aims to promote a law abiding fiscal culture amongst the 

younger generation.
870

 Again, in Poland, primary schools educational actions are 

organized under the watchword ―Where Have We Money For Our Expenses – We All 

Pay Taxes‘ which consist in conducting lessons by tax officers in primary schools. 

The lessons aimed at making children aware of the role of taxes and how they are 

used in a state, on the assumption that such activities will bring measurable effects in 

increasing the level of voluntary compliance.
871

 

Furthermore, in Jamaica, Tax Administration Jamaica (TAJ) has an extensive 

public education programme that ranges from traditional types of media such as print, 

television and radio to modern social tools such as Facebook and Twitter. They also 

organize town hall meetings, seminars, workshops and monthly mobile business 

clinics. In addition there are specific initiatives targeting school children to raise 

awareness from an early age. New developments in tax administration are sent in 

timely press releases to the various media houses and are automatically posted on the 

TAJ‘s website.
872

 The key to creating an awareness of tax morale and voluntary 

compliance from an early stage in life will eventually lead to a culture of voluntary 

tax compliance. The researcher therefore recommends tax education on every facet of 

our institution from Nursery to University levels in Nigeria. Fiscal toys can be used 

also in catching them young from the nursery and primary levels of education. 
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Furthermore, since most of the citizens of Nigeria are religious and faithful 

people. Thus with religious provisions that explicitly support fulfilling religious 

obligations, voluntary tax payment could be enhanced.
873

 Therefore, tax education can 

be encouraged to be part of religious education among the adherents. Evoking 

religious injunctions could elicit more voluntary compliance in a SAR. For instance, 

the Biblical saying of ‗Give unto Caesar, what is for Caesar and to God what is for 

God‘
874

 is apt and relevant to the Christians while the Quran calls on the Muslims 

thus: ‗O you, who believe, fulfill all obligations‘.
875

Therefore, it is suggested that the  

7.5.7 Enforcement 

Finally, on the suggested measures to be taken by the tax authorities to achieve 

SAS objectives is that the FIRS should design their audits and investigations 

programme to increase compliance in the SAS. Investigation and prosecution 

programs should be seriously implemented through law enforcement with the aim of 

preventing tax non-compliance. Enforcement programmes should also be taken 

against taxpayers who fail to settle their taxes on time. There should be an increase in 

civil suits filed in court and pursued timorously to act as a deterrent to contemplative 

non-compliant taxpayers. In extreme cases, taxpayers should be prevented from 

leaving Nigeria until the amount owed to the FIRS is settled. No doubt, there is a need 

to put in place an effective judicial process to adjudicate on tax issues. 

In order to preserve people‘s trust in the system and their belief that tax is 

applied fairly, and to maintain their motivation to file and pay taxes properly, it is 

essential that those who intentionally try to avoid taxes, especially through fraudulent 

means, be dealt with firmly, sometimes by making them the focus of prioritized tax 

audits. It is recommended that since the depth of tax audits varies according to the 
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status of the taxpayer, those suspected of serious tax avoidance should be prioritized 

in tax audit selection, and no limits should be placed on the audit length to allow for a 

thorough review. 

In conclusion, the implementation and successful operation of SAS in Nigeria 

is a big challenge not only to the FIRS but also to taxpayers, unlike the previous 

system, SAS requires taxpayers to have sufficient tax updates so that they can be good 

participants and complete their tax return accurately. Failure to do so results in 

penalties and interests, and perhaps a prison sentence. Despite the fact that some 

taxpayers may not be satisfied with SAS because they have to do more tasks than 

previously (e.g. completing tax returns and calculating tax liabilities) while the tax 

authorities only collect money and administer the process, however the researcher 

posits that SAS is one of the best ways to manage the tax system in a country like 

Nigeria which has a large number of individual taxpayers both at the formal and 

informal sectors. Under the formal system, tax officials spent a lot of time assessing 

tax returns while in SAS the officials can focus on enhancing the tax audit and 

investigation procedures, as well as concentrating on tax reforms so that the tax 

collection will increase.  

