THE PROBLEMS FACING PERSONAL INCOME, THE ADMINISTRATION IN RURAL COMMUNITIES

A CASE STUDY OF UGWUAJI COMMUNITY IN ENUGU SOUTH LOCAL GOVERNMENT AREA OF ENUGU STATE

ABSTRACT 

The importance of personal income tax to government, both as a revenue source and as a fiscal policy factor cannot be over emphasized.

In order to achieve this objective, the project work was divided into five chapters, each chapter dealing with an aspect of the work and helps to highlight the rudiments which when collated, get the root of the investigation.

Chapter one deals with the background of the study, statement of problem, purpose of the study, delimitation of the study, research questions, statement of hypothesis and significance of the study.

Chapter two deals with the literature review. In this segment I touched on ideas, opinions and statements of exports and other interested writers on taxation and relevant legislation relating to income tax.

Chapter three deals with the research design and methodology.

Chapter five involves the presentation and analysis of data collected from primary and secondary sources.

Chapter five then records up with the findings, discussions of the findings and recommendation.

It is the hope of the researcher that if the recommendations are impudent, at vast, in part, the effectiveness and efficiency of personal income tax administration in Ugwuaji community in particular and Enugu State in general would be assured to a great extent.

PROPOSAL 

The importance of personal income tax to government, both as a revenue source and as a fiscal policy factor cannot be over emphasized. That is why the writer has decided to conduct a research on the problems that are facing personal income tax Administration in Rural communities.

It is the intention of the writer to restrict this study to personal income tax under the authority of the state Board of internal Revenue which exclude income tax of air force, police personnel, residents of federal capital territory, personnel of the ministry of external aspect of delimitation is that pay as you earn (PAYE) and its administration will not feature.

The researcher will employ three major instrument for data collection which are oral personal interview, questionnaire and observation. The data collected will be analyzed by using question introduced, results tabulated, text analysis and which chi-square (X2) to test the hypothesis.

The project work will play the following role in the economy:

it will be enable the government to know how effective and efficient the administrative of personal income tax is.

It will expose any weakness that will be found in the administration of personal income tax in the rural communities and also suggest the measures that will be taken in order to correct them.

When there is a proper administration of personal income tax, citizens will be supplied with all the essential public goods they needed.

In order to achieve this objective, the project work will be divided in five chapters, each chapter dealing with an aspect of the work and help to highlight the rudiment which when collated, get to the root of the investigation.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND TO THE STUDY
Historically, the commonest enemy o the people of rural communities in all races or cultures is the tax collectors. In the bible, they were regarded as sinners just for the sake of their freely chosen and legitimately recognized occupation. In the biblical context, it was even offensive to meant containing oneself. Imagine the degree of hatred!

The history of other cultures despite the same picture of hatred for both. The tax (tribute) collectives and their employees. The history of Empires such as the old Roman Empires, the British Empire, Empire of Western Sudan and those of Hausa State, just to mention a few, were sustained by tribute (taxes) paid y their subjects. The common attribute of all these tributes is that their collection generated a lot of controversies.

Here in Nigeria, it can be recalled that imposition and payment of taxes were one of the most outstanding activities of the colonial Government. Through different methods, the British were able to impose taxes on the citizens who viewed them as unwarranted extortion and exploitation. The situation has not changed since independence.

Regime after regime has been face with the problem of resistance of tax payment y the citizens who, like their colonial generation regard tax payment as an expenditure in futility, a distasteful exercise, an avoidable loss, a legalized extortion and punitive measure by the greedy government. Even the rapid development in education has not done much to influence the negative attitude towards tax payment.

If the educated elites are precisely, the enlightened populations of the Urban or civilized areas regard taxes as obnoxious those in the rural communities would regard it as a taboo for obvious reasons. One should have witnessed an encounter between tax collection and villagers to be able to understand the degree of bitterness existing between the two partners. In fact, a story goes that in one such occasion, a tax collector was killed! Incidents of this nature resulting during tax raids in village markets and squares are communities.

Studies show that government do not just imposed taxes without due consideration of certain underlying principles. It is also know that money raised through taxes are not just damaged in a dustbin or packed in a warehouse.

In fact, an appropriate agency of the government explains from time the users which the tax revenues are part in addition to other reason.

Inspite of the position stated in the above paragraph, revenues from taxes have continued to be below expectations. On the part of the taxpayers, the cries have not abated. What a horn of delima! Acts of the National Assembly, tribunals and tax forces on the issue of tax have not yielded the desired results.

The following questions, therefore reading come to the mind:

Are all the enactment by different regimes relating to tax administration, faulty abomination?

Are the tax laws badly implemented 

What are the causes of the citizens’ negative attitude towards tax especially in rural communities 

Are there any ways, of collecting the anomalies?

Is there a communication problem between the government and the tax payers?

Expanding the above questions in relation to the rural community under study, some more questions such as these would emanate 

Does the Acts / dress take any cognizance of the issue of assessable income of self employed person? In other words, what are the criteria for determining the assessable income of the self-employed?

Is the resulting income tax payable by the people too big or too small?

Do the actions or inactions of the collections contribute to the negative attitude of the people towards tax payment? In other words, are the tax agents and collectors suspected to be dishonournest while performing their duties.

Do the rural dwellers actually know the importance of paying tax.

Do politics affect tax payment? If so, how?

Has there been any varieties in the methods or techniques employed over the years and what effect has both of the methods on the proceed for tax payment?

An effective and efficient tax administration is important since the revenue from this source is vital to the survival and growth of the benefiting ties of government. 

In a federal system like Nigeria, especially with the continuous creation state and local government councils, the financial commitment of the lower ties has continued to grow. To be at par with increased expenditure, different state have introduced levies such as radio levy, development levy, education and technology, fund levy, survival levy etc. all these are to help the government execute some of the programmes

There seems to be too much pre-occupation with what  new levy / tax to introduced and too little attention to improvement of the performance of existing source, notably income tax.

But income tax is unique as a source of revenue to the government since apart from the primary objective of generating revenue, it serve to achieve other social economic and political objective. It is therefore imperative that no amount of attention is too much to be devoted to ensure efficient tax administration due to the multiple purpose nature of tax policy. A diligent administration of our tax policy would ultimately render unnecessary, the imposition of so many levies in the search of increased revenue.

The above and many more questions can be answered through a serious work. Hence the topic “problems of income tax administration in rural communities”

1.2 STATEMENT OF THE PROBLEM

The problems that inform and create the necessity for studying the topic of study can be seen in a glance in the following common observation 

For every fiscal year, the income tax revenue particularly from rural communities has fallen short of expectations

Taxation especially, income taxation has continued to enjoy notoriety among every fact of our society thereby making it as achievement for one to successfully evade payment of tax.

There has incessant promulgation and amendment of personal income tax laws in Nigeria by successive administration without achieving optimum result, and this calls to question, their suitability or otherwise for effective income tax administer in rural areas.

The administrative machinery for taxation, just like any other machinery, is fraught with technical and administrative problems, which militate against their effective operations.  

1.3 PURPOSE OF THE STUDY

The main purpose of this study can be summarized as follows:

To find out the causes of the persistently low revenue derivable from income tax of rural communities with particular reference to Ugwuaji community

To explain the reasons behind the negative and hostile attitude of the rural dwellers towards payment of income tax

To discover to what extent the provisions of different acts and degrees relating to income tax are applied with regards to assessment and collection

To make recommendation as to how best income tax administration should be carried out to achieve the desired result. I.e. Maximum tax yield. 

1.4 SCOPE / DELIMITATION OF THE STUDY 

The focal point of this study is personal income tax (PIT) as defined by income tax management Act (1961) as amended to date by various Decrees and Acts. The study will not cover company income tax, petroleum profit tax, valued Added Tax, capital gain tax, capital transfer tax, and other numbers indirect tax.

However, mention would be made, where necessary, of these forms of taxation especially as a way of clarifying certain conceptual applications

The researcher intends to restrict the study to personal income tax under the authority of state Board of internal revenue which exclude Affairs and Foreign missions.

