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CHAPTER TEN

The Place of Value Added
Tax (VAT) in Revenue
Allocation

MA. Adawo & C N. Ekong

INTRODUCTION

_=.Since the middle of the 1970s Nigeria has riskily depended
on a single commodity for her finances; that is petroleum oil.
Altheugh much comes from this resource, Akpakpan (1989) shows
that forwell-over three decades Nigeria was running deficit budgets.
In other words, fiscal imbalance dominated Nigeria’s fiscal system.
Therefore, alternative or additional sources of revenue was
necessary. Thus, the federal government in 1991, under the
leadership of General Babangida, commissioned two different
studies on possible modes and means of mobilizing more revenue
through direct and indirect taxes.

One study group was set up by the Federal Ministry of Finance
and Economic Development to study and make recommendations
on the reforms needed in direct taxes in Nigeria. The indirect tax
group, which was set up by the Federal Ministry of Budget and
Planning was inaugurated on 26 April, 1991 with the following
objectives among others:
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(1) shift taxation towards consumption (indirect) rather than
savings (direct);

(1)  reduce dependence on (petroleum) oil revenue;

(ii1)  provide incentives for export production;

(iv)  improve the administration of indirect taxes; and

(v) maintain a fairly even tax incidence across various lines,
stages and elements of taxation on imported goods.

By this arrangement VAT was introduced in Nigeria.

The indirect tax group came up with value added tax (VAT).
Pure VAT is collected only at the retail level in order to ensure that
the maximum value has been added to the product on sale and in
order to collect the maximum revenue. But Nigeria adopted
modified value added tax (MVAT) because of the cumbersomeness
of collecting VAT at all stages. Pure VAT involves elaborate record
keeping and simmers down to illiterate retailers and the
preponderance of the informal sub-sector in the distribution chain.
Collecting VAT at all levels in Nigeria would not be cost effective.
Theretore, Nigeria collects MVAT at the levels of manufacturing,
wholesalers and importers. |

The committee on MVAT, inaugurated on June 1 1992,
reviewed the terms of reference for the reforms of sales tax thus:r

(a) To eliminate or minimize the distortion. by improving its
transparency and predictability and shifting its incidence
towards expenditure rather than income.

(b) To achieve greater fiscal flexibility in order to develop
expenditures that can be maintained in the face of
fluctuations in oil revenue by broadening the statutory base
for taxation and its effective coverage.

(c) To distribute the burden of taxation more evenly across
| dit“ﬂ*“'ilt gnm*c] and cpv‘]vicec through a broader coverage
to dvoid multiple taxation. '
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provide the basis for strong revenue growth and flexible
fiscal arrangement in 1994 and beyond.

(e) To shift taxation towards consumption rather than income.
(f) To reduce dependence on oil revenue
(g) To provide incentives for export production, and

(h) To develop an approach to taxing luxury consumption
relatively higher and minimizing the impact on essential
goods and services used by low-income earners and
formulate a programme of work for the accomplishment
of the assignment.

Since the introduction of MVAT in the 1994 fiscal year, it has
yielded an appreciable amount of naira, and recorded some measure
of success, though the VATable list is not comprehensive. But,
like any other revenue sharing formula in Nigeria. the formula for
sharing VAT is equally an unsettled business. It is against this
background that this paper is set to offer suggestions that could
lead to a more meaningful and result-oriented formula.

The rest of this paper is arranged in four sections. Section 2
puts forward a brief theoretical discourse on VAT, section 3
examines VAT in Nigeria, VAT and revenue allocation is treated
in section 4, while section 5 makes some recommendations and
concludes the paper. ?

2. A Brief Theoretical Discourse

Mobilization of revenue involves the adoption of economicall:
and politically acceptable taxes that would ensure eas
administration, accounting verification, audition and investigatio
based on equity, neutrality and other attributes of a good tax (Udol

ona -~ 1nd "ong. 1999:437). The value added tax is
consumption tax. Therefore. it 1s difficunt fo evaud its P el
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A consumption tax should recognize the consumer as utility-
maximizer, while at the same time safeguarding against tax evasion.
The adoption of an appropriate consumption tax should follow a
critical and objective examination of the tax incidence, base and
distribution sequence of such a tax.

‘According to Udoh et al. (1999),

the essential consideration in choosing a
consumption tax option from other tax options
include assessing the administrative feasibility of -
each tax, determining its relative revenue
potentials, its degree of voluntary compliance, its
relative neutrality, its equity potential for
regressively and the efficiency of data matching.

