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Abstract—Nigeria is relatively low when compared to Botswana with 

35.2%, South Africa at 26.9% and Ghana with 20.8% in terms of 

level of tax compliance due to corruption in Nigerian tax system has 

resulted to huge revenue losses emanating from tax evasion and 

pioneer status granted to foreign investors for the period of five 

years. The aim of this study is to identify the challenges and 

prospects of tax compliance in Nigeria. Moreover, the economic 

deterrence model and Secondary data were used. However, findings 

from this studies shows that huge revenue is lost due to inability of 

the Federal Inland Revenue Service (FIRS) to have a detailed 

numbers of companies that guilty of tax evasion as available record 

from the Federal Inland Revenue Service (FIRS) shows that there 

were more than 440,000 companies in Nigeria but only about 

120,000 were paying taxes. By implication about 320, 000 companies 

are yet to be paying taxes to the FIRS. Finally, the government must 

develop stiffer measures that will serve as deterrence to tax evaders. 

Also, the FIRS should shortlist names of companies that are evading 

tax among other measures. 

 

Keywords— Taxation, Anti-Corruption, Good Governance, Tax 

evasion, Tax avoidance. 

I. INTRODUCTION  

Over the years, the level of taxation has increased globally due 

to increasing demand of the citizens of various countries for 

good governance that will improve their economic and social 

wellbeing in terms of the provision of social services such as 

health facilities, potable drinking water, among others. 

Moreover, there have been protests by the citizens especially 

in developing countries on the limit of taxable capacity of the 

government which arguably is difficult to ascertain the exert 

limit or level of the taxable capacity of the citizens.  

Besides, the limit of taxation should be at the point when 

additional taxation would produce economically harmful 

results that would outweigh the gain of the country from the 

use of the money raised by taxation. Also, it depends on what 

the country in question does with the revenue it raises 

(Hanson, 1976:579). 

In contemporary times, the citizens enjoy the taxes paid to 

the government in form of social services. Also, the greater 

the social services the government provides for it citizens, the 

greater the level of taxation they are willing to bear. 

Nevertheless, all over the world governments impose taxes to 

raise revenue that will cover the cost of administration, 

defense of the state against external aggression, provide social 

services such as health care, education among others, check 

the consumption of commodities considered harmful, 

redistribute labour and reduce inequality of income etc. 

However, the absence of well-developed and locally 

controlled money markets in most developing countries such 

as Nigeria makes the Nigerian government to rely heavily on 

fiscal measures to mobilize domestic resources mainly through 

taxation (Todaro, 1997:441-443). Basically, in Nigeria 

taxation performs two purposes. First, as concessions and 

fiscal incentives for stimulating private enterprises to invest in 

the country and as the mobilization of resources to finance 

public expenditure in the country that will promote economic 

growth and development. 

In Nigeria, the passage of the Native Revenue Ordinance 

of 1917 marks a watershed in the historical development of 

taxation in country. Since then the Native Direct Taxation 

Ordinance of 1937, the Colony Taxation Ordinance of 1937, 

the Income Tax Ordinance of 1943, Income Tax 

Administration Ordinance of 1958, Companies Income Tax 

Act of 1979, Finance Miscellaneous Taxation Provision 

Decree of 1985 and the Personal Income Tax Decree of 1993 

among others have provided the platform for contemporary 

tax system in Nigeria (Onoja, 2002). 

Therefore, in developing country like Nigeria with an 

estimated 183.5 million population (UN-ECOSOC, 2015) and 

the most populous nation in Africaas well as the  seventh most 

populous nation in the world,it is expected that Nigerians and 

foreign investors who reside or do business within jurisdiction 

of the Nigerian state should comply by paying tax for the 

services provided by the Nigerian government without any 

form of coercion by tax authorities such as the Federal Inland 

Revenue Service (FIRS) or any law enforcement agency. 