7.6  Self Assessment System; The Way Forward In the Informal Sector 

The most cost – effective systems of collecting taxes are those that encourage 

most taxpayers to voluntarily comply, leaving the tax authorities to focus on their 

enforcement efforts on a more limited number of tax evaders. Based on the current 

Nigerian tax administration the researcher propose in this work some fresh  

 measures as an efficient and effective guide to aid in voluntary tax compliance in the 

informal sector. 
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7.6.1  Use of Positive Incentives 

Paying taxes is a resisted action, a few people are predisposed to do so 

voluntarily and that bias is reduced if people perceive inefficiencies from the 

government in the use of revenues. When that happens, controls and penalties, 

although necessary, become insufficient and it is necessary to create parallel 

incentives. Tax Incentives are incentives designed to encourage investments in certain 

preferred sectors of the economy and sometimes encourage voluntary compliance. 

Specific tax incentives exist under the Companies Income tax Act and the 

petroleum profits tax Act in Nigeria but there are no significant incentives provided 

by the personal Income tax Act most especially the informal sectors and SMES to 

encourage voluntary payment of income tax. Personal income taxes have been 

contributing very little to total tax revenue in Nigeria. Taxing this income is a 

daunting challenge in Nigeria despite its huge potential as the major means of revenue 

in Nigeria. It is therefore of the view that the PITA does not make sufficient 

provisions to encourage voluntary tax payment that it is suggested that the Personal 

income tax be amended and more tax incentives be provided for in the PITA. The 

most common incentives should be monetary, particularly those that give a discount 

of a portion of the fee or discount for annual payment made in advance of regular 

payments. Also bonus should be given for prompt payment of taxes. Monetary 

incentives should be frequently carried out on discount or bonus for advance annual 

payment of periodic taxes. People who paid property tax in one annual fee may 

receive a bonus of 20% of the tax. Although these are small measures, it reflects the 

emerging need to seek alternative and complementary methods to encourage tax 

compliance. 
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Also, it is suggested that in order to encourage tax payers to pay their taxes on 

time, taxpayers should be handed over Certificates of Government‘s appreciation and 

acknowledgement of diligent tax payers for their contribution towards nation 

building. These certificates must be issued by the federal government through the 

FIRS should be handed over to select tax payers. This will be a positive move by the 

government to connect with honest and punctual taxpayers who play their part in 

nation building. FIRS should be sending out such certificates of appreciation to 

individual tax payers in various categories on the basis of the level of taxes paid by 

them for the current assessment year where taxes have been paid in full and tax payers 

have no outstanding tax liabilities and where the return is e-filed within the prescribed 

due date. It is also suggested that the certificates be signed by FIRS chairman and a 

call out of the taxpayer's name, or company in a National media outlet. The country 

has a culture of punishing tax defaulters in the informal sector and not rewarding 

those who have fulfilled their obligations. The institution of awards also will go a 

long way to stimulate individuals and groups in the informal sector to be alive with 

their tax obligations. 

7.6.2 De-emphasis on record-keeping 

Furthermore in order to encourage compliance in the informal sector, it is 

suggested that there should a de-emphasis on record keeping of account as provided 

in the Personal Income Tax Act. It is a known fact that most of the people in this 

sector do not keep books of account. The average petty traders do not keep books of 

account but it is a known fact that most of them make more money than most young 

graduates. It is, therefore, suggested that the uniform lump-sum method wherein 

uniform lump-sum payments which is a form of presumptive taxation which is based 

on an income average in the industry be adopted in the informal sectors in Nigeria. In 



269 
 

this case, a flat tax liability is imposed on all firms or individuals operating under the 

same occupation or trade. This could be an attractive tool for Nigeria because it is 

simple to administer, and tax authorities do not need to verify records in order to 

arrive at a tax liability. The taxpayers in such sector are also relieved of the 

cumbersome burden of calculating the amount due to be paid as it is a flat payment. 

