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ABSTRACT ]

The informal sector refers to economic activities and incomes that are partia)]
fully outside of government regulation, taxation and observation. Informal ecoﬂo{n o
activities in Nigeria consist of a wide range of small scale, self - employed acﬂ'\’itiem
This paper examines the challenges the informal sector pose for tax administrat; ;
It reveals that informality constitutes a complex phenomenon for policy ma o
including tax administrators. This is because activities in the informal sector .
difficult to measure even though they contribute substantially to persong] i
household income in Nigeria. The paper therefore suggests that the knowledge o
about the character and appropriate role of the informal sector should be ﬁﬁap
because otj the proportion it occupies in the Nigerian work force, which is c]aimedEd
be approximately 70 percent. The Federal Inland Revenue Service (FIRS)rece .
revealed that out of about 70 million taxable adults, only about 14 million are Ifuy
tax, and ?6% of this number is on the Pay As You Earn (PAYE) system. Thisp;ymg
Slﬁilc;zseK in Zome .othcr developed climes. The paper analysed what obtains i ?}E:l
t ingdom m_order o le.am from their experiences. It also analysed relevan
ax statutes with a bid to covering the tax leakages in the informal sector. The
conclgdes that enforcement of tax laws is critical for economic plannir‘l a cf i
;Eé”feclwetliax administration translates into better and higher tax: complianceg e
eg;\.vo;-Nr:].‘ 3 OIB%E?;:I[[ (s;;?tor, tax, taxpayers, tax net, taxation, Nigeria
e ematonal Labous gt (g s e onel age i 1972y
. _ abol ion , which defined informality as “a w,
?cc;u}g l;}:;;gj \s::isa;ten?d by; (a) ease of entry (b) reliance on indigcn}ous resoSryczj
o i ;pagqiii:jagu?:i:e OFc}rTatlons (e) labour intensive and adaplive
competitive markets.” The infonm:l ze(::lotr Zlggmk?] secmr'and ) rulateclent
part of an economy that is neither taxed nor tored by mforma] o I
Unlike the formal economy, activities of the mt? e Ml govem I
f[:%un‘trt!'s Gr]oss National Product or Gross D(I)Ir]nggl?: l]’i{ig:g:n e
¢ Informal sector can b i i -
challenge for policy make:sd:rf;r;"?:d 35 El gl'f-'y marl::et l{l . R
ax administrators in Nigeria. Informal sector plays
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an important and 'c‘ontr(')versial role ir'1 econo.mic development of many nations?, This
is because activities 1n this sector are difficult to measure; even though they
contribute Substann_ally to personal and household income. Also, despite its large
size, and the potential revenue that could be gcnera!ed from the sector, there is still
knowledge 8P about 1ts charactc_r and role. This makes the disadvantages to
override the advantages and end up in lar'ge scale tax evasion. N
This paper examines the challenges 11.1-:_: 1n.forma1 sector poses to tax ac!mu}lstfation,
especially in the area of revenuc :.'nob‘lhzanon and tax cor_nphance in Nigeriavisa vis
the relevant income tax law in Nigeria, and profferssolutions and re'commendatloz?s
on how the activities of this sector can be captured and tax statutes implemented, in
order to enhance tax compliance. In an attempt to do this, the paper takes a cursory
Jook at what obtains in the United Kingdom which has a more advanced and
workable tax administration system.

he responsibility to map out a framework that will

The Nigerian government has t ‘ _
cause majority of the informal businesses to migrate Into the formal sector, and

those who genuinely belong to the informal sector to be brought into the tax net.
base and also help the government to generate more

This will generate a wider tax
revcnuf:,J which can be deployed to fund governance, generate employment and

ensure resources redistribution amongst others. _
r in Nigeria is said to contribute as much as 90per

The private and informal secto
5 The Federal Inland Revenue Service

cent of the Nigerian work force.
out 70 million taxable adults only about 14

(FIRS)recently revealed that out of ab
million are paying tax and 96 per cent of this number are on the Pay As You Eam

(PAYE) system.’ This translates to the fact that only four per cent of those who pay
tax in Nigeria arc outside the PAYE Scheme. These four per cent comprise those
who are in the corporate/private sector. The importance of tax cannot be
overemphasized. 1t is a significant tool of fiscal and economic polic:y.7 Moreover the
Constitution of the Federal Republic of Nigeria makes it mandatory for every citizen™ 7

UDUS Law

a: Issues, Challenges and Opportunities’ Vol 6,

1) E Udoh ‘Taxing the Informal Economy in Nigeri
Social Science p.164 <https://ijbssnet.com>

No.10, (2015) International journal of Business and
accessed 2Feburary, 2018 * ;
This is in tandem with the Mission statement of the Federal Inland Revenue Service (FIRS) which
is, “To operate a transparent and efficient tax system that optimizes tax revenue collection and
voluntary compliance'”. 3 .
1 Other benefits of taxes are, streamlining consumption of certain goods, reduction of inflation and
zlimula!ion of growth in the economy.

