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ABSTRACT

This study examines the potential impact of proposed changes to Nigeria's Value Added
Tax (VAT) revenue sharing formula on the financial resources available to states and the
Federal Capital Territory (FCT). The research investigates whether the new formula will

Check for
updates

Received 04 November 2024 disproportionately benefit states with high VAT revenue generation and exacerbate fiscal
Accepted 06 December 2024 disparities among states. Using descriptive statistical analysis of secondary data, the
Published 31 January 2025 study finds that the proposed formula will disproportionately favor states with high VAT

. revenue generation, such as Lagos, while states like Imo will experience significant
CorrespondingAuthor

declines in VAT revenue allocation. The study recommends a more equitable VAT sharing
formula, that properly considers the principles of derivation, equity, and population, as
the real factors for addressing fiscal disparities among states, the FCT and their regions,
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1. INTRODUCTION

The Nigerian military government in 1993, enacted the Value Added Tax (VAT)
Decree (now VAT Act) after it abrogated the 1986 Sales Tax Act, for a unified
collection and redistribution of the consumption tax (VAT). In May 2024, stern
controversy over the sharing formula for net VAT revenue available to the three
tiers of government in Nigeria erupted. The three tiers had been operating the
unified system of collecting and redistributing of net VAT revenue among them until
the Presidential Committee on Fiscal Policy and Tax Reforms echoed the need to
increase the VAT rate, as well as change the existing sharing formula Vanguard.
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(2024). VAT, which is being collected at the instance of the Nigeria Customs Service
(NCS) and the Federal Inland Revenue Service (FIRS), is shared to all the tiers of
government by an existing formula which ensures that the federal government, the
36 states and the Federal Capital Territory, as well as all 774 financially autonomous
local government authorities (LGAs) of Nigeria, receive a share from the net VAT
revenue.

This study addresses a critical research question: How will the proposed
changes to the Value Added Tax (VAT) revenue sharing formula affect the financial
resources available to states and the Federal Capital Territory (FCT) in Nigeria?
Alternatively, the study is guided by the null hypotheses that the proposed changes
to the VAT revenue sharing formula will not be disproportionately beneficial to the
states with high VAT revenue generation, nor will the new sharing formula
potentially exacerbate fiscal disparities among states. Investigating the
aforementioned question, the study provides valuable perceptions into the potential
impacts of the proposed VAT revenue sharing formula on state and FCT finances.
Thus, this paper delves into the debate on the current and proposed sharing formula
for the net VAT revenue - as it concerns the middle tier government (the states, FCT
as well as their regions) - with intent to reveal any hidden disadvantages, or undue
advantages therein.

The data sources include official records from the Federal Inland Revenue
Service (FIRS), National Population Commission (NPC), and other relevant statutes,
as well as credible sources. The methodology employed in this study involves a
descriptive statistical analysis of secondary data on VAT revenue generation and
sharing among states and the FCT in Nigeria. Using descriptive statistics such as
percentages, the study analyzes the data to compare the existing and proposed VAT
revenue sharing formulas, providing a comprehensive understanding of the
potential implications of the proposed changes. Consequently, sampling for this
study was purposive, all the states in Nigeria included, because the study analyses
required certain aggregate parameters to be fulfilled in order to make
generalizeable findings. In this regard, and given that there are three factors by
which net VAT revenue due to states and the FCT are shared among them, the first
consideration is that the equity factor is taken as an assuage factor. Thus, it is a
stabilization factor for the net VAT revenue sharing process.

Next, the states with high population are considered as those states which
account for up to, or more than one-thirty-seventh of the population of Nigeria,
while those that do not account for up to one-thirty-seventh of the population of
Nigeria are considered low population states. The latest population estimates for
states in Nigeria sum up to 216,803,930 in total population for the year 2022 NPC.
(2020), with states like Kano, Lagos, and Katsina topping the list at: 15,462,177;
13,491,804; and 10,368,483 people respectively. The lowest populations, however,
emanate from the Federal Capital Territory, Nassarawa state, and Bayelsa state
with: 3,067,457; 2,886,022; and 2,537,375 people respectively. Going by this
projected 2024 national population in Nigeria, the assumption put forth surmises
that any state which accounts for up to 2.7% or more of Nigeria’s total population
has a high population, while states that account for 2.69% or less have a low
population. Thus, a greater percentage would signify a greater population
magnitude and vice-versa - with Kano and Bayelsa having the greatest and least
population magnitudes in terms of their contributions to the national population
figure at 7.13% and 1.17% respectively.
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Finally, and based on the principle of equity and fairness here adopted as an
overlay for ensuring that net VAT revenue sharing is constitutional, any state that is
generating VAT as much as, or more than one-thirty-seventh of the total VAT
revenue of Nigeria (that is, at least 2.7%) in a period (month, year, etc.) is deemed
as generating high VAT, while any state not generating up to one-thirty-seventh of
the total VAT revenue of Nigeria (that is, 2.69% or less) in a period is deemed as
generating low VAT revenue. Nigeria’s gross VAT revenue generated by states in the
month of August 2024 was N444.21bn Oyedokun (2024) and applying the foregoing
assumption for high and low generation means that: any state that has generated up
to or more than N11.99bn in the month of August 2024 has generating high VAT
revenue; while states that generated less than N11.99bn in the month of August
2024 have generated low VAT revenue. Hence, using the August 2024 VAT figures
as a basis presumes that the more a state’s generated VAT revenue surpasses 2.7%
of the total monthly gross VAT revenue generated in Nigeria, the higher the VAT
contribution from that state, and vice versa for any state generating 2.69% or less
of the monthly gross VAT revenue generated in Nigeria.

In connection to the foregoing idea, Lagos, Rivers, Oyo, FCT, and Delta states
generate the highest VAT revenue as: N249.77bn; N70.54bn; N20.11bn; N18.17bn;
and N13.09bn, respectively. Bauchi, Kebbi, Abia, Zamfara, and Imo generate the
lowest VAT revenue as: N691.28m; N665.17m; N663.42m; N432.80m; and
N235.41m, respectively. Accordingly, and out of necessity, data analyses was
conducted for all the states and the FCT to provide a comprehensive interpretation
of the issues at stake. Thus, with basic descriptive statistics used as techniques for
this study’s data analyses, the comparison of the existing net VAT revenue sharing
formula with the proposed net VAT revenue sharing formula has sufficiently and
evocatively deciphered the possibility of making or breaking a state by way of the
proposed net VAT revenue sharing formula between the tiers of government,
particularly among the states and the FCT.

This study contributes significantly to the existing literature on fiscal
federalism and tax policy in Nigeria, providing novel insights into the potential
impacts of changes to the VAT revenue sharing formula on states’ and the FCT’s
finances. The findings of this study have important policy implications for the
Nigerian government, highlighting the need for a more equitable VAT revenue
sharing formula that takes into account the diverse fiscal capacities and needs of
states and the FCT. Ultimately, the study's recommendations can inform policy
decisions aimed at promoting fiscal sustainability, reducing inequality, and
enhancing economic development among states and the FCT in Nigeria.

2. CONCEPTUAL CLARIFICATIONS

Generally, taxes are a vital tool for governments to promote economic fairness
and support national growth. By redistributing income, taxes fund essential public
goods and services like infrastructure, education, and healthcare. Taxes also reduce
income inequality by bridging the wealth gap, providing financial assistance to low-
income individuals, and encouraging economic growth. Ultimately, taxes enable
governments to allocate resources efficiently, promoting sustainable development
and supporting the well-being of citizens equitably. This makes taxes a crucial
component of a country's economic system. Accordingly, VAT, which is a
consumption tax, helps governments to generate revenue, which is then
redistributed to the tiers of government as equitably as possible, and thereby
enabling governments to fund public goods and services, promote economic growth,
and reduce income inequality effectively.
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The three tiers of government in Nigeria are responsible for collecting various
taxes and levies, which are then utilized to fund public services and infrastructure.
While the federal government collects taxes such as companies' income tax, value-
added tax, and petroleum profits tax, the state governments collect personal income
tax, withholding tax, and stamp duties. The local governments, which make up the
lowest tier of government, collect taxes and levies at the grassroots, and such taxes
include: shop and kiosk rates; tenement rates; and market taxes. Nonetheless, when
the federal government collects Value Added Tax (VAT) as prescribed by law, it is
shared among the three tiers of government, and the states’ VAT revenue receipts
ultimately transcend the regions in economic impacts. The states' VAT revenue
receipts can have a significant impact on the economy, not just in their own regions,
but also in other parts of the country. This is because VAT is a consumption tax,
which is levied on the value added to goods and services at each stage of production
and distribution. As a result, the revenue generated from VAT can be substantial,
and its allocation can have a ripple effect on the economy.

Redistributing net VAT revenue in Nigeria is by a series of formula. The primary
concern of this study is with regards to the VAT sharing formula among states and
the FCT, as well as their regions. The VAT sharing formula is based on three key
sharing factors established by the VAT Act (1993) - the principles of: derivation,
equality (equalization), and population. These principles serve as justifications for
the amount of net VAT revenue shared to states based on: the amount of VAT
generated within a state; the amount of VAT earmarked for equalization (sharing
based on equity); and the amount of VAT shared based on population magnitude.
Thus, while derivation is the amount of VAT (or the volume of VAT revenue in naira)
generated within a state, equalization refers to the amount of VAT earmarked for
equitable sharing to support less economically developed states, and population
remains a demographic factor used to determine the amount of VAT shared to states
based on their population magnitude Olofin et al. (2012) Zee (2008).

However, due to the absence of a working definition for the term ‘derivation’ in
the legal documents that presently regulate VAT administration in Nigeria Idris
(2024); Finance Act (2020); & Value Added Tax (Amendment) Act (2007)), the
federal government loosely applies the term in a manner suggesting that VAT as a
consumption tax is generated in the states hosting the headquarters of companies
that on behalf of government, collect and remit VAT to the FIRS. This discretionary
interpretation of ‘derivation’ has allowed for states headquartering the VAT
remitting companies to take the bulk of the net VAT revenue being shared under the
derivation factor. Quite unfortunately, this arbitrary trend has yet again eluded the
federal government as its proposed bills (NTAB, 2024; & NTB, 2024) have not
defined the term ‘derivation’ as well.

3. THEORETICAL REVIEW

The combination of the three principles (derivation, equalization, and
population) by which net VAT revenue is shared among states and the FCT is
expected to: promote economic development, reduce regional fiscal disparities, and
ensure a more equitable distribution of resources among states. The bills being
proposed by the federal government: The Nigeria Tax Bill (2024), The Tax
Administration Bill (2024), The Nigeria Revenue Service (Establishment) Bill
(2024), and The Joint Revenue Board (Establishment) Bill (2024), stirred a great
deal of controversy, particularly regarding the sharing formula for Nigeria’s net VAT
revenue because they seek to negate the equalization principle as preserved by the
VAT Act (1993). The bills propose to change the net VAT revenue sharing formula
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by reducing the federal government’s share from 15% to 10%, as well as change the
sharing formula through the inclusion of a caveat that the allocation among states
will factor in the derivation principle at 60% rather than the traditional 20%.

Clearly, the intention of the federal government is to ensure that every state
receives credit for the economic activities within their jurisdiction by keeping - as
much as possible - the net VAT revenue generated in their domains. This is quite
contrary to what a tax system (including the VAT revenue sharing formula) is
supposed to do, which is to be designed to strike a balance between rewarding states
that generate more VAT revenue (derivation), supporting less economically
developed states (equalization), and recognizing the needs of states with greater
population magnitude Ordu and Omesi (2022). This paper, therefore hinges on the
theory of Fiscal Federalism because it focuses on distribution of power and financial
resources among different tiers of government Hanif et al. (2020), aiming to
promote economic development Mfon et al. (2024); Vasilyeva (2023); & Jin et al.
(2005), reduce regional fiscal disparities while ensuring equitable distribution of
resources such as the VAT revenue Sorens (2012).

While fiscal federalism theory offers several strengths, including promoting
decentralization and economic development, it also has several limitations. One of
the significant challenges is the potential for inequality among states, as some states
may have more resources and revenue-generating capacity than others. In the
Nigerian context, the implementation of fiscal federalism theory is further
complicated by the country's complex ethnic and religious diversity, which can
create tensions and conflicts over resource allocation. Moreover, the key issues of
fiscal federalism in this paper are: the revenue and expenditure decentralization
processes - which both positively impact economic development in Nigeria Nkoro
and Otto (2023); & Ewetan et al. (2020) as well as the ability for fiscal federalism to
boost economic development, while addressing regional fiscal disparities among
states with higher production and revenue generation capacities (such as Lagos,
Rivers, and Oyo) that have achieved better socioeconomic outcomes when
compared with smaller states (such as Abia, Zamfara, and Imo).

Consequently, allocating greater resources to weaker states reduces fiscal
disparities within Nigeria’s middle tier government, impacts public spending
patterns, and promote development Nteegah (2023), there is need for more efficient
allocation of resources and strengthening of state government by addressing
revenue shortages and imbalances in federal government allocations to state
governments Chenge (2024). By applying the fiscal federalism theory, this study
provides a framework for understanding the distribution of VAT revenue among
states and its implications for economic development and regional equality. The
findings of this study will contribute significantly to the understanding of fiscal
federalism theory and its application in the Nigerian context, providing valuable
insights for policymakers and stakeholders.

4. CHALLENGES IN VAT REVENUE SHARING

When reviewing VAT revenue sharing or allocation, several empirical issues
arise due to the complex interplay of economic, social, and political factors. These
issues include challenges related to data quality and availability, as well as
methodological difficulties in analyzing the relationships between VAT revenue and
various economic indicators.

1) Data Quality and Methodological Challenges

In the case of Data Quality and Availability, there is limited access to up-to-date
and reliable data on VAT revenue, economic indicators, and demographic factors are
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often restricted, which can either hinder availability of accurate data or thwart
accurate data analysis. These are particularly evident in developing countries like
Nigeria where data collection systems may not be robust Sackey et al. (2014); &
Unegbu and Irefin (2011)). There is also the issue of inconsistencies in data
collection, due to differences in how VAT data is collected and reported across
regions - thereby leading to inconsistencies, complicating comparative analyses and
policy evaluations Mascagni et al. (2019).

In the case of Methodological Challenges, econometric model selection, for
choosing appropriate econometric models to analyze the relationships between
VAT revenue and economic growth, income inequality, and consumption patterns is
complex. The selection of models must account for regional differences in economic
structures and fiscal capacities (Zhang (2021); & Zee (2008)). Then there is also the
impact of VAT revenue on economic indicators which studies have shown that ‘VAT’
impacts economic and human development significantly, but the effects can vary
widely depending on local governance and economic conditions. This variability
necessitates careful methodological consideration to accurately capture these
effects (Chicu (2022); & Unegbhu and Irefin (2011)). In addition, inter-jurisdictional
sharing, which is the optimal arrangement for sharing VAT revenue between
different levels of government involves complex interactions among population,
income, and local government expenditure. This requires sophisticated modeling to
derive solutions that balance these factors effectively Zee (2008).

Other issues are: endogeneity and reverse causality, because VAT revenue may
be influenced by economic growth, while economic growth may also be influenced
by VAT revenue; heterogeneity across states and regions - because of the
differences in economic structures, industry composition, and demographic
characteristics across states and regions. Also, policy and institutional factors, such
as changes in tax policies, institutional frameworks, and administrative capacities
can influence the effectiveness of VAT revenue sharing or allocation, as well as the
date (time-series and cross-sectional) variations. Thus, analyzing VAT revenue
sharing or allocation requires considering both time-series and cross-sectional
variations, which can be both complex and shady.

2) VAT Revenue Sharing in Nigeria: Challenges and Controversies

Across the governments in Nigeria, VAT collected by Federal Inland revenue
Service (FIRS) is shared using a unique formula that been in place since 1993 (Vat
Act (1993)). Controversies about VAT revenue sharing formula in Nigeria are not
new (Onuigbo and Eme (2015); Sarumi (1982) and in November 2024, the Tinubu-
Administration proposed a new VAT revenue sharing formula which led to more
controversies. Tunji (2024)), seeing the crises that ensued there from, was quick to
espouse the issues leading to the dispute between the Presidential Fiscal Policy and
Tax Reforms Committee (PFPTRC) and the Revenue Mobilization Allocation and
Fiscal Commission (RMAFC) over the administration and allocation of VAT revenues
in Nigeria. The issues bordered on: constitutional interpretation; the VAT sharing
formula; administrative challenges; and way forward.

Regarding the Constitutional Interpretation, RMAFC argued that VAT allocation
should adhere to the principles of fairness and equity outlined in the 1999
Constitution, while the Presidential Committee contended that VAT is a state tax
that predates the 1999 Constitution. On the current sharing formula for VAT
revenue, some states continue their call for a derivation-based model that allocates
revenues based on consumption within their jurisdictions Tunji (2024). In addition,
there are Administrative Challenges, and RMAFC points to administrative
challenges in tracking VAT consumption across states, citing the lack of robust
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digital infrastructure. Despite the Presidential Committee arguing that existing
input-output VAT mechanisms are sufficient. Both parties have proposed that
solutions via constructive dialogue can address the VAT allocation controversy
amicably. For now, the solutions proposed, include developing a VAT formula that
balances derivation, equity, and consumption, engaging stakeholders, amending
VAT laws, and improving digital infrastructure.

3) Research Gap

The empirical issues in VAT revenue sharing are multifaceted, involving
challenges in data quality and methodological approaches. Reliable data collection
and sophisticated econometric modeling are crucial for understanding the impact of
VAT on economic indicators and for designing effective revenue-sharing
mechanisms. In particular, the income redistribution streak that VAT provides in
Nigeria is being challenged by some quarters. In fact, Egboboh (2024) maintains that
the Presidential Committee on Fiscal Policy and Tax Reforms proposed the tax bills
now in contention in an effort to strengthen Nigeria’s tax system and address
abnormalities in the system. Addressing these challenges is essential for optimizing
Nigeria’s VAT systems and ensuring equitable fiscal policies across regions and
states.

Despite the existing literature on VAT revenue sharing, there is a need for more
research on specific contexts in Nigeria, particularly in light of the recent proposals
to reform the VAT sharing formula. The current study aims to fill the research gap
by examining the effects of the proposed VAT sharing formula on the Nigerian
economy. Specifically, this study seeks to analyze the impact of the new VAT sharing
formula on income inequality in Nigeria by using descriptive statistics for the data
analysis. This study aims to provide insights into the potential effects of the
proposed VAT sharing formula on the financial resources of state governments in
Nigeria, and contribute to the ongoing debate on VAT revenue sharing in Nigeria.

5. DATA PRESENTATION AND ANALYSES

This paper makes a fastidiously exclusive use of descriptive statistics to explain
and derive inference there from. The study data presentation (see tables 1 to 8),
provide a clear view of the issues at stake, while the data analyses in tables 9 and 10
use mean, percentages and graphs to outline the possible outcomes in shifting from
the current to the proposed net VAT revenue sharing formula.

Data Presentation

The present net VAT revenue sharing formula between the three tiers of
government in Nigeria is as presented in Table 1 below. State Governments enjoy a
half (50%) of the total net VAT revenue being shared to all three tiers of government
while the federal and local governments receive 15% and 35% respectively. This
formula is outlined in Section 40 of the Value Added Tax Act (VAT) 1993.

Table 1
Table 1 Nigeria’s Current VAT Sharing Formula across the Tiers of Governments

Federal Government 15

Local Governments 35

Source VAT Act, No.102, 1993, s5.40; VAT (Amendment) Act, No.30, 1999, s.11; and VAT
(Amendment) Act, No.53, 2007, s.11.
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Presented in Table 2, is Nigeria's proposed VAT sharing formula as outlined in
Section 77 of the proposed Nigeria Tax Administration Bill (NTAB), 2024. This
proposed formula aims to reduce the federal government's share and allocate more
to state governments, while maintaining the local governments' share. Thus,
proposing a 5% decrease from the current formula with regards to the federal
government’s share, a 5% increase on the current formula with regards to the state
governments’ share, while maintaining zero change in the current formula in the
case of the local governments’ share.

Table 2

Table 2 Nigeria’s Proposed VAT Sharing Formula across the Tiers of Governments

Federal Government 10

Local Governments 35
Source Nigeria Tax Administration Bill (NTAB), No.HB1756, 2024, s.77.

As can be juxtaposed from Table 1 and Table 2 above, to increase the allocation
to state governments and the FCT by 10% (that is, from 50% to 55%), the federal
government opted to forfeit 33% of its share (thus from 15% to 10%). This action
attempted to push more resources towards Lagos state in view of 60% of the VAT
revenue now assigned for sharing based on the derivation principle (see Table 3
below). Lagos state alone accounted for 56.23% of the total national VAT revenue
generated in August 2024 therefore it is not difficult to understand the general
backlash that Lagos state will gulp a great percentage of the amount assigned under
the derivation principle to be shared to state governments and the FCT.

Table 3

Table 3 Nigeria’s proposed net VAT revenue Sharing Formula among State Governments and
the FCT

Derivation 60

Population 20
Source Nigeria Tax Administration Bill (NTAB), No.HB1756, 2024, s.77; Nwokoji (2024)

Table 4 shows that traditionally, the state governments shared 50% of the net
VAT revenue by way of equalization, then 30% by population, and 20% by
derivation but the proposed changes to Nigeria's net VAT revenue sharing formula
among state governments and the FCT can create a major shift in how net VAT
revenue is shared if actualized. Adjusting the ratio between sharing factors (see
Table 4) would place a much greater emphasis on derivation. This means that states
with higher VAT generation would receive a larger share of the net VAT revenue. On
the other hand, the emphasis on equity and population would be reduced,
potentially impacting states with smaller populations or lower VAT generation
capacities.
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Table 4

Table 4 Nigeria’s current net VAT revenue Sharing Formula among State Governments and
the FCT

Derivation 20

Population 30
Source VAT Act, No0.102, 1993, 5.40; Yusuf (2024)

Table 5 provides Nigeria's 2022 population projections by states. The data
shows Kano has the highest population (15,462,177), while Bayelsa has the least
population (2,537,375). The population projections vary significantly across states,
with mean population at 5,859,566 - which is at least 2.70% of Nigeria’s total
national population. The table provides a basis (see magnitude column) for
understanding the population distribution across Nigeria's states for VAT revenue
sharing decisