THE EFFECT OF COMPANY INCOME TAX ON NIGERIA  ECONOMY

ABSTRACT

The contributions of Company Income Tax (CIT) to any economy globally cannot be overemphasized. Apart from the revenue function it performs for the government, it is also used to assist the national government to achieve the country’s macro-economic objectives in the areas of fiscal and monetary policies. It has been observed over the years in Nigerian economy that the taxation derived from companies has been grossly understated due to the improper administration of Nigerian tax system in the collection and assessment of companies in any fiscal year. Companies are known to be evading tax which is criminal in nature and also avoiding tax due to the various loopholes in the tax laws. Non-compliance with tax rules and regulations has been a bottle neck which is a key factor in the ineffectiveness in the management of Nigerian tax system. The main objective of this paper is to explore the relationship between company income tax in Nigeria and economic development of the nation. Primary and secondary data were applied in carrying out this research work. The findings reveal that there is a significant relationship between company income tax and Nigerian economic development, tax evasion and avoidance are major hindrances to revenue generation, on compliance with tax laws on the part of the tax payers are a hindrance and ineffective tax administration has given enough loop holes to poor generation of this major source of income. We recommend among others the computerization of the integrated tax operations for enhancement in revenue collections.

CHAPTER ONE

INTRODUCTION

BACKGROUND OF THE STUDY  

According to Black Law Dictionary, tax is a rateable portion of the produce of the property and labor of the individual citizens, taken by the nation, in the exercise of its sovereign rights, for the support of government, for the administration of the laws, and as the means for continuing in operation the various legitimate functions of the state. 

The Institute of Chartered Accountants of Nigeria (2006) and the Chartered Institute of Taxation of Nigeria (2002) view tax as an enforced contribution of money enacted pursuant to legislative authority. If there is no valid statute by which it is imposed; a charge is not tax. Tax is assessed in accordance with some reasonable rule of apportionment on persons or property within tax jurisdiction.

Sanni (2007) advocated tax an instrument of social engineering which can be used to stimulate general or special economic growth. Company income tax is a structure among the various tax structures in Nigerian economy. 

By virtue of section 8 (1) of the Companies Income Tax Act (CITA) 1990, taxes are payable as specified upon profits of any company accruing in, derived from, brought into, or received in Nigeria in respect of amongst others, any trade or business for whatever period of time the trade or business may have been carried out. The current rate of companies’ income tax is 30% of assessable income.

According to Akpotoboro (2009) deemed tax is primarily payable on profits at the companies income tax rate of 30%. However, as foreign companies liable to such tax do not ordinarily operate in Nigeria, and thus account to the Federal Board of Inland Revenue (FBIR) with full accounts, the law permits FBIR to deem a position of the foreign company’s turnover or gross income as profit. Therefore the deemed income of the company will be 20% of the turnover. Such deemed income so assessed will itself be liable to tax at the current companies tax rate of 30%, which final assessment will amount to 6% of total income. Effectively, the company will be assessed for income tax at 1% of its turnover, as 5% would have been withheld. Section 57 CITA 1990 mandates companies operating in the Nigerian Stock Exchange to file monthly returns with the Federal Board of Inland Revenue not later than 7 days after the end of each calendar month.

Tax revenue mobilization as a source for financing development activities in Nigeria has been a difficult issue primarily because of various forms of resistance, such as evasion, avoidance corrupt practices attending to it. These activities are considered as sabotaging the economy and are readily presented as reasons for the underdevelopment of the country. Government exists in order to effectively collect taxes from available economic resources and make use of same to create economic prosperity such that available and willing human and other resources are gainfully employed, infrastructures provided, essential public services (such as the maintenance of law and order) put in place etc, tax resistance only makes these goods unattainable. Following some reasoning, changing or fine-tuning tax rates is used to influence or achieve macroeconomic stability. Some of the most recently cited examples are the governments of Canada, United States, Netherland, United Kingdom, who derive substantial revenue from Company Income tax, Value Added Tax, Import Duties and have used same to create prosperity (Oluba 2008).

In Nigeria the contribution of tax revenue especially company income tax has not met the expectations of government. Government has equally expressed this disappointment and has accordingly vowed to expand the non-oil tax revenue.

According to Amadasu (2001), most taxes serves for more than one purpose but a single dominant of tax to regulate in a macro sense.


Tax on consumption of liquor/tobacco and tax to regulate flow of resources from one sector to another respectively.


In the actual sense, the system helps to stabilize the economy. A good tax system should have a desirable effect on the economy, on the same vein it is believed that tax system in Nigeria have equity, as value judgment in this orientation and it was further interpreted equal should be treated equally Amadasu (2001).


Further explanation shows that the progressive and the proportional or regressive rate aspect of taxation.


It shows that if the base increase and the rate increase. It is progressive. If it is the other way around, is regressive (the rate increase and the base decrease) and when the base in crease and the rate is constant it is proportional.

1.2 STATEMENT OF THE PROBLEM 

In view of the criticism of taxation in the recent years and with increasing exposure to professional negligence in a climate of improving standards tax assessment in Nigeria has become problem because of:

Insincerity of the collectors – majority of them are after their personal gain and are ready to receive bribe no matter how small from tax payers in place of actual amount they are supposed to pay.

False declaration of income - many workers especially those in private firms do not declare their real incomes.

Improper book of account – majority of the traders keep improper or no book of account at all.

Tax evasion – many people do not fulfill their civic responsibilities by paying tax as when due.

Ignorance of importance of taxation – many people as a result of ignorance think that the money is for the tax collectors and therefore, refused to pay tax.

Mismanagement of government fund – embezzlement and misappropriation of government fund by those at the corridors of powers may kill people’s enthusiasm to fulfill their civic obligation of paying tax.

Lack of provision of Amenities – many people with the belief that the money they pay as tax is used only for provision of social amenities will resist payment of tax if these anticipated amenities are not provided.

1.3 OBJECTIVE OF THE STUDY

The following are the objectives of the study 

To identify the economic contribution of company’s income tax to the development of the national economy.

To access the impact of company income tax to Nigerian economic growth.

This study helps to identify the importance of taxation particularly company income tax in Nigeria.