M. Awodun, *The Informality of the Informal Sector’
publication of KWSIRS), June 2016, ISSN: 2489 — 0448 p.1

jTaCk“ﬂg Tax Evasion, the Spanish Example, Punch Newspaper Editor
O.A Somorin, Taves Around the Globe: A Concise Review of Different Tax
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i encies and to e s
to declare his income honestly to approprialc and lawful agencies and to pay p;g tay
c L) i
P!’OmPll)-I! i : Nig(’.ﬁa those Who arc in the infon'na] seclor dQ
is that » s o
~I'-hlc pm't;l::mdeélare their incomes, nor pay taxes, except if and when the,
voluntarily ot only because they do not want to pay tax, but partly b

todoso. N Lk
fl?:g‘i:sule:ckoo[ ransparency and accountability in the tax system. Moreover, be
most of the people in the :formal sector do not know how their tax exposures

: Sy
arrived at, they are not willing t0 cooperate with 2 officials.” This has continyeg lo

have negative impact on the revenue generation drive of government. Therefore ,

research into the challenges of the infomﬂ sector in relation to tax admlinistration is
very essential for eflective economic pl_annmg, employment creation, Poverty
alleviation'*for boosting revenue from taxation.

Two groups have been identified under the infqrmal sector: those -wlho are genuingly
in the sector because of the poor economic environment vahcrc €arning opportunities
are scarce and those entrepreneurs whose objective or rational behaviour is to escape
state regulations in the operations of their business activities.'' Even though, thej;
enterprises are not strictly speaking informal, they have chosen to be categorized or
labelled as informal because of the benefits that will accrue to them if they so do,
The two types of informal sector activities have been described as follows:
(a)Coping strategies or survival activities which include,casual jobs, temporary jobs,
unpaid jobs, subsistence agriculture, and multiple job holding. It has also been
revealed that most people in this category are honest and law abiding citizens who
do not want 1o cheat the revenue. The second category is (b)unofficial earning
stra!egies or business activities characterized by illegality, such as tax evasion,
avoidance of labour regulation and other government or institutional regulations, and
none registration of l.)u_siness or company. Others falling into this second category
are .updcrground activities, crime, corruption, and activities not registered by
statistical offices."

':::n r:l?:;dobcj’:c;vi \?rf :ih1sA pag)erlxs to identify how the activities of this sector can be
i andagus:]els,s o lu.suuiss may be mformall to(‘jay and become formal
uncaptu:e;j s da. is also fomal bu_t operating informally cannot be left

g, as doing so will be detrimental to the economy."

auge

. ¥
The‘Consmullon ol the Federal Re
“Duties of Citizens.”

9

Report of Baseline Stud

: y on Informal Sector Taxati i

P s o f or Taxation Practi
ject{CLP :

' <www.national s

planning, i
2017, ggov.ny:ndex.phpfnewsgmedia!newsf225,nigeria> accessed 3 March,

"M. A ; i
wodun, ‘The Informality of the Informal Sector’ Vol

ublication of KWSIRS 2, issue 7, K thl
Fl(i“WCb90-WOrldbank_(:;-June 2016, ISSN: 2489 - 0443 p.l,. ue 7, Kwareve News( A monthly

13 8> accessed 2 F
M. P eb
Publicﬁl\? odun, “The Informality of the Infnnria?s'mls{
ion of KWSIRS), June 2016, ISSN 2348;ct0r
A0S aR)

public of Nigeria 1999, chapter 11, Section 24 (f).Captioned.

ces in Lagos State, carried out by

4\£0I 2, issue 7, Kwareve News ( A monthly
p.1
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OR IN DEVELOPING