However, the reality in most cases have not been the case, 

rather most Nigerians and Foreign Investors are coerced by the 

relevant tax authorities to pay tax and enforcement agency on 

their obligation to pay tax. 

Nevertheless, since 2014, Nigeria‟s economy (GDP) 

becomes the largest in Africa, worth more than $500 billion in 

terms of purchasing power party (PPP). It overtook South 

Africa to become the world‟s economy since 2015. Nigeria‟s 

oil reserve has played a significant role in its growing political 

and economic influence. The country is considered to be an 

emerging market by the World Bank and has been identified 

as a regional power on the Africa continent 

(www.unjobs.org/vacancies/1435605882585). 

On the whole, oil provides 85% of revenue in Nigeria and 

over 95% of export earnings and is therefore the dominant 

factor in both economics and politics of the country (DFID, 

2009). Thus, DFID describe Nigeria as “a classic example of a 

resource-dependent developing country” (DFID, 2009). This 

http://www.unjobs.org/vacancies/1435605882585
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explains why taxation remains one of the sources of 

government revenue in Nigeria that is required to cover 

expenditure. It is against this background this study seeks to 

identify the challenges and prospects of tax compliance in 

Nigeria. 

II. CONCEPTUAL DISCOURSE  

TAXATION AND TAX COMPLIANCE 

Taxation has been defined by various Scholars and 

Researchers based on their perspective. Anyafor (1996) sees 

taxation as the compulsory payments by individuals and 

organizations to the relevant inland or internal revenue 

authorities at the Federal, State or Local Government levels 

(cited in Onoja, 2002). One important feature of this definition 

of taxation is that taxation is compulsory and not optional and 

secondly is expected to be paid to a governmental institution 

and not individual or group without the legal power to do so.  

Similarly, Likita, (1999) define taxation as a compulsory 

levy on all taxable individuals and corporate institutions 

within the country (cited in Onoja, 2002). By implication not 

all individuals are to be taxed especially children are exempted 

from tax until they have advanced in age. Secondly, children 

do not have a specific source of income except the stipends 

they get from their parents as allowances. However, Likita 

draw our attention to the fact that some companies may be 

exempted from tax on certain ground as incentive to invest in 

a country. 

In his submission, Onoja, (2002) posit that taxation should 

possess the following attributes: a compulsory payment, a 

payment to the government, for common benefit, have a 

known formula and have a distinctive beneficiary. From the 

forgoing identification of the qualities of taxation will enable 

us differentiate a tax from other sources of revenue. However, 

Dalton, (1964) conceive tax as a payment in return for which 

no direct and specific guide pro quo or benefit is rendered to 

the tax payer. 

The problem of tax compliance is as old as taxation itself 

(Andreoni, Erard, and Feinstein, 1998). Tax compliance is the 

degree  to which a taxpayer complies (or fails to comply) with 

the tax rules of his country, for example by declaring income, 

filing a return, and paying the tax due in a timely manner 

(www.moneycontrol.com/glossary/taxes/tax-com).  

Tax compliance according to Murphy, (2010) is different 

from tax avoidance and tax evasion because it is conceive as 

“seeking to pay the right amount of tax (but not more) in the 

right place at the right time where right means that the 

economic substance of the transactions undertaken coincides 

with the place and form in which they are reported taxation 

purposes”. He added that“the significance difference between 

tax avoidance and tax compliance is the intent of the 

taxpayer”. Thus, “a tax avoider seeks to pay less than the tax 

due as required by the spirit of the law”. Therefore, “a tax 

compliant tax payer seeks to pay the tax due (but not more)”. 

From the above assertions the intentions, the exactitude in 

terms of amount and place of tax paid as well as the timeliness 

of tax paid to the government by the citizens are central to tax 

compliance. 