The above reason(s) might have been responsible for
government deciding to replace the existing retail sales tax (RST)
with the value added tax (VAT) as a consumption tax. VAT,
according to Ogundele (1996, as cited by Udoh et al. (1999), has
three major characteristics:

a. It is a consumption tax.

b. It is a multi-stage tax.

c. It is borne by the final consumer.

VAT centres on the value added which is defined by Ogundele
(1996) as the amount of value a firm contributes to a good or service
by applving its own factors of production. However, a factor of
production here could mean transport. Hence value added is simply
value of output less value of input.

VAT has been considered to induce inflation and inequality
and, regressively. Such claims are disputed in some quarters. For
ex__ple,  I(19 ,lIsof * iev “atth " jrod "o,
ne o chanea in VAT rate ic nnt inflationarv — the change might
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al. (1999) look at the movement of the consumer price index (CPI),
which reflects inflation rate, and note that when VAT was
introduced in 1994 inflation rate rose from 54 percent to 57 percent.
It (inflation rate) rose to 72 percent in 1995 and dropped to 44.6
percent in 1996. This shows that VAT impacts minimally on
inflation. Indeed, one of the reasons for this is the in-built input
tax refund that is embodied in VAT.

Provided that the VAT rate is adjusted to reflect differentials
on necessities and luxuries, it is a good measure of income
distribution. Of course, this must depend on whether or not VAT
proceeds are spent in a way that raises the real income of the low-
income groups.

2.1 Merits and Demerits of VAT

A basic difference between a sales tax and a VAT, which must
be emphasized is that the base of VAT is not the gross value of the
retail sale but rather the net value added at each stage of production
(Bhatia, 1993:152). This distinguishes VAT from turnover tax
where each transaction is taxed on its gross value. There are about
four types of VAT: 1
» consumption type :— full investment is deducted from gross
value of output,

(i)  production type :— no deduction for fixed investment is
made from gross value of output,

(ili)  income type :—depreciation of fixed investment is deducted
from gross value of output, and

(iv)  wage type —the estimate of income type is further reduce:
by deducting profit and interest.

il i s « T

mmmmnn tov Bahilite af a firm by nane credit
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Conversely, a turnover tax encourages vertical integration
of production so as to avoid intermediary sales and taxes
and to acquire a competitive advantage over others.

VAT avoids cost cascading effect. A conventional sales
tax leads to compounding of tax liability, while VAT does
not.

There is less of tax evasion. Also it is in the interest of a
firm to account for the taxes paid by earlier firms through
whom the inputs have come, otherwise the firm pays the
tax itself. Moreover, if any firm understates its output, the
firm buying inputs from it will disclose it. This kind of
cross-auditing enables the authorities to plug tax leakage.
It encourages exports. Exportable goods may be zero-rated.
It is easy to separate the tax from the cost of production in
the case of VAT, but it is not so in the case of other taxes
which easily get mixed up with the cost of production
(because they are levied at gross value in each case).

It is claimed that VAT is conducive to efficiency since a
firm is not exempted from its tax liability even if it sufters
a loss — it pays tax not on the profit but on the value
produced.

Multiple rates could be applied to different commodities.

Demerits of VAT

VAT is a complicated system that needs an honest and
efficient government machinery to ensure cross checking
and linking up of various production activities and the
resulting tax liability of each firm. This demands proper
record keeping.

~h ] rale Q1 liah 7 oan en fi M
; Ea~b jrm }llate fj tax ]111t) f[ial r]der\ Hpe

e i) Vi i A wmand Fhind
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false purchase invoices showing taxes paid by others. This
practice brings about tax evasion.

(iii) It is expensive on the part of the taxpayer as he is expected
to keep and maintain an elaborate account.

(iv)  Critics doubt that VAT induces efficiency. They claim that
in an economy with shortages, speculative hoarding, non-
competitive price rise and similar practices are common.
In a seller’s market, producers and sellers have no incentive
to increase their efficiency and reduce costs, since goods
will sell irrespective of their quality and high price.

3. VAT in Nigeria

The first country to impose VAT in its comprehensive form
was France in 1954. The practice was later imported into the French
speaking African countries, so that by 1967, almost all the French
speaking African countries were operating one form of VAT or the
other (Ijewere, 1993:4). In sub-Saharan Africa, VAT has been
introduced in several countries including Benin, Cote d’ Ivoire,
Guinea, Kenya, Madagascar, Mauritius, Niger, Senegal, Togo and,
of course, Nigeria in recent times. VAT became operational in
Nigeria from the 1994 fiscal year. Prospective VAT payers —
manufacturers, wholesalers, importers, and suppliers of VATable
commodities were required by Decree No. 102 of 1993 to register
with the Federal Inland Revenue Service (FIRS), which centrally
administers VAT in Nigeria.