2. THE NATURE OF THE INFORMAL SECT
ECONOMIES !
Informal sector exists globally; it represents a 51gn_1ﬁcant part of tho.:h ecor:]c;r::c:é'

most countries in the world, especially developing nations. In the a

cconomies, between 10% and 20% of income comes from the shadow economy. In

" i f the
some emerging countries, it can represent more than fifty per cent.. The size of

informal labour market varies from the estimated 4-6% in the high-income countries
to over 50% in the low- income countries and its size and rqle in the economi
increases during economic downturns and periods of economic ad_]u;tn;em;, and
transition.'>The sector may be invisible, irregular, p&rallel, non-structured, ac gatrh b
underground, subterranean, unobserved or residual. Though ’often m:sconslrue t,‘ hc
black market is not equivalent to the informal economy but 1s rather a subset of the
informal economy dealing with contraband goods and services. }nformal trade is
pervasive in developing countries, '’ and includes illt‘egal alctmtles such as drug
pushing and smuggling. It also includes cleaning car wmc.i shields at lirafﬁc lights or
a labourer doing construction work. Informality remains a defining f.caturc of
developing economies around the world.'® Thus, the informal workfor_cc ls_at least
half of the total workforce, and therefore subject to low incomes, high risks, no
formal contracts or benefits, limited economic rights and limited representative
voice. ' The sector also includes situations where people must work without
receiving any pay or where they receive payment in kind.

The informal sector therefore provides jobs and reduces unemployment and
underemployment, but in many cases, the jobs are low-paid and the job security is
poor. It bolsters entrepreneurial activities but at the detriment of state regulations
compliance, particularly regarding tax and labour regulations.

There is an argument that “informal is normal” in the developing economies. This
means that in developing countries, not only is the majority of workers informally
employed — with the highest levels in South Asia and Sub — Saharan Africa — but
also that most jobs are created in the informal economy and most informal workers

M<hups://marketbusinessnews.com/financial-glossary/informal-sector> accessed 5 May, 2018
15 < www datamaniaconsult.com/nigeria-in formal-sector-accounts—for-178.5b > accessed 5 February,
2018
16 cwww.worldbank.org/en/news/feature/2016/20 new-study-reveals-the—complexity of the informal
sector.> accessed 12 Februrary, 2018
'""K.G Beegie; N. C Benjamin; F. Recanatini; M. Santini.2014, ‘Informal economy and the world
bank policy.'Research Working Paper, 2014, no wps 6888. Washington DC: World Bank Group.
<hppt:.ffducumem.woﬂdbank.org/curated!enm 16741468332060156—informal-economy—on-the—
}:orldbank? accessed 02 February, 2018 i
M. Chen, ‘Crafting Polices where Informal is WNormal' - partl. 06/27/2013,
T\https:ffblugs.worldbank.org}‘jobs/craRing-policies—where— informal-normalpart—1.> accessed 12
pril, 2018 '
" M. Chen, ‘Crafting Polices where Informal is Normal' - partl. 06/27/2013,
;htff!lSiéfcl‘Jiogs.worldbank.urgijobsfcraﬂing-policies—whcre— informal-normalpart-1.> accessed 12
pril, 2018
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o be cmployers of labour.”™ Other reasqpg i

tor are: it is easier to enter; it is moye flexiy
e importantly, there are no jobs in the for:n:

Challenges of Colle

Evamination of Th¢
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rn honest living:

are trying to ¢
cause they

sector are not there be
be their own bosses and also love |
many people arc in the ifn‘bnnul sec
and dy:’mmic: it is lucrative and mo
;::\l:;cr informality continucs to <:ons||tutcI a e::]?m]:i;?:n_phcnomemn o
statisticians, social scientists, 8 well as development pr énners and poi,
makers. This is because unlike the formal econony, cconomists do not incluge

¢ tic (GDP) computations.” Why lhi:

i i Domes
informal sector components in Gross '
may not be as poor as official Statistc

means is that countrics . ¢ : ial
sugﬁcsI.Nol\vilhs(anding the fact that it remains largely unmeasured, it is large and
2 { hundreds of millions of people across the globe, o

central to the lives o

especially in the developing wo

individuals, families and communities,

life, moulded by custom and tradition,

outside the formal sector.”

In Nigeria, the informal sector encompasses a wide range of small scale,largely se]f.
Ive traditional occupations and methods of

employed activities most of which invo
production. Others include economic and financial activities which are subsistent ip

nature, such as retail trades, transport, restaurant, repair services, financial inter -
mediation and houschold or personal services,such as subsistent farming, stree|
hawking, house helps and nannies, hairdressers and night traders such as suya spots
and pepper soup joint amongst others. Therefore, even though a lot of economic
aclivities and incomes are generated in this sector, they are not recorded and there is
no way in which their economic impact can be measured.”
Despite the above mentioned factor, it should be emphasized that the contribution of
the informal sector is significant and should not be overlooked. 2 It has great
potenlu'al and plays a vital role in Nigeria's economic growth and it 1s said fo
cumrlbl{le 58% to economy and accounts for $178.5 billionthat is 35% of the Gross
Domestic Product (GDP).”’ It providesproductive outlets for a large number of

rld, where it is an important source of livelihood fy
and in actual fact, associated with a way
than with a conscious decision 1o remgj,