7.6.3  Engagement of the informal sector  

One way is to improve citizen participation is giving citizens a say in the 

government. It increases the likelihood that citizens perceive the taxes imposed on 

them as useful and fair. One such way of increasing citizens participation is to engage 

them in the decision making process in government. The Local Government Revenue 

Committee which was created under Section 90 of the PITA should be amended and 

have as its members: principal officers comprising of the heads of various 

associations in the informal sectors and town union presidents. The functions of the 

Revenue Committee include the assessment and collection of all taxes, fines and rates 

under the jurisdiction of the local government and accounting for all amounts so 

collected in a manner to be prescribed by the chairman of the local government. 

Based on the functions, these principal officers of associations in the informal sector 

and the town union presidents can agree with their members and corroborate with the 

government to collect and remit taxes due to the later. This in turn will reduce 

multiplicity of tax and use of obnoxious means like use of thugs in tax collections on 

the part of the taxpayers and increase the revenue of the government as it will not be 

easy to evade. 

7.6.4  Continuous Tax Instruction of the Informal Sector 

Majority of the players in the Nigerian informal sector are largely not 

conversant about the essence of tax payment. The inculcation of a custom of tax 
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compliance depends on changing attitudes and perceptions. There is no refutation of 

the reality that tax information and culture is practically very poor in Nigeria and even 

poorer with respect to the informal sector. Tax evasion in the informal sector may 

principally be as a result of lack of knowledge. The government should therefore 

strengthen its effort in organizing public education programmes in the media, posters, 

billboards and other enlightenment channels. More concentrated and unrelenting 

approach should be put in place for the sensitization of the public. Localized 

sensitization of the informal sector by deploying tax officials to local government 

areas by the creation of area tax offices should be considered. For easier and enhanced 

dissemination, all major Nigerian languages should be printed as hand bills containing 

information on the need to pay taxes. The relevant states and federal ministries of 

Information should be drawn in wherein information vans are used to inform the 

informal entrepreneurs. Tax education should be pursued enthusiastically and on a 

continual basis which with time is likely to encourage voluntary compliance from the 

informal sector. 
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CHAPTER EIGHT 

 

CONCLUSION AND RECOMMENDATIONS 

8.1 Conclusion 

In this work, the researcher critically analyzed the self assessment regime in 

tax administration in Nigeria. Self assessment system (SAS) is one of the measures 

implemented by many countries to replace the official assessment system (OAS). The 

adoption of SAS results in a considerable shift of responsibilities upon taxpayers with 

regards to their compliance obligations. In other words, compliance responsibilities 

for taxpayers include an obligation to voluntarily report, compute and pay their taxes 

according to tax laws. Objectives supporting SAS in various countries are mostly to 

reduce tax authorities‘ burden of assessing tax returns, minimize the cost of collecting 

tax and to encourage voluntary compliance. In Nigeria, SAS was adopted in 1991 

with operational effects in 1992 and this work is of the view that SAS in tax 

administration has not succeeded in encouraging voluntary tax compliance decades 

after its adoption in Nigeria. It is noteworthy that total voluntary payment of tax in 

Nigeria by effective use of SAS is fallacious and it is the intention of this work to 

proffer suggestions or measures that will facilitate voluntary compliance to at least get 

to 15% tax to GDP ratio that IMF considers the threshold of tax revenue adequacy in 

any developing country. 

In this research, we started off by discussing the general introduction to 

taxation, its various definitions and the historical evolution of Nigeria tax system and 

such issues as those issues that constitute an ideal tax system as posited by Adam 

Smith were also discussed. The researcher in her opinion noted that there is no 

certainty in the Nigerian taxation and also it is not convenient for taxpayers to fulfill 

their tax obligations in Nigeria. Also, we stated that the Nigerian tax system is not 
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administrative efficient and its laws are not simple to understand and further made 

recommendations for the issues raised therein. 