At the moment records show that there are seventeen
categories of goods and twenty-four categories of services that are
VATable. VATable goods and services include all goods
manufactured and assembled in Nigeria; all goods imported into

1T aad

feric . Jsec  hanc _ ids,! kho T nitt  hde r:gg %

= ctunlaiimn meadiisate finecliidine F!nO‘iﬂ
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rugs, beer, wine, liquor, soft drinks, aerated water, cigarettes and
tobacco. Also VATable are all vehicles and spare parts (excluding
commercial vehicles and their spare peits), perfumes and cosmetics
(including toiletries), soaps and detergents, mining and minerals,
office furniture and equipment and electrical materials of any
description.

VATable services include all services rendered by financial
institutions to their customers (excluding people’s and community
banks and mortgage institutions), accountancy services, the
provision of report, information or similar technical services (UBA,
1994).

Commodities exempted by the decree are purely those that
border on people’s welfare and whose requirements are necessary
for improving human development (Udoh et al, 1999). These
include medical and pharmaceutical products, basic food items,
educational materials, agricultural services and equipment, etc.
Nigeria adopts a general 5% VAT charge on all commodities,
whether domestic or imported, and imposes a zero-rate on export
commodities, with the hope of encouraging a favourable balance
of trade.

The first year of implementing VAT in Nigeria recorded
minimal success as the proper foundation for its take-off had not
been laid and the level of public awareness was also low. VAT is
a self-assessment tax that is paid when returns are rendered. In-
built in the VAT system is the refund or credit mechanism, which
eliminates the cascading effect that features in the retail sales tax.
The input—output tax mechanism in VAT makes it self-policing.
In all, it is the output tax less input tax that constitutes the VAT
payable. It is the equivalent of the VAT paid by the final consumer

~of the Droduct that will be collected by the government. Though

VAL 15 a mump}le Swagoltax, . ndsa...glee. Jand  knc A
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VAT Performance in Nigeria

The performance of VAT in Nigeria since its inception in 1994
(See Tables 1-3) is impressive. In 1994 the actual receipts was
N7260.8 million, representing an increase of N1260.8 million or
21.0 percent over the budget estimate for that year. VAT receipts
increased further by 185.9 percent to N20761.0 million in 1995
and by 49.3 percent to N31,000.00 million in 1996. As a proportion
of total non-oil revenue, the contribution of the tax was 17.4 percent
in 1994, 15.3 percent in 1995 and 20.5 percent in both 1996 and
1997. Its share of total federally collected revenue also increased
from 3.6 percent in 1994 to 4.5 percent in 1995 and 5.9 percent in
1996, and declined marginally to 5.8 percent in 1997. As a
proportion to the GDP the corresponding percentages were 0.80,
1.1, 1.3 and 1.1 for the years 1994, 1995, 1996 and 1997,
respectively. The impressive performance of this source of revenue
in its first four years of existence was largely attributable to
improvements in administration as well as the relatively low tax
rate of 5 percent, which minimized customer resistance. Naiyeju
(1997) supports the introduction of VAT in Nigeria as an instrument
for the balance of payments engineering by encouraging exporfs
through zero-rating of export goods. '

TasLE 1: VAT ReVENUE, ToTaL REVENUE anD GDP

Total Revenue

Year
N'm VAT (W'm) | GDP (N 'm)
1994 | 201,910.8 | 7260.8 911068.0
1995 | 459.987.3 | 20761.0 1960685.6
1996 | 520,190.0 | 31000.0 2331923.9
1997 | 582,811.0 | 34000.0 3127900.0

‘= | 1 ] } | )
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TaBLE 2: VAT REVENUE aS A PERCENTAGE OF TOTAL REVENUE

AnD GDP
Year | % of VAT to Total Revenue | % of VAT to GDP
1994 | 3.59 0.80
1995 | 4.51 _ 1.06
1996 | 5.96 1.33
1997 | 5.83 1.08

Source: CBN (1997)

TasLE 3: ConTrRIBUTION OF VAT TO NON-0IL REVENUE

Year | Non-oil VAT VAT as a Percentage
Revenue Revenue of Non-oil Revenue
@¥m) @¥m)

1994 | 41718.4 7260.8 17.4

1995 | 135439.7 20761.0 153
1996 | 151000.0 31000.0 20.5
1997 | 166000.0 34000.0 20.5

Source: CBN (1997)

4. VAT and Revenue Allocation

~ Revenueallocation is one thing that has dissipated the energies
of our rulers, be they military or civilian. VAT has had the
“privilege” of having a separate revenue sharing formula each year
and sometimes two formulae in a year. Table 4 shows VAT sharing
formula right from inception.