* Ibid
A |
Report of Bascline Study on Informal Sector Taxati ices i i
of Bi tion Pract ! '
g(;;]mumly e R ractices in Lagos State , carried out by
= Ibid
<hups://marketbusi i i
mmpﬁmmml usinessnews.com/financial-glossary/informal-sector.> accessed 05/06/18 U)
H <wwiw.nationalplannin i :
2017 planning.gov.ng/index.Php/news-media/news/225-Nigeria> accessed 23 March,
ba)
J.E Ogbuabor, Vict : Si
Evidence from Er::rorCTr:::iTir:r: iﬁ)qndhf auses of the Informal Sector of the Nigerian Econort)
%‘i:ﬂfﬂabk Deveiopment. p.87 ic Model, Vol 4, Nol, 2013, Journal of Economics -
* Ibid '
Tewww.d i i
alamaniaconsult.convhigerias-informal-sector>- accessed 23 March, 2017
arch, 2
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employed, thereby coniributing o the national economy i.n
at 6.1 per cent, Nigeria

people who are sell-

terms of output, employment and competition. However, al :
logs one of the lowest tax — to — GDP ratios in the world, t_;omparcd with Soulh
Africa (26.9), Egypt (15.8), Botswana (35.2) and the Organization for Economic Co-
operation and Development (OECD) Countries (38.8), who all have better ratios.

3. TAX COMPLIANCE IN NIGERIA : i
Tax Compliance in Nigeria is very low, and many individuals and corporate entities
do not pay taxes at all. Those who pay, pay an inconsequential a:zr‘;oupt o_f what they
are supposed to pay as lax or they do not pay as and when due.” Nigeria 1h'ercfore
cannol be described as a tax compliant nation when compared \m'th uth.er nations pr
the world. For example more than 85 per cent of Japan revenue IS derived from its

ly 93 per cent of government revenue comes from

1axes and in Australia, appropriate
taxes.’? In Nigeria it is estimated to be about 16 per cent.
governme

With the renewed focus on taxation in Nigeria, :
3! but this is a far cry from what Nigeria can ge
ly administered and if all

UDUS Law Journal, Vol. 2, No. 2, 2021 .

nt revenue has witnessed

some increase, nerate from taxatioq if

the tax system is efficiently or proper those who are outside

the tax net are brought in.

Many reasons have been adduced for Nigerians apathy towards tax payment, some

of which are. lack of tax education and enlightenment, corruption in public office
even though the Nigerian tax

and lack of accountability among others.*? Also,
ation consist of array of tax offences and penalties, these are hardly enforced,

he habit of none compliance.” It should be emphasized that

many of the above mentioned reasons border on inefficient tax administration. For
instance there is no strict compliance to Section 36 (6) of the Personal Income Tax

(Amendment) Act 2011 which provides as follows:
Notwithstanding any of the provisions of this act, where for all
practical purposes the income of the taxpayer cannot be ascertained
or records are not kept in such a manner as would enable proper

hall be assessed on such

assessment of income, then such a taxpayer s
ibed by the Minister in

terms and conditions as would be prescr
regulations by order of gazette under its presumptive tax regime.
dentification Number

0 inaugurated the Taxpayer 1
the tax net (even though

legisl
thus, encouraging !

The government in the year, 201
(TIN) as one of the ways to get all eligible taxpayers into

* The punch Newspaper Editorial, Thursday July 6, 2017, p. 20
the Powers of the FIRS and Taxpayer's Right in Nigeria.”

University of llorin, Ilorin Nigeria. p .1
Japan’ R.LJ (4) 1SS2, article 3, 1994

essed on 8 July, 2011.
illion, in 2011 N2.91 trillion was collected. The

2 0.D. Akintoye “Examination of
Unpublished PhD Thesis 2015, Faculty of Law,
W R, Vicki, ‘Tax Administration in
<http://epublications.bond.edu.awrljvdd/1 §82/> acc
Y n the year 2009, total collection was N2.197 tr

FIRS is however targeting an income of N5.2 trillion in 2017

| A Faseun, ‘Tax Practice’, Paper presented at the special training programme o
EITN between 3" — 5" May 2011 at NECA House, lkeja, Lagos. P.36 .

