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Value Added Tax in Practice: Achieving Significant Revenue
under the Finance Act, 2020
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ABSTRACT

Tax is primarily aimed at providing revenue for the government. Given the shortfall in national revenue
with growing overheads, statutory spending and an increasing debt profile, one question asked is whether
Value Added Tax (VAT) practice will provide significant revenue for Nigeria? The paper examined VAT
practice towards achieving significant revenue under the Finance Act, 2020. Literature findings revealed
that VAT is an indirect tax and generally on consumption of goods and services introduced in many
countries of the world and in Nigeria on August 24, 1993. VAT chargeable on 17 categories of goods and
23 categories of services from inception has over the years gone through several amendments in Nigeria.
The paper argued that VAT has a positive impact on revenue generation and with defined category of
taxable goods and services etc. provided under the Finance Act, 2020; VAT revenue should significantly
double the N1.53trillion recorded in 2020. Thus, the Federal Inland Revenue Service (FIRS) must
undertake effective and efficient VAT practice of proper assessment, increased collection and
accountability of VAT revenues.
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1. INTRODUCTION

Value Added Tax (VAT) practiced worldwide as an indirect tax was introduced in Nigeria on August 24,
1993 via Decree No. 102. VAT is generally a consumption tax assessed and collected at each stage of the
production and distribution chain on the value added to goods and services and payable by a person who
independently carries out in any place an economic activity as a producer, wholesale trader, supplier of
goods and services or person exploiting tangible or intangible property for the purpose of obtaining
income therefrom by way of trade or business.!

VAT was chargeable at inception on 17 categories of goods and 23 categories of services but over the
years, there has been reforms to the goods, services and rates chargeable by the Federal Inland Revenue
Service (FIRS)? and with the present shortfall in national revenue in the midst of growing overheads and
statutory spending coupled with an increasing debt profile, the question in Nigeria is whether VAT
practice under the Finance Act, 2020 will produce significant revenue?

Against this backdrop, the paper examines VAT practice towards achieving significant revenue under the
Finance Act, 2020. The paper is divided into five parts beginning with the introduction. Part two
overviews VAT practice highlighting its nature, rationale and variants, part three traces VAT and its
revenue potentials in Nigeria while part four examines VAT practice under the Finance Act, 2020 towards
achieving significant revenue in Nigeria.

*LLB LLM PhD, Associate Research Professor, Department of Commercial Law, Nigerian Institute of Advanced Legal Studies.
L Alan A. Trait, Value Added Tax International Practice and Problems (Washington D.C: International Monetary Fund, 1988).
VAT Act, 1993, section 46; AG Lagos State v Eko Hotels [2018] 7 NWLR (Pt.1619) 518; Al-Maseer Law Firm v FIRS [2019] 12
NWLR (Pt. 1687) 555.

2 Sections 7, 9, 12 and 13 of the VAT Act. Integrated Finance Ltd v. NPA [2019] 17 NWLR (Pt. 1700) 131; Saipem Contracting
(Nig) Ltd v. FIRS [2019] 5 NWLR (Pt. 1664) 78.
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From literature, VAT introduced by about 140 Countries of the world is a money-spinner for some
countries® and for Nigeria; it has helped in the continuity of the flow of revenue into government treasury.
The paper argues that VAT practice has a positive impact on revenue generation and is capable of
achieving significant revenue within the FIRS’ 2021 tax revenue target of N5.9 trillion.* If in the 2020 tax
revenue projections of MN5.076 trillion, VAT achieved N1.53 trillion in the era of COVID 19 pandemic
and this is a higher revenue when compared to N1.18 trillion recorded in 2019 and N1.11trillion in 2018,°
then with defined categories of taxable goods and services etc. under the Finance Act, 2020 and gradual
economic recovery, VAT revenue should double what was collected in 2020. Indeed, statistics over the
years has generally shown an upward VAT growth thus, the FIRS must undertake effective and efficient
VAT practice of proper assessment, increased collection and accountability of VAT revenues. The paper
concludes in part five that the FIRS must develop accurate VAT payer’s database using good technology
and tax intelligence and, deploy automated tax administration solutions, efficient monitoring,
investigation, auditing, accountability, transparency and good advice on judicious use of VAT revenues to
promote increased compliance, citizen’s trust and significant VAT revenues.

2. VAT in Practice: Nature, Rationale and Variants

Practice is the application or use of an idea, belief, procedure or method to perform an action. It involves
constant attention, reflection and evolution and is essential to improve performance, maximize benefits
and grow proficiency.®The practice or use of VAT as a means of raising revenue is displayed in the
nature, rationale and variants showcased in the design and administration. By nature, VAT is an indirect
tax operated generally as a consumption, an advalorem and multipurpose tax on purchases and sales
calculated upon the percentage of value added to goods and services. VAT is paid to the Government by
the seller but borne by the final consumer of goods and services.” VAT is seen as an equitable tax, easy to
compute within an input and output mechanism and is expected to reduce consumption, show collection
system cost and transportation of transactions, because it is based on self-assessment and the amount
collected should equal to the tax paid by the final consumer. Overall, VAT displays consumption, input
and output multi-stage nature consisting of the purchaser, the seller and the Government®

The adoption of VAT in about 140 countries of the world was generally motivated by economic and
financial needs which varied from country to country. Japan introduced VAT in response to the macro-
economic problem situation of the post-Second World War while Guatemala introduced VAT in the
1980’s owing to reforms required to redeem the country from grave economic regression worsened by
political problems. In 1987, Jamaica introduced VAT due to economic distress just like Indonesia and
Colombia owing to economic needs borne out of fiscal crises. For the European Union (EU) countries,
VAT was critical for membership. Ghana introduced and reintroduced VAT in 1995 and 1999
respectively to improve revenue generation while the Republic of South Africa introduced VAT in 1991
to replace the General Sales Tax (GST). For Nigeria, VAT was introduced in 1993 owing to studies on
how to diversify the nation’s tax system to raise revenue from indirect tax.®

3In 1982, VAT accounted for 30% of total revenues of Cote d’ Ivoire, Kenya and Senegal. F. Izedonmi and Jonathan Okunbor,
“The Roles of Value Added Tax in the Economic Growth of Nigeria” (1999 — 2007) British Journal of Economics Management
and Trade 4 (12). In 2002, VAT was 25% of total tax revenue in South Africa. Delfin S. Go, “An Analysis of the South Africa’s
VAT” https://www.gtap.agecon.purdue.edu (accessed 24 February, 2021).

4 Tbrahim A. Yusuf, “Can FIRS Achieve N5.9trillion Revenue Target in 2021? https://www.thenationaonlineng.net (accessed 4
April, 2021).

5 Samuel Onyekanmi, “Nigeria generates N1.53 trillion VAT in 2020, grows by 29%” https://www.nairametrics.com  (accessed
4 April, 2021).

6 Https://www.merriam-webster.com (accessed 16 May, 2021).

7 P. U. Oluyede “Prospects of State Sales Taxation” in M. A. Ajomo & O. Akanle eds. Tax Law and Tax Administration in
Nigeria (Lagos: NIALS, 1991) 25.

8 Somorin, Olateju Abiola, Teju Tax Reference Book (Lagos: Malthouse Press Ltd, 2012).

9 Richard Krever, VAT in Africa (South Africa: Pretoria University Law Press (PULP), 2008).
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There is a range of choices in designing and implementing VAT according to the German Business Man,
Wilhelm von Siemens in 1918 and the American Economist, Thomas S. Adams from 1910-1921.
Wilhelm von Siemens’ VAT Concept was the addition type to discourage cheating, smuggling and
evasion. In Japan, Professor Shoup in 1948 directed a team of tax experts to introduce the consumption
variant to apply a single rate to a comprehensive base of taxable supplies. In the United States of
America, the State of Michigan adopted a modified variant in 1953 and in France, Maurice Laure’ in
1954 introduced the production variant which gave full credit for tax paid on investment goods. In the
EU, the variant was the cascading multi-stage turnover on consumption which operated on a destination
basis with the member countries allowed to levy different rates for different types of supplies. India
introduced the expenditure variant in April, 2005, Brazil’s variant in 1965 applied to all stages of
production while the United Kingdom in 1974 introduced the consumption variant. Nigeria introduced
also the consumption variant payable on goods and services in 1993 via the promulgation of Decree No.
102 which abrogated the Sales Tax Decree No. 7 of 1986.1°
Consequently, VAT variants include:
a. Consumption VAT dependent on the number of production stages of a product with no breaks in
the VAT chain and refund for all inputs to production.
b. Production VAT on investment, consumption and gross investment operated in Brazil.
c. Modern or Traditional VAT with a single positive rate, fewer and much more tightly targeted
exemptions or with multiple positive rates and high exemptions respectively.
d. VAT liability methods such as the invoice credit method in Nigeria, the subtraction method in
Japan and the addition method in the State of Michigan and New Hampshire.

3. VAT and Its Revenue Potentials in Nigeria

Revenue is defined as income, sales, receipts or increase in turnover generated from business operations
and includes discounts and deductions* thus, VAT revenue is income, sales, receipts etc. generated from
taxable goods and services. Nigeria’s consumption variant is modern, broader, neutral, equitable, relying
on the invoice credit method and considered to bring more stakeholders and revenue. However, VAT
revenue is dependent on its practice consisting of nature, rationale and variant showcased in the design of
the law and its administration.

The VAT Decree, 1993 which commenced on January 1, 1994 was designed into 6 parts, containing 42
sections and 3 Schedules. By section 4, except for goods and services exempted or zero rated, VAT was
chargeable on 17 categories of goods and 23 categories of services at the rate specified in Column B of
Schedule 1 and 2 as determined under sections 5 and 6.1 VAT administered by the Federal Board of
Inland Revenue (FBIR)!* now FIRS operated on the basis of self-assessment in order to ensure that at
each production level; the entire economy helps in its enforcement thus, the FIRS* is empowered to do
all such things as it may deem necessary and expedient for the assessment, collection and accounting for
VAT

10 J. k. Naiyeju, Value Added Tax: The Facts of a Positive Tax in Nigeria (Lagos: Kupag Public Affairs, 1996); E. Afe Ogundele,
Value Added Tax (VAT) Theory and Practice (Lagos: University of Lagos Press, 1986).

1 Https://www.investopedia.com (accessed 24 April, 2021).

12 The 6 parts covered VAT imposition and administration while Schedules 1 and 2 set out the taxable goods and services and the
applicable tax rate of 5%.

13 Alhaji lbrahim A. Zukogi was appointed the first Director of VAT in 1993 and later the Chairman of the FBIR from February 6
1999 - June 6, 2001. J. K. Naiyeju took over from him but was later appointed Accountant-General of the Federation so Ballama
Manu became the Chairman from September 2001 — April 2004. Ifeuko Omogui-Okauru was appointed Executive Chairperson
from 2004 to April 12, 2012. From 2012, Kabir Mashi became Ag. Executive Chairman handing over to Mr. Samuel Ogungbesan
as Ag Executive Chairman who was replaced in 2015 by Mr. Babatunde Fowler. At the expiration of his tenure on December 9,
2019, Mr. Muhammad M. Nami was appointed the present Executive Chairman of FIRS.

14 Established under section 1 of the FIRS (Establishment) Act, 2007 for tax administration and enforcement.
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VAT practice has evolved over the years from the amendments made to the 1993 Decree beginning with
the Finance (Miscellaneous Taxation Provisions) Decrees™ which were later consolidated as VAT Act
Cap V1 Laws of the Federation of Nigeria, 2004 in view of section 315 of the Constitution of the Federal
Republic of Nigeria (CFRN), 1999. The 2004 Act contained 47 sections with a Schedule with the rate of
VAT continuing as 5% as determined under sections 5 and 6.1° The next amendment was in 2007 under
the VAT (Amendment) Act No. 12 to restrict exemptions and the scope of refunds, expand registered
persons and provide for mandatory issuance of invoice to curb evasion. A further amendment was made
in the Finance Act, 2019 commencing February 1, 2020 to increase VAT rate from 5% to 7.5%.%" The Act
defined goods, services and basic food items, modified exported goods, made specific requirement for
VAT de-registration, added to the First Schedule exempted goods and services, created new threshold for
registered persons and introduced VAT reverse charge.®

Accordingly, VAT practice from the year of inception 1994, accounted for as much as N7.2608 billion
and this was 36.5% higher than the projected N6billion.® In succeeding years,® VAT revenues were as
follows in Naira currency:

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
20.7b 31.0b 34.0b 36.9b 47.1b 58.5b 91.8b 108.6b | 136.4b | 159.5b
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
192.7b | 232.7b | 312.6b | 401.7b | 481.4b |564.9b | 659.2b | 701.6b | 795.6b | 616.9b
2015 2016 2017 2018 2019 2020 2021
759.4b 777.5b 972.3b 1.11trn 1.18trn 1.53trn ?

In 2020, the VAT Act was amended again and given the above statistics in the face of dwindling national
revenue faced with growing overheads, statutory spending and an increasing debt profile.?* The question
is whether VAT practice under the 2020 Act will significantly improve Nigeria’s revenue?

4. Achieving Significant VAT Revenue

Achieving means to successfully attain, accomplish or reach a goal by effort or skill while significant
means sufficiently great or important to be worthy of attention, noteworthy, influential, consequential,
notable, substantial or meaningful?> Achieving significant VAT revenue means successfully attaining
substantial income from taxable goods and services. The Finance Act, 2020 which commenced January 1,
2021 amended VAT practice by:

15 This include the Finance (Miscellaneous Taxation Provisions) Decree Nos. 30, 31 and 32 of 1996; Nos. 18, 19, 21 and 48 of
1998 and No. 30 of 1999.

16 Section 5 provides the criteria for determining the value of taxable goods and services while section 6 deals with the value of
imported taxable goods.

17 VAT single rate in Nigeria even at 7.5% is amongst the World’s lowest. Kenya levies 16% as at January 1, 2021, Benin 18%,
Ghana 17.5%, Botswana 12%, Chad and Democratic Republic of Congo 18%, Lesotho 14%, Mauritius 15% etc. Abiola Sanni,
“Law and Practice of Value Added Tax in Nigeria” (2012) British Journal of Arts and Social Sciences Vol. 2 No.2. Republic of
South Africa VAT rate from inception in 1991 was 10% which was increased to 14% in 1993 and 15% became effective April 1,
2018. E. Y. Global Tax Alert. Available@https://www.ey.com (accessed 23 April, 2021).

18 The VAT (Modification) Order effective February 3, 2020.

19 At commencement in 1994, VAT revenue projection was N6billion and this seemed unrealistic for an experimental year owing
to the fact that even the International Monetary Fund had estimated an amount of N4 .5billion as the projection for 1994 because
the Sales Tax being replaced by VAT vyielded only N1.2b in its nine years of existence. Abdulrazag Muhammed T, Introduction
to Value Added Tax (VAT) in Nigeria (Ibadan: Ababa Press, 2011).

XCentral Bank of Nigeria Statistical Bulletin and National Bureau of Statistics Report. Https://www.cbn.gov.ng;
https://www.nigerianstat.gov.ng (accessed 3 March, 2021). Tamunonimim A. Ngerebo & M. Masa, “Appraisal of the Tax
System in Nigeria (A Case Study of VAT)” Https://www.rjopes.emergingresource.org (accessed 2 February, 2021).

2n the 2021 Appropriation Act budget of MNI13,588 trillion, debt service alone is about N3.324 trillion
Https://www.budgetoffice.gov.ng (accessed 21 April, 2021).

22 Https://dictionary.cambridge.org; Https://www.merriam-webster.com (accessed 21 April, 2021).
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a. Defining basic goods, taxable goods and services under section 2 as all supplies of goods and
services in Nigeria (except those exempted) consumed or utilised in Nigeria.?

b. Stipulating the conditions for taxable supply of goods, services and incorporeal in Nigeria as
taxable supply of goods occurs in Nigeria if the goods are physically present in Nigeria at the
time of supply or imported into, assembled or installed in Nigeria or the beneficial owner of
the rights in or over the goods is a taxable person in Nigeria and the goods or rights is
situated, registered or exercisable in Nigeria. Taxable supply of services occurs in Nigeria
when the service is rendered in Nigeria by a person physically present in Nigeria at the time
of providing the service or the service is provided to and consumed by a person in Nigeria
regardless of whether the service is rendered within or outside Nigeria or whether or not the
legal or contractual obligation to render such service rests upon the person within or outside
Nigeria or the service is connected with existing immovable property (including the services
of agents, experts, engineers, architects and valuers etc.) where the property is located in
Nigeria. Taxable supply in respect of Incorporeal includes the exploitation of the right made
by a person in Nigeria, the right is registered in Nigeria, assigned to or acquired by a person
in Nigeria regardless of whether the payment for its exploitation is made within or outside
Nigeria or the incorporeal is connected with a tangible or immovable asset located in Nigeria.

c. Defining supply as deemed to take place at the time an invoice or receipt is issued by the
supplier or payment of consideration is due or received by the supplier in respect of that
supply whichever occurs first. For connected persons, invoices may not be issued but supply
is deemed to take place when goods are removed by the recipient or available to the recipient.

d. Providing items taxed at zero rate under Part 111 of the First Schedule, a new item 11 to
exempt VAT on commercial airline transportation tickets, hire, rental or lease of agricultural
equipment for agricultural purposes etc. and stipulating conditions for the exemption of
transactions relating to transfer of assets in a business reorganization.

e. Providing VAT rate still at 7.5% with effect from February 1, 2020 and obligations of
registration on a non-resident person?* while the FIRS is empowered to deploy proprietary
technology to automate the tax administration process including ensuring assessment and
filing deadline by registered and taxable persons on the 21 day of month after transaction.

The definitions have erased the ambiguous interpretations relating to exempted basic food items, transfer
of rights and obligations on a non-resident person. For example, on basic food items it has erased the
interpretation which depended generally on the status of life of an individual and thus, varied from person
to person with the FIRS losing money; the controversy whether transfer of rights related to tangible or
intangible assets has also been resolved by making the supply of incorporeal subject to VAT while for a
non-resident person, the burdensome requirement of multiple registration at several VAT Offices where
the company made supplies has been resolved with the requirement of a single registration thus,
welcoming more investments.?®

The Act also eliminated the trend to increase exemptions in response to lobbying from interest groups by
reducing the number of goods in the First Schedule and broadening the tax base while cases of registered
persons treating input VAT as cost has been resolved by limiting the offset against any output VAT to
that qualifying as stock in trade used in the direct production of new products so that VAT revenue is not

2 part VII of the Act. Goods include tangible and intangible product, asset or property; basic food items mean agro and aqua
based staple food described as additives, bread, cereals, cooking oils, culinary herbs etc. while services mean anything other than
goods or services provided under a contract of employment.

24 A non-resident person shall register for VAT and obtain Tax Identification Number.

% In CNOOC v. AG Federation [2013] INRLR 88; ATLR [2013] 163, the Court held that assignment of contract rights did not
constitute goods and services while in FBIR v. Cadbury Nigeria Plc 2 NRLR [2013] 184 the Court held that subsidiaries in
Nigeria would pay VAT on assignment of rights in relation to recipes, processes, know-how and trademarks which are
intellectual properties and amount to supply of goods but the challenge was also in the requirement of registration for a foreign
company at several VAT offices where it has business operations.
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lost.?® The Act also resolved the agitation to expand VAT registered persons base etc. which appeared
herculean with the provision of VAT threshold.?” The Act defined conditions for taxable supply in respect
of services and incorporeal, when taxable supply is deemed to take place in Nigeria, exemptions on
transactions in a transfer of assets and VAT calculation on cash basis etc. to resolve controversies related
to supplies and transfer of assets.