At inéeption, the Federal Inland Revenue Service (FIRS) was
to retain 20% of the gross proceeds while the remaining 80% was
to be shared among states, since the tax was a replacement of the
sales tax that was before then shared among states. From January
wolarc., .95t _brmr han_ “jo 57 ~7p25 -t - “your

T emst o s A4 laral anvernments. respectively. The
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TaBLE 4: SHARING FormuLA oF VAT, 1994-1999

Year FIRS | Fed.  Govt.  of | States* | LGAs - o|a|si|o|a|n|tio| (e =|N|— |2
N R SRR R R R
1994 (Jan 20% | - 80% - l'a i (i il T 08 il i)
1995(Jan - C | 50% 2% | 25% 8
March 3 =
[=3 i
1995 (April- - [ 40% 35% | 25% 5l ¢
Dec.) e 2 “w ©
: <
1996-1998 - 3% 40% | 25% 3 N R B e N S N S S N S e
2 % — ===l === =] — === e | = |~
Notes:  *The states’ share is distributed among them on the basis 2. |8 =
_ of 50% equality, 30% population and 20% derivation. w3 |& 3
Sources: Udoh et al. (1999:441); Business Times (April 26, 1999) S 3 = P
- 5 N R Y A E N A b bt et et B B
governments, respectively. Between 1996 and 1998 the formula z & » 2a|=|Z IR = —~ 8= bR § 5 ala
changed again showing rates of 35:40:25 percent in favour of the z 3 ;E
E . ¥ 2 N
federal, state and local goverzments. In 1999, according to Business B v i S Y S DG P O Y B
. . v — (5 (a9} N —
Times (26/4/99), the formula changed again with 15 percent for 3 2 =Sl elm| == v |t |o| o= || ||
m 2 S ot P DA ool IS b ol e ] D B = Bl N b AP
the federal government and 50 and 35 percent for state and local 2.3 ] e e B e e e e B B R
governments, respectively. One observation here is that, ¢ven i 28
though the FIRS is a federal government department, and =5 N N N D R e I R R e S Y B AT Y S
. . \ % i o 0 |~ I~ O|ol— | |\O =
apportioning some share to it and the Federal Government could 2 z — QeI R é\'i RIS § 0 %
probably be considered duplicative. The FIRS had no share after 2 E § E‘% . 1T L8
- . i 7)) = 3 ~
1994, - 2128 8 2
Q ﬁ = -
Consequently, the federal government’s share amounted to < |z < 5
N1452.2 million in 1994, N7437.8 million in 1995 and N10746.0 & §
million in 1996. VAT revenue for state governments were N5026.0 5
million, N6340.3 million and N11290.0 million for 1994, 1995 s| 5| o é
and 1996, respectively. Bl Bl = A lelel 1o
8 |=|E|SEIS|2|8lgls| |8 |2|5] |2
Equally VAT revenue for local governments were N3558.1 8 |z|5|%|2|2|5]5]2|35|8] 2|2 HBI5| 5|5
a lei<icli<iglala|O|Qlm|m| SIS M| M| M| M

; irittion apd MASEL.T fnillion tl“or 1995]a.nd 1996, respectively.
| " : , | | )



MA. Abawo & C.N. ExoNG

4 £

211

THE PLace oF VALUE ADDED Tax (VAT) IN REVENUE ALLOCATION

a8nd 1xau Y1 UO PaNUIIUO))

oLt L'SL6I ¥'961 S¢l9l 9°6¥01 19933
¢SO 8'tovl Y681 06561 PSPSl eursyesy]
ELLY S60vT 9'88¢C 8°9787 ['L851 oue}
5’688 S EC8T ¢ A5G 0've6l v LE6 Bunpes
05051~ 8'LOIE L'891 82091 L'SELT EMESI[
S L8Y- ¢ ere 0961 L'yLel 1102l oul|
["€0L- 6'8L8C 0°L91 3 5¢ElT 1°06¢€1 ngnuy
06 $690C 2902 $'8L0C 0°09¢tl opd
1'8¢C 0'860¢€ 9°60¢ 19C1E 0Lyl e2d
0'69C TILYl 8ol TovLl 6’811 I9AIY] SS0L0)
L09C 0'T0¢l 9'6el L1951 L ectl oulog
10~ 0'TeELl SPSl 6'0€EL1 870! anuay
601- L'SLIT v'LOT 8 V91T L'Elv] lyoney
8°0v0C- 9°969¢ 9'8LI 86591 y'Tiol elqueuy
L'LTL- Tryle 9'L81 6'L10C 6°01SI woq emyV
$'886- 00T L'8S1 6 LSPI 78811 BMEWEPY
6'L1T L8081 v'00T 80651 19011 elqy
[[BI9AQ [e10L LVA (210 uonE0||y
ZAI0IMIRIS sa1B1S
noac/sniding anmupuadxy anuaAY