To identify the nature of company income in practice in Nigeria.

To examine whether there is any significant relationship between company income tax and Nigerian economic development.

1.4 RESEARCH HYPOTHESIS 

Based on the foregoing, the following research hypotheses formulated will be empirically tested and the result gotten will serve as a spring board for recommendations. The Null hypothesis will tested against the Alternative hypothesis. These are as follows:

Null Hypothesis (Ho): there is no significance relationship between company income tax and economic growth. 
Alternative Hypothesis (Hi): There is a significance relationship between company income tax and economic growth.

Null Hypothesis (Ho): company income tax does not contribute significantly to the development of Nigerian economy. 
Alternative Hypothesis (Hi): company income tax contributes significantly to the development of Nigerian economy.

1.5 SIGNIFICANT OF THE STUDY

This study will serve as an enlightener to the general public on the importance of tax payment particularly company income tax.


Tax collectors will find this study useful as some of the problems being faced are solved; in addition, accounting and management students will be adequately informed on the impact of company income tax on an economy like Nigeria. Hence, this work is to specifically to explain in detail the impact of not only company income tax but also taxation in general. 

1.5
SCOPE OF THE STUDY

This study is limited to the impact to company income tax in relation to economic growth in Nigeria. 


This study deals specifically on how tax particularly company income tax enhances the performance of economic development in Nigeria.

1.6 METHODOLOGY 

Methodology in research refers to the methods, produces of modalities by which the researcher tends to accomplish the objective of his research work


This study involved the analysis of data collection from both primary and secondary sources, the primary sources are:

Questionnaires

Interview

The secondary sources are:

Text books

Journals and magazines

The internet.

 LIMITATION OF THE STUDY 

There is no gain saying that there are no limitations in research work generally. Any shortcoming that arises in this study is as a result of factors which acted as a limitation to this research work.


Therefore, it will be of more importance to highlight certain militating factors that tend to narrow or limit my scope of study. Some of these factors are:

Time factor: time was not enough to consult various sectors of the economy to give out questionnaires to various companies on the effect and impact of company income tax on the economy.   

Finance: this is another barrier that limited the researcher’s scope of the study.

 DEFINITION OF TERMS

Taxation: Taxation refers to a compulsory payment of money periodically by private individual, institution or groups to the government.

Efficiency: This is a fact of performance which relate to the rate of resource utilization (i.e. cost incurred in the course of the work. Ovuorie G (1997). 

Policies: Koontz, O Donnell and Weihrich (1980) define policies as a general statement or understanding which guide thinking in decision making; the essence of policies is the existence of discretion, within certain limits in guiding decision making. 

Cause: It is a kind of knowing or finding out the problems facing a particular situation or a thing.

Effects: this can be defined as the effect of a situation or a thing. It could be a positive effect or negative effect.

Inadequate: It is a situation where there is an insufficient or inappropriate amount of something in relation to another.

Financial Capacity: It is the level of finance or amount of money available for an organization, individual or government.

Economic development: According to Aigbomian D.O et al (2008), Economic development is defined as the full utilization of all the available resources in every sector in an economy in such a way that will increase the standard of living and enhance economic growth of the economy.

CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The level of development of any nation depends on the amount of revenue generated for the provision of infrastructure. Within the last decade or so, the issue of domestic resource mobilization has attracted considerable attention in many developing countries. In the face of unabating debt difficulties, coupled with the domestic and external financial imbalances confronting them, it is not surprising that many developing nations have been forced to adopt stabilization and adjustment policies which demand better and more efficient methods of mobilizing domestic financial resources with the view to achieving financial stability and promoting economic growth (Kiabel and Nwokah, 2009). In the olden days, government imposed taxes to generate enough revenue solely to cover the cost of administration and defense. In modern economies taxes are the important source of government revenue. They are compulsory levies that are regularly imposed and as a rule, not designated for a special purpose, they are regarded as a contribution to the general revenue pool from which most government expenditures are financed (Ogbonna and Appah, 2012). Taxation refers to compulsory payments by individuals and organizations to the relevant inland or internal revenue authorities at Federal, State, or Local Government levels. Taxes perform fiscal or budgetary functions, economic function and social or redistribute functions. Hornby (1988) defined tax as money that has to be paid to the government. He went further to state that people pay tax according to their income and business.

Due in his contribution taxation as the process or machinery by which communities or groups of persons are made to contribute part of their income in some agreed method for the purpose of administration and development of the society. This is why it is at time referred to as a civic obligation. According to Azubike (2009) in Ogbonna and Appah (2012), tax is a major player in every society of the world. This means that tax system is an opportunity for government to collect additional revenue needed in discharging its obligations.

WHAT IS TAXATION? 

Tax (from the Latin word taxo) is to impose a financial charge or other levy upon a taxpayer (an individual or legal entity) by a state or the functional equivalent of a state such that failure to pay is punishable by law. Taxes are also imposed by many administrative divisions. Taxes consist of direct tax or indirect tax. In other words, a tax is a "pecuniary burden laid upon individuals or property owners to support the government. Wikipedia the Free Encyclopedia (2012).

Taxation is a means by which government finance their expenditure by imposing charges on citizen and corporate entities. (Business dictionary 5th edition, 2005).


Mike Aaigho (2009), defined taxation as the process of raising income through the levying of various types of taxes. 


James Evbota (2011) noted that taxation is a compulsory levy paid by the indigenes of a country, it is a payment made to the fiscal authority as a charge for the cost of administering certain services to the general public as a whole.


A tax is a compulsory levy and those who are taxed have to pay the sums irrespective of any corresponding return of services or goods by the government. (Ajayi S. I., 1979)


Taxation is a systematic process of imposing an amount of money on individuals for administration of government services. (Nick Spencer, 1988).