This study also embarked upon a comprehensive analysis of the administration 

of taxation in Nigeria and the Nigerian tax system. The administration in Nigeria is 

carried out by the various tax authorities as established under the relevant laws. Also 

discussed in this work are the various tax authorities in Nigeria including the recently 

enacted Federal Capital Territory Inland Revenue Service Act, 2015. Again in a 

federation like Nigeria, the concept of inter-governmental fiscal power is based in a 

three-tier tax structure each of which has different tax jurisdiction. This was also 

addressed in this work. The issue of multiplicity of taxes which has been a major 

problem facing the SAR in Nigeria was adequately discussed in this research and 

recommendations proffered for eradication of same.  

Again, in this research, we elaborately discussed the self assessment Regime, 

the principles, issues and administration thereof. The self assessment system is when 

it is the responsibility of the taxpayer rather than the revenue authority to calculate the 

relevant tax liability and to ensure that the requirements regarding payment and so on 

are met. The growing concern of tax administrations throughout the world is on how 

to simplify the tax assessment system to encourage voluntary tax compliance and as 

the title of this study indicates, Nigeria have adopted same too as a solution. The 

research also discussed the mission and objectives of SAS in various countries and 

stated that the objectives differ from country to country but their primary objectives 

being to encourage voluntary tax compliance remains the same. Furthermore, based 

on the canons of taxation introduced by Adams Smith, this work also discussed the 

central principles of taxation which relate to SAS that is, equity, certainty, 

convenience and efficiency. Again, it was noted in this research that each country 
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inevitable has its own controversies upon adopting and implementing the SAS. Such 

issues as tax audits and audit probability, fines and penalties were analyzed critically 

with solutions proffered for all the issues raised therein. 

It is posited in this study that despite all the intendments of the introduction of 

SAS in Nigeria since 1992, voluntary compliance has not taken root. This study also 

faults some provisions of the Tax Administration (Self Assessment) Regulation, 2011 

which has been the primary Regulation guiding the processes and procedures for self 

assessment returns in Nigeria. It is noteworthy that in Nigeria, so many factors 

presently hinder the taxpayers‘ voluntary compliance and how well the FIRS tackle 

them depends on how well the two components of SAR namely Taxpayer Enablement 

and Compliance of the SAR are also tackled. International experience demonstrates 

the importance of deliberately and consistently reviewing the SAS the administration 

has in place. The focus should be to assess whether the SAS is operating in the 

manner that was intended and whether it is realizing its full potential. Examples and 

experiences from some countries were recommended in this work. 

The various tax laws which the tax authorities operate for various tax types 

being administered all contained provision for the Self Assessment tax system. A 

summary of the legislators guiding the implementation of the self assessment system 

in Nigeria were all set out and legally discussed and analyzed critically in this study. 

The legal backing received by SAS in Nigeria through the provisions in the 

Constitution, Laws and Regulation discussed in this study shows by the implication 

that SAS covers all forms of taxation in Nigeria. This study also undertook a 

comparative analysis of how self assessment is operated in different countries 

encompassing five developed and three developing countries. Tax administration 

practices across Organisation for Economic Co-operation and Development (OECD) 
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countries demonstrate a variety of issues and problems and therefore taken 

collectively, a comprehensive review of the majority of tax administration issues 

faced when using SAS were also critically discussed in this study. 

The objectives for introduction of SAS differ from country to country but their 

primary objective being to encourage voluntary tax compliance remains the same. In 

this research work, some measures to be taken by the tax authorities to achieve SAS 

objectives in Nigerian tax system are suggested. 

Having stated that tax compliance has always been a major concern for all tax 

administrations, this work did a major analysis of the concept of tax compliance and 

in furtherance exploration of tax non-compliance analyzed in details the issues of tax 

evasion and avoidance as it relates to Nigeria. It is my opinion that tax avoidance is 

not unlawful as a taxpayer is free to arrange his/her tax burdens as it is left for the tax 

authorities to counter measures where the lines are crossed. The causes, effects and 

strategies against tax evasion and avoidance were also discussed and requisite 

recommendations made. Also discussed was the issue of tax compliance determinants 

in SAS. It was crucial to determine the factors that may affect tax compliance 

according to the literatures in order to promote an effective tax environment. The four 

factors discussed are economic, institutional, social and individual factors. A legal 

critique of the Strategies to Increase Voluntary Tax Compliance in Self Assessment 

Regime was addressed in this work. And in conclusion the work proffered novel ideas 

to make the adoption of SAS triumph in Nigeria.  

8.2 Recommendations 

The study undertook a critical analysis of the self assessment system (SAS) in tax 

administration in Nigeria and from the study, it is now clear that the self assessment system 

(SAS) has been gaining wide acceptability globally and that self-assessment is based on the 
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principle of voluntary tax compliance. Tax system built on self assessment principles can be 

successful because a successful tax administration is the one in which taxpayers pay 

willingly, without conspicuous investigations, enquiries, reminders and threats of legal or 

administrative sanctions. However, despite the fact that Nigeria followed the global trend in 

implementing SAS, it has been shown that her tax revenue (which is a good measure of 

voluntary tax compliance) is low, hence the necessity for recommendations. This study, 

therefore, recommends as follows: 

1. Firstly, it is recommended that based on the basic principles of a good tax system 

according to Adam Smith in his book Wealth of Nations, taxpayers in Nigeria 

should be secure against unpredictable taxes levied on their wages or other 

incomes. In other words, there must be certainty in the tax system. No taxpayer 

should be prompted to pay tax on any income not assessable to tax either by force 

or threats. This is one of the avenues to encourage voluntary tax compliance and 

self assessment in tax administration in Nigeria. 

2. Based on the principles of convenience in tax system, it is recommended that there 

is need to harmonize and update by law the different taxes that are levied by the 

different tiers of government so as to reduce the negative impact on the taxpayer.  

3. Huge sums of money are used to consult private tax experts or tax consultants at 

the expense of government revenue, thereby creating avoidable waste of revenue. 

This should be minimized by training and equipping officers of the tax authorities 

so as to carry out such duties usually contracted to tax consultants. 

4. Uniform lump-sum method wherein a lump-sum payment (a form of presumptive 

taxation which is based on an income average in the industry) be adopted in the 

informal sectors in Nigeria. In this case, a flat tax liability is imposed on all firms 

operating under the same occupation or trade. This could be an attractive tool for 
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Nigeria because it is simple to administer and tax authorities do not need to verify 

a particular firms or individual's records in order to arrive at a tax liability.  

5. Simplifying tax laws in Nigeria by reviewing and amending the major tax laws in 

Nigeria to adopt simpler, clearer provisions. Since the main feature of SAS is self-

completed tax returns, a high degree or at least a reasonable level of simplicity is 

required because taxpayers come from various levels of backgrounds, education, 

income and most importantly level of tax knowledge. 

6. A deliberate and consistent reviewing of the SAS that the administration has in 

place as to assess whether the SAS is operating in the manner that was intended 

and whether it is realizing its full potential as was done by the Australian Tax 

Office (ATO) and Treasury Department wherein some major reviews were 

commissioned by the Australian government on November 24, 2003 and involved 

extensive public consultation with, and submissions from professional 

associations, business groups and taxpayers. The researcher suggests that this is 

the type of review that should be undertaken by the FIRS from time to time. 

7. Tax authorities should provide the taxpayers with clear information describing 

their obligation, the tax applicable, when and where they are payable. Taxpayers 

in Nigeria also need to be informed about changes in the laws. 

8. Simple and user-friendly tax forms should be adopted. These forms should be 

accompanied by guidance notes so that taxpayers (especially individuals and 

fringe companies) do not bear additional costs by engaging external professional 

advisors to complete the forms. 

9. Modern innovations should be exploited to improve the business environment and 

reduce the cost of compliance to ensure voluntary tax compliance. Some of these 
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new practices in this area include e-filing and e-payment (internet and mobile 

banking).  

10. Tax forms should be made available at websites and places frequently visited by 

taxpayers. For example, churches/mosques, banks, post offices, 

shops/supermarkets, petrol filling stations etc. The idea of tax forms in Nigeria 

being only advertised in the tax offices and designated banks should be jettisoned. 

11. Tax returns should be randomly selected so that every return has an equal 

probability of being audited regardless of how tax officials perceive a particular 

individual compliance status. This is to ensure that no self –assessed taxpayer is 

exempted (or believes himself or herself exempt) from the possibility of being 

audited.  

12. Tax authorities should prepare strategic plans (or documents with a similar name 

and purpose) covering medium term period of three to four years setting out the 

key directions and priorities and organizational goals and directions for the target 

period, against the background of a started organizational mission/mandate, vision 

for the future and set of values and if such document is well prepared it can be a 

valuable tool for communicating with both internal and external audiences and 

fostering commitment. 

13. Such committees like the Technical Committee of the State Board and the Joint 

State Revenue committee created under Section 89 and 92 of the Personal Income 

Tax Act respectively should be repealed. This is because it seems that there is a 

proliferation of administrative bodies with the same composition and different 

functions under the Personal Income Tax Act and these committees and Boards 

have their meetings at intervals at the expense of the much needed government 

revenue thereby increasing administrative costs. 
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14. There should be a reduction in the number of taxes being paid in Nigeria. Levies 

and charges can be consolidated into one or two taxes since taxpayers are 

motivated by a simple and efficient tax system in a self-assessment regime. An 

overhaul of the tax system and reform of the tax laws and systems is 

recommended as reducing the total number of taxes paid, increasing transparency 

as to how and what to pay and facilitating procedures for filing taxes will be 

essential to reducing high compliance costs and increase tax compliance. 

15. All the tiers of government should properly fund their departments and agencies in 

order to check their embarking on illegality to the ends of increasing their 

internally generated revenue. The states should also make available to the local 

governments all the revenues from the federation account and allocate the 

required percentage of state revenue to the local government councils.  

16. The tax authorities have an obligation according to the best international practices 

that taxation laws should be clear and certain. A taxpayer should be able to 

understand the law and the liability which the government has imposed and  

should be able to plan with relative certainty that neither an unexpected tax 

assessment or penalty will follow as to warrant frequent interpretation of tax 

statutes in courts of law.  

17.  That instead of the literal interpretation of tax laws as used in the Nigerian courts, 

the purposive approach in interpretation of tax statutes should be adopted when 

necessary. 

18.  A critical review of the basis of the division of taxing powers in Nigeria under the 

Constitution as a way that will guarantee the ability of each level of government to 

raise its independent revenue to meet its responsibilities based on the looming 

danger of bankruptcy in some states. 
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19.  Widening of the tax base by tapping into the Nigerian informal sector will not 

only boost the tax authorities to achieve the objectives of SA but will also aid in 

no small measures in tapping into the wealth of capital for the provision of social 

goods in the country. 

20. The work recommends further that in order for the informal sector to be bought 

into the tax radar, there is need for delivery of public services, for example, water, 

roads, clinics, etc by the government as endemic corruption in the part of the 

government also discourages potential taxpayers from embracing the formal 

sector. Transparency and accountability in government go a long way in 

encouraging voluntary tax compliance in SAS. 

21. Tax authorities should develop various initiatives particularly to assist and 

facilitate individual taxpayers in fulfilling their tax obligation. Customer service 

or taxpayer‘s service is especially important for helping taxpayers avoid 

unintentional errors. The FIRS should provide year-round assistance to millions of 

taxpayers through many sources, including outreach programs, tax forms and 

publications, regulations and other published guidance, toll-free call centers, and 

taxpayers‘ assistance centers . 

22. Again, tax authorities should collaborate with various banking institutions so that 

taxpayers can pay their income tax over the counter or through online banking. In 

addition to these collecting agents, FIRS should actively promote the use of E-

filing that is, one of the most prominent and important mechanisms in increasing 

efficient and error-free filing. The FIRS should also develop website that offer a 

range of information, particularly, for direct taxes administration. Taxpayers who 

have problems regarding their tax matters can browse the website to seek 

solutions or communicate with the tax officials through emails or telephone. 
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23. Tax authorities should also maintain a dominant presence on social media. They 

should have a Facebook page, a Twitter account as well as videos on YouTube. 