The paper argues that these changes ushers a new VAT practice that is capable of achieving significant
VAT revenue and thus, boosting Nigeria’s revenue in year 2021 and beyond. If in the 2020 projections of
N5.076 trillion, VAT achieved N1.53 trillion in the era of COVID 19 pandemic and this is a higher
revenue when compared to M1.18 trillion recorded in 2019 and N1.11trillion in 2018, then with defined
taxable goods and services and upward growth of VAT revenues over the years including the gradual
economic recovery in 2021, VAT revenue should double the 2020 MN1.53trillion revenues in the 2021
FIRS tax revenue target of N5.9 trillion. The FIRS must undertake effective and efficient VAT practice to
achieve significant VAT revenue especially as the Senate of the Federal Republic of Nigeria has revised
the FIRS 2021 tax revenue target by 49.90% to N7.61trillion in April, 2021.%

Effectiveness is the capability of producing the desired result while efficiency signifies a peak level of
performance that uses the least amount of inputs to achieve the highest level of output. It minimizes the
waste of resources — materials, time and energy? thus, the FIRS must evolve greater energy and attention
to duty, more useful work, increased quality of performance and hard work to provide proper assessment,
increased collection and accountability of VAT revenues as follows:

a. Proper assessment will involve increased capacity to deal with VAT information involving
enormous paper work, adequate record keeping, computation of arithmetic and processing of
returns, issuing payment notices and reconciling information, liabilities and payments for all
registered persons. The FIRS must apply enforcement bases, threshold and pursuit of
compliance strictly. The computation of purchase price and nature of goods and services via
calculation of output and input VAT is imperative. There are instances where registered
persons treat input VAT as cost or treat consumption goods as input VAT and still make
claims for refund. Only VAT related to the value added to the product must be deducted to
prevent loss of revenue. Even in the application of exemptions® and definitions especially at
the retail level, unnecessary discretions that lead to arbitrariness, loss of transparency and
revenue must be avoided especially from high level avoidance schemes and fraud. All
invoices must be recovered so that there is no challenge of negative relationship to expected
revenue yields.

b. Increased collection of VAT revenue is necessary. VAT generally responds to changes in its
determinants such as rate, base, threshold, scale of taxable activities and compliance and
within the invoice credit method, the notion that self-assessment enables VAT enforcement at
every point of sale thrives only in a culture of honesty and accurate data. The FIRS must train
its Staff for administrative capacity, transparency and accountability. General VAT education

% Patrick Ezeagu, “New VAT Regime: Stakeholders Demand Waivers, Exemptions and Infrastructure”

Https://www.Punchng.com  (accessed 20 January, 2021). The Court held in DG Mauritius Revenue Authority v. CWA ATLR 1
[2013] 144 that meter rental and connection fees for water were not subject to input VAT as prices tend to rise if input is treated
as cost.

27 The court observed in the case of Aberuagba v. AG Ogun State [1995] 1 NWLR (Pt.3) 385; (1997) 1 NRLR (Pt. 1) that the
FIRS’ ability to ensure that all retail businesses are registered persons seemed to be herculean because only few departmental
stores, malls, drug stores and shops kept account of sales. Threshold allows for a concentration of administrative resources on the
largest tax payers to save collection cost. The threshold in Singapore is $700, 000, Italy and Spain has zero threshold while
Nigeria’s threshold is annual turnover below N25m.

28 VAT revenue earnings for Quarter 1, 2021 is MN496.39b against the N454.69b generated in Quarter 4 of 2020. Ogochukwu
Ndubuisi, “Nigeria Records 9.17% Increase in VAT Revenue in Q1 — 2021 Https://www.dmarketforces.com/  (accessed 10
May, 2021).

2Https://www.investopedia.com (accessed 30 May, 2021).