2.2 CONCEPTUAL REVIEW

Tax is a major source of government revenue all over the world. Government use tax proceeds to render their traditional functions, such as the provision of public goods, maintenance of law and order, defense against external aggression, regulation of trade and business to ensure social and economic maintenance (Azubike, 2009). Musgrave and Musgrave (2004) also stated that the economic effects of tax include micro effects on the distribution of income and efficiency of resource use as well as macro effect on the level of capacity output, employment, prices, and growth. However, the use of tax as an instrument of fiscal policy cannot be achieved because of dwindling level of revenue generated as a result of ineffectiveness of government officials. Kiabel and Nwokah (2009) argue that the increasing cost of running government coupled with the dwindling revenue has left all tiers of government in Nigeria with formulating strategies to improve the revenue base. Tax is dynamic, so reforms are necessary to effect the required changes in the national economy (Ola, 2001). Azubike (2009) noted that tax reform is an ongoing process with tax policy makers and tax administrators continually adopting the tax systems to reflect changing economic, social and political circumstances in the economy. Recently the Nigerian government undertook various tax law reforms to improve tax administration and to increase tax yield. The Value Added Tax (Amendment) Act, 2007; was for instance intended to widen the value added tax base and improve the machinery for its collection. Similarly the Company`s Income Tax (Amendment) Act. 2007; the Federal Inland Revenue Services (Establishment) Act, 2007 and The Personal Income tax (Amendment) Act, 2011, were all aimed at encouraging tax compliance and increasing tax yield (Aguolu, 2010).

2.3 THEORITICAL REVIEW

The Theories Of Tax Compliance

Any strategy to prevent tax evasion should begin with a theory of why people cheat on their taxes. Naturally, much of it is unconvincing and ambiguous. There have been a lot of theories determining the impact of tax administration on economic growth in both the context of developed and developing countries which Nigeria is among. For the purpose of this study, new endogenous growth theory, economic theories, psychological theories and sociological theories were adopted.

2.3.1 The New Endogenous Growth Theory

Unsatisfied with previous models, the endogenous growth theorist incorporated a new concept known as human capital into their model and believe that unlike physical capital, human capital has indeed increasing rates of return and that the skills and knowledge acquired will make workers, to be more productive in an economy. Furthermore, these theories believe that, endogenous growth is linked with improvement in productivity which results to a faster pace of innovation and extra investment in human capital, they predicted that externalities and spillovers effects from development of a high valued added knowledge economy that is able to develop and maintain a competitive advantage in growth industries in the global economy. They therefore, strongly believe the role of human capital on economic growth as opined by (Power 1986, 1990; Locas, 1988; Quah and Rauch, 1990; Grossmsam, and Helpman, 1991).

2.4 Empirical Review

The tax system in Nigeria is made up of the tax policy, the tax laws and the tax administration. All of these are expected to work together in order to achieve the economic goal of the nation. According to the Presidential Committee on National tax policy (2008), the central objective of the Nigerian tax system is to contribute to the well-being of all Nigerians directly through improved policy formulation and indirectly through appropriate utilization of tax revenue generated for the benefit of the people. In generating revenue to achieve this goal, the tax system is expected to minimize distortion in the economy (Presidential Committee on National tax policy, 2008). In an attempt to fulfill the above expectation, the national tax policy is expected to be in compliance with the principle of taxation, the lubricant to effective tax system. The Nigerian tax system has been flawed by what is termed multiplicity of tax and collecting entities at the three tiers of government levels – federal, State and local government. This problem is inherent in her fiscal federalism (Ahunwan, 2009). Richard and Eric (2003) conducted a research, on the induction to tax policy design and development ,using co-integration test, unit root test and ordinary least square regression in testing the variables and finds out that globalization and other factors may lead to further convergence of tax system, the evidence to date shows that the size and structure of taxation in most countries will continue to be dominated largely by domestic instead of global factors and the study further recommended that the government should take a proper account of what taxes exist around the world and as well the level and structure of taxes, also the way in which taxing patterns have changed in recent years should be reviewed with a given period of years. Jane (2011) carried out research on the impact of tax reform on the general economy of the nation and tested the research variable with the use of ordinary least square regression method and find out that tax reform in Nigeria have not had a significant impact on the macroeconomic stability. It was observe that increase in the tax rate ultimately result in greater burden for the masses through a shift of the tax liability. As a result, tax reforms in Nigeria have created inequalities rather than bridging such. The study further recommended that citizens should wake up to their civic responsibilities in terms of tax compliance. Saidu (2012) conducted a research study on the effect of tax audit on tax compliance in Nigeria with Bauchi state board of internal revenue as a case study. The data generated for the study was analysis with the aid of simple percentage method. The study finds out that relevant tax authority (RTA) employed tax audit towards achieving target revenue, that tax revenue reduces the problems of tax evasion and that tax payers do not usually cooperate with the tax audit personnel during the exercise. The research study further recommends that relevant tax authority (RTA) at all level should improve the standard of tax audit employed for effectiveness and efficiency. James and Abiola (2012) on the study of the impact of tax administration on government revenue in a development economy with a case study of Nigeria economy, applied descriptive statistics method to analyse 93 usable response, the study found out among other things that increasing tax revenue is a function of effective enforcement strategy. the research study further recommended that the government should review and restructure the nation’s tax policy and administrative system Abiola (2010) conducted a research work on the recent developments in company’s income taxation in Nigeria and analysed the variables with the use of quantitative survey method and finds out that the Nigeria tax system is unduly complex, skewed low revenue yielding poorly administered anti-federalism largely inequitable and loaded with unduly large number of overlapping taxes which have more nuisance value than revenue value. The study recommended that the tax administration amending Act altered some of the penalties under CITA to reflect current realities and make them more administrable.

2.4 PRINCIPLES OF TAXATION 

Adams Smith and J. Haney (1977) were able to confine the principles of taxation to four simple cannons – these principles are:

Person should pay according to their ability.

The tax should be certain and clear to everybody concerned.

The convinces of the contributor should be studied as regards payment.

The cost of collection should be relatively low.

In a most acceptable term, the principle of a good taxation should be based on the following:

Equity 

Clarity

certainty

convenience

Administration efficiency

Flexibility

Principle of neutrality

Principle of simplicity, (Hanvery, 1977)

2.4.1
PRINCIPLES OR ATTRIBUTE OF A GOOD TAX 
SYSTEM

Adam Smith propounded the following principles of taxation other wise known as cannons of taxation:

Equity: Tax should be based on a person’s ability to pay and there should be of sacrifice, that is, the burden of tax should be according to one’s ability.