Another aspect of delimitation is that the pay as you earn system tax payers and its administration will not feature in terms of qualitative measurement by may serve as a guide where necessary. The researcher does not intend to study this aspect of personal income tax since its’ administration is uniform in both urban and rural areas.

The researcher does not cover the accounting aspect of income tax administration. It is restricted to assessment collection machinery and the resulting tax yield. The reference period of the study is 2001 to 2003.

1.5 RESEARCH QUESTIONS

This study is intended to attempt an empirical investigation of the effectiveness and efficiency or otherwise of personal income taxation in rural area. To achieve this objective / certain pertinent questions will be addressed objectively with a view to identifying the problems facing tax administration and consequently, proper solutions to them. Some of these questions are: 

To what extent dose the board of internal revenue achieve its target revenue from rural income tax payers in the area under study?

What is the general attitude of tax payers in rural areas towards payment of personal income tax and what effect has on tax administration?

How efficient and effective are the operations of the tax authorities in the rural communities particularly in the assessment, collection and application of the latest tax laws? 

In what way can tax administration be improved to achieve 

Bumper revenue generation

Positive basic towards taxation and 

Efficient and effective machinery of tax administration in rural communities?

1.6 RESEARCH HYPOTHESIS

NULL HYPOTHESIS|:

There is no significant different (9+5% level) between the expected ax/the actual revenue from rural income tax between 2001 and 2003 from Ugwuaji community.

SIGNIFICANCE / RATIONALE OF THE STUDY

It is expected that this study will be of immense benefit to the government in particular and the society in general. By highlighting the problems and making recommendation, the study will help policy makers to take measures that will ensure smooth income tax administration not only in the area under study but throughout Enugu State. Ultimately, the amount of revenue accruing to government in a better position to discharge her responsibilities to her citizens.

On the part of the citizens, the result of this study may enlighten them on the good intention of taxation / with a view to correcting the wrong impression about tax payment. The taxpayers’ rights and obligations would be enumerated and this may go a long way to educate them. 

Future researchers on related subject matters of taxation may find the result of this study useful.

CHAPTER TWO 

LITERATURE REVIEW

This chapter contains a review of existing literature related to the subject-matter (personal income taxation)

For this purpose the chapter is subdivided into sub themes dealings with:

Historical background and development of income taxation in Nigeria 

General principles and practice of income taxation

Purpose of personal income taxation

Assessment and collection of personal income tax 

Administration of personal income tax in Nigeria

Methods of income tax collection

Rural income tax notice and receipt

Summary of literature reviewed 

2.1 HISTORICAL BACKGROUND AND DEVELOPMENT OF INCOME TAXATION IN NIGERIA

The history of the what is now called personal income tax (PIT) can be said to date back to the age of organized society. Prior to the period of the European colonization, there were various forms of personal income taxation dating back to the days of our great ground fathers whereby communities tax prosecute community projects, to help the community withstand aggression or attack or any kind of evil against community 

In fact, it has been discovered and believed that the inter-tribal or inter community wars were aimed at conquering prospective tribute payers to the domineering community while the later, in turn, provides security to the weaker ones.

During this era, Nigeria’s cheerfully paid their taxes in kind by rendering free services such a clearing the bush paths, digging toilet pits, wells and on for the benefit of the community as a whole. Courtesy  saying that self help is the best help 

Failure to render such services usually resulted in creature of properties which might be retained until payment of money or what represents money (VLA1981). This is still being practiced in various parts of (villages or town) of this country today more especially in rural communities of which Ugwuaji community of Enugu State is a typical example. Historical has it that the elders and the wealthier members of the community contributed palm wine, yams and money for entertaining the communal laborers. Whom prepaid the food as their own contribution. Masquerade were employed to enforce compliance with the rules governing the community works.

The earliest trace of any form of direct taxation was in the northern region of Nigeria. The organized form of administration by Emirs, who are highly respected leaders, and the spirit of Islam which made it possible for people to contribute towards charity, laid a sound foundation in Northern Nigeria. Prior to 1990, there were a number of levies and forms of personal income. Taxes on agricultural products and live stocks like the “Zakka” the Kurdein, and Jangali, taxes. The Zikka tax prescribed by the Holy Koran was cried on Moslem for charitable, religious and educational purposes. The tax base was grains and cattle Kundin Kaja, an agricultural tax was levied on non-Moslems. The “Shukka Shukka” was paid by farmers as plantation tax.

Different communities within the Emirate were subjected to Kharet or community taxs. In addition, there existed a form of death duty called “Grades and a type of gift to the supervisor termed Gaisue” (chukwu 1995).

John .f. (1963) wrote that in Nigeria, income taxation in modern form  began in 1949 although there was a simplifies type of tax dating back to 1927, and Northern Nigeria was one of the first section in Africa to use direct personal taxation under the Fulani Emirs prior to the advent of the British. There is no doubt therefore, that complete system of direct taxation existed in Northern Nigeria before the advent of colonial era.

In the Western part of Nigeria where kings and chiefs existed tributes, toils and arbitrary levies and fees provided the main sources of revenue to different kingdoms. In Ibadan, Oyo and Ife, there were animal urines special contributions at special festivals and fees collected through the head of the families.

In Eastern part of Nigeria there was no organized central authority and this accounts for non existence of taxes in the area. However, each community uried her citizens usually, equally when they want to execute a project. 

It is true therefore to say that payment of taxes in cash and in kind and different other forms took place in different parts of Nigeria long before the advent of colonial rule. But the system of operation / administration of such taxes differed from one are to another and from one ethic group to another. This lack of uniformity posed a serious problem to the Royal Nigeria company in the 1880s (Obingene .F. Onuarah 1988). There was the need to remove duplications, irregularities and arbitraries in taxation in order to unify and streamline taxation in the whole area now called Nigeria. This is the genesis of Modern income tax and operating legislation.

On the history of modern income tax in Nigeria, (J.K Nai yeju 1988) stated that income tax was first introduced in Nigeria in 1904 by the late Lord Lugard when community tax was operational in Northern Nigeria, Hitherto, taxes were paid in kind. In 1917, the first ordinance on tax came on board and applied to both Northern Nigeria and southern regions 

The first law as the 1904 land revenue proclamation in which the procedures of the taxes were collected by the natural rulers (Emirs) at that time and shared between then and the government. This is against the earlier procedure where what was collected is used in maintaining g the Emirates. From this now law, the natural rulers’ (Emirs) portion would be used for the Emirate according to the Emirs discretion, hence he handles such, while the other is assume to be used for running the government of the whole country. Lord Lugard, later in 1906 enacted the native revenue proclamation which replaced the 1904 land revenue proclamation. It aimed at unifying all the existing forms of taxation then 

The 1917 native revenue ordinance replaced the 1906 proclamation and regulated the imposition and collection of taxes from native. The 1917 ordinance was extended to both the Northern and southern parts of Nigeria, but it was grudging accepted in the south. As there were no recognized traditional rulership and non acceptance of the south, it was difficult for Lugard administration to introduce the native revenue ordinance (1917) in these area. There were many attempts to impose this ordinance in cheerful and peaceful manners but they were always met with resistance notably in Owerri, Calabar and Aba. However, after the amendment of the 1917 native revenue ordinance, Lugard succeeded in extending it to the Eastern province in 1928.

The Oba of Benin was the first of the southern rulers to accept direct taxation in 1917. it was later introduced in Yoruba areas of Ibadan and Egba in 1918 under the native revenue ordinance. It was  not until 1927 that the native revenue (Amendment) ordinance was duely enacted to apply to the Eastern provinces including Warri and Asaba District / Divisions to be effective April, 1928. The introduction of direct taxation was resented in various parts of the south. It sparked disturbances in Warri province (Where there was even physical opposition to assessment and census) and Kwara areas of the old Northern region. Mach to peoples’ surprise, the collection of tax went from minor incidents in Onitsha and Ogoja provinces. The Ogoja province, the people of Ezza and Izzi in Abakaliki Division bluntly refused to pay and meetings held to resolve the issue were broken up by women (Ndichiaku 1987). It is believed that up to today, the Ezza and Izzi people still resist tax and should like to do anything possible to make sure that they did not pay tax. Tax officials on revenue clashing with them (chukwu 1995)

But it was in Aba in then Owerri province that women registered the strongest and most organized resistance against the government to tax them. This was evident in the Aba riots of 1929 that resulted to the loss of thirty (30) and thirty (30) wounded (commission paper 1930).

In 1937, both the native direct taxation ordinance and non-native income tax protectorate ordinance were passed and these ordinance included discrimination in direct taxation between the native and non-native. They were later replaced by the direct taxation ordinance of 1943, which consolidated all earlier ordinance on attempts to unify direct taxation in the country. The direct taxation ordinance of 1940 empowered native authorities to tax Africans in their areas of jurisdiction while the income tax ordinance of 1943 governed the taxation of non-Africans and companies. These ordinances were the foundation of our modern Nigerian taxation laws. The ordinance however maintained the discriminatory nature of the tax system between native and non-native. Under the direct taxation ordinance, rates of taxes and the basis of computing income varied among local administrations that they were unscientifically administered and seriously lack uniformity.

According to C.S Ola (1981), the legal history of personal income tax in Nigeria may be traced back to the enactment of the ordinance, administrative officers administered the direct taxation ordinance unscientifically and without any form of uniformity by levying taxes on incomes of both Africans and Europeans in the federal territory of Lagos

The Europeans in the former regions were not subjected to tax in the regions in which they were resident. Cocoa farmers were not taxed at all, and this has been suggested as the cause of wealth of people living in the areas where cocoa was grown. Known incomes of Africans in these days were comparatively too small and revenue must, of necessity be small taxation policy than appeared to be known on a choice between bureaucracy (tax administration officials) and democratization of the system, i.e. The introduction of politicians as representation into the system and the former was preferred and practiced. Various taxes such as community tax, poll tax, miners tax and also on existed in different areas. Between 1953 and 1956, there were no substantial changes in the tax laws expect merely updating the tax rates.

In the early 1950s, there evolved a federal system of government and income tax ordinance of 1943 was retained as a federal matter which governed the taxation of non-Africans and companies while he 1940 ordinance become a regional affairs and governed the taxation of Africans in different regions. Each of the three regions-Northern, Western and Eastern was empowered to pass laws for the taxation of African resident in their regions.

In 1956, the Eastern region government took over most of the direct taxing powers of the local government and established the present income taxation, largely to finance / universal education. Consequently, Easter region introduce the income tax law No. 16 of 1957, while the Northern retained the 1943 taxation ordinance. These were the first indigenous law to the be enacted.

It is curious that the Eastern region which was the last to accept any form of taxation in Nigeria was the first to introduce a comprehensive regional finance law that serve as a model for regions

It was this finance law that introduce pay-as-you-Earn (PAYEE)method of taxation in Nigeria. It is remarkable to note that under the Eastern and Western tax laws, the tax payable by persons in the same category were generally higher in the East than in the West while that of the West was higher than that of the North.

In 1958, the Roman fiscal commission recommended the introduction of uniform basic principles for taxing incomes of persons other than limited liability companies throughout the country. The recommendation which was embodied in the Nigerian (constitutional) order-in-council 1960, formed the basis of our personal income tax management Acts (ITMA) 1962 and the personal income tax (LAGOS) Act 1961. the recommendation was also the Nigerian (constitutions) order-in-council of 1960 sub-section (1) which conferred an exclusive power upon parliament to make laws for Nigeria or any part there of, with respect to certain uniform principles in respect of personal income tax.

Based on this, the federal government enacted the income tax management Act (ITMA) 1961 while Lagos Territory enacted personal income tax (Lagos) Acts 1961. when the income tax management Acts(ITMA) 1961 came into operation on April 1, 1961, all other regional laws on taxation had to be amended to confirm with the federal law.

The following regional laws also become applicable, Northern region had personal tax law 1960 to be read in conjunction with the ITMA 1961, western region had the western region principle tax law amended in1961 and the Eastern region finance law 1962 repeated the earlier finance law of 1956 (Olorunleke, 1985).

Other laws were introduced as necessary such as the companies income tax Act (CITA) 1961 amended 1979, the petroleum profit tax Act (PPTA) 1959 amended to date, the industrial development (income tax relief). Decree 1971, the capital gain tax degree 1967, the stamp duties ordinance 1958, income tax (Armed forces and other persons) special provisions decree 1972, capital transfer Act 1979, value added tax (VAT) 1993 and special levy in air travel outside Africa.

The income tax management act has undergone amendments since its enactment as fiscal policies takes by government on its budgets results in one alternation or the other. Notable in such amendments was that presented by the degree No. 4 of 1985 (finance miscellaneously taxation degree). Degree No. 12 1987 (finance miscellaneously taxation degree). Other notable tax legislatures income personal income tax (PIT) degree 1993, companies income taxes (CIT) cap 60 1990, petroleum profit tax (PPT) cap 354. LFN 1990, capital gain tax (CGT) cap 42, LFN 1990, value added tax (VAT). Degree No. 102 1993 and education tax degree No. 7 of 1993. The tax laws lay the basis of assessment, collection and according for the taxes, the persons and entity to be taxed, the tax jurisdiction, the scope and powers of tax authorities, the rights and obligations of tax payers and how grievances and appeals against arbitrary or affairs assessments are to be dealt with are clearly stated in the tax law (Naiyeju 1998)

Despite the series of amendment that tax laws in this country has a lot of bearing to those introduced by the colonial master. The amendments in them have not changed its colonial structure. The Nigeria tax system are basically British, and while perhaps not always suited for African condition, they do reflect centuries of alternation in England to the question of the most acceptable form of taxation.

All these income tax laws were originally based on colonial mode 1 of income tax ordinance prepared in 1922 by an interdepartmental committee in the UK for use in colonies not possessing responsible government. Despite subsequent modifications, united kingdom case laws and tax guides are applicable to a substantial extent (John F. Due 1963). Among the tax laws mentioned above, only the income tax management act 1961 as amended and the stamp study ordinance of 1958 as approved in 1988 budget are being administered by the state Board of internal revenue while the rest fall under federal Board of inland revenue (FBIR). The state Board of internal revenue act as a agent to the federal Board of internal revenue. It is because of this that various state governments introduced other legislation to complement their revenue. It is important to point here that where such legislation conflict with legislation of the federal government, the federal one will supercede that of the state.

2.2 GENERAL PRINCIPLES AND PRACTICES OF INCOME TAXATION 

2.2.1 DEFINITIONS

The definition of tax is a board one resulting in different purpose and authorities offering numerous definition fashioned to suit particularly circumstances. 

Tabansi; (1994) defined tax as a levy imposed by the government against the income, profit or wealth of the individual, partnership and corporate, organizations.

Okigbs saw taxation as the process or machinery by which communities or groups of persons are made to contribute part of their income in some agreed quarters and method, for the purpose of the administration and development of the society.

Dalton defined taxation as a compulsory contribution imposed by the public authority irrespective of the amount of services rendered to the tax payer in return and not imposed as a penalty for any legal offence.     

Ode (1995) defined tax as a compulsory payment made by individual, companies, etc. according to their income, value of purchase or value of property, to the government agency for public purchases or spending. Affairs Encyclopedia defined taxes as sums of money that citizens have to pay their government.

The common feature of all the definitions of those taxes

 are paid to the government by the citizens.    

The above and other definitions by different people at different time under different conditions, distinguished tax from a free which is a payment for specific service, and it was seen as a civic obligation. In the past as well as in the present, communities “taxed” themselves through communal labour to execute community projects thereby suggesting that the issue of tax is not new to our people (obingene 1988).

2.2.2 PERSONAL INCOME TAXATION

For the purpose of taxation, it is necessary to classify the various types of income as follows:

Income from Employment

Profit of trade profession or vocation

Income from investment

Income from land and building 

Miscellaneous income  

INCOME FROM EMPLOYMENT:  World include wages, salaries and bonus. Tax on this kind income is usually paid and collected through the system of pay-as-you-earn (PAYEE). The employer deduct tax from the employees wages and salaries. The employee shall have made a return of his or her income on an income tax form issued by the internal revenue department. From this return of income and claims for relief and allowances such as dependent relative allowances life assurance relief, child allowance etc. the employee is issued with a tax code after compotation of the free pay allowance. The code guides the employer on the amount of tax to be deducted is paid over to the internal revenue office nearest to the place of work. This payment must be made not later than today’s of the month next following that for which it is due. 

PROFIT OF TRADE, PROFESSION OR VOCATION

This class of income comparises trade profit, profits of profession such as accountancy, Estate management etc. the normal practice is that the audited accounts are submitted to the Board of internal revenue and the tax authority raises assessment on the tax payer. 

INCOME FROM INVESTMENTS

This comparises of interests and dividends received. Income tax is usually deducted at source ie. Deducted by the company paying these interest and dividends. The actual amounts are then paid to the investor. The tax on this class is known as withholding tax while the income is called franked investment income.

INCOME FROM LAND AND BUILDING 

These are made up of rents and royalties. The method of computation is for the gross amount to be ascertained, and expenses are deducted and the net amount is charged to tax 

MISCELLANEOUS INCOME

Includes all other income not chargeable under any of the above heads, such as casual commission dowries, windfall, illegal profit etc. (Tabansi 1994) 

PURPOSE OF PERSONAL INCOME TAX

Personal income tax is the most popular direct tax in Nigeria with the personal income as the tax base. A study of public finance cannot be complete without the knowledge of taxation. It is therefore necessary to enumerate and explain the reasons behind the imposition of tax on personal income by the public sector. These are;

Revenue generation

Revenue allocation

Income redistribution

Stabilization of economy

REVENUE GENERATION  

Revenue is regarded as the principal purpose why government impose income tax on their subjects revenue from tax is required to cover a widening field of government expenditure. According to J.L Hanson, in the early days, taxes were imposed to cover the cost of administration, defences and maintenance of law and order, being services which individuals could not adequately perform for themselves. Heavy borrowing to cover the cost of wars doing the past 250 years has enormously increased the national debt, the interest on which had become on important item of government expenditure. The range of services provided by the state has increased very greatly in recent times. The health services and education are both very costly, but large some are also required for housing, pensions, supplementary allowances, a proportion of this expenditure being in the form of grants the local authorities to supplement expenditure financed out of local rates.

Supporting the idea, Eal R Roph (1971) had the following to say “Any tax that has yielded extract money from people for government. This transfer gives rise to a reduction in the spending potentials of the people may be views as an unfortunate by product of taxation. Few city officials for example, world applaud the fact that as a result of the imposition of local taxes, the local citizenry has use money to spend. For local government units, it is the financial needs for the government that justify the taxation. Until, recently, this view was assumed correct for all levels of government, taxation was believed to arises solely out of the financial needs government rather than from a public objection which, with type of financial systems, controls the money systems art, as a feature of this control, as, if it wishes, provide itself with unlimited quantities of money at negligible cost.

Writing in a lecture note, Odo (1995) said governments are responsible for the provision of collective goods and services on a non-commercial basis as well as the provision of other social and economic services. In order to perform these duties, the government needs revenue to meet its capital and recurrent expenditure such as defence in order to ensure internal and external security and maintain laws and order; general administration; ie. Managing and planning the official administrative offices, ministries and parastalas, provision of social infrastructure and services like roads, hospital, harbor, schools, airport, water, electricity, housing etc. participating directly in economic enterprises either by organizing production or marketing itself or producing finance to help private enterprises, implementation of development plans, payment of interests on national debt.

RESOURCES ALLOCATION

In addition to the revenue generating fixation of taxation, it also performs the function of resource allocation as taxes may alter the product mix generated within the private sector. For instance certain commodities like tobacco, wine, cigarette etc. are made more expensive by taxation, whereas such merit goods like milk, meat, agricultural inputs, industrial inputs etc. are made less expensive through subsidies. The later are necessary social and economic needs of the citizens that are desirable.

Put in another way, Adam smith (1776) said that certain goods which are social in character cannot be adequately catered for by the market mechanism.

It can be seen, that taxation is a way to decide where resources should go without allowing the capitalistic market faces to allocate resources alon.

Chukwu G.E (1995) stated that government Impose tax on the demerit goods to lessen their consumption and production, as well as to get revenue from those that consumed them. 

INCOME REDISTRIBUTION

A further main purpose of personal income taxation is the redistribution of economic power as measured by income or wealth. Naturally the economic factors or wealth are not equally distributed among persons. This creates a gap, between the more endowed person and the use endowed and the continued existence of the gap result in the increase in the wealth of the more endowed citizens at the expenses of the less endowed, hence, the inequality in the society. 

Income tax is a fiscal measure to bridge the gap ie. Reduce income inequalities. This can be achieved in two ways.

A negatively income tax which could be progressive both negatively and positively. Hence, income to those below that level without distributing the provision of social goods. Alternatively, progressive taxation may be used to finance an increased level of social goods whose benefit are enjoying by all.

Generally tax revenue may be used to finance social benefit in kind e.g. UPE scheme, fees, school males etc. (Odo 1996).

This function of taxation, though usually confronted with problems on the best approach to ensure equity, justifies the imposition of personal income tax by the government. Equity is one of the four principles set out by Adam smith in 1776. He emphasized that individuals ought to be taxed in proportion to the revenue he enjoys. Under the protection of the state.

STABILIZATION OF THE ECONOMY

Here, emphasis is placed on prices and growth of the total output in the economy, therefore stable prices and growth are fundamental goods of every economic system. These terms have close relationship. By maintaining stability, an economy avoids substantial prices fluctuation and inflation and is better able to encourage continues full employment of all resources. As a result, all income group in the society can benefit even if each receives a constant proportion of an expanding economic.

Progressive income tax includes the disposable income of the people thereby curbing inflation.

2.2.4 CANNONS OF TAXATIONS                

Adam smith (1776), the father of political economy, laid down the four cannons of taxation as follows:

Equity

Certainty 

Convenience 

Economy

EQUITY: This means that tax payers in the same income group should pay equal tax. There should be no room for any type of favouraritism. 

CERTAINTY: This means that the tax payer must be certain of the amount of tax to pay. The assessment authority must send to tax payer a notice of assessment showing the amount to be paid.

CONVENIENCE: This means the tax so assessed by the assessment authority must be convenient to the tax payer. This quality is totally exemplified by the introduction of the pay-as-you-earn (PAYEE) system for workers.

ECONOMY: The tax collected should be reasonably higher than the expenses incurred in its collection and the revenue ought to be judiciously used to the best interest of the country as a whole.

2.2.5 ASSESSMENT AND COMPUTATION OF PERSONAL INCOME TAX

ASSESSMENT: Income tax is based on net income that remains after certain items are deducted from gross income. Such deductions include various allowances and exemptions. It is the entire process of determining the tax chargeable / payable that constitute the work of the assessment authority. The assessment authority, to carry out this function properly relies on information from his staff, the tax payer and various sources. 

The first step in the process of assessment is the publication, by the board, of a general notice requiring every tax payer for that year to deliver a retire of income to the assessment authority of the division in which he resides. It is however not mandatory on the board to make this request. The tax authority may also require the tax payer to produce any document, both accounts or records relating to matters which the authority wished to clear up.

The assessment authority is not bound to accept the return of income or the account submitted by the tax payers. He has use his discretion in every case. In certain cases, the assessment authority will use his best of judgment in determining the tax payers total income and the amount of tax payable. The phrase “best of judgment” was part of the subject of contention in the case FBIR .V. AZIGBO Bros Ltd. There it was held inter alia “where there has been a demand for a return of income and a return has not been delivered, any assessment made bonafida by the Board and which is reasonable, will be demand to be made to the best of judgment. Even where a return is made but it rejected by the revenue, an assessment can validly subsequently be made by the Board to the best of judgment. The degree of reasonableness may be higher in such circumstanced, although the oneness is still on the tax payer to prove that the assessment is excessive (FBIR V. AZIGBO)

For an assessment to be valid,

The person or income sought to be taxed must be within the letters of the statutes. 

There must be some sources of income properly designated according to the law 

The source(s) must belong to the tax payer, either personally or as agent

There must be some income issuing from the sources

The assessment must be made by a person dully authorized according by the law to make it.

The purpose for which the assessment is made must accord with the provision of the law under it is so made,

The assessment must be made under the Act generally.

COMPUTATION OF CHARGEABLE INCOME

Taxable income on which assessment is raised is determined after deducting all allowances and exempted income. These, particularly, the allowances change from year to year depending on the current fiscal policy in operation in the country. It may be necessary to examine some fiscal years and the operation allowances meant to receive the tax payers.

a. Up to December 31, 1984    

     Earned income level                            Allowances (N)

Personal allowance 0 – 2,500        N600

above 2,500 higher of                 i. N1200 and

                                    ii. 10% of earned 

                                          income plus N600

      ii. wife allowance                         N300

      iii. children allowance                 N250 per child up to 

                                                         maximum of four children

iv dependent relative relief                N400

v life assurance relief                         N200 maximum

b January, 1 1985 – December 31, 1986

    Earned income level (N)                allowance (N)

i. personal allowance

   0 – 6000                                          N1200

   over 6000                                         N1200 plus 121/2% of

                                                          excess of earned income 

                                                          over N6000

ii. wife allowance                               N3000

iii. children allowance                        N250 per child up to 

                                                          maximum of four children

iv. dependent relative relief                                                  N2,000 per maximum

c. January 1, 1987 – 1988 and 1989

    Earned income level (N)                 allowance (N)

i. personal allowance                          N1000 plus 121/2% of 

                                                            earned income

ii. wife allowance                                  N500

iii. children allowance                           N400 per child up to 

                                                             maximum of four children

iv. dependent relative relief 

      N600

v. life assurance relief                           N2,000                                                                     

vi. cost of equity building holding in a research and development company.

vii donation to research and development center or institution.

d. with affect from January 1 – 1990 – December 31 1991

    Earned income level (N)             allowance (N) 

i. personal allowances                    N2,000 plus 15% of earned 

                                                     income 

ii. wife allowance                          N500

iii. children allowance                  N400 per child up to maximum

                                                    of four children

iv. dependent relative relief         N600

v. life assurance  relief                N2000 maximum

vi. cost of equity holding in a research and development company

vii. donation to research and development center or institution. 

e. January 1 1992 to 1994

     Earned income level (N)         allowance (N)

i. personal allowance                    N3000 plus 15% of earned 

                                                      income

ii. disable persons

   activation allowance                  N2000 and 10% of earned

                                                       income

iii. children allowance                  N1500 per child (Limited to 4 

                                                     children)

iv. dependent relative                  N1000 per annum

v. retirement gratuities               100% exempt from tax

vi. composition for less of office   100% exempt from tax 

vii. interest  actual interest paid on loan                                                    for owner – occupier  residential house.

viii. benefit in kind                           a. Transport allowance is 

                                                        limited to a maximum of 

                                                         N2436 p.a 

                                                        b. Rent allowance; Actual 

                                                             rent paid subject to a 

                                                             maximum of 100% of the 

                                                              staff basic salary

ix. life assurance                         100% expenditure ie. Premium

                                             paid and no longer a seal at N2000   

f. January 1, 1995

    Earned income level                  allowance

i. personal allowance           N7500 plus 15% of earned income

ii. disable persons             N2000 and 10% of earned additional

                                          allowance income

iii. children allowance      N1000 per child (Limited to 4 children)

iv. dependent relative       N1000

v. gratuities paid               actual gratuity paid, subject to a 

                                          maximum of N100,000 

                                          (private sector)

vi. compensation for loss 100% exempt from tax of office                                

vii. interest                         actual interest paid on 10% for an 

                                          owner occupier resident house.

viii. benefits in kind           a. Transport allowance is limited to a

                                         maximum of N24336 p.a 

                                          b. Rent allowance: 28% of annual 

                                          basic salaries subject to maximum of

                                    N10,000 per annum in Lagos and Abuja

                                                 N6000 in other state capitals and  

                                                 N4000 In any part of the country. 

ix. life assurance                       as per 1994. 177ax N2,000

g. January 1 1997

    Earned income level (N)   allowance (N)

i. personal allowance            N3000 plus 15% of earned income

ii. additional relief for the disable higher of N2000 or 15% of earned income

iii. children allowance            N1,500 per annum per unmarried 

                                              child subjected to a maximum of 4

                                               children 

iv. dependent relative             N1000 per annum

v. retirement gratuities           100% exempt from tax

vi compensation from loss  of office 100% exempt from tax 

vii. interest  actual interest paid on loan for an owner occupied residential house

viii. benefits-in-kind                a. Transport allowances is limited 

                                                to a maximum of N2436 p.a 

                                                b. Rent allowance: actual rent 

                                                paid subject to a maximum of 

                                                 100% of the staff basic salary

ix life assurance                      100% exemption i.e premium 

                                                 paid and no longer a seal at 

                                                 N2,000 

h. January 1, 1998

    Earned income level           allowance

i. personal allowance           N5000 plus 20% of earned income

ii. additional relief for higherof the disable      N3,000 0r 20% of earned income

iii. children allowance           N2500 per annum per unmarried 

                                             child subject to maximum of 4 

                                              children

iv. dependent relative            N,2000 p.a 

v. Retirement gratuity            100% exempt from tax 

vi compensation for loss of office  100% exempt from tax 

vii interest  actual interest paid on loan for an owner occupier residential  house

viii. benefits-in-kind                  a. Transport allowance is limited 

                                                 to a maximum of N2436 p.a

                                                 b. Rent allowance: Actual rent 

                                                 paid subject to a maximum of 

                                                 100% of the staff basic salary

ix life assurance                        100% exemption ie. Premium 

                                                   paid and no longer a seal at 

                                                    N2000.

INCOME TAX RATE: This has varied over the years but the latest rates stated in BIR circular to take effect from 1 January 1998 is as follow:

CHARGEABLE INCOME                 RATE OF TAX

First                   N2,000                                 5%

Next                  N20,000                               10%

Next                  N40,000                                15%

 Next                 N40,000                                 20%

Next                  N120,000                               25%

2.3 ADMINISTRATION OF PERSONAL INCOME TAX IN NIGERIA 

The income tax management Act (ITMA) took effect in 1961. even though it succeeded in harmonizing the income tax law of the various regional government with its detailed exposition of the income which should be subject to regional taxation and deductions allowed against gross taxable income, the regional government still had the freedom to allow others such as the number and rates of personal allowances. However, the provision of the ITMA 1961 has uniform application. The state government is free to legislate on matters relating to administration of act

Consequently, each state government is responsible for the taxation of persona resident in the state and the state board of internal revenue does this. The only person not subjected to tax by the state board of internal revenue are those specified in the income tax (Armed forces and other persons) Act 1972 and companies which the federal board of inland revenue as the tax authority. 

This means that the administration of personal income tax is mainly a state affairs. All states of the federation following the adoption of uniform miscellaneous taxation Decide of 1985, observed the provisions for the income tax management Act (ITMA) 1961 as amended, but rely as the respective state finance Act on personal income tax which normally contain details of the administration of personal income taxation. 

The national body responsible for promoting uniformity both in the application of the income tax management Act 1961 as amended and the incidence of tax on individuals throughout the country, among other things is called the Joint tax board. The income tax (Armed forces and other persons) special provision Act 1972 applies for personnel of Nigeria Armed forces, tax payers resident abroad who derive profit from Nigeria, personnel of the Nigeria Ministry of External Affairs and the resident of the federal capital territory. 

For the purpose of the Act, the income tax management Act (ITMA) 1961 has been amended so that the relevant tax authority of the above mentioned persons become the FBIR. It is perhaps important to look at the major functions of the authorities mention above viz. 

The joint tax board

federal board of internal revenue

state of internal revenue 

JOINT BOARD: The ITMA 1961 established a board known as the joint tax board with the following duties:

Exercising the powers or duties conferred upon by any express provision of the Act or any other powers and duties arising under this Act which may be agreed by the government of each territory to be exercised by the board.

Exercising any powers and duties conferred on it by tax on income or profit of companies, or which may be agreed by the federal ministry of finance to be exercised by it under such enactment in the place of the federal board of inland revenue. 

 Advising the government of the federation, if requested to do so, on double taxation arrangement that have  been concluded or which are under consideration with any other country and on rates of capital allowances and other taxation matters having any amendment of the Act and 

Promoting uniformity, both in the application of this Act and in the incident of tax on individuals throughout Nigeria. 

The board has powers to:

     i.        Approve pensions / provident food scheme. 

Hear objectives and appeals relating to the residence of any individuals

Decide on any artificial transactions where the interest of more than one territory are involved.

Confirm or amend the determination of a tax authority where there is a change of accounting date and the interest of more than one territory is affected.

Settle complainants and conflicts among the state tax authorities

The membership of the board consist of: 

The director of federal board of inland revenue as its chairman.

An officer or representative of each of the states of the federation, normally the head of the BIR of each start.  

A nominee  of federal public services commission who serve as secretary to the board who is a non-member

The legal adviser to the FBIR who should be in the attendance to adviser on legal matters. He has no voting power. 

A quorum is formed at a meeting once the chairman or his representative and seven (7) other state representatives are present.

FEDERAL BOARD OF INLAND REVENUE (FBIR)

The board has the powers to do all that are necessary and expedient for the assessment and collection of:

Company tax

Tax of members of the armed forces, external affairs personal and residents of federal capital territory. 

Petroleum profit tax 

Foreigners 

The  board is composed of:

A chairman who is also the director of federal inland revenue department. 

Four (4) Deputy directors of federal inland revenue department 

Legal or assistant legal adviser of FIRD 

One officer of the federal Ministry of finance 

One officer of the NNPC 

One officer of the department customs and exercise.

The registrar of companies.

The Director or one Deputy together with any five members shall form a quorum at any meeting.

STATE BOARD OF INTERNAL REVENUE

It composed of:

Commissioner of finance as chairman

Director of Board of internal revenue as Deputy chairman 

One representative from the ministries of:

Finance

Land and survey

Commerce and industry

Local government 

Three non-civil servants representing:

Accounting profession

Law profession

Marketing commodity

The powers and duties of the Board are: 

Assessment of personal income tax of the resident in the state

Collection and accounting for the personal income tax of all residents of the state with exception of members of the police force, armed force and external affairs personnel.

Collection and accounting for taxes on profit individual made from trade, business, profession or vocation for order to exercise these functions.

The following powers exist: 

The authorize the communication of information contained in tax records

Compound as offence arising from the making or delivering of false return, statement or records

Appoint a person to be the agent of another person

Appoint a person or a body of person for the purpose of assessing the total income of tax payers

Impose or remit penalty for breach of any rule which is containing offence under income tax (deductions at source) rules. 

Direct pay-you-earn (PAYEE) tax collecting agents to make deductions from employment income and appoint direct assessment tax collectors

Direct tax payers to keep accounts. 

Vary assessment, estimates and computation.

Requires a bank to supply information about interest paid or credited to its customers in any period of 12 months

Make refund to tax payers in respect of excess tax paid.

I order to ensure effective performance of its functions, the Enugu state Board of internal revenue is structured to spread its tentacles to all corners of the state. With its headquarters at Enugu the state capital, the Board has zonal officers at Enugu and Nsukka, while at least, an office, is located at each of the local government area to reach the communities. 

2.3.1 METHODS OF PERSONAL INCOME TAX COLLECTION

The commonest methods employed by the tax authority to effect payment of personal income tax are: 

Pay-as-you Earn (PAYEE)

Personal demand 

Agency 

Writ of attachment 

Court proceedings

A PAY-AS-YOU-EARN (PAYEE):

Under this method, employers are appointed as tax collecting agents by the commissioner for finance of the state and specifically directed by the board of internal revenue to deducted tax from their employees’ employment. A tax table is prepared and given to the employer for guidance.

The table which is prepaid in  line with the tax law ensures that tax payable in any one year by a tax payer is related to his income during the year of assessment and that the tax deductible maintains a definite relationship with the time of the year and the tax payable, for e.g  a tax payer is assessed to pay N1,200,000 in a year, by July, the tax payer is expected to have paid N700,00. The employer is bond to ensure that the correct amount of tax is deducted, otherwise he (employer) pays from his purpose or show convincing that he has sufficient reason for such failure.

A employer who operate the PAYEE school is not entitled to commission. When an employee derive any other income apart from employment income the tax due may be recovered by board of inter revenue or the employer may be instructed to recover such additional assessment.

WRIT OF ATTACHMENT

An assessment authority may, if it considers it move efficacious, apply to the tax collectors in charge of as area in which a moveable property of an earning tax payer may be founder, for the issue of a writ of attachment for resale. Such power is conferred on the tax collector by section 24 (5D) of the finance law. The writ of attachment once issued lasts for one financial year immediately following that in which it was issued.

PERSONAL DEMAND (TAX DRIVE):

The popular name for this method is tax derive. Tax drive is usually sequel to notice under section 34(1) which this warns the public stating the period during which this method will be applied. The drive may be at tax payers’ residents or any place, he may be found. Officials partaking in the exercise must be dully authorized in writing and have no power to arrest a defaulter since the police does this more suitably.

LEGAL PROCEEDING:

This may be instituted against a defaulting tax payer when assessment has become final and conclusive, not of assessment served and within the period allowed by law, he has neither objected nor appealed against the assessment, or appeal has been determined. Failure to pay attract some penalty in addition to paying the tax due.

AGENCY (DIRECT COLLECTION)

Agent are used for collecting of tax from self employed person whose income is below a given minimum (usually N200.00). these agent are appointed by the tax authority or tax collector.

2.3.2 RURAL INCOME TAX NOTICE AND RECEIPT (RINTER)

This is the method used to administer personal income tax in rural communities. The method is a very peculiar system which has a very close resemblance to the local income tax recommended by the “febian society” of (1971) Britain. According to the fabias society report its main advantage is that demand on individuals are more closely related to the ability to pay than is the case of rates.

The administration of income tax through rural income tax notice and receipt (RUTNR) is done in two phases:

Assessment phase

collection phase

ASSESSMENT PHASE: The step involved in this phase are 

Provisional for nominal roll

Insurance ITISD receipts to tax agents to cover tickets written out and given to them. The aims of the revision of Nominal roll are to determine

The number of dead tax-payers in the previous nominal roll.

The number of exempted tax payers in the previous nominal roll.

The number of new entrants into the nominal roll

Number of emigrant and immigrants from and to the commodity.

At the end of the revising exercise the current and accurate number of eligible taxpayers in each word is determined and this becomes as estimation factor for expected revenue. The next step is the insurance of tickets to tax agents appointed for each ward covering this insurance with the receipt known as ITISED. This concludes the assessment segment of income tax administration in the rural area / community.

The tax agent who are entitled to 10% commission on any ticket sold will not go to their respective wards to sell the tickets at a fixed rate determined on a yearly basis. Any unsold tickets would be surrendered to the tax authority at the end of the tax year.

Apart from the collection through agents, the tax office in the locality organize tax drive in village markets, road and streets by a method called personal demand to recover unpaid taxes or from tax evaders and avoiders. In extreme case legal proceeding are instituted against defaulters. In order to carry out the above function, the state board of internal revenue had its offices stationed in all the local government areas. The tax office at each location is headed by an executive secretary to the assessment authority. The assessment authority or department is one of the functional department of the state board of internal revenue as earlier shown. 

2.4 SUMMARY OF LITERATURE REVIEW 

Taxation particularly, personal income taxation has been in practice through the ages. In fact, tax to any ordinary man, simply means personal income tax and this word is the most notorious word in any society through the ages. 

In Nigeria, the history of taxation is a chequed one, fraught with uneven development, lack of uniformity, inconsistence legal backing, etc. but an interesting metamorphosis which began in 1904 finally gave birth to the personal income tax. Management Act first enacted in 1961 and had since undergone amendments to reflect changing fiscal policies of government. the aims of these avoidance, streamline administration among others, as a mere regions, states and local governments continued to emerge. 

The reasons for imposition of taxes has been changing over the years. According to J.K Naijeju (1998), the objective of tax system are multi-dimensional and they should be taken together in designing a sound policy. Over the ages, the goal of taxation is to raise money for government. But in modern times, the objective of taxation has govern beyond the frontiers of only to raise money for government as erroneously believe by some people. 

On the modern objectives of taxation, Naiyeju (1998) stated that “concisely the objectives of the tax system include, revenue generation function, resources allocation function, as a fiscal tool for stimulating economic growth and development, and social function, like redressing the rural urban population drift, environmental pollution, as well as making every body a responsible citizen in the society.

Tax administration involves three elements namely, the tax payer, the authority and the tax laws. In Nigeria, tax administration is subdivided into three to take care of the three ties of government namely the federal, the state and local government. The tax authorities of these three ties of government derive the function from the federal laws and these are:

Federal tax authority – federal board of internal revenue (FBIR) (Section 1,2,&3 of ITA,LFU,1990).

State tax authority – state board of internal revenue (SBIR). (Section 85A, B, &c of personal income tax as amended by degree No. 31 1996). 

 The local government tax authority: local government revenue committee (Section 85D, &E personal income tax as amended by degree No. 31. 1996) Naiyegu  1998. 

Section 85A-E of PIT as amended degree No. 31 of 1996 specifically enjoins the state and local government to install a permanent structure of tax authorities in their respective area of jurisdiction. In response of this, Enugu state board of internal revenue, with headquarters of Enugu and tax officers in all local government headquarters is aimed at achieving the tax goals of the government. 

At the local government levels particularly in rural areas to which my area of study belong, the system of income tax administration is two fold; payee system and the rural income tax. The concept of rural income tax is variant of income taxation where every taxable persons pay equal tax. This means that the laws relating to taxable income determination, relief etc. are sparingly applied.

Whatever is the system or approach, the four cannons of taxation, namely equity, certainty, convenience and economy forms the basis of deciding who to tax, when to tax, where to tax, how much to tax and why.  

CHAPTER THREE 

RESEARCH METHODOLOGY

In this chapter, the following issues are discussed namely, the research design, area of study / population for the study, sample and sampling procedures, instrumentation, validity and reliability, method of administration of instrument and method of data analysis. 

3.1 RESEARCH DESIGN 

The design of this research exercise is a combination of sample survey, descriptive research and a case study. The sample survey method is employed in gathering data, from the area of study while the observations, inference and results is presented in a descriptive model aimed at exposing facts discovered during the research. 

3.2 AREA OF STUDY

Ugwuaji community in Enugu south local government area of Enugu state is the study reference point. Like any other typical rural community, in Enugu state in particular and Nigeria in general, Ugwuaji is inhabited by two categories of tax payers viz. Payee and the self employed tax payers (Rule income tax payers).  

3.3 POPULATION OF STUDY

The major taxable adults in the area are civil servants whose income are taxed through the PAYEE system. The study was directed more to the rural income payers as indicated earlier in this work.

Another aspect of the population the Enugu state board of internal revenue and the tax office at Maryland Enugu. Secondary data were collected mainly from this office. The staff population of about thirty (30) are graded to select a sample for this study. 

3.4 SAMPLED AND SAMPLING PROCEDURE

Due to time constraint, it was decided that the population be contracted to enable the researcher complete the project on schedule. Effect was however made to have a fair respensatation of all the fact the population.

Include in the sample of rural tax payers are village heads, farmers, traders, tax agents, clan head, age grade leaders, village development committee leader etc. for the PAYEE group, the included teachers, Local government board, area inspectorate of education etc. 

3.5 INSTRUMENT FOR DATA COLLECTION

The researcher employed three major instruments for data collection viz: oral personal interview, questionnaire and observation and inference. But the major application was made of the oral interview owing  to the subject matter under study and also because the population of study is predominating illiterate. The oral interview questions are, however, structured to serve various purpose for the study.

In order to achieve this, the answers to the questions are recorded in a specially prepared note book to connote quantitative inferences since most of the questionnaire responses may either be biased or late. 

As will be seen in appendix A, three sets of oral interview questions was administered as follows:

Oral interview question 1 was directed to rural income tax payers

Oral interview question ii was directed to PAYEE tax payers.                                                                                                                                          

Oral interview question iii was direct to the official.

Questionnaire ii directed in tax officials. 

3.6 VALIDITY OF THE INSTRUMENTS

To ensure that the instruments for data collection achieve the desired result, namely, rational measurement for pre-determined subject matter, the researcher designed and tailored the questions (both interview and questionnaire) towards the principle objectives.

3.7 RELIABILITY OF THE INSTRUMENT

Split half technique is employed. This was meant to test the reliability of the investigation technique for consistency in outcome after which the actual samples were then properly administered with the instruments. Any Bias noticed was taken care of in the construction of the final test instrument.

3.8 METHODS OF DATA COLLECTIONS

As earlier indicated, the most important instrument for data and collection is the oral personal interviews. The researcher chose to administer the instruments personally in the avoid instrument mortality particularly in the case of questionnaire. On handing the questionnaire to a prospective respondent, the researcher humble requested the respondent to take the task seriously by making the completed questionnaire ready for collection within say two days. In case of the interviews, the interviews were approached casually as any very formal introduction would trigger of sentiments and bias. Some of my interviews expressed their opinion without even being asked the particular questions. The period available for this research was limited thereby making it necessary for the research to employ time saving devices.

3.9 METHODS OF DATA ANALYSIS

The data collected were decoded and arranged in tables according to the need for easy reference. In the tabulations for use of proportions and percentage proportion is vastly made from where inferences can be derived for instance the responses from a sample of 120 respondents is tabulated to show 

The choice

The number that made the choice

The percentage proportion that made the choice 

The total number ie. Aggregate of all choice.   

CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS

In this chapter, the data collected for the research are arranged in tables and the tables explained in a brief text 

For the interview and questionnaire data collection result, the following steps are taken:

Question introduced

Results tabulated 

Text analysis.

For secondary data, the tabulated data is shown with its source stated and chi-square (X2) used to text the hypothesis.

2.1 PRIMARY DATA ANALYSIS

Question one (directed at rural income taxpayers)

Do your income tax regularly?  

If so, why. 

Table I

                Responses                                    No. of respondent
  %

1    To avoid harassment by tax collectors           0       

2     To not pay regularly                                       0

3    No tax collector has come for collection         0

          of tax                                                           80                   




80

The table shows that all the taxable adults of the population do not pay tax because they have not seen any tax collectors.

Question two: (Limited at Payee tax payers) Do you have any reasons for paying income tax? 

                              TABLE ii


Responses                          No. of respondent          %




1   To fulfill civil responsibilities           15                              30

because I have no choice 

    since deduction is at source         35                                 70

                                                          50                                100

It can be seen that thirty (30%) percent of civil servant interviewed wanted to pay tax while seventy percent (70%) would evaded if possible.

Question three (directed at tax officials) what are your working conditions like?  

Table iii

	
	Responses
	No. of respondents 
	%

	1.
	The conditions are very poor
	12
	60

	2. 
	The conditions are rewarding 
	0
	0

	3. 
	The conditions just need improvement 
	8
	40

	
	
	28
	100


In the above tax, it shows that none of the twenty officials of the internal revenue was completely satisfied with the conditions of services while sixty percent (6%) declared their conditions outright, forty percent (40%) said that the condition need improvement.

Question four (tax officials)

In your opinion, describe the performance of personal income tax administration in this area.

Table iv

	
	Responses 
	No. of respondents
	%

	1. 
	Creditably 
	2
	10

	
	
	
	

	2. 
	Fairly 
	12
	60

	
	
	
	

	3. 
	Poorly
	6
	30

	
	Total 
	20
	100


The results as shown on the table showed that tax administration was adjusted fair by 60% of those responding while 1% and 30% believed that tax administration performed creditable and poorly respectively.

Question five (directed at Payee tax payers)

Do you disclosed other sources of income available to you apart from your monthly salary?

Table five

	
	Responses 
	No. of respondents 
	%

	1.
	Yes
	0
	0

	
	
	
	

	2.
	No 
	40
	80

	
	
	
	

	3.
	No  other source of income 
	10
	20

	
	Total 
	50
	100


None of the respondents disclosed any other source of income, 80% express their non compliance openly while 20% conceal information on the matter.

Question six (all category of that taxpayers)

Do you think that the income tax you pay is connected with your income?

                                                 Table vi

	
	Responses 
	No. of respondents 
	%

	1. 
	Too high 
	15
	20

	
	
	
	

	2. 
	Low 
	5
	7

	
	
	
	

	3. 
	Moderate 
	25 
	33

	
	
	
	

	4.
	Do not know 
	30
	40

	
	Total 
	75
	100


The data on the table above show that a great percent (4%) of all the tax payers but the civil servants cannot say whether they pay tax commensurate with their income. Thirty three percent (33%) agrees that it is moderate; 20% think it is too high while only seven percent (7%) think it is 100.

SECONDARY DATA COLLECTION 

From the research I conducted, I found out that there were no data for the expected revenue and actual revenue between 2000 to 2003 in Ugwuaji community in Enugu south Local Government Area of Enugu State. This information was given by the Maryland tax office revenue headquarters.

CHAPTER FIVE

SUMMARY OF FINDINGS, DISCUSSION / SUGGESTIONS, RECOMMENDATIONS AND CONCLUSIONS 

5.1 FINDINGS:

The issues raised, problems identified and exercise as made during this research exercise as they relate to the research topic, are discussed under three categories. 

They are:

Findings relating to Rural income tax and administration.
Pay-as-you-Earn (PAYEE) income tax and administration.
Efficiency of the tax authority.
RURAL INCOME TAX AND ADMINISTRATION 

Investigations carried out shows that rural tax payers do not pay tax again since 200 and 2003. this amount of tax is determine by Board of internal revenue on a yearly basis. Therefore, the aspect of income tax laws relating to size of income, allowances or relief’s, assessment provisions, etc. do not actually apply.

After looking at the sources of income available to the people, it become clear that rural taxpayers do not pay income tax.

More than 90% of the population do not know the uses of tax money. Those who know complain that government had done nothing for they were paying tax infact politicians use tax freedom to attract support in this area. 

I found out from the interview I conducted with the rural income tax payers that since after the civil war 1970 that no tax official has come for the collection of tax. 

The result of all these is that tax yield from the rural income tax has always fallen below estimates in Enugu state. 

PAY-AS-YOU-EARN (PAYEE)

It was disclosed that majority of the civil servants interviewed did not eve know how much was deducted from their income as tax. Only senior members of this group did. It was also disclosed that PAYEE taxpayers exhibited negative attitude towards tax payment just like their rural tax counterparts. In fact a good number of civil servants wanted government to scrap tax payment by civil servants, as their salaries are still very poor.

EFFICIENCY OF TAX AUTHORITY 

Investigation revealed that the tax authority in the are is inefficient and administrative inadequate.

Staff inefficiency is caused by;

Lack of motivation

Lack of proper training and retraining 

Poor remuneration and working condition

Low level of education

Administrative inadequacies is seen from;

Lack of office equipment 

Lack of motor vehicle from transportation to interiors.

Administrative bottlenecks. 

Poor finding of tax authority 

Lack of office accommodation 

Communication problems 

Political interference in affairs of the authority.

GENERAL COMMENT / OBSERVATIONS:

Tax payers of all categories in the area under study generally exhibit a poor attitude to payment of income tax 

there is general abuse of allowances and relief’s by civil servants as a means of avoiding tax 

the staff of the Board of internal revenue is grossly inefficient.  

The machinery in place to ensure effective tax administration is lacking in many aspects. 

Illiteracy, poverty, politics and culture play important rolls in the attitude of rural tax payers.

The yield from income tax has fallen below expectations over the years.

The only tax yield that exists is from PAYEE.

IMPLICATION OF THE RESEARCH FINDINGS 

The finding enumerated in (5.1) above has some important educational, social, political and economic implications.

Educationally, the findings exposed the researcher to a deeper knowledge of tax laws and its applications, on the part of the public; the research findings are educative in many ways. For instance, the findings alert the public on the need to pay adequate tax. 

Socially, the general abhorrence of people to anything to tax is a deviant attitude that should be addressed by appropriate authority.

Politically, the level of interference of political issue in tax administration is highlighted and in my recommendation, I shall suggest a way to avoid this.

Economically, the health of the government is measured by its ability to meet its obligation to the people. The ability of the citizens to meet their civil obligation also depend on their economic viability. The findings touched these two areas.

RECOMMENDATIONS 

The following recommendations have been made in the light of the findings and the discussions and the relevant conclusions, which have been highlighted.

In the case of PAYEE tax payers, whose income are easily ascertainable, tax agents (employers) should be persuaded to ensure not only that all incomes are deducted but also to demand a proof of the authenticity of all information submitted in the income tax form and declaration form. This will ensure that those who are not qualified for certain allowances and relief’s do not fraudulently claim them. Any person caught in such act should be persecuted for tax evasion. 

An aggressive public enlightment campaign to educate the public on the need to pay tax, the evils of tax evasion and avoidance and the uses of tax money, should be embarked upon in all rural communication. This will help to remove the dirty notion and erronmnous impressions held by the generality of the population.

To get majority into the tax net, the synthesizing of the people into tax loading behavior irrespective of grade, status and position demands that:

The peoples’ need are made priority

Equitable distribution of benefits

Justification of expanses from tax (D.E Oparaji 1993)

If these are done people will be encouraged as they see what is at staked and strive to achieve it. The provision of benefit can be hinged to the tax yield from an area.

In order to maximize revenue generation, there must be a stable tax administration with the following attributes:

Aggressiveness in collection drive

Well-equipped administration to discharge its duties.

Corruption free atmosphere 

Administration of the taxes strictly in accordance with the law.

Highly motivated and trained staff

Respect for the right and obligations of the taxpayers (Naiyeju 1998) 

Government must be prepared to fund the tax authority adequately for it to carry out its functions. With enough funding adequate office equipment, motor vehicle, achieved. 

Tax office should be set up in all the village to ensure grass root mobilization for tax payment. The satellite offices would be enclosing contact with the rural people and the tax agent will be more closely monitored.

Seminars, workshops and other forms of reaching the people should be adopted this helps in the desalinization of information to the grassroots on the importance and relevant of taxes.

Government should evolve procedure whereby tax clearance certificates must be produced especially by non-PAYEE taxpayers before registration of licenses, issuing of certificate of occupation etc.

The investigation unit should be extended to local branch offices and specialists must name this.

Tax education should be included in the curricula of primary, post-primary and adult education schools to inculcate the noble ideas of taxations in the people.

5.4 SUGGESTIONS FOR FUTURE RESEARCH 

It is necessary that interested future researchers should conduct further researcher on personal income tax administration particularly in rural area in order to ascertain the following;

The reason while personal income tax is no longer imposed in most of the rural communities in Enugu State 

The extent to which the four cannons of taxation will be applied in the rural personal income tax

Another area of possible research is on government utilization of tax revenue. A research work on this issue will try to measure the level of amenities provide by the government against the revenue generated from PAYEE so far. 

Another are which needs to be addressed by research is the effects of rural-urban migration on rural income taxation.

An appraisal of the accounting for income tax revenue can also be an interesting research topic.

5.5 LIMITATIONS TO THE STUDY

It is generally recognized that research work is always a strenuous exercise but the following constraints were particularly apparent is this study:

Must of the information requested by the researcher from the Enugu state Board of internal revenue and tax office was not available.

finance also posed a constraint to the study. Typing and duplicating of interview question, transportation etc. required a large capital outlay which was no where as the researcher is presently unemployed.

another important limitation to this study is the sensitive nature of the topic. Any mention of the word “Tax” almost immediately creates a barrier between the researcher and the persons being addressed. 
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