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Course Description 

The course covers overview of fiscal functions, public revenue, receipts and public debts; the 

Nigerian system of income tax Administration; structure and procedures, returns, 

assessments, appeal, postponement, collection; with reference to all necessary legislation.  

Topics will include distinction between the taxation of income and taxation of Capital; 

Personal Income Tax. Other topics are the law and practice of income tax relating to 

individuals, exemptions, settlements, trusts, and estates. It also covers Partnership 

assessments, treatments of losses as well as computation of assessable Income; 

commencement and cessation of trade or business.  Company Tax – the principles and scope 

of company tax as well as small company provisions including definitions, computations and 

exemption. 

Course Objectives 

(i)   To highlight the tools of fiscal policy – taxation and government spending. 

(ii) To discuss the potential and limitations of fiscal policy to promote national 

economic goals of full employment, stability, and growth. 

(iii) To Assess and Evaluate various kinds of taxes  

(iv) To appraise the Nigerian system of Income tax Administration. 

(v)  To discuss role of public expenditure and fiscal policy in the economic growth and 

development of a country 

(vi)  To explain the canons of public debt and Debt Management. 

Intended Learning Outcomes: At the end of the course, student should be able to: 

 



(i) Describe the tools of fiscal policy – taxation and government spending. 

(ii) Discuss the potential and limitations of fiscal policy to promote national economic 

goals of full employment, stability, and growth. 

(iii) Assess and Evaluate various kinds of taxes 

(iv) Appraise the Nigerian system of Income tax Administration 

(v) Understand the role of public expenditure and fiscal policy in the economic 

growth and development of a country. 

(vi) Understand the canons of public debt and Debt Management. 

Course Assessment Scheme 

Continuous Assessment  Marks 

In class test 5 marks 

Assignment  5 marks 

Term paper/presentation 10 marks 

Mid semester test 10 marks 

Examination  

End of semester examination  70 marks 

Total  100% 

 

Attendance: Attendance is compulsory, 70% class attendance to enable candidate seat for 

exams 

Test/ Assignment Submission date: The mid-semester test will be conducted in the seventh 

week of the semester. Date for in-class test, submission of assignment and group presentation 

will be discussed in class with students. 

Course Schedule 

Module One An Overview of Fiscal Functions 

Week 1 The Allocation Function 

Week 2 The Distribution Function 

Week 3 The Stabilization Function 

Week 4 Co-ordination or Conflict of Functions 

Module Two Public Revenue 



Week 5 Public Revenue: The Nigerian System of Income Tax Administration 

Week 6 Taxation 

Week 7 Tax Assessment and Tax Returns (PIT, Partnership & CIT Distinctions) 

Module Three Public Expenditure 

Week 8 Public Expenditure: General Consideration 

Week 9 Evaluation of Public Expenditure 

Week 10 Public Expenditure and Fiscal Policy 

Module Four: Economics of Public Debt 

Week 11 Introduction to Public Debt Economics 

Week 12 Public Debt (Canons) and Budget and Debt Burden and Debt Management 

Reading Lists 
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2. Central Bank of Nigeria (2000) Issues in Fiscal Management: Implications for Monetary 
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3. Central Bank of Nigeria (2000) The Changing Structure of the Nigerian Economy, 

Research Department. 

4. Colm, G. (1970) Essays in Public: Finance and Fiscal Policy York: Oxford University 

Press. 1955,   

5. Houghton. R. W. (1970) Public Finance, Baltimore: Penguin (ed.) 1970. 

6. Egwaikhide, F. O. (1988) ―The Analysis of Structural Shift of Government Revenue in 

Nigeria, 1960- 1982‖, The Nigerian Journal of Economic and Social Studies, Vol. 30, no. 2: 

131-147. 

7. Musgrave R. A. and P. B. Musgrave (1989) Public Finance in Theory and Practice. 

International Edition, McGraw-Hill. 

Lecture one 

Topic: An Overview of Fiscal Functions 



Fiscal Policy refers to two major governmental economic activities, taxation and expenditure. 