Certainty: Tax payers should know the exact amount of money they are expected to pay, when and how to pay it.

Convenience: The methods and time of tax collection should be convenience to tax payers – (P.A.Y.E) is considered the most convenient method of tax system.

Economy: The amount spend in the course of collecting tax should be smaller than the amount collected.

Other principles include:

Impartiality: there should be no discrimination in the collection of taxes if people of equal finance should pay the same amount as taxed.

Flexibility: a good tax system changes with the changes in circumstances in the area it is charged.

Simplicity: A good tax system should be simple enough for everybody understands.

Easy to collect: The people collecting the tax should not find it difficult to collect it.

Difficult to Evade: it should not be one that people can easily evade.

Productivity: the tax system should yield enough revenue to the government and also no hinder production. 

Fiscal Instrument: a good tax system should form a fiscal instrument used in controlling inflation and deflation etc.

2.4.2 PURPOSE OF TAXATION 

Government all over the world undertakes huge public expenditure on behalf of their citizens. To meet up with their numerous commitments and live up their responsibilities, government thus require substantial amount of funds. Such funds are usually raised from various sources. Such as issuing of public debt, creation of levy of various taxes, fees, fines, etc. its significant could be considered under the following:

General Administrative of purpose: the administrative machinery of a country may collapse if there is no money to maintain it; tax therefore forms one of the sources of such money.

Provision of social amenities: the money government uses in providing social amenities to the public does not come from heaven, part of it comes from taxation.

Financial function: taxation act as a means through which the public pays for government services.

To redistribute incomes: taxation is used to redistribute incomes. To achieve this, income tax made to be progressive

The maintenance of internal law and order: for internal peace and stability of a country to be guaranteed, laws must be made and executed, which required money.

To encourage industrialization: this can be done by reducing g or allowing industries tax-free period for some time.

2.4.3 THE CONCEPT OF TAXATION 

Musa (2009) opined that economic and social development laws and policies provide the basis for effective state action that lifts society from underdevelopment, improves the standard of living and facilities for the realization of the millennium development goals. Nigeria is in dire need of solution to its development challenges. Good laws that are well implemented would contribute to the resolution of these challenges. The first thing to do in this scenario is an attempt to review the implementation of the identified laws like the company income tax, petroleum income Act and tax reform Act. The second thing is to get the relevant legislative committees and ministers, departments and agencies involved give account of their respective stewardship/roles in implementation of the law. Ariyo (1997) in his study on productivity of the Nigerian tax system and reports a satisfactory level of productivity of the tax system before the oil boom. The advent of the oil boom encouraged some laxity in the management of non-oil revenue sources like the company income tax, which was rectified to a reasonable extent with the commencement of the structural adjustment programme. The report underscores the urgent need for the improvement of the tax information system to enhance the evaluation of the performance of the Nigerian tax system and facilitate adequate macroeconomic planning and implementation.

Sani (2005), the Executive Governor of Zamfara State stated that tax system as a whole is an embodiment of contention and controversy whether in its policy and formulation, legislation or administration. That the objective of the tax system is multi-dimension in nature which includes revenue generation, resources allocation, fiscal tool for stimulating economic growth and development, social function, like redressing the rural-urban population drift as well as making everybody to be a responsible citizen in the society. The Joint Tax Board was created in the tax law by section 27 of Income Tax Management Act of 1961 to harmonize the tax administration of the country. We need to appreciate that the tax system offers itself as one of the most effective and that it tends itself to creating an environment conducive to the promotion of economic growth. However, he continued, the potency of the tax system will depend greatly on the tax measures and policies adopted. Sani opined at prompting ambition, rewarding success, encouraging private savings and investments needed to create new jobs and kindling in the people that spirit of enterprise. The regulation of Nigerian economy should also be the basic function of the tax system. Taxes should in the main be aimed at creating the proper atmosphere for economic growth. He continued that according to traditional Keynesian philosophy, one of the most effective ways of doing this is to adopt taxes that affect consumption hence demand. The idea is to use taxes as a deflationary device. As a developing economy with small and insufficient internal productive capacity, we are likely to import the greater percentage of prevailing inflation from abroad; we will also need to restrain imports with the use of taxes where circumstances demand. Taxes should further be used selectively to induce and encourage nationally desirable economic activities, and may be offered to promote the development of backward areas of Nigeria. Sani concluded that tax concessions must be given and framed so as to ensure the companies actually carry out the underlying intention of increased economic development if the tax authority is to avoid the criticism that tax concessions only offer tax loopholes through which the agile tax prayer can maneuver.

United Nations (2000), expert group stated that tax revenue contributes substantially to development and therefore, there is the need to streamline a nation tax system so as to ensure the realization of optimal tax revenue through equitable and fair distribution of the tax burden. The stark reality in most developing countries is that whilst there is severe budgetary pressure as a result of ever increasing demand for government expenditure, there is a limited scope for raising extra tax revenues.

Non-compliance problems with corporate persons result from technicalities and tax avoidance, poor record keeping and cash transactions.

Desai, Foley and Hines (2004) stated that governments have at their disposal many tax instruments that can be used singly or in concert to finance their activities. These tax alternatives include personal and corporate income taxes, sales taxes, value added taxes, capital gain taxes and numerous others. It is not uncommon for a country to impose all of these taxes simultaneously. In choosing what tax instruments to use and what rates to impose, governments are typically influenced by their expectations of the effects of taxation on investment and economic activity, including foreign direct investment (FDI) they stated that there is extensive empirical study that high corporate income tax rates are associated with low levels of FDI. The empirical results indicate that high tax rates on company income tax are associated with reduced foreign direct investment by multinational organizations.