» 0.D Akintoye “Examination of the Powers of the FIRS and Taxpayer's Right in Nigeria.”
Unpublished PhD Thesis 2015, Faculty of Law, University of llorin, llorin Nigeria
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or properly administered, and i
There has been a clamour by the sta
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workability. Some of which are; multiple t
inadequate funding.”*Some of these factors m
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4. THE UNITED KINGDOM EXPERIENCE
In the United Kingdom, taxpayers are more compliant, not because they

law abiding but largely because they have a tax administr
ing to Richard Bird, the “smartest” reven

which can be enforced. Accord
needs to be underpinned by «smart” tax policy, and the best tax policy in

from Nigeria’s tax potentials
f all those who ar¢ outsl

kehol
ere are some factor:

axation, lac

z;No. 13 of 2007 (FIRSEA, 2007).
’ Ift\[_hlpaye (one time Special Adviser lo
of the proponent of enforcement said, with i i
?bever Lok , without enforcement, a fair, equita
M.T Abdulrazag, ‘An Overview of Nij eria’ i
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{ cannot be implemented el’[’cctively.”AbioIaSan'nilcm credence to
d that taxation in modern times stands on a tripod, namely: the

d the administration; and that to have 2 good and cfﬁc%ant tax
and in tun¢ with one

be roundly developed,
0The World Bank also

Il be dysfunctional. :
effective tax administration, namely:
4 [ A Ayua summed it all up

their efficacy in practice is
s available. He concluded
t administration, good tax
alike.""2 In view of the

he United Kingdom tax
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v e
is worth little il'i
this when he sai
policy, the law, an
system, the three aspects must
another,otherwise the (ax system Wi
identified three main ingredients essential to
political will, a clear stralegy, and adequate TesOUTCES.
that, even if effective tax policy decisions are made,
dependent on the kind of administrative machinery that i
by quoting R.M Bird that, “in the hands of an incompeten
policy and bad tax policy may end up looking remarkably
above we shall look at some of the policies introduced into t
system, which make it to be more effective.

5. INTRODUCTION OF PERSONAL ALLOWANCE AND NATIONAL

INSURANCE
In the United Kingdom (U
Personal Allowance, that is,
you pay income 1ax. Therefore,
allowance in a year, he has to pay tax. The tax
for the 2017-2018 tax year the standard Persona
Anyone that earns less than this does not have to pay anyincom

the personal allowance is set by the government and can change
4

the next.
Self-employed individua
insurance on their income.

K), everyone including students have what is called a
the amount you are allowed to earn each tax year before
if acitizen’s income is more than his personal

6th April to 5th April and

year runs
| Income Allowance 15 £11,500.
e tax. The amount of

from one tax year 10

for paying tax and national
It is therefore important for the self-employed to stay on
top of all his records in order to calculate and work out how much he needs to pay.
To be able to do this successfully, heis expected to do the following:

work out His Employment Status
employed or self-employed. This confusing situation

loyed in one job and at the same time self-employed
d Customs (HMRC) website has a
I), which works out people’s

Is in the UK are responsible

i
That is work out whether he is
a person is emp
b. The Her Majesty’s Revenuc an
Status Indicator (ES

happens when
in a different jo
ool called the Employment
on and Economic

014 and Richard

e, 1970) at p. 192.
d 5 August, 2016

orld Bank Poverty Reducti
EM) Publication Oct, 2010.accessed on 4 October, 2
s From Colombia Experience’, (Cambridg
cim.org/others/Revenuelaw,pdf.> accesse
se>. accessed 7 May, 2011

and Richard Bird,

Law Publishing Ibadan, 1999, p.11
ambridge, 1970). p.200

d £ 5,165 in Spain, The rate is
sive as income

9 M.B Richard, ‘Smart Tax Administration’ The W

Management Network (PR
Il_li’ird.‘"l'axation and Development Lesson
. A, Sanni. ‘Revenue Law’ <http://www.
w<www,wor!dbank.org.!economicspremi
1. A. Ayua, *Nigerian Tax Law ' Spectrum
‘Taxation and Development Lessons From Columbia Experience’, (C

M n France, Citizens pay tax only if they earn above £5,963 a year an
£8.354 in Germany. A common thread in all these countries is that taxation is progres

rises
ddy .
The Money Advice Service (GB

accessed 2 February, 2018

)‘<hnps:#www.moneyadviceservice.org.uk/cn/articles/'mcome-lax.
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the law has been in existence since the promulgation of the Fed_eral Inland ReVCnu
e : d to yield the desired result, yq,

fros Petnhl MThis has faile .
Service Establishment Act).” This ! nigs
many other options have been propounded when government realized the neeg

- f these is the use of enforceme
rais smally generated revenue. One 0 : emeny
e internally g |ysts, economists and some tax admm'Stramrs

35
provided for in the tax law.” Tax ana _
have given divergent views on this proposal. While some tsupgortefi the neeg i
enforce compliance, others said more efforts should be put into educating taxPayers
and promoting good tax culture. :