The national budget is the major fiscal instrument by which the federal government 

determines how much of its resources to devote to these two major activities. 

The development of a fiscal policy generally has four primary functions namely: allocation, 

stabilization, distribution and development. 

Allocation Function 

The Need for Public Sector: The modern economy is a mixed system in which public and 

private sectors forces interact together. The economic system is neither public nor private, but 

involves a mix of both sectors.  

The government sector is the public sector of the economy. It is the part of the economy 

concerned with providing various governmental services such services such as the military, 

infrastructure such as public roads, bridges, water supply, public education, along with health 

care for the poor and those working for the government itself such as elected officers.  

The market mechanism alone cannot perform all economic functions. Public policy is 

required to regulate, guide and correct the working of the economy in certain aspects. The 

major function of the public sector is the use of tax and expenditure policy to regulate the 

economy. Tax and expenditure measures may affect the economy in many ways and may be 

designed to serve a variety of purposes 

Therefore, public intervention is required in the economic activities for the following reasons: 

 (i) The claim that the market mechanism leads to efficient resource use is based on the 

condition of competitive factor and product markets. This means that there must be no 

obstacles to free entry and those consumers and producers must have full market knowledge. 

Government regulation or other measures are required to secure these conditions. 

 (ii) Public sector is needed where, due to decreasing cost, competition is inefficient. 

 (iii) Also, the contractual arrangements and exchanges needed for market operation cannot 

exist without the protection and enforcement of a government provided legal structure. 



 (iv)The production or consumption characteristics of certain goods are such that these goods 

cannot be provided for through the market due to the problems of "externalities" and "market 

failure" which require solution through the public sector. 

 (v) Social values may also require adjustments in the distribution of income and wealth 

which results from the market system and from the transmission of property rights through 

inheritance.  

(vi)The market system, especially in a highly developed financial economy, does not 

necessarily bring high employment, price level stability and the socially desired rate of 

economic growth, hence; public policy is needed to achieve these objectives.  

Distribution Function 

DETERMINANTS OF DISTRIBUTION 

The determinants of the distribution of income and wealth include: (i) factors contribution to 

production process  

(ii) the market value of factors product  

(iii) natural endowments  

(iv) inheritance  

(v) societal preferences  

(vi) Political Preferences  

(vii) Tax policies and other economic policies  

(viii) Labour union policies  

Optimal Distribution 

A change in economic conditions is said to be efficient (i.e., to improve welfare) if, and only 

if the position of some person say; A is improved without that of anyone else; including B 

and C being worsened. This is referred to as pareto optimality in the modern welfare 

economics.  

This criterion which may be qualified and amended in various ways cannot be applied to a 

redistribution measure which by definition improves A's position at the expense of B' and C's.  



While pareto optimality rule (i.e. "someone gains; No one loses" rule) has served well in 

assessing the efficiency of markets and of certain aspects of public policy, it contributes little 

to solving the basic social issues of distribution and redistribution. Therefore, the answer to 

the question of fair distribution involves considerations of social philosophy and value 

judgment. 

Fiscal Instruments of Distribution 

Redistribution is implemented mostly by: (i) a tax-transfer scheme, combining progressive 

income taxation of high income households with a subsidy to low-income households.  

(ii) progressive income taxes used to finance public services, particularly those such as public 

housing, which 

 (iii) Redistribution may be achieved by a combination of taxes on goods purchased largely 

by high-income consumers with subsidies to other goods which are used mostly by low- 

income consumers. 

Stabilization Function 

THE NEED FOR STABILIZATION: Full employment and price stability do not occur 

automatically in a market economy but require public policy guidance. Therefore, fiscal 

policy is required for stabilization. Without it the economy may be subject to substantial 

fluctuations which may results into a sustained period of unemployment or inflation.  

Fiscal and Monetary Instruments of Stabilization Policy 

The Leverage Effects of Given Budget: Government expenditures add to total (private plus 

public) demand, while taxes reduce it. This suggests that budgetary effects on demand will be 

substantial, if the level of expenditures is high and the tax revenue is low. Deficits are 

expansionary and surpluses are restrictive, but even a balanced budget has an expansionary 

effect.  