This is another way in which they can demonstrate a desire to stay connected with 

the youth by making use of modern technology. 

24. Government in Nigeria should concentrate on measures that reduce taxpayers‘ 

cost of fulfilling their tax liabilities. Tax authorities in Nigeria must be aware of 

the importance of acting service oriented and should therefore monitor customer 

satisfaction. There should be a shift towards a customer service orientation which 

reflects the growing awareness of the need to offer a quality service to the 

taxpaying public and to be responsive to public concerns. 

25.  Tax officers should be equipped with technical knowledge, high moral standards, 

and the capacity to respond to change in society. There should also be adequate 

training programmes. It is important that tax officers‘ level of skill and quality be 

enhanced through training. There should be a review of the entire training 

framework by the FIRS. 

26. Simplifying the (corporate) income tax structure in Nigeria by reducing the 

number of tax brackets and high statutory tax rates lower the tax burden and may 

support voluntary compliance. 

27. As the possibility to detect and prosecute tax violators depend crucially on data 

availability and data quality, FIRS needs to ensure a sufficient endowment with 

technical equipment and the establishment of good performing statistic divisions 

with competent staff members to collect data and keep records. A good technical 

equipment and technically educated staff are also a prerequisite for a well 

functioning information exchange. 
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28. The setting up of Revenue Courts should be embraced by the Federal 

Government. These courts should be enabled to impose monetary penalties and 

criminal sanctions. Our tax laws are replete with punitive monetary measures as 

well as criminal sanctions aimed at solving this problem and suitable personnel for 

instance, lawyers trained in tax law should be recruited and revenue personnel 

generally trained and retrained to cope with the demands of the job. 

29. A simple tax return and simpler tax regulations will increase tax compliance. As 

the main feature of SAS is self-completed tax returns, and taxpayers come from 

various levels of backgrounds, simplifying tax returns and administration 

potentially could help taxpayers to complete their tax returns accurately and 

increase compliance. 

30. Seminars and symposiums on tax is an effective means of tax knowledge which 

can aid in influencing tax compliance.  SAS countries like US, Canada, Japan, 

Australia, etc have been conducting a regular tax education for taxpayers and 

children (as upcoming taxpayers) and same is highly recommended in Nigeria. 

31. The Personal income tax should be amended and more tax incentives be provided 

for in the PITA. The most common incentives should be monetary, particularly 

those that give a discount of a portion of the fee or discount for annual payment 

made in advance of regular payments. 

32. Taxpayers should be handed over Certificates of Government‘s appreciation and 

acknowledgement of diligent tax payers for their contribution towards nation 

building. These certificates which must be issued by the federal government 

through the FIRS should be handed over to selected tax payers. 

33. There should a de-emphasis on record keeping of account as provided in the 

Personal Income Tax Act. It is a known fact that most of the people in the 



282 
 

informal sector do not keep books of account. In this case, a flat tax liability is 

imposed on all firms or individuals operating under the same occupation or trade.  

34. The Local Government Revenue Committee which was created under Section 90 

of the PITA should be amended and have as its members; principal officers 

comprising of the heads of various associations in the informal sectors and town 

union presidents. This will increase citizens‘ participation to engage in the 

decision making. 

35. More concentrated and unrelenting approach should be put in place for the 

sensitization of the public. Localized sensitization of the informal sector by 

deploying tax officials to local government areas by the creation of area tax 

offices should be considered. For easier and enhanced dissemination, all major 

Nigerian languages should be printed as hand bills containing information on the 

need to pay taxes.  

36. Nigerians need strong selfless and committed leaders, who are originators of great 

ideas, command the respect and loyalty of their people, and who are truly 

committed to the development of their nation. Tax money put into proper use for 

taxpayers will definitely induce a positive attitude to voluntary compliance from 

taxpayers in Nigeria. 
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