Alsoi,,wim regard to Taxpayer ldentification Numbers (TIN), the Value Addeq a
(VAT) (Amendment) Act 2007provides: “with cffegt from May 23, 2007: all Curren
st have a unique TIN, to be provided by the

and existing bank account holders must b L
FIRS”. This is supposed to be a pre-requisite for opcnmg‘of bank accounts as we|) as
a pre-registration requirement for the companics, enterprises and other Organizatjgpg

being repistered by the Corporate Affairs Commission (CAC). In addition, all
regulatory authorities and stakeholders are requested to note this for Compliange 3
Afier more than a decade, this requirement and many others are yet to be strictly
complied with. o

In recent times, Nigeria is now diverting its attention on taxation since it is no longer
generating enough revenue from petroleum due to the global fall in oil prices. Wi,
the renewed focus on taxation, government revenue has witnessed some incrcasg,l7
but this is still a far cry from Nigeria's tax potentials if the tax system is efﬁcicntly
or properly administered, and if all those who are outside the tax net are brought jp, "'
There has been a clamour by the stakeholders for a review of the country’s tax
system, because of the belief that there are some factors militating against ijtg
workability. Some of which are; multiple taxation, lack of skilled manpower ang
inadequate funding.**Some of these factors make the Nigerian Taxpayers see tax as
a burden instead of seeing it as their civic responsibility.

4. THE UNITED KINGDOM EXPERIENCE

In the United Kingdom, taxpayers are more compliant, not because they are more
law abiding but largely because they have a tax administration that is effective, and
which can be enforced. According to Richard Bird, the “smartest™ revenue policy
needs to be underpinned by “smart” tax policy, and the best tax policy in the world

7*No.13 of 2007 (FIRSEA, 2007).
§ lf\l.thaye (one t:mF Special Adviser to Governor of Lagos State on Revenue and Taxation and one
ropenent id, wi i i j
e bI:: acmiev':d.o enforcement said, without enforcement, a fair, equitable and just system can
M.T Abdulrazaq, ‘An Overview of Nigeria' i
: s V 3 . . . {2 H
i.’cgal & Business Lud, Ikeja Lagos 2!(;l6gp7 Dl sk e pentnillgerial O
In the year 2009 total tax collected ’ illi
a Tt el damrt ed was N2.197 trillion, In 2011, N2.9] trillion was collected while

38 H H [
L.A Faseun, ‘Tax Practice’ nication and Liaison Department
? » paper presented at i S : .
CITN between 3" 5% May 201 1 st NECA fou }izj:PE:lgz::sT;agmﬂg programme organized by the
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is worth little if it cannot be implemented effectively. AbloiaSan_mlent credence to
this when he said that taxation in modern times stands on a tripod, naml':ly: the
he law, and the administration; and that to have a good and efficient tax
the three aspects must be roundly developed, and in tune with one
herwise the tax system will be dysfunctional.“oThe World Bank also
identified three main ingredients essential to effective tax administration, pame]y:
cal will, a clear strategy, and adequate resources.’’ LA Ayua summed it ;.111 up
that, even if effective tax policy decisions are made, their cf'ﬂcacy in practice is
dependent on the kind of administrative machinery that is avall.al‘ale. He concluded
by quoting R.M Bird that, “in the hands of an incompetent adr'mmitzratmn', good tax
policy and bad tax policy may end up looking remarkably alike.” In view of the
above we shall look at some of the policies introduced into the United Kingdom tax

system, which make it to be more effective.

5. INTRODUCTION OF PERSONAL ALLOWANCE AND NATIONAL

INSURANCE

In the United Kingdom (UK), everyone including students have what is called a
personal Allowance, that is,the amount you are allowed to earn each tax year before
you pay income tax. Therefore, if acitizen’s income is more than his personal
allowance in a year, he has to pay tax. The tax year runs 6th April to 5th April and
for the 2017-2018 tax year the standard Personal Income Allowance is £11,500.°
Anyone that earns less than this does not have to pay anyincome tax. The amount of
the perso;}al allowance is set by the government and can change from one tax year to
the next.
Self-employed individuals in the U.K are responsible for paying tax and national
insurance on their income. It is therefore important for the self-employed to stay on
top of all his records in order to calculate and work out how much he needs to pay.
To be able to do this successfully, heis expected to do the following:

i Work out His Employment Status
That is work out whether he is employed or self-employed. This confusing situation
happens when a person is employed in one job and at the same time self-employed
in a different job. The Her Majesty’s Revenue and Customs (HMRC) website has a
tool called the Employment Status Indicator (ESI), which works out people’s