Changes in Budget Policy: Discretionary policy measures may be taken to affect the level of 

aggregate demand. The government may raise its expenditures or reduce tax rates if demand 

is to be expanded and vice versa if it is to be contracted. Depending on the type of 

expenditure or tax adjustments made, consumption or investment in the private sector may be 



affected and the promptness of the expenditure response may differ. Therefore, the policy 

problem is not only one of direction of change but also of selecting the proper type and 

magnitude of change.  

Built-in Responses: Changes in the level of public expenditures or tax rates are used to affect 

the overall level of demand and changes in the level of economic activity will also affect 

public expenditures and tax revenue. Thus, the level of expenditure under any given 

programme may vary with economic activity in the case of unemployment benefits and 

welfare. More important, the revenue obtained from given tax rates will rise or fall with 

changes in the level of income or sales subject to tax. Thus, the fiscal system possesses a 

built-in flexibility which responds to changes in the economic scene.  

Monetary Instruments: Money supply must be controlled by the central banking system and 

be adjusted to the needs of the economy in terms of both short-run stability and long-run 

growth. Monetary policy instruments include the following:  

• reserve requirements,  

• discount rates,  

• open market operation  

• selective credit control 

Moral Suasion.     These are indispensable components of stabilization policy 

Policy mix refers to the combination of fiscal and monetary policy to achieve one or more 

objectives.  

Although monetary and fiscal measures supplement each other they differ in their impact. By 

using them in proper combination, it is possible to achieve more objectives than would be 

possible with the use of one policy instrument alone.  

Thus, a mix of easy money (permitting high expenditures, particularly investment) and a tight 

budget (reducing the level of aggregate expenditures, particularly consumption) is favourable 

to economic growth.  



Given fixed exchange rates, monetary policy has a special advantage (due to its effects on 

international capital movements) in securing balance of payments adjustments, while fiscal 

policy is more effective in dealing with domestic needs.  

Monetary and fiscal policies are therefore linked by the need for obtaining a policy mix 

which will permit the pursuit of multiple policy objectives.  

 

 

 

 

The Conflict and Coordination of Function 

Goals of national economic policy are sometimes classified as being complementary or 

antagonistic. 

Two goals are considered complementary or compatible if the attainment of one of them 

increases the likelihood of attaining the second goal. Such pairs of goals are full employment 

and full potential output, price stability and BOP equilibrium. 

In contrast, two economic goals are considered antagonistic or competitive if the attainment 

of one of them makes it more difficult to attain the second goal. Such pairs of goals are full 

employment and price stability; rapid economic growth and  a more equitable distribution of 

income.  

There is conflict in the attainment of such goals and the only solution is a trade-off option. 

The Philips curve demonstrated the trade-off between inflation and unemployment 

For proper co-ordination of macroeconomic policies, effective classification of policy and 

appropriate policy instrument is recommended to handle the issue of policy conflicts, trade-

off and assignment problem. 

For analytical purposes and ease of management, it is often convenient to collapse the 

national economic goals into two broad base ones namely:  

(1) Internal balance or domestic macroeconomic stability e.g. full employment without 

inflation 



(2) External balance  e.g.  BOP equilibrium 

This done for example when considering what policy should be targeted to which goal for 

optimal results 

R. A. Mundell recommended effective market classification as solution to the assignment 

problem and stated that fiscal policy is paired with internal balance while monetary policy is 

paired with external balance for optimal results 

Lecture two 

Topic:Public Revenue 

Public revenue includes all income which is not subject to repayment by the government. 

Public receipts include all the income of the government including public borrowing and 

issuance of new currency. In this way public revenue is a part of public receipts.  

Therefore, Public Receipts = Public revenue + Public borrowing + issue of new currency  

The sources of public revenue can be broadly classified in to two – tax -source and non- tax 

source.  