TVLIAYD) TVUAUE] ANV SLNAWNAAAOD) AIVLS 40 AUVWNNG 19 114V |,

(NOI'TIIAL ) (S661 “SHONVNI S AUOLIMUA |,

(L661) NED :224nog
"SIUAWUISA0S JI]S 0) UOIBIO[[. SSOIT SOIBDIPU] "7 ‘PIASIAY | . SAION

€01v9- 791655 09205 190561 890067 [B10 L
8'1L9C 0°LSEY ['8S T'S891 L6yl elnqy LDOd
['96 6' Sl 0911 SISl 8808 2qO0A
['68- SEISI ¥'801 Pyl 9001 eqeie ],
9°CES 6°9¥8 £e6l SoLEl 0°StOl 03008
8°€9- TP8¥T 1'081 P 0TvT ol SI9AIY
6'ELYI- A AN]3 gLyl SovSI £'8001 nealeld
1'9LG- £L9CC 0'60C 1691 1098 0A0
'SP 6'98¢I G ISI L.CERl 9'vVE6 unsQ
965t 6'£v0¢C 8651 S €0ST 0°0€01 opuQ
8 ¥0C- 60€81 'L91 19791 9'9L8 unaQ
0'r0I v'898 ) 8CII ¥'TL6 978 198IN
¥ ot- L9ITh 1'6%9 £ogly 6'1¢6 soBE"|
1'#S01 9ol 1"l L'8¥TT S EEL BIEMD]
vyi- SH001 [901 ['066 £'699 130y

TEEYe) 10 LVA [e10] U020y
zAioiniel§ sa1B1S

oy /snjdiang aamypuadxyy INUIAINY

panuuoD ¢ ajqny



MA. Apawo & C.N. ExonG

214

213

THE Pract oF VALUE AppeD Ty (VAT) IN REVENUE ALLOCATION

a8nd jxau ayj uo panuijuo;

ECTLT ¥'6TCT 0'85¢€ ['LS61 £ 16l eulsye?
['66C1 L'T99C 6'6LY 8°LS6E L9891 oue’j
v 0082 494 ¥'908T TSYol sunpusc.
6 EETl™ C'L60E £'8I¢ €E981 EL9EL emed )
0°SLE- 6'895C 0'0€T 6'€61T 0611 Ol
6’ 1P~ ¥'89¢ 06L 143 0nie ,2quon
9°6vL- 0°Z01E 0°09C ¥'CSET S'68l11 ndnu )
6'5S L'Tve S'18 9'86¢C 091C L
£8101 EPSLI £10€ 9'TLIT 0Ll opi
8 vop- L'L69 9'L8 6'T6T €502 JAmOq—
¢ 1202 9'90¥¢ ¥ oy ['8ThS 8'8LE] Bl
€LS 1'80LI £ V8T v'SoLl 10011 1oAY 55010
0S¢ 0'vect ¢'¢0¢ 3°£86! L96¢E] ouloL]
Lol L'99¢l 0'80¢ yeric 0'6LEl onuz
1'92¢ ¥'ZSIT Sove S'8LET P LVSI TEL
gL 611€E T6L 1062 $01z LEs[oAeg
8°89¢- L'LEEC TTPE 68581 1811 eiquuet
0°€ 0TI92 0°6LT 0°519¢C L 1Tr woqp ems
¥ 00L- L'6EST L'95C £6C8I 9 EThl emeliepy
L 65651 $'88C 08161 L'866 , el
112I9A0 e, IVA [e0L uonedo(|y
H\CQESm B3N
moyaqysniding aanyipuadxyy INUIAIY |.1
‘(NOITTA M) (9661 ‘STONVNI S AMOLRNE],
AVLIAYD) TVIHCE,] ANV SINTWNYIAOD HIVLS 40 AAVWANG 1/ d18V ],
(L661) NED 224108
.mucon_.ﬁscw 2]B)S 01 UONEBIO[|B $5043 sajedlipuy '¢ A_uom;uMH T SS2I0N
G 06811 9'1656L €ove9 || 1710089 V' LLI98E [e10],
L'ECoE" y'oves S'EL | LSTLY 8'sLel elnqy 1.0
.16 L'L86] g9yl . 59681 77901 9qOA |
y'LS91- gelle L'YEl A £'086 eqele],
66T 61961 8'€CT 0'ze6l 1'€0S 1 0JOX0§
81891 1'826C 9'6¥C 6609 81161 SIAIY
L'SEvI- 7'696¢ £161 SEEse 9vrel neale|d
€T681- ¥'y66¢ L09C 1'201T 1°06T1 0A0
CSIE 87081 7961 0'811C L 68T1 unsQ
9EC] y'v6LT 9'861 8'0L9C 9'v0t1 opuQ |
1'8vC- 8°080¢ 9'61T L'TE8T 91611 unsQ
9'¥81 6'Evll 6'pEl s8ZEl | L1yl 123IN
L€08 1'666S 9°S9L 87089 £98C1 soge] |
9'C¢ 1ecel £0sl L'SLE] L6101 elemy]
(448 £sovl G'S8I 1"1syl 8101 1307
[[BI2AQ [el0L LVA 101 uones0||v o
ZAI0IMEeIS s21RIS
gaq/snpdiang aanypuadxy ANUIANY