p0|iCY: L
system,
nn()lhﬁl',m

politi

* M.B Richard, ‘Smart Tax Administration’ The World Bank Poverty Reducticn and Economic
Management Network (PREM) Publication Oct, 2010.accessed on 4 October, 2014 and Richard
Bird,' Taxation and Development Lessons From Colombia Experience’, (Cambridge, 1970) at p. 192.
" A. Sanni, ‘Revenue Law’ <http://www.citn.org/others/Revenuelaw,pdf> accessed 5 August, 2016
"'<www.worldbank.org./economicspremise>, accessed 7 May, 2011
21, A. Ayua, *Nigerian Tax Law’ Spectrum Law Publishing Ibadan,1999, p.11 and Richard Bird,
“Taxation and Development Lessons From Columbia Experience’, (Cambridge, 1970). p.200
" In France, Citizens pay tax only if they earn above £5,963 a year and £ 5,165 in Spain. The rate is
£8,354 in Germany. A common thread in all these counries is that taxation is progressive as income
rises
*“The Money Advice Service (G B)‘<h11ps:f!www.moncyadviceservice.org.uk./enianicIes/income-tax‘
accessed 2 February, 2018
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h language as

books, and accounts in such forms and in suc
may be specified in the notice.
Even though this law exists in c;ur tax legislation, ian government lack the

p0Ii1icaI will to enforce the law.
vi, Fill in a Tax Return Every Year and P

HMRC offers guides, videos and live recordings
assessment 1ax return.In April each year, HMRC se
complete a 1ax return online, or a paper tax return,
ended. STuhere are different deadlines for completing

owned.
vii.

ypUS Law

records,
the Niger

ay Your Tax on Time

to help people complete a self-
nds out letters telling people to
to fill in for the tax year just
tax returns and for paying tax

is owed for
count for
efore tax

Know Payment Deadlines

In the UK, 31st January is the payment deadline for th
the previous tax year. This is also the deadline for making

the current tax year. Taxpayers are also encouraged to pay several months b
is due. This is the nature of self-assessment and its good practice 10 make provisions
for any tax owed on an on-going basis.' It is important (0 note that even though all
(hese practices are also embedded one way oOf the other in the Nigeria tax statutes,
the problem is that they are hardly enforced or implemented. Thus, pointing 10 lack
of efficient tax administration where all the tax laws are available in our tax statutes
but the government does not have the political will to implement.

e
6. INCOME TAX IN NIGERIA
Income tax uced in Nigeria in

was first introd
gradually developed through the various Direct
1928, 1937, and 1

940.% In 1940, there was 2
Ordinance No. 4 and the Income Tax Ordinance No. 3 of 1940 which repealed all
the previous ordinances. The 1940 Ordin

ance provided for the assessment of income
of persons, the assessment on income of comm

unities and also the assessment of
cattle tax. Another income tax ordinance was assed in 1943 which repealed the
1940 Ordinance and also revised the rates of tax.

Income lax is @ progressive 1ax because the tax rate increases
income. Some¢ critics had however criticised this tax.as a form of a
] 3

economic productivity.

¢ balance of what
payment on ac

1904 by the late Lord Lugard and
Tax Ordinances of 1917, 1918,
major legislation, the Direct Tax

with increasing
“punishment" for

(b) PITA 2011
e tax year; paper tax returm:

9 gection 52 (1)(a)
eturn: 31 January after the end of th

50 Tax Return Deadlines: Online tax r
31 October after the end of the tax year.
51 The Money Advice Service (GB).<h|:rps://www.moneyadvicescrvice.org.uk/enfarticles!income-mx.
accessed 2 February, 2018 .
2 |bid
3 ibid
$40.A Somorin, Taxes Around the Globe: A Concise Review of Different Tax Types. Chartered
Institutes of Taxation of Nigeria (CITN) ASCO Publishers Lagos Nigeria, 2015,
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PITA provides thal in each year of assessment, 2 taxable person “shall, Withoy

notice or demand made on him, file a return of income together with a statemep j,
writing containing the amount of income from every source in lh(? year preceding th
year of assessment and particulars in respect of the income, relief, allowances g

deductions.”
8. BRINGING IN THE INFORMAL SECTOR

Up until now, no legislation has been enacted to bring the informal sector into (he
tax net. However, the Lagos State Internal Revenue Service which is at the vanguarg
of generating substantial percentage of its Internally Generated Revenue (IGR) from
taxation has introduced into its tax system, a low assessment, ranging from N2,50)
to N5,000 for businesses and individuals operating in the informal sector in order to

bring them into the tax nel.
The presumptive tax regime,’ which was introduced into the Nigerian Tax