III. THEORETICAL FRAMEWORK  

Scholars have developed various theories to explain how 

anti-corruption and good governance can be used to enhance 

tax compliance in Nigeria such as the institutional approach, 

Socio-Psychology theory, and Marxist theory etc. In this study 

the Economic deterrence models will be used. Firstly, 

Economic deterrence model is one of the dominant theoretical 

approaches to tax compliance that have been segmented into 

two broad spectrum: the „economic deterrence‟ approach, and 

the behavioural approach which consist of both social and 

fiscal psychological approaches. The economic deterrence 

model has been commonly used to examine tax evasion and 

compliance from a theoretical perspective. Thus, in this study 

we shall adopt the economic deterrence model to explain the 

level of tax compliance in Nigeria (Tax Compliance Theory 

and the Literature). 

Moreover, the economic deterrence model was first 

developed in the late 1960s from the work of Becker, who 

analyzed illegal behaviour using an economic framework in 

his investigation of the nature of tax evasion and compliance. 

The theory posits that deterrents such as the probability of 

detection and penalties and sanctions, were within the control 

of government which is the responsibility of the Federal 

Inland Revenue and other Law Enforcement agencies. 

However, one of the limitations of the economic deterrence 

models is that enforcement of tax compliance can became 

uneconomic and resulted in a social loss.So, even at early 

stage of compliance; some researchers have shown that, there 

was recognition that the pure economic deterrence model had 

limitations. 

Nevertheless, the economic theory of compliance focuses 

on deterrence. Deterrence can be achieved according to the 

economic deterrence models through a number of approaches, 

punitive and persuasive. That is, deterrence may take the form 

of increasing the probability of detection, increasing the tax 

rate or by the imposition of tougher penalties. On the other 

hand, it may take on the form of better education, increased 

advertising/publicity and incentives. Lastly, the economic 

deterrence models focus upon the punitive impact of penalties, 

sanctions and other enforcement factors which shape taxpayer 

compliance attitudes and behaviour. 

IV. CHALLENGES OF TAX COMPLIANCE IN NIGERIA  

Tax is like a social contract between the government and 

the citizens and the government (Duru, 2015). On the part of 

the government it is required to provide social services to 

Nigerians while Nigerians on the other hand are expected to 

comply by paying their taxes as at when due to the 

government. Therefore, when Nigerians pay their taxes, the 

government is expected to put the money to good use by way 

of providing social services and to encourage tax compliance 

from Nigerians they must have assurances that the money they 

pay in form of taxes to the government will be put to good 

use. This is what can be term as good governance. Also, 

germane to tax compliance in Nigeria is that the Public 

officials both elected and appointed must be responsive in 

term of tax compliance. 

http://www.moneycontrol.com/glossary/taxes/tax-com
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Corruption occurs in various sector of the Nigeria 

economy. Moreover, the Nigerian tax system is not an 

exception. As tax compliance in Nigeria over the years has 

been relatively low. According to the Heritage Foundation: 

“the ratio of tax revenue to GDP in Nigeria is only 

6.1%. This is within the range of countries with no 

income taxes such as the UAE, Bahrain, Saudi 

Arabia and in fact less than some war-torn 

countries like Afghanistan at 6.4%. At the other end 

of the spectrum are countries such as Denmark 

with 49.0%, France 44.6%, and United States 

26.9%. In Africa some of the leading countries 

include Botswana with 35.2%, South Africa at 

26.9% and Ghana with 20.8%” (cited in Oyedele, 

2014). 

Over the years, tax evasion and tax avoidance are among 

factors responsible for non-compliance to tax payment in 

Nigeria. Madugu and Omoye, (2014) rightly observe that: 

 “Tax evasion is a major problem plaguing many 

emerging economics across the globe and Nigeria 

situation seems peculiar when viewed against the 

scale of corrupt practices prevalent in the country. 

Under the direct personal taxation as practiced in 

Nigeria, the major problem lies in the collection of 

the taxes especially from the self-employed such as 

the businessmen, contractors, professional 

practitioners like lawyers, doctors, accountants, 

architects and traders in shops among others” 

(Madugu & Omoye, (2014:818). 