panutiuo? 9 a|qu]



M.A. Apawo & C.N. EKONG

216

215

23pd jxau 2y} UO PaRULUO)

I'vTy #0TIE $'59S SPPSE 81861 ouey
oIl 6'09v¥ P 1SS L9bEL 1'81LL BUNpey
0586 #"S80€ L'08t #'001T [ Sa emed|(
1981 I'LILT 6'CEE 706l +'067CI1 oul]
v 661 CTIEr 0'0LE 61181 6'1vEl ,22quon
S'6¥1 0'88CC 8LiE SELYT LILOT nanug
008 6'tT01 6'69C £6T8I £°¢901 S
801l ['€L0T [A744% 6'S8¥T ' asyl opH
8'¥SL- S091T 6'ILT LSovl 1'€201 - qi:oam
7'9€6 9'686¢€ 0°08% 8'cTeh L8181 Bl
£0- ['1E1T £99C SLTIT 9'S0¢€l 19AIY] SS01D)
Y'LST T L6ET 9'EXE 8'6L1C §'99¢61 oulog
G'8LS eolvl 6'CLE 8°L661 6'€9C1 anuag
8'66¢€ ['1191 1433 69007 8 E0rl Iqoneg
10~ v'LT81 9'97¢ £LT8I 9'6601 qmm_@?m
6'9SY- ['LTTT ¥ 0ve TOLLL | 0°L601 elqueuy
101~ 6'L10E Syig $916C 9'0861 woqy emyy
756" 96561 Pree ¥'¥#981 L'osel EMEBWEDY
181 0'6€SI 0'0S¢ 70691 448! R elqy
[[e1AQ [B10, LVA 210, uoneso[| vy
JAlomnelg SIS
yaqsnpdang aanypuadxy INUIAY
(NOTTTIAL 1Y) (L66 | ‘STONYNIL] § AYOLRINE |,
VLAY D) VHEAE,] ANV  SINTWNYIAOD) FIVLS 40 AdVWNNG 1§ ATaV ]
(L661) NED :224n0g
"SJUAUIAA0T 9)8]S 0] UOTIBIO||B SSOJTF §a1e0Ipu] *Z ‘PIsIARY "| §210N
€'629¢ ['LL1V8 0'06CI 1 b'20868 y'oColy [RIOL
((R74484 Fyory 906 ?'8¢98 6'8C6 elnqy D
s ¥'89¢ $'T8 0SI1E 0561 yelejuey
¥l 9°SoLI 8'79¢C P ISLI ['8LCI AqOA
YLT zocel 8°29C eS| poclil eqele ],
1'3¢ 66861 £8¢ce 0'820¢C ['6LEL 010Y0§
¢S 06989 SYov $'£989 699G SI9ANY]
00 L'90TT 0'rEE L'902T 3 veel neaie[d
6'L201- TELTE L09T £ShTe £1zyl 00
1'0¢C- 86L1T L'18T 6561 6'0L01 unsQ
T9L- 6'706C ['8C¢ L'978¢ 1101 opuQ
2 068-6L" 9°9L8¢€ 0°L6T ¥ L80¢ CHv8ll undQ
I'yl- ['0SLI 8°00¢€ 0'9¢€LI 9°[8¢1 193N
CILl 9°8C1 819 1'00€ 0°9Z¢C L EMEBIBSSEN
R €T 7'LS08 - £9£91 01888 8 VOLI sode]
0¢ciL L'8L8 9°1LT L1651 p'SLOI BIEMY
0'¥6C 9°L8¢CI 6'SIT 91891 Livll 130y
8LEY 119591 6'179C 6'£60C L9601 1qq23]
£CLE ' 6TTT 0'8S€E 1'LS61 gle6tl euIsiesn|
1'66C1 L'799¢C 6'6LY 8°LS6¢E L9891 ouey]
[[e2AQ 1Be10], LVA [®10 ], uoeoo[|y
Jiomers samIg _
orac/snpdang aanppuadxy ANUIAIY