Sysle.m,sa shou_ld be extended to cover small businesses in the informal sector, so as
to bring them into the tax net. Although, one can argue that presumptive taxes have
always existed because of shared similarity to the Best of Judgement (BO))

ety of factors, such as work-relatey
( a variety 0%, t is, subtracted f; CXpe,

o auctible, that s, rom he , 1%
¢ tax-dedy he laxabs'

accoun

hich ar
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income tax levied on incop
and corporation/companieg l_nles of
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55

http://www.adviceguid ' i i i

’EEb r;:lary, rhise iceguide.org.uk/index/life/tax/terms_used_in_tax_information. htmaccessed 2

o g::st:]?: JHZVZI; ::{sozar Income Tax Act (PITA) Cap P8 LFN 2004

o th}:: o : :i :c;a:ot:f:j on an assumed income of a taxpayer. The income is “assumed”

** The Presumptive Tax Regj P records of his business activities on which to base his tax liabilit:
% Regime is anchored on Section 36 (6) of PIT (Amendment) Act, 2011
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{; it is however different from B it
assumptions of payable income taxes, but it also gffers in addllslgn,

method for (ransiting from the informal to the organized structure.
9. CONCLUSION AND RECOMMENDATIONS st
ins to the activities of the

This paper, while examiningtax administration as it perta : lies of 1
oncludes that there are loopholes in the Nigeria tax administration

kesit difficult to generate revenue from the informal sector. For
on to the sector as there are no

0J. This is because it offers more than

en k
PpRsL a streamlined

informal sector, €

syslem, which ma ' ' :
example,government has not paid serious attent: : ' !
linkages in the system, whereas in other climes such as the United Kingdom, there is

a linkage, for example between the National Insurance Scheme and Her Majesty

Revenue and Customs (HMRC). There should also be a link l_yetween the FIRS, the
Nigerian Customs Service and the Corporate Affairs Commigslon (CAC).

The linkage envisaged between our banks and tax authorities by the provn.swnl}lat
new and old bank customers should register with their Personal Identification

Number (PIN) has not been complied with by most banks. .
Also it was discovered thal many self-employed have not yet been captured for their

TIN despite the fact that it has been inaugurated since the year 2010 and .it is a
prerequisite for opening bank accourits. The bane of our tax system thereforeis _la.ck
of political will to implement government policies no matter how good the policies

are. _
hould be simplified as they are too difficult for the

In conclusion, our tax laws s
ordinary citizen to understand, thereby making it difficult for them to comply.
In view of the foregoing, the following recommendations are proposed:

% Preliminary tax (provisional tax) should be introduced into the informal
sector in Nigeria. This is tax based on assumed income of a taxpayer. The
income is “assumed” because the taxpayer does not keep records of his
business aclivities on which to base his tax liability. Section 36(6) of the
Personal Income Tax Amendment Act 2011 makes provisions for the
presumplive tax method. This should be adopted for the informal sector such
that assessment will be based more on variables such as volume of trade,
value of land or turnover of trade, net wealth-and asset value. This will make
it difficult for tax evaders who have not yet registered ‘with tax authorities or
those who have refused to file their tax returns to continue to escape their tax
liabilities. However, because of the high degree of discretion which the
presumptive tax regime confers on tax officers, they need to be supervised so
that corrupt revenue officers do not enrich themselves through it.

The self-employed must be educated about the importance of keeping
adequate records in order to calculate and work out how much he needs to
pay as tax. Not keeping records is an offence and defaulters should be

penalised for it.

*® 0.D Akintoye, ‘Examination of the Powers of the Federal Inland Revenue Service and Taxpaycrs’
Rights in Nigeria’, Unpublished Ph.D Thesis 2014.Faculty of Law University of Ilorin, Nigeria.
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» The FIRS should adopt the UK style of creating a tool called the
“Employment Status Indicator” which works out people’s employment status
based on their answers to a series of questions. .

% There is the need to make it mandatory for every Nigerian citizen who has
become self-employed to register with the FIRS.Failure to register and to file
tax return at the appropriate time should attract penalty.

» Nigeria should embrace technology so that people can register online to pay

taxes on the FIRS website or by calling certain designated hotlines which
may be tagged “newly self-employed hotlines”. ‘

% Government and stakeholders should intro
channels in paying taxes.

% Government should organize town hall meetings with informal sector
operators to demonstrate how they arrive at tax exposures to improve

accountability and transparency ‘and in order to prevent exploitation and
arbitrariness.

duce easier and more innovative e-

More states should emulate Lagos State which has introduced into its tax

system a low assessment ranging from N2,500 to N5,000 for businesses and
individuals operating in the informal sector.
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