(i) Taxation: Taxation is used to withdraw resources from the private sector for public use. 

Taxes are compulsory payments imposed by legislation. However, since the burden of 

government goods and services must be borne by people who enjoy those goods and services, 

taxes may be view as charges paid by the citizens to government to cover the cost of goods 

and services.  

(ii) Money Creation or Mint: National government can also finance their plan by creating 

more money through the Central Bank. Government can instruct the Central Bank to print 

more money to carry out her activities. It is argued that money creation is politically painless 

because there is no sacrifice to create that money. The important of money creation in the 

economy depend on whether the economy is operating on full-employment or there is 

substantial unemployment. If money is created at a time when substantial unemployment 

exists, then the money created will bring idle resources into employment.  

(iii) Borrowing: This is another source of government financing. It involves the exchange of 

purchasing power i.e. getting money from the private sector to the public sector. There are 



internal and external borrowing. The important of borrowing depends on whether the 

economy is at full employment or underemployment.  

(iv) User Charges: Government can charge for the goods and services she provided. This is 

referred to as user charges. User charges are only related to specific roles.  

Non - Tax Revenue: The non-tax revenue includes:  

(v) commercial revenue i.e. income from public property and enterprises: Commercial 

revenues are income earned by public enterprises by selling their goods and services. For 

example, payments for postage, tolls, interest on borrowed funds etc  

(vi) administrative revenue (fee, fine, special assessment): Administrative revenue are 

receipts of incomes accrued on account of performing administrative functions by the 

government. The important items of administrative revenue are fees (court fee, license fee, 

passport fee etc.). Fines penalties are imposed on persons as a punishment for infringement of 

laws.  

(vii) gifts and grants and others: Gifts and grants are the payments made by one government 

to another for some specific functions. 

Nigeria System of Income Tax Administration 

  Generally, taxpayers are categorized according to the legal status of their businesses which 

includes the following:   

(i) Individuals/Enterprises, usually sole proprietorship or self-employed. This is a taxable 

person who is chargeable to tax in his own name or in the name of a receiver, or his agent. 

Usually, the tax affairs of this category of taxpayers are to be handled by the State Internal 

Revenue Service (SIRS), where the taxable person domiciled or resides. Individuals are 

assessed to tax under the Personal Income Tax Act (PITA).  

(ii) Partnership, association of two or more persons coming together in business with a view 

to making profit. This category of businesses is assessed to tax under the Personal Income 

Tax Act (PITA) in the same manner as individuals/enterprise. In Nigeria, Partners are 

assessed in their individual names, based on the share of partnership profits allocated to them. 



(iii) Corporate Entities/Public Companies, usually limited by shares. These are limited 

liability companies or public companies registered with profit – motive in mind. Their tax 

affairs are being handled by the Federal Taxing Authority. 

(iv) Non-Governmental Organizations, usually unlimited or limited by guarantee. These 

are non-profit making organizations which are qualified for income tax exemption under 

Section 23(1)(i) of CITA C21 LFN, 2004). They are often unlimited or at best limited by 

guarantee. These types of organizations have duty to apply for exemption. The form in which 

NGOs are registered determines which Tax Authority will handle their tax affairs. 

Assessment function in an Integrated Tax System is agreed to include filing and assessment 

duties with respect to all taxes being collected by that office among which are: PPT, CIT, 

VAT, WHT, CGT etc. 

Principles of Taxation 

The criteria used for constructing a good tax structure are called principles of taxation. The 

principles of taxation relate to the distribution of taxation or allocation of tax burden to 

different categories of tax payers. Some of the important principles taxation are explained 

below.  

(a) Principle of Equity: This principle implies fairness in the distribution of burden of 

taxation. In other words, equity in taxation means all tax payers should bear an equal sacrifice 

in the payment of taxes. There are two types of equity vis horizontal equity and vertical 

equity.  

Horizontal equity implies the treatment of like people in a like manner. That is, persons who 

are equally well-off should be treated equally. To secure horizontal equity, persons with same 

income should pay equal amount of taxes.  