THE Pi4ct oF VaLUE ADDED TAx (VAT) iN REVENUE ALLOCATION

Pl uod -/ 2jqu]

- 3



THE PLacE oF VALUE AppED Tax (VAT) IN REVENUE ALLOCATION

Table 8 continued
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Tables 5 to 8 reveals that the total VAT revenue that went to
state govermm ents w as N36, 507.9 million for the period, 1994—
1998, while internally generated revenue within the same period
was N74668.1 million. Statutory allocation to state governments
was N¥160273.3 million for the same period. VAT revenue to state
governments was 48.9 percent of the internally generated revenue
and 22.8 percent of statutory allocation to state governments for
the period, 1994-1998.

Table 9 is an extraction from Tables 5-8 showing percentages
of VAT to states’ revenue, year by year, from 1994 to 1997 '

TaBLE 9: PERCENTAGES OF VAT TO STATES” REVENUE

_ 1994 1995 1996 1997
States’ Revenue | 49506.1 | 68001.1 | 89802.4 | 95702
VAT 5026.0 | 6340.3 + 11290.0 | 13851.6
Percentage 10.2% 9.3% 12.6% 14.5%

Source: Computed by the author.

The percentages of VAT revenue to state governments’
statutory allocation were 10.2, 9.3, 12.6 and 14.5 percent for 1994
1995, 1996 and 1997, respectively.

Table 10 contains information on net finances of states whose
financial position showed deficits for at least two years between
1994 and 1997 after VAT was introduced. For the period, 1994—
1997, Adamawa State had a deficit of N2061.3m, Bauchi N825.5
million, Enugu N2184.5 million, Jigawa N4328.0 million and
Plateau State N3835.5 million. The importance of VAT here is
that, without VAT, such deficits would have escalated. For example,
Adamawa State would have had a deficit of N2938.6m, Bauchi
N1206.3 million, Enugu N2760.6 million, Jigawa N5451.6 million
anjd Pl'ciLC'ciJU Stawe 444 0. Jmiluon! } l l
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TaBLE 10: SELECTED STATE GOVERNMENTS FINANCES :

Dericrts (1994-1997)

State 1994 1995 1996 1997 Total

Adamawa | -677.2 | -588.5| -700.4| -95.2|-2061.3
Vat 1405 158.7 256.7 | 3344 877.3
Bauchi -8146 | -10.9 - «F -§255
Vat 173.4 207.4 - - 380.8
Enugu -731.8 1 -703.1 | -749.6 -1 -2184.5
Vat 149.1 167.0 260.0 - 576.1
Jigawa -604.1 | -1505.0 | -1233.9 | -985.0 | -4328.0
Vat 156.7 178.7 3183 | 480.7 | 1123.6
Plateau -1473.9 | -1435.7 -1-925.9 | -3835.5
VAT 147.3 191.3 -1 302.6 641.2

Source: Extracted from Table 5-8.

Statutory allocation to all local governments for the 19¢
1997 was N54, 511.5 million, internally generated revenue 3
653.5 million and VAT revenue N15, 685.9 million. VAT reve:
percentage to statutory allocation was 28.8 percent, while V
revenue percentage to internally generated revenue was 23
percent within the same period.

Table 14 shows selected local governments with def
finances for 1995-1997. The information is extracted from Tal
11, 12 and 13. Consideration was given to states with
governments whose combined deficits were up to N100 mil
and above. It can be seen that local governments in Anan
State had a deficit of N352.7 million, those in Benue N2’
million, in Borno N715.6 million, in Ebonyi N264.4 million
in Enugu N92.7 million. Other local governments with def
are those of Jigawa N1133.9 million, Lagos N1756.1 mill

| Riv~="N1]T M millinn and Taraba N64. 2 mi 1101& Obviously,
clear that without adding VAL revenue to the LGAs, such de
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TABLE 14: SELECTED STATES, LocAL GOVERNMENTS WITH DEFICIT
Fmvances (1995-1997) N MILLION