30 Exemptions are important but they pose difficulties in policy formulation. D. Olu Ajakaiye, Macroeconomics Effects of VAT
in Nigeria: A Computerable General Equilibrium Analysis (African Economic Research Consortium (AERC) Paper No. 92)
Htpps://www.aercfrica.org (accessed 20 April, 2021).
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c. will promote compliance and greater public awareness because voluntary compliance is needed
for indirect taxes like VAT which are seen as regressive by lower income groups just like a single
positive rate applied to the broadest possible base is seen essentially as a proportional tax on
consumption and regressive because of the ability of sellers to shift the tax burden on to the
consumer depending on the demand and supply elasticities. The FIRS must address the factors
that affect compliance, leading to rising operational cost and prices of goods, economic
disruptions from treatment of input VAT as cost and inefficient collection and accountability. The
FIRS should deploy open debate and adequate citizen’s representation to build trust and
compliance and for cross-border compliance, the FIRS must confront practice challenges of
transfer pricing through the use of prompt and rapid exchange of information on generic tax
frauds and avoidance schemes between countries. The FIRS should advise the government on
increased VAT revenue through taxable activities of international trade and import duties.! There
is need for accurate and reliable VAT Payer’s data which is possible using technology and tax
intelligence and deployment of automated tax administration solutions, efficient monitoring,
auditing and investigation because it is difficult to collect significant VAT revenue without data
of VAT payers. Linking National Identification Numbers (NIN) to phone numbers, collecting data
for spending, savings and investments of citizens and linking then to NIN, company registration,
business names and Bank Verification Number (BVN) will be of great help.%?

d. VAT revenue accountability and prompt remittances is necessary for achieving significant
revenue. The story of difference in revenue figures collected on behalf of the FIRS must be
avoided.®® Online /e-payment that increase transparency and help reduce leakages should be used
while high collection cost must be reduced to the barest minimum. With Nigeria’s VAT single
rate, few exemptions and high threshold, collection cost should be relatively low if Nigeria’s self-
assessment system can be trusted. VAT fraud which include non-registration, under reporting
gross receipts, non-remittance to the FIRS, the use of false invoices, the representation of
domestic sales as exports to benefit from zero rating and the claim of VAT credits for non-
creditable purchases like purchases for private consumption must be prohibited3* while judicious
use of VAT revenues is promoted. Compliance is increased and more voluntary when taxpayers
can hold onto tangible or visible result of the moneys paid thus, there must be concrete measures
to improve the level of transparency of VAT revenue utilization even as the States agitate against
the unsatisfactory VAT distribution formular of 15%, 50% and 35% for the Federal, States and
Local Governments respectively and push for State laws.3®

5. CONCLUSION

All over the world and in Nigeria, VAT practice generally, has positive impact on revenue generation.3 Within
the challenges of generating VAT revenue, yields opportunities towards achieving significant revenue to
improve the revenue generating capacity of the government. The changes introduced by the Finance Act, 2020
should improve VAT practice to grow VAT revenue close to double of what was collected in 2020 in Nigeria.

31 Revenues collected from imports account for a large amount of total VAT revenues in some countries for example, Republic of
Benin 70%, Togo 68%, Zambia 67%, Ghana 50%, Guinea 62%, Mauritius 60%, Gabon 51% and Cameroun 43%. Liam P. Ebrill,
Michael Keen & Victoria Perry, “Understanding the Revenue Performance of Value Added Tax” Https://www.elibrary.imf.org
(accessed 20 April, 2021).

32 Annual National Tax Dialogue titled “Taxation in Post-COVID Economy” held in Abuja, March 2021.

33 There are conflicting figures on the VAT collected for example between FIRS and the Nigeria Customs Service (NCS) from
importers on behalf of FIRS. The FIRS claims it got N130 billion while the NCS said it collected M350 billion on behalf of the
FIRS. Tony Okowe, “FIRS target N5.9trn Revenue in 2021 Https://www.thenationonlineng.net (accessed 24 April, 2021).

34 False export schemes and other excess credits give rise to auditing problems.

3 Lagos enacted the Sales Tax (Schedule Amendment) Order) 2000 and the Hotel Occupancy and Restaurant Consumption Law
(popularly called Consumption or Tourism Tax) to impose 5% tax on goods and services.

36 Onuora et al, “Effect of Value Added Tax on the Nigerian Economy” Https://www.researchgate.net (accessed 14 March,

2021
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The FIRS must ensure proper assessment, increased collection and accountability. The development of
accurate VAT payer’s data and deployment of automated tax administration solutions, efficient
monitoring, investigation, auditing, accountability and transparency is imperative. Overall, the FIRS
must sustain the VAT System with continuous empirical analysis, effective stakeholder consultation and
efficient political leadership which ensures that all revenues are collected, promptly remitted and
accounted for so that it equals the VAT expected to be paid by the final consumer. The FIRS can achieve
this and even better, with the passage of time.
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