2.4.5 THE CONCEPT OF TAX EVASION

Tax evasion is a deliberate Act on the part of the taxpayer not to pay tax due. This is considered as a criminal offence on the part of the taxpayer. The relevant tax authority may take such steps as it deems fit to recover any such tax and the taxpayer penalized if found guilty. Tax evasion can be partial or total and its degree varies from company to company. There is partial evasion when a company under declares its profits for tax purposes and total evasion of income tax occurs when a company which is already qualified to pay tax refuses to get its name registered in the tax roll. From the above mentioned, evasion of income tax is a serious problem in Nigeria, more so as there is a big gap between actual and potential tax collections by the various levels of government. The criminal act in Nigeria is perpetrated through these medium: total ignorance of the law, lack of faith in the ability of the government to use the money well, high tax rate which makes evasion more attractive and economical, absence of visible benefits accruing to the tax payers, outright unwillingness to contribute towards the development of the society, and the ridiculous low penalties prescribed in the laws for late payment of tax.

Concept of economic development: Economic development is the development of economic wealth of countries or regions for the well-being of their inhabitants. From a policy perspective, economic development can be defined vices as efforts that seek to improve the economic well-being and quality of life for a community by creating jobs and supporting or growing incomes and the tax base. Economic development implies improvements in a variety of indicators such as literacy rates, life expectancy, and poverty rates. GDP is a specific measure of economic welfare. Economic development encompasses policies that governments undertake to meet broad economic objectives such as price stability, high employment, expanded tax base, and sustainable growth.

2.4.6 THE CONCEPT OF COMPANY INCOME TAX

This Tax is payable for each year of assessment of the profits of any company at a rate of 30%. These include profits accruing in, derived form brought into or received from a trade, business or investment. Also companies paying dividends to its shareholders are first obliged to pay tax on its profits at the companies tax rate. Generally, in Nigeria Company dividends or other company distribution whether or not of a capital nature made by a Nigerian is liable to tax at source of 10%. However dividends paid in the form of bonus share or scrip shares to individual shareholders are not subject to tax. Also where a company is a shareholder in another company then such dividends are excluded from the profits of the company for the purposes of computation of the tax.

2.5 THE IMPACT OF COMPANY INCOME TAX ON NIGERIAN ECONOMY

Company income tax is an essential structure in Nigerian tax structure which is seen by most citizens as a legal imposition, and often an undesirable imposition which bears no relation to the responsibilities of citizenship, nor to the service provided by the state.

The more citizens lack knowledge or education about taxation in the country, the greater the desire and the opportunities for tax evasion, avoidance and non-compliance with relevant tax laws. In this respect the country will be more adversely affected because of absence of tax conscience on the part of individuals and the companies and the failure of tax administration to recognize the importance of communication and dialogue between the government and the citizens in matters relating to taxation.

The situation analyzed is the position and problems of company income tax in Nigeria. In Nigeria the citizens and companies avoid and evade tax because they do not know how revenue generated through tax is being spent by the government. About 50% of the population of Nigeria provides electricity, water, education and other social amenities themselves. The tax administration system in Nigeria is full of loopholes that even the people in charge of tax administration cannot be trusted any more. There is pronounced tax evasion, tax avoidance, corruption and inefficient poor tax administration in Nigeria company income tax structure, and inconsistency in the revenue generated compared with the expectation. The main objective of this paper is to explore the relationship between company income tax in Nigeria and economic development of the nation. Other specific objectives are to determine the relationship of tax administration and revenue generated in the system with a view to addressing tax evasion and avoidance; and assessing the relationship between tax compliance with tax laws and regulations and revenue generation. 

Administration of Company Income tax in Nigeria: This is the legal system approved by the government body to have the charge, to have the direction, to manage or to provide various policies; laws and regulations for our tax system to ensure all applicable taxes are collected and remitted to the appropriate authorities. According to Naiyeju (1996:101), the success or failure of any tax depends on the extent to which it is properly managed. The extent to which the tax law is interpreted and implemented as well as the publicly brought into it, will determine how a particular tax is able to meet its objectives. Hence one of the acid tests in determining the success of a tax system is the management of policy. The two major legal bodies connected to the administration of company income tax are Nigeria are Joint Tax Board (JTB) and Federal Board of Inland Revenue (FBIR). The Joint Tax Board was established in 1961 to offer advice and coordinate various aspects of taxation and also to promote uniformity both in the application of the personal income tax Act 1993, and in the incidence of tax on individual throughout Nigeria. FBIR is established to carry out the following functions: to exercise the powers /duties conferred on it by any express provision of the personal income Tax Act of 1993; to exercise the powers and duties conferred on it by any enactment of the federal Government in respect of companies Income tax; to advice the Federal Government on request on double taxation arrangement; to promote uniformity both in the application of the personal income tax Act 1993 and the incidence of tax on individuals; to advice the federal Government on request on capital allowances rates and other taxation matters, and to impose its decisions on matters of procedure and interpretation of the PITA 1993 on any state of the federation for the purposes of conforming to such agreed interpretation. The Federal Board of Inland Revenue was established with the power to administer company income tax act 1990. The operational arm of FBIR is the Federal Inland Revenue Service (FIRS) which was established in 1993. FIRS have the responsibility of income tax assessment, collection, accounting and administration According to Ola (2006) Nigerian tax system is not perfect. Companies’ income tax administration in Nigeria does not measure up to appropriate standards. If good old tests of equity, certainty, convenience and administrative efficiency are applied, Nigeria will score low considering the following points: Due to inadequate monitoring, persons in the self-employed and unquoted private companies group evade tax. That is to say that tax is inequitable. The language of these pieces of legislation is often forbidden and confusing. Many of the supposed tax payers know nothing of the rules under which they are to pay tax or the range of deductible expenses and the allowance available to them; they cannot be at ease to disclose their taxable income. The hallmark of tax convenience in Nigeria now is ability of a taxpayer to go to the tax office, say what he is ready to pay, be assessed accordingly, pay and obtain a tax clearance certificate. These lead to administrative inefficiency. The literacy level is low and record keeping is not yet a popular culture. There are not enough tax officials to cover the field. Most of the officials are little trained, ill equipped, badly remunerated and corrupt.

Failure of much tax administration to recognize the importance of communication and dialogue between government and the citizen in matters relating to taxation is key problem. There is a wide gap in tax administration in Nigeria and countries like USA, United Kingdom, and Canada where tax system is computerized and every tax payer i.e organizations are well captured at source through integrated computer system.

2.6 THE ECONOMIC EFFECT OF TAXATION

It reduces production: if excise duties are high, production will be advisedly affected.