Year 1995 1996 | 1997 | Total
Anambra - | -352.7 -| -352.7
VAT 180.4 -| 180.4
Benue | -234.3 - - | -2343
*Born -1 -164.0 | -151.6 | -715.6
VAT 1953 | 2382 133.5
Ebonyi = | 2644 -| 2644
VAT . 335 33.5
Enugu | -92.7 - - 92.7
" VAT 12745 127.5
*Jigawa © - | -868.1 | -565.8|-1133.9
| VAT ' 86.2 | 1009 187.1
*Lagos - | -472.7 | -583.4 | -1756.1
VAT 663.1 | 11756 | 1838.7
Rivers -11.0 - -{ -111.0
VAT 181.4 ) 181.4
Taraba -1 -64.2 - -64.2
VAT 104 | 10.4

Note: *States’ LGAs with deficits of two years and above.
Source: Computed from Tables 11, 12 and 13.

had a deficit of N533.1 million, Benue LGAs N338.0 million.
Borno LGAs N849.1 million, Ebonyi LGAs N297.9 million and
Enugu LGAs N220.2 million. The deficits of other states LGAs
would be N1321.0 million for those in Jigawa, N3594.8 million
for those in Lagos, N292.4 million for those in Rivers and N74.6
million for those in Taraba.

The new value added tax (VAT) has proved tc be a veritable
source of revenue in Nigeria, although it is yet to attain its optimal
level of performance.
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CONCLUSION

Sharing formula for VAT poses two challenges; the vertical
sharing among the associated organs — the Federal Inland Revenue
Service (FIRS), the federal, state and local governments, and the
horizontal sharing which concerns the criteria for sharing the
revenue among governments. From Table 4, it is clear how volatile
the vertical sharing formula has been. Between 1994 and 1995,
five different formulae were applied, and the indication is that some
new one was following in the year 2000.

Recommendations

Taking into consideration the role of the FIRS, the federal
government, state and local governments, this paper recommends
the following vertical formula:

FIRS — %
Federal government — 10%
State government — 55%
Local government —  30%
Total — 100%

The justifications are thus: since it is the FIRS that centrally
administers VAT, it is necessary that it directly shares in VAT, rather
than rigmarole through the federal government. This arrangement,
the paper believes, will assist the FIRS to be more efficient and
more productive. It should be noted that the 5% share this paper
recommends for the FIRS and the 10% to the federal government
tallies with the 1999 formula for the federal government, even
though that it not necessary but just a coincidence. The
recommendation that state governments’ share should increase by
S percent is based on the fact of higher responsibilities for states.

For the horizontal sharing criteria among state governments,

the ---fin‘\Pr \nvbeST.a Lué fOllquI’lg luuulSI | 5 >
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Equality — 40%
Financial efficiency — 10%
Financial responsibility — 10%
Education and health — 10%
Derivation — 20%
Population — 10%
Total —  100%

To discourage waste, which has been endemic in our public
life, at least 10% of VAT should be shared on the basis of financial
efficiency. This implies that spending will be result-oriented and
cost effective, and proper records kept for FIRS inspection. To
introduce this into the VAT sharing matrix will encourage
accountability. Next to this is the financial responsibility criterion.
From Tables 10 and 14 we can observe that some state and local
governments have been running deficit budgets. Giving incentives
can offer a form of minimal financial improvement to such state
and local governments.

Complementarily, 10% of VAT should be made project-
specific, notably for education and health services. That these are
areas the poor and the low-income groups/spend their income,
readily justifies this criterion. For health services, such monies
could be paid into the National Health Insurance Scheme in
readiness for a relatively free health care delivery system.
Education demands more attention now than ever. Buildings and
equipment in schools, especially in the older schools, are
dilapidating. Schools should be properly equipped both for
qualitative education and for the proper implementation of the
Universal Basic Education (UBE) scheme.

The weight assigned to population should be reduced from

J30% to 10%. Experience has shown that high weights assigned to

population in re{/enuc sparing is &ingumﬁy reapudsibig whinfiand

a
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Reducing the weight will play down on distorted population figures
that adversely affect purposeful planning. Similarly, there is
nothing particularly wrong if same criteria are applied to local
governments.

Again if VAT is tc generate more revenue and redistribute
income, different rates should be charged for luxury goods and
necessities.

VAT has enhanced revenue generation in Nigeria. But its
administration needs to be strengthened on a continuous basis of
education, public enlightenment, monitoring and enforcement,
while genuine efforts should be directed at widening the tax base.
More importantly, a result-oriented VAT sharing formula, such as
that suggested in this paper, should be adopted, if VAT revenue is
to create a positive impact on the taxpayers.
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