Vertical equity implies that unlike people should be treated in an unlike manner. That is, the 

persons who are well-off should pay higher taxes than the worse-off people. This principle is 

very difficult to practice, though looks to be attractive. To establish both horizontal equity 

and vertical equity there are some other principles of taxation that must be observed. These 

are the benefit principle, the ability to pay principle and the cost of service principle.  



(b) The Benefit or Quid Pro Quo Principle This principle explains that tax should be paid in 

accordance with benefits each receive from expenditure programmes to be financed by tax 

revenues by the governments. According to this principle people receiving equal benefits 

should pay equal amounts of taxes and those who receive greater benefits should pay higher 

taxes. There are some advantages of this principle and they include: · Justification for taxes- 

That is taxes are imposed only when benefits are conferred on tax payers out of the tax 

revenue. · It satisfied Equity principle- It is equitable that individuals receiving benefits from 

the state expenditure should contribute in proportion with the benefits enjoyed by them. · No 

discouragement to work and invest - 

(c) Ability to Pay Principle This principle states that those people who possess income or 

wealth should contribute to the state in proportion to their ability to pay. The basic point of 

the ability to pay principle is that the burden of taxation should be shared amongst the 

members of the society so as to conform to the principle of justice and equity which will be 

satisfied if the tax burden is determined according to the relative ability of the tax payers. The 

burden of taxation should be so distributed that the direct real burden on all tax payers is 

equal.  

The ability to pay principle explains the fairness or justice in the distribution of tax burden. 

The implications of this principle mean that: · Tax is a compulsory contribution. · Public 

expenditure and public revenue are two distinct entities.  

Public expenditure is provided for the common goods and the public revenue is raised 

through taxation from the individuals according to their ability. · Taxes should be imposed by 

the state in an equitable or just manner. · Taxes should be imposed to minimize the total 

sacrifice involved. · It emphasizes welfare aspect not only of tax shares but also of 

expenditure. However, ability to pay principle has the following limitations: · Income is the 

main determinant of ability. · The theory is based on some unrealistic assumptions like utility 

is quantifiable and interpersonal comparison of utility is possible. · Marginal utility of income 

is known and declines as income increases. 

Tax Evasion and Tax Avoidance 



Tax Evasion: Tax evasion is the practice of intentionally choosing not to pay taxes due. 

Tax Avoidance: This is a process whereby an individual plans his or her finances so as to 

apply all exemptions and deductions provided by tax laws to reduce taxable income. 

Through tax avoidance, an individual takes advantage of all legal opportunities to minimize 

tax liability. 

Taxes Collectible by Federal Government 

A list of taxes and levies for collection by the three tiers of government by the Joint Tax 

Board (J.T.B.) as is follows: 

(A) Taxes collectible by the Federal Government  

• Companies income tax;  

• Withholding tax on companies;  

• Petroleum Profit Tax;  

• Value-added tax (VAT);  

• Education tax;  

• Capital gains tax - Abuja residents and corporate bodies;  

• Stamp duties involving a corporate entity;  

 Personal income tax in respect of: Armed forces personnel; Police personnel; 

Residents of Abuja FCT; External Affairs officers; and Non-residents.   

 

 

(B) Taxes/Levies Collectible by State Governments  

 Personal income tax: Pay-As-You-Earn (PAYE); Direct (self and 

government) assessment;  

o Withholding tax (individuals only);  

 Capital gains tax;  

 Stamp duties (instruments executed by individuals);  

 Pools betting, lotteries, gaming and casino taxes;  

 Road taxes;  



 Business premises registration and renewal levy;  

o urban areas (as defined by each state): maximum of N 10,000 for registration 

and N5 ,000 for the renewal per annum    

o rural areas: registration N2,000 per annum, renewal N 1,000 per annum  

o Development levy (individuals only) not more than N100 per annum on all 

taxable individuals;  

o Naming of street registration fee in state capitals  

o Right of occupancy fees in state capitals;  

 Rates in markets where state finances are involved.   