Besides, available record from the Federal Inland Revenue 

Service (FIRS) shows that there were more than 440,000 

companies in Nigeria but only about 120,000 were paying 

taxes. By implication about 320, 000 companies are yet to be 

paying taxes to the FIRS (Ogunbesan, 2015). By implication 

huge revenue is lost as a result of tax evasion and tax 

avoidance due to the deliberate refusal of 320,000 companies 

to pay tax to the government which constitutes corruption. 

Madugu and Omoye, (2014) assert that Tax evasion  

“is the failure to disclose the correct income that 

should be assessed either by misstatement of facts, 

falsification of figures, filing of incorrect returns or 

by misrepresentation of tax liabilities. Thus, 

through the employment of criminal or fraudulent 

means, the taxpayer pays less tax than he ought to 

pay. Tax evasion is accomplished by deliberate act 

of omission or commission which themselves 

constitutes criminal acts under the tax laws. These 

acts of omission or commission might include 

failure to pay tax; failure to submit return; 

omission or misstatement of items from returns; 

claiming illegal reliefs; understating income; 

documenting fictitious transactions; overstating 

expenses; failure to answer queries and so on. Tax 

evasion involves willful default and is therefore a 

criminal offence” (Madugu& Omoye, (2014:818-

819). 

Tax avoidance on the other hand according to Professor 

Wheat craft observed that: “… tax avoidance is an art of 

winning games without actually cheating; thereby beating the 

internal revenue and the Government to their own game”. 

Aim and Martinez (2001) see tax avoidance “as the legal 

reduction in tax liabilities by practices that take full advantage 

of the tax code, such as income splitting, postponement of 

taxes and tax arbitrage across incomes that face different 

treatments” (cited in Obafemi, 2014). Obafemi, (2014) assert 

that tax avoidance includes not only the use of strategies that 

allow for the legal minimization of taxes, but also for the 

search of strategies to exploit deficiencies or ambiguities in 

the law (known as aggressive tax planning strategies). 

Obafemi, (2014) further observe that: 

“tax evasion and tax avoidance has undoubtedly 

affected adversely the government revenue 

generation capability and the economy as a whole. 

However, despite the government efforts to bridle 

the practices of tax evasion and tax avoidance in 

Nigeria, the problem still persists. There is no 

doubt that the revenue due to the federal 

government of Nigeria will be reduced by the lack 

of good governance and unpatriotic act of tax 

evaders”.  

The implication of tax evasion and tax avoidance is that it 

breeds corruption on the Nigeria tax system has been a major 

concern to the government. The World Bank points to 

systemic and prolong mismanagement of oil revenues, which 

has “fuelled” corruption, undermined trust and ultimately held 

development back. The oil sector provides few jobs for 

Nigerians: it account for around 40% Gross Domestic Product 

(GDP), but employs less than 1% of the Nigeria workforce. 

DFID says that one of the major challenges to Nigeria 

realizing its full potential is weak governance. It added that 

governance structures in Nigeria have been corroded and 

systems for basic service delivery and infrastructure are 

lacking (DFID, 2009). This imply that the Nigerian 

government need more funds to addressing these challenges of 

corruption and weak governance and one of the ways to obtain 

this funds is through taxation. 

Lastly, another, loophole in the Nigeria tax system is the 

inability of the Federal Inland Revenue Service (FIRS) to have 

a detailed numbers of companies that guilty of tax evasion but 

is active. This position was affirm by Ogungbesan, (2015) 

who assert that it “difficult to track the financial activities of 

those who did not pay taxes, most of whom said their firms 

were not active”. He added that the Federal Inland Revenue 

Service (FIRS) seeks collaboration “with the central bank to 

enforce compulsory registration with the tax authority by 

companies and individuals before they can access their bank 

accounts”. 

