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ABSTRACT

The aim of this research study is primarily to provide and update the review of the relevance of administration of Value Added Tax (VAT) in Nigeria.

Concerted efforts have been made to present a comprehensive work on value added tax (VAT) and the effect of its administration in Nigeria economy.

The work is divided into three chapters one starts with a general introduction into the content of the study.  It went further to state the background of study, objective of study, scope of the study and limitation of study and finally the definition of terms.  

Chapter two:  a number of related literature review, history of taxation, evolution of tax, VAT administration policy, the VAT Technical Committee and its function, VAT audit and investigation, VAT operation in banks and finance, merits, demerits and problems of VAT administration in Nigeria.

Chapter three sets the presentation of discussion of the findings made in the study, then recommendations and conclusion.
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ABSTRACT

The aim of this research study is primarily to provide and update the review of the relevance of administration of Value Added Tax (VAT) in Nigeria.

Concerted efforts have been made to present a comprehensive work on value added tax (VAT) and the effect of its administration in Nigeria economy.

The work is divided into three chapters one starts with a general introduction into the content of the study.  It went further to state the background of study, objective of study, scope of the study and limitation of study and finally the definition of terms.  

Chapter two:  a number of related literature review, history of taxation, evolution of tax, VAT administration policy, the VAT Technical Committee and its function, VAT audit and investigation, VAT operation in banks and finance, merits, demerits and problems of VAT administration in Nigeria.

Chapter three sets the presentation of discussion of the findings made in the study, then recommendations and conclusion.

CHAPTER ONE

1.0 INTRODUCTION

1.1
BACKGROUND OF THE STUDY:

Value Added Tax (VAT)
was introduced in Nigeria by the report of a study group set up by the federal government in 1991 during the regime of the military president, General Ibrahim Badamasi Babangida.

The study group came up with their report and recommendation to set up Value Added Tax (VAT).

The alteration of the basis of tax and the credit system brought to tax, led to the promulgation of the VAT Decree (VATD) No. 102 in 1993 through the Decree became effective from 1st December, 1993.

This idea, that is introduced in Nigeria must be managed, implemented and administered by somebody.  From the topic, administration can be seen as the ways and manners by which an institution group, board, parastatals, government establishment are been run.

The day to day activities of an establishment will be channeled, run and administered for VAT to be effective, there must be an effective and efficient administration in the execution of VAT policies because of alternatives and uncertainties before them, the risk of making a wrong decision or choice in the administrative cadre will hinder the progress of VAT in the country.

This is why efforts have been made to select capable hands and brains to man the affairs of VAT as established by Value Added Tax Decree (VATD) of 1993.

The VAT are administered by Federal Board of Inland Revenue (FBIR) sub-section.  It provides that the board (FBIR) may do such things as it may be seen necessary and expedient for the assessment and collection of tax and shall account for all amount to be collected in accordance with the provision of this Decree with reference to Section 3, paragraph 7, sub-section 1 (3,7(1) of the Value Added Tax Decree (VATD) No 102 of 1993.

This research work will look into the effectiveness and efficiency of administration of VAT, merits and the demerits.

1.2 THEORETICAL BACKGROUND:

The Value Added Tax (VAT) is a specially tax that charges establishments ten percent (10%) of their turnover in a year.

This institution was established in 1993 as promulgated by VAT Decree (VATD) No 102 during the General Ibrahim Badamosi Babangida regime.

The idea of introducing Value Added Tax (VAT) in Nigeria came as a report of the study group set up by the Federal Government in 1991. In January, 1993 government agreed to introduce VAT by the middle of the year, which was later shifted to September 1993.

The alternative of the basis of tax and the credit system brought to tax led to the promulgation of the VAT Decree (VATD) No. 102 of 1993 through the decree came effect from 1st December 1993, the full effect implication commenced from January 1st, 1994.

According to Encyclopaedia Americana of 27 (1981)s VAT was first institution in France in 1954 being the result of overheading of turnover tax introduced on called “taxes surla values ajoula (TVA).

The administration of VAT is established as contained in Section 3, paragraph 7, sub-section 1 of the VAT Decree No. 102 of 1993, the tax shall be administered, and managed by the Federal Board of Inland Revenue (FBIR) may do such things as it may be seen necessary and expedient for the assessment and collection of tax and shall account collected in accordance with the provision of this Decree.

The administration body of VAT comprise the VAT technical committee and they are charged with the following functions as contained also in Section 17 of the VAT Decree of 1993 state that there is hereby established committee to be known as the Value Added Tax (VAT) technical committee which shall comprise of a chairman of the Federal Board of Inland Revenue (FBIR), A director in Nigeria Customs (NCS), the three representative of the state government who shall be member of Joint Tax Board.

1.3 STATEMENT OF PROBLEM:

Value Added Tax (VAT) is a service industries like National Electric Power Authority (NEPA), Nigeria Port Plc, the complaints range failing by some few minister and government to embrace VAT fully, accept VAT invoice from the contractor and make relevant remittance among the tiers of government has generated some lively debate.

The burden of tax under VAT is regressive and business incurs additional cost of keeping VAT records and processing information required for the payment of the tax and jointly returned from tax agent.

1.4 NEED FOR THE STUDY:

There has been a criticisms about the way VAT is been administered.  The researcher wants to carry out a researcher on what VAT do and find out if they adopt the condition of policy services.

The research also wants to have an empirical base either to support all the sources about the proper impression people have of the VAT and to advance the administered on how to improve their service by adopting the services policy.

1.5 SCOPE OF STUDY:

From all that has been written above, it is the study to take a segment at the VAT and study they approach of VAT to their administered.

This research work will look into the effectiveness and efficiency of administration of VAT, merits and the demerits.

1.6 LIMITATION OF THE STUDY:

The scope of this study is very wide if it has to be carried out in all services in Nigeria. The study is limited based on the fact that there is time and material resources to see Nigeria economy and the findings may not be valid for the whole Nigeria administration.

1.7 DEFINITION OF TERMS:

The following terms used in this study should be taken to mean the following:

TAX:

A tax is a compulsory levy imposed by the government on individuals and business enterprises which is paid by them to the government.  It is a special kind of payment in the sense that it is compulsory but the benefits for payment do not necessarily correspond to the amount of tax paid according to John Orji, 1996.

VALUE ADDED TAX (VAT):

Value Added Tax (VAT) is a specially tax that charges established ten percent (10%) of their turnover in a year.

ADMINISTRATION:

This can be seen as the way and manner by which an institution, group, board, parastatals, government establishments are been run.

CHAPTER TWO
LITERATURE REVIEW

2.0 HISTORY OF TAXATION AND EVOLUTION OF VAT IN NIGERIA:

HISTORY OF TAXATION:

The history of Nigeria taxation dates back to the pre-colonial period when there were various systems of tax.  According to Donald published in 1995:4, income tax in the form of community tax was introduced by Lord Lugard in Northern region in 1904.

This was possible because of the practice of the Fulani emirs in the advent of the colonial masters.  In Northern states, in 1981 is also applied to the Southern region.  In 1928, it applied in the Eastern region.

Modern taxation in Nigeria stated in 1940.  Later in 1943, the income tax ordinance was brought in to replace that of 1940.  The ordinance of 1943 applied till 1956 when the eastern region promulgated the finance law.  No Ik of 1950 introduced the PAY-AS-YOU-EARN (PAYE) tax system.  The western region was departed from direct was introduced in 1957.  In 1961, the PAYE systems was introduced in the region through the income tax act of 1961.

EVOLUTION OF VAT:

The idea of introducing VAT in Nigeria come from the report of the study group set up by the Federal Government in 1991.  In January, 1993, government agreed to introduce VAT by the middle of the year, which was later, shifted to September 1993.

The alternation of the bases of tax and the credit system brought to tax led to the promulgation of the VAT Decree (VATD) No. 102 at 1993 through the Decree came the effect from 1st December, 1993, the full effect implication commenced from January 1st, 1994.

According to Encyclopaedia Americana Vol. 27 (1981), VAT was first instituted in France in 1954 being the result of overhead of turnover tax introduced on called “taxes surla values ajouta” (TVA).

2.1
ADMINISTRATION POLICY OF VAT:

With reference to part for 3.7(1) of the VAT Decree No. 102 of 1993 the tax shall be administered and managed by the federal board of inland revenue (FBIR) subsection 7 provides that “board (FBIR) may do such thing as it may be seen necessary and expedient for the assessment and collection of tax and shall account for all accounts so collected in accordance with the provision of this Decree.

2.2 THE VAT TECHNICAL COMMITTEE AND ITS FUNCTION:

Section 17 of the VAT Decree of 1993 state that “there is hereby established committee to be known as the Value Added Tax (VAT) technical committee which shall comprises of a chairman of the FBIR, director of (FIRS) Federal Inland Revenue Services, a director in Nigeria Customs (NCS) and three representative of the state government who shall be member of joint tax board.