(C) Taxes/Levies Collectible by Local Governments  

(1) Shops and kiosks rates;   

(2) Tenement rates;  

(3) On and off liquor license;  

(4) Slaughter slab fees; 

 (5) Marriage, birth and death registration fees;  

(6) Naming of street registration fee (excluding state capitals):  

(7) Right of occupancy fees (excluding state capitals);  

(8) Market/motor park fees (excluding market where state finance  are involved);  

(9) Domestic animal license;  

(10) Bicycle, truck, canoe, wheelbarrow and cart fees;  

(11) Cattle tax;  

(12) Merriment and road closure fees;  



(13) Radio/television (other than radio/tv transmitter) licenses and vehicle radio 

license (to be imposed by the local government in which the car is registered);  

(14) Wrong parking charges;  

(15) Public convenience, sewage and refuse disposal fees;  

(16) Customary, burial ground and religious places permits; and  

(17) Signboard/advertisement permit.  

Taxation 

Tax is a compulsory contribution from a person to the government to defray the expenses 

incurred in the common interests of all without reference to special benefits conferred. It is a 

compulsory payment to the governments without expectation of direct return to or benefit to 

the tax payer. The Main types of taxes are direct tax and indirect tax 

Direct Tax: Direct taxes are imposed on income whose burden cannot be shifted. Direct taxes 

are imposed on income or wealth of a person. Direct taxes are those which are paid by 

persons on whom these are imposed and the real burden is also borne by them. The burden of 

such taxes cannot be transferred or shifted to some other persons. That is, in the case of direct 

taxes both impact and incidence fall upon the same person. Example of direct tax include poll 

tax, personal income tax, corporate tax, direct assessment tax. Examples of direct tax include 

personal income tax, pool tax, corporate tax, direct assessment tax. 

Merits of direct tax include: (1) Equity, (2) Economy, (3) Certainty, (4) Distributive justice, 

(5) Civic Consciousness (6)  Absence of leakage 

Demerits of direct tax include: (1)Uncertainty, (2) Violation of principle of equity (3) Large 

scale evasion 

Indirect Tax: Indirect taxes are imposed on one person but paid either partly or wholly by 

another. The person who pays the tax in the first instance, transfers its burden to another 

person. In other words, the impact and incidence of indirect tax fall on different persons. 

Examples of indirect taxes are sales tax, excise duty, value added tax (VAT) etc. Custom 



duties (export duties and import duties) are imposed on imported goods. It is a very good 

source of income for the government. Excise duties are imposed on domestically produced 

goods. They are highly discriminating because it can be imposed on certain good and not on 

other goods 

Merits of indirect tax include: (1) Convenience, (2) It leads to social welfare, (3) It is 

justified, (4) No evasion, (5) Highly revenue yielding in developing country 

Demerits of indirect tax include: (1) It promotes inequality, (2) Uneconomical (3) It 

promotes inflation (4) Lack of civic consciousness, (5) It discourages savings 

Tax Assessment and Tax Returns (PIT, Partnership & CIT Distinctions) 

Classes of Assessment 

Assessments are normally raised on the Income or Profit of companies or corporation raising 

from trade or business carried on in Nigeria. Assessment is to be imposed on the ‘‘Profit’’ of 

an enterprise in relation to an accounting period. There are two  principal classes of 

assessments, namely;   

(a) Self-Assessment:- This assessment scheme aims at shifting the duty of raising of 

assessment to the taxpayers themselves. Under this system, the taxpayer is expected to 

accompany its tax returns with self-assessment notice and an evidence of payment to the 

FIRS through appropriate designated collecting bank.  

(b) Government Assessment:- This is an assessment raised on behalf of the Government by 

the Tax Authorities, examples of which are:  

(i) Assessment raised in accordance with audited accounts and computations filed by the 

taxpayers.  

(ii) Best-of-judgment (BOJ) assessment based on estimated profit or profit perceived to be 

fair and reasonable.  

(iii) Protective/jeopardy assessment and 

(iv) an Amended or additional assessment. 

 

 