V. PROSPECTS OF TAX COMPLIANCE IN NIGERIA  

One issue that has generated debate among Scholars and 

Researchers on Nigeria tax law is that certain sections of the 

Nigeria tax law need to be amended as observed by Duru, 

(2015) assert that: 

“There are certain provisions in the Nigerian tax 

laws that may potentially create double taxation 

especially for individual taxpayers. For instance, 
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itinerant workers under the provisions of the 

Personal Income Tax Act (as amended) are 

potentially liable to tax in different states in Nigeria 

where they work. He added that “The state tax 

authorities in Nigeria where these workers perform 

their work can legitimately lay claim to the 

personal income tax due on the respective 

employees’ incomes, given the provisions of the 

Act. This may potentially create juridical double 

taxation”. 

Therefore, tax authorities such as the Federal Inland 

Revenue Service (FIRS), is expected to play leading role in 

influencing tax policies and legislation. This will among other 

things involve issuing regular guidelines on controversial tax 

law provisions to improve certainty, which will in turn 

improve voluntary tax compliance. From the forgoing the 

ability of the Federal Inland Revenue Service (FIRS) to collect 

taxes for social and economic programmes as well as use the 

Nigeria tax system to reduce corruption and promote good 

governance will depend not solely on the making new laws 

but it will heavily depend on the efficiency and integrity of the 

FIRS to enforce Nigeria tax laws.  

As Kaldor, (1963) rightly observe that:  

“In many underdeveloped countries the low 

revenue yield of taxation can only be attracted to 

the fact that the tax provisions are not properly 

enforced, either on account of the inability of the 

administration to cope with them, or on account of 

straight forward corruption. No system of tax laws, 

however, carefully conceived, is proof against 

collusion between the tax administrators and the 

tax payers: an efficient administration consisting of 

persons of high integrity is usually the most 

important requirement for obtaining maximum 

revenue, and exploiting fully the taxation potential 

of a country”. 

However, corruption has resulted in bad governance in 

Nigeria. Therefore, in order to achieve considerable level of 

tax compliance in Nigeria. The government must step up its 

anti-corruption effort especially among Nigeria elites and 

foreign investors who found in the habit of avoiding and 

evading tax. Also, the FIRS should shortlist names of 

companies that are tax compliance annually and encourage 

members of the public to do business them and the companies 

that are not shortlisted should not be allowed to do business 

with them and members of the public should be encouraged to 

do business with them. This will go a long way in ensuring 

that companies that have not been paying tax will comply. 

It is important to note that ones the issue of corruption that 

has led to bad governance is addressed, taxes raised to cover 

the cost of administration which is regarded as payments for 

services provided by the Nigerian state for the entire Nigerians 

will in the words of Oyedele (2014) “no longer be a privilege 

to thank politicians for but a right to demand of government. 

A typical example is Britain where car owners sue their local 

councils for damages to their cars due to potholes”. He added 

that in 2012 Britain more than 22 million pounds (about N6 

billion) was paid in compensation to drivers for pothole 

damages to their vehicles and other related injuries. 

Advocacy have been made to the government on the need 

to review the Nigeria tax laws, because it is not stringent 

enough to deter evaders and that tax evasion can be punished 

with up to five years in prison (Ogungbesan, 2015). This 

position we wholly accept but our position is that even when 

longer jail term are given to tax evaders ones the FIRS and 

other relevant agencies that will enforce the tax laws lack the 

political willing nothing meaningful will be achieve. 

Therefore, the jail term for tax evader should be increased 

from 5 years to 20 years and the FIRS and other tax authorities 

that will enforce the tax laws must be ready and willing to 

enforce the tax laws. Secondly, stiffer penalty or jail term for 

any act of tax evasion or avoidance by tax administrator or any 

individual will discourage corruption in the tax system. 

Besides, several reforms that will enhance tax compliance 

in Nigeria, notably among this  is the Integrated Tax 

Administration System (ITAS) project lunched in 2013 aimed 

at enhancing tax administration and simplifying the tax 

compliance process in Nigeria through the use of technology 

(www.pwcnigeria.typepad.com/tax_matters_nigeria/). 

Although, the level of compliance in implementing ITAS have 

been slow since inception. Therefore, it should be made 

compulsory for anybody to have any dealing with the 

government no matter how small the transaction may be. 

Nevertheless, the electronic nature of the ITAS will among 

other thing help to curb corruption in the Nigeria tax system 

by providing an e-payment platform for taxpayers, provide tax 

clearance certificate without delay, send a reminder messages 

to taxpayers as well as provide forum for interaction between 

FIRS and Nigerians. 

Jega, (2007) assert that good governance provide the 

platform for public official-both elected and appointed to be 

responsible and responsive to the electorate as well as acting 

in accordance with their dictates. He added that all good 

governance entails is transparency and accountability by 

public officers in discharging their duties, responsibilities and 

obligations. Oyedele, (2014) buttressed Jega assertions that 

there is a nexus between tax compliance and good governance 

as citizens who pay taxes tend to ask questions and hold their 

leaders accountable. This is due in large measure to the feeling 

that since they contribute to government funding they have a 

stake in the way they are being governed.  

Also, germane is that Nigerians must learn to hold public 

office holders both elected and appointed accountable if their 

taxes are not properly use. This is because Nigeria leaders 

must be responsive and responsible to the Nigerians. The 

purpose of governance is to empower the citizens to use the 

state to improve their wellbeing. In addition, the leaders must 

be transparent and accountable to the people in discharging 

their duties, responsibilities and obligations.  

Another, critical area that require urgent attention that the 

government should not only review existing incentive regime 

especially pioneer status of straight 5-year period for foreign 

investors to 3 years, after then additional 1 year and a final 1 

year subject to satisfactory performance as recommended by 

the Nigerian Investment Promotion Commission (NIPC) but 

http://www.pwcnigeria.typepad.com/tax_matters_nigeria/
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ensure compliance by all foreign investors with the new target. 

Oyedele, (2014) rightly observe that “taxation affects 

investment decisions but the risk is not whether tax would be 

paid, it is the uncertainty of what, when, how and how much. 

Ironically, what businesses and investors need, as a matter of 

priority, is not tax incentives; it is the removal of tax 

disincentives”. Therefore, effort should be intensified in 

ensuring that tax laws are obeyed by every Nigerian and 

foreign investors. The FIRS should work closely with 

financial institutions and tax authorities as well as law 

enforcement agencies such as the Economic and Financial 

Crime Commission (EFCC), Independent Corrupt Practice and 

other related Offences Commission (ICPC), and Police to 

ensure tax compliance. This is because the FIRS alone cannot 

ensure tax compliance with the assistance of other 

governmental institutions as well as tax administrators. 

Finally, this study identified a number of challenges facing 

the actualization of tax compliance on the part to the inability 

of the Federal Inland Revenue Service (FIRS) to have a 

detailed numbers of companies that not paying tax but is 

active. However, we admitted that reform in the Nigeria tax 

system is rewarding such as the Integrated Tax Administration 

System (ITAS) project lunched in 2013 aimed at enhancing 

tax administration and simplifying the tax compliance process 

in Nigeria through the use of technology though it slow. 

VI. CONCLUSION  

From the forgoing study we realize that tax compliance in 

Nigeria is relatively low when compared to Botswana with 

35.2%, South Africa at 26.9% and Ghana with 20.8% and that 

corruption occurs in Nigerian tax system has resulted to huge 

revenue losses emanating from tax evasion and pioneer status 

granted to foreign investors for the period of five years. Our 

position is that when Nigerians pay their taxes, the 

government is expected to put the money into good use by 

way of providing social services and to encourage tax 

compliance from Nigerians which they must have assurances 

that the money they pay in form of taxes to the government 

will be put to good use. Lastly, combating tax evasion requires 

stiffer legislations and entrenching good governance at all 

levels of governance in Nigeria will service as a desideratum 

in promoting tax compliance in Nigeria.  
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