Tax increases prices of goods and services: the producers will normally try to recover the amount they inform of excise duties by raising the price of goods on which tax was paid.

It reduces the income of workers: no matter how small or big an income tax is, it reduces the total income of a worker.

It discourages Savings: the amount on e pays as tax may have constituted the payers’ savings.

It caused scarcity of goods: taxation reduces the quantity of goods produced locally and imported, thereby causing scarcity of goods.

Result in inflation: reduction of direct taxes and increases in indirect taxes will make more money to be in circulation while few goods will be available thereby, causing inflation.

It may lead to deflation: if the indirect tax is reduced and direct tax is increased deflation will be the outcome of the actions.

It discourages hard work: when a grater segment or portion of one’s income is taken away as tax, the person will not have the zeal to work hard again.

Taxation is discourages investors: both local and foreign investors will be scared away if there is there is high taxation especially company and excise duty taxes.

2.7 PROBLEM ASSOCIATED WITH TAX COLLECTION 

Insincerity of the Collectors: majority of them are after their personal purse and are read to receive bribe no matter how small from taxpayers in place of actual amount they are supposed to pay.

False Declaration of Income: many workers, especially those in private firms do not declare their real incomes.

Improper Book of Account: majority of the trader keep improper or no book of account at all.

Tax Evasion: many people do not fulfill their civic responsibilities by paying tax as when due.

Ignorance of the Importance of Taxation: many people as a result of ignorance think the money id for the tax collectors and therefore, refused to pay tax.

High Cost of Taxation: high cost of taxes scares the potential payers away.

Mismanagement Of Government Fund – embezzlement and misappropriation of government fund by those at the corridors of powers may kill people’s enthusiasm to fulfill their civic obligation of paying tax.

Lack Of Provision Of Amenities – many people with the belief that the money they pay as tax is used only for provision of social amenities will resist payment of tax if these anticipated amenities are not provided.

2.8 THE NATURE OF COMPANY INCOME TAX IN NIGERIA

Company Income Tax is a tax imposed by the Government on the income and profits of companies operating in the country. The law governing the administration of Companies Income Tax is the Companies Income Tax Act. The law which was first enacted in 1961 has undergone so many amendments, the latest being that of April, 2007.

The administration of the Companies Income Tax is vested on the Federal Inland Revenue Service which used to be known as the Federal Board of Inland Revenue (FBIR) until the enactment of the Federal Inland Revenue Establishment Act in April, 2007 which scrapped the FBIR and replaced it with Federal Inland Revenue Service.

Tax Rate: The current Tax rate in any year of assessment for a company in Nigeria is 30%. The tax is payable on the profits accruing in, derived from, brought into or received in Nigeria. These profits are in relation to the following activities:

Any trade or business carried out

Rent or any premium arising from a right granted any person for the use or occupation of any property.

Dividends, interest, discounts, royalties, charges or annuities.

Any source of annual profits not falling under any of the fore-goings.

Fees, dues, and allowances for services rendered.

Any amount of profits or gains arising from acquiring or disposing short-term money instruments like the federal government securities, Treasury Bills and Savings Certificates, Debenture Certificates and Treasury Bonds.

Any amount deemed to be income or profit with respect to any benefit arising from a pension or provident fund under the Personal Income Tax Act.

Payment of Minimum Tax:
Where in any year of assessment the ascertainment of total assessable profit from all sources of a company results in a loss, or where a company’s ascertained total profits result in no tax payable or tax payable which is less than the minimum tax, there shall be levied and paid by the company a minimum tax as prescribed by subsection (2) of section 33 of CITA.

The minimum tax to be levied and paid are as follows:

1.    If the turnover of the company is N500,000 or below and the company has been in business for at least four calendar years, the minimum tax shall be:

0.5% of gross profit; or

0.5% of net assets; or

0.25% of paid-up capital; or

0.25% of turnover of the company for the year.

2.   If the turnover is higher than N500,000, be whatever is payable as per any of the above, plus such additional tax on the amount by which the turnover is in excess of N500,000 at a rate which shall be 50% of the rate used above of 0.25%.

Date of Filing Returns and penalty for late filing:
The date of filing returns for companies shall be:

In the case of a company that has been in business for more than 18 months, not more than 6 months after the end of the accounting year.

In the case of a newly incorporated company within 18 months from the date of its incorporation or not later than 6 months after the end of its accounting period, whichever is earlier. In addition, the form of returns shall be signed by a Director who must be the Chairman or the Managing Director of the company and the Secretary respectively.

Any company which fails to comply with the provisions listed above shall be liable to pay as penalty for late filing as stated below:

N25,000 in the first month in which the failure occurs; and

N5,000 for each subsequent month in which the failure continues.

2.9 COMPANY INCOME TAX RATES IN NIGERIA

Rate of Tax (on Total profit) is 30%, with effect from 1st January 1996.
 Lower Rate of Tax: The law, however, prescribes lower rate of tax for certain companies. Companies enjoying lower rates are classified as either “small companies” or those in “preferred sectors.” 
Small companies are those companies having an annual turnover of N1, 000,000.00 or less. Companies in the preferred sector are those in manufacturing, agricultural production, and mining of solid minerals or wholly in export trade. 
The Lower rate of tax of 20% is payable by these companies in the preferred sector of the Nigerian economy for the first 5 years of commencement of business. 

Minimum Tax is paid by a company which has (1) no total profit, (2) whose total profits results in no tax payable or (3) tax payable is less than minimum tax. 
If the turnover of the company is N500,000 or below and the company has been in business for at least 4 calendar years, the minimum tax will be the highest of the following: 
• N500,000 OR Below 
i. 5% of gross profits; or 
ii. 0.5% of Net Assets: or 
iii. 0.25% of paid up capital; or 
iv. 25% of Company's annual turnover
• Above N500,000 
If the turnover is higher than N500,000 the minimum tax will be whatever is payable on a turnover of N 500,000 and any excess over N500,000 will be taxed in addition at 50 per cent of the rate first used for the first N 500,000. 

4. Exception to Minimum Tax
• The minimum tax is not applicable to a company during the first four years of its commencement of business; 
• It is also not applicable to agricultural trade or business as defined in Section 9 (8) of Companies Income Tax Act: and 
• It is not applicable to any company with at least 25 per cent imported equity capital. 

CHAPTER THREE

RESEARCH METHODOLOGY

Introduction 

This chapter deals with the method used in collecting data required in carrying out this research work it explains the procedures that were followed and the instrument used in collecting data.

Research Design

The researcher used descriptive research survey design in building up this project work The choice of this research design was considered appropriate because of its advantages of identifying attributes of a large population from a group of individuals. The design was suitable for the study as the study sought to evaluate the effectiveness of advertising on sales volume. 

Sources of data collection 

Data were collected from two main sources namely:

(i)Primary source and 

(ii)Secondary source 

(i)Primary source:

These are  materials of statistical investigation which were collected by the research for a particular purpose. They can be obtained through a survey, observation questionnaire or as experiment, the researcher has adopted the questionnaire method for this study.

(ii)Secondary source:

These are data from textbook Journal handset etc. they arise as byproducts of the same other purposes. Example administration, various other unpublished works and write ups were also used. 

Population of the study 

Population of a study is a group of persons or aggregate items, things the researcher is interested in getting information about the effect of company income tax on Nigeria economy 200 staff of Nigeria breweries was selected randomly by the researcher as the population of the study.

Sample and sampling procedure

Sample is the set people or items which constitute part of a given population sampling. Due to large size of the target population, the researcher used the Taro Yamani formula as the procedure of arriving at the sample size 

n= N

 1+N(e)2
n= 200

1+200(0.05)2
= 200

1+200(0.0025) 

= 200               200

1+0.5      =      1.5       = 133

3.5
Instrument for data collection 

The major research instrument used is the questionnaires. This was appropriately moderated. The staff was administered with the questionnaires to complete, with or without disclosing their identities. The questionnaire was designed to obtain sufficient and relevant information from the respondents. The primary data contained information extracted from the questionnaires in which the respondents were required to give specific answer to a question by ticking in front of an appropriate answer and administered the same on staff of the two organizations: The questionnaires contained about 16 structured questions which was divided into sections A and B.

Validation of the research instrument

The questionnaire used as the research instrument was subjected to face its validation. This research instrument (questionnaire) adopted was adequately checked and validated by the supervisor his contributions and corrections were included into the final draft of the research instrument used.

    Method of data analysis

The data collected was not an end in itself but it served as a means to an end. The end being the use of the required data to understand the various situations it is with a view to making valuable recommendations and contributions. To this end, the data collected has to be analysis for any meaningful interpretation to come out with some results. It is for this reason that the following  methods were adopted in the research project for the analysis of the data collected. For a comprehensive analysis of data collected, emphasis were laid on the use of absolute numbers frequencies of responses and percentages.  Answers to the research questions were provided through the comparison of the percentage of workers response to each statement in the questionnaire related to  any specified question being considered. 

Frequency in this study refers to the arrangement of responses in order of magnitude or occurrence while percentage refers to the arrangements of the responses in order of their proportion. 

The simple  percentage method is believed to be straight forward easy to interpret and understand method . The researcher therefore choose the simple percentage as the method to use.

The formula for percentage is shown as: 

% = f/N x 100/1 

where f = frequency of respondents response 

N = Total Number of response of the sample 

100 = Consistency in the percentage of respondents  for  each item  contained in questions. 

CHAPTER FOUR

PRESENTATION ANALYSIS INTERPRETATION OF DATA 

4.1 Introduction

Efforts will be made at this stage to present, analyze and interpret the data collected during the field survey.  This presentation will be based on the responses from the completed questionnaires. The result of this exercise will be summarized in tabular forms for easy references and analysis. It will also show answers to questions relating to the research questions for this research study. The researcher employed simple percentage in the analysis. 

DATA ANALYSIS 

The data collected from the respondents were analyzed in tabular form with simple percentage for easy understanding. 

A total of 133(one hundred and thirty three) questionnaires were distributed and 133 questionnaires were returned.

Question 1

Gender distribution of the respondents. 

TABLE I 

	Gender distribution of the respondents

	Response
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Male
	77
	57.9
	57.9
	57.9

	
	Female
	56
	42.1
	42.1
	100.0

	
	Total
	133
	100.0
	100.0
	


From the above table it shows that 57.9% of the respondents were male while 42.1% of the respondents were female. 

Question 2

The positions held by respondents

TABLE II


	The positions held by respondents

	Response
	Frequency
	Percent
	Valid Percent
	Cumulative Percent

	Valid
	Mangers 
	37
	27.8
	27.8
	27.8

	
	Accountants 
	50
	37.6
	37.6
	65.4

	
	Tax consultant 
	23
	17.3
	17.3
	82.7

	
	Economist 
	23
	17.3
	17.3
	100.0

	
	Total
	133
	100.0
	100.0
	


 The above tables shown that 37 respondents which represents 27.8% of the respondents are managers, 50 respondents which represents 37.6 % are accountants, 23 respondents which represents 17. 3% of the respondents are tax consultants, while 23 respondents which represents 17.3% of the respondents are economists

TEST OF HYPOTHESES
There is no significance relationship between company income tax and economic growth. 
 Table III

	There is no significance relationship between company income tax and economic growth

	Response 
	Observed N
	Expected N
	Residual

	Agreed
	40
	33.3
	6.8

	strongly agreed
	50
	33.3
	16.8

	Disagreed
	26
	33.3
	-7.3

	strongly disagreed
	17
	33.3
	-16.3

	Total
	133
	
	


	Test Statistics

	
	there is no significance relationship between company income tax and economic growth.



	Chi-Square
	19.331a

	Df
	3

	Asymp. Sig.
	.000

	a. 0 cells (0.0%) have expected frequencies less than 5. The minimum expected cell frequency is 33.3.


Decision rule: 

There researcher therefore reject the null hypothesis that state that there is no significance relationship between company income tax and economic growth as the calculated value of 19.331 is greater than the critical value of 7.82  
Therefore the alternate hypothesis is accepted that state that there is a significance relationship between company income tax and economic growth
TEST OF HYPOTHESIS TWO

company income tax does not contribute significantly to the development of Nigerian economy.
Table V

	Company income tax does not contribute significantly to the development of Nigerian economy. 

	Response 
	Observed N
	Expected N
	Residual

	Yes
	73
	44.3
	28.7

	No
	33
	44.3
	-11.3

	Undecided
	27
	44.3
	-17.3

	Total
	133
	
	


	Test Statistics

	
	company income tax does not contribute significantly to the development of Nigerian economy. 

.

	Chi-Square
	28.211a

	Df
	2

	Asymp. Sig.
	.000

	a. 0 cells (0.0%) have expected frequencies less than 5. The minimum expected cell frequency is 44.3.


Decision rule: 

There researcher therefore reject the null hypothesis that state that  company income tax does not contribute significantly to the development of Nigerian economy as the calculated value of 28.211 is greater than the critical value of 5.99 
Therefore the alternate hypothesis is accepted that state that company income tax contributes significantly to the development of Nigerian economy.
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Introduction

It is important to ascertain that the objective of this study was to ascertain the effect of company income tax on Nigeria economy

In the preceding chapter, the relevant data collected for this study were presented, critically analyzed and appropriate interpretation given. In this chapter, certain recommendations made which in the opinion of the researcher will be of benefits in addressing the effect of company income tax on Nigeria economy

5.2 Summary

The study posit that tax income contribute towards a better understanding of tax revenue and economic growth in Nigeria. GDP and four other variables that represent petroleum profit tax, company income tax, custom and excise duties, and value added tax were developed to test which factors best describes economic growth in Nigeria. The result shows that petroleum profit tax, company income tax, custom and excise duties, and value added tax are significant variables in explaining the economic growth in Nigeria. Out of all the four independents variables, it is only custom and excise duties that shows a negative relationship with economic growth which implies that they are both moving in inverse direction. The remaining three independent variables show a positive relationship with economic growth. The implication of our findings is pointing majorly at policy makers, especially the Federal Board of Inland Revenue as most of our variables shows a positively significant relationship with economic growth, meaning that there should be no area in tax collection that should be taken lightly as they have all proven to be a major variable in connection to the growth of the economy. Aso, for researchers, the study will re-introduce them to a different direction of ways in which tax revenue can contribute to the economic growth in Nigeria and add to the existing literatures on this subject matter and also ensure that the regulatory body implement policies that will reduce the loop holes in tax laws which tax payers capitalize on to evade tax.
5.3 Conclusion

Nigeria has the potential to build a prosperous economy, reduce poverty significantly, and provide the health, education, and infrastructure services to its population needs. However, available evidence indicates that these resources have not been judiciously used to meet the need of the population in terms of human capital development. Nigeria generated about 23 trillion naira (191 billion US dollars) from oil between 1981 and 2006, which is about 83% of total government revenue. However, tax revenue constitutes a major component of national income in a modern economy. It is the main source of government recurrent revenue in most developed countries. The impact of taxes may not be as significant in developing countries most of which are fueled by commodity export earnings. Nigerian economy is heavily dependent in crude oil export receipts. The immense potentials of taxes as a major engine room for fueling the economy through profitability of Nigeria breweries have not been exploited. We conclude that the positive and significant relation between the profitability of companies (EPS) and the tax explanatory variables indicates that policy measures to expand tax revenue through more effective taxation will impact positively in the profitability of indigenous companies.

5.4 Recommendation

In the view of the study, the following recommendations are presented; Government should expand the tax yield through improved tax system administration. This is because of the positive danger of over-reliance on crude oil export receipts to drive the economy.  There should be more improve in the effectiveness of tax administration by ensuring proper and equitable tax assessment and timely collection. The tax execution agencies should forge good relationship with the professional associations involved in tax matters so as to increase their support in reducing tax malpractices perpetrated by tax payers with the connivance and often active support of external auditors and tax consultants. There should be accountability and transparency on the part of government officials in the management of tax revenues for the benefit of the citizens and the growth of Nigerian economy
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APPENDIXE

QUESTIONNAIRE

PLEASE TICK [√] YOUR MOST PREFERRED CHOICE AND AVOID TICKING TWICE ON A QUESTION

SECTION A

PERSONAL INFORMATION

Gender

Male [  ]


Female [  ]

Age 

18-25
[  ]

20-30
[  ]

31-40
[  ]

41 and above [  ]

Educational level

WAEC
[  ]

BSC/HND
[  ]

MSC/PGDE
[  ]

PHD

[  ]

Others……………………………………………….. (please indicate)

Marital Status

Single
[  ]

Married [  ]

Separated [  ]

Widowed [  ]

Duration of Service

0-2 years [  ]

2-5 years [  ]

5 and above [  ]

Section B

Company income tax contributes positive to the economic development of the national economy in Nigeria

Yes [     ]

No [     ]

Undecided [     ]

Company income tax has positive impact to Nigerian economic growth.

Strongly Agree [     ]

Agree [     ]

Disagree [     ]

Strongly Disagree [     ]

Undecided [     ]

Company income tax is importance to Nigeria because it helps the government in generating revenue for the running of the state.

Strongly Agree [     ]

Agree [     ]

Disagree [     ]

Strongly Disagree [     ]

Undecided [     ]

What is the nature of company income in practice in Nigeria?

Companies Income Tax (CIT) is a tax on the profits of registered companies in Nigeria. [     ]
It also includes the tax on the profits of foreign companies carrying on any business in Nigeria. [     ]
The CIT is paid by limited liability companies inclusive of the public limited liability companies. [     ]

Would you agree that there is a significant relationship between company income tax and Nigerian economic development.

Strongly Agree [     ]

Agree [     ]

Disagree [     ]

Strongly Disagree [     ]

Undecided [     ]

There is a significance relationship between company income tax and economic growth. 

Strongly Agree [     ]

Agree [     ]

Disagree [     ]

Strongly Disagree [     ]

Undecided [     ]

Company income tax contributes significantly to the development of Nigerian economy.

Strongly Agree [     ]

Agree [     ]

Disagree [     ]

Strongly Disagree [     ]

Undecided [     ]
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