FUNCTION OF VAT COMMITTEE (SECTION 19):

1.
Consider all the tax matter that require professional and technical expertise and make recommendations of the Board (FBIR).

2.
Advise the board on the duties specified in Section 7 of the VAT Decree.

3.
Attend to such other matter as the board may come from time to time refer to.

2.3 VAT ACCOUNT AND RECORDS:

Section 1 of the VAT Decree state that “a person who is registered under 8-8 of the Decree shall keep such records and books of all transaction, operation, imports and other activities relating to taxable goods and services as are sufficient to determine the correct amount of tax under the decree.  As a general principle VAT should include in income.

RECORDING ACCOUNT ENTRIES FOR OUTPUT:

	DEBTOR OR CREDITOR ACCOUNT WITH SELLING PRICE

	Sale account
	
	With selling price excluding VAT with the amount of the VAT charge

	VAT account
	
	With the amount of the VAT charged


ACCOUNTING ENTRIES FOR INPUT:

	PURCHASES ACCOUNT
	WITH THE COST PRICE EXCLUDING VAT
	

	VAT Account
	With the amount of Vat charges
	

	Creditors account
	
	With the cost price including Vat


Source Viton Let:  Consultant Ltd.

2.4 VAT AUDIT AND INVESTIGATION:
According to Federal Inland Revenue Service information circular No. 9 304 (1993:8), VAT audit investigation is to be instituted on a regular basis by the headquarter.  It involves checking both the VAT offices and VAT records to ensure strict compliance with law and accountability of VAT collected.

2.5 VAT OPERATION IN BANKS AND FINANCIAL INSTITUTION:

According to the FIRS information circular No. 9503 (1995:1) “banks and other financial institution are legal entries incorporated under the company and allied matter decree (CAMA) at 1990 and engage in banking and financial activities is defined by the banks and other financial institution decree 1991.

2.6 MERIT, DEMERIT AND PROBLEM OF VAT 

MERIT ON TAX:

The inside coverage of VAT normally result in increased revenue for the government.  This far exceeds what was usually realized under the sale tax.

(i) Reduction in tax evasion

(ii) There was easy acceptability

(iii) Neutrality of rate charge

DEMERIT OF VAT

(i) the burdens of tax under VAT is aggressive

(ii) a high number of tax officials are needed to administer VAT.

(iii) There will not be effective administration of VAT in developing countries.

PROBLEM OF VAT (IN NIGERIA):

According to the Guardian (January 3rd 1996) the following are identified as problem of VAT.  

(i)
Problem of non compliance of government services, industries like National Electric Power Plc (NEP Plc), Nigeria Port etc.

CHAPTER THREE

3.0 SUMMARY OF FINDING

The main purpose of this study was to find out the administration of VAT in Nigeria and also make recommendation on how the administration can be properly integrated into VAT administers.

From the research study, the research found out that most administrative body of VAT comprises the VAT technical committee, chairman of the Federal Board of Inland Revenue and also Director in Nigeria Customs  - a three major representative of the state government who shall be member of Joint Tax Board.

3.1
DISCUSSION OF FINDINGS:

The main purpose of this study was to observe that VAT is a service industries like National Electric Power Plc (NEP Plc), Nigeria Port Plc has agreed to range failing by some few minister and government agency.

It was also find out that the burden tax under Vat is regression and business incurs addition cost of keeping VAT records.  Based on the findings, the research can thus draw his conclusion and make recommendations for effective and efficient rendition of VAT by apply administration policy of VAT.

3.2 CONCLUSION:

From the findings got from the research survey, the researcher can then make the following conclusion.

Tax is a special kind of payment in the sense that it is compulsory but the benefits for payment do not necessarily to the amount of tax paid.

The attitude of administers towards the people show that VAT should be effective and efficient administered in the execution of VAT policies because of alternative and uncertainties before them.

Though efforts have been to select capable hands and brains to main the affairs of VAT as established by Value Added Tax Decree (VATD).

3.3 RECOMMENDATION:

Based on the findings and conclusion, the following recommendations are hereby made.  It is believed that it would help alleviate the problems faced by VAT in the application of VAT policy.

First and foremost, it will be the best thing for administers to see the problems of the individual since payment of tax is compulsory and business should not incur additional cost of keeping VAT records and processing information required for the payment of tax and claiming refund from tax agent.

Secondly, VAT should be administered and managed by Federal Board of Inland Revenue provide that the board may do such thing as it may see necessary and expedient from the assessment and collection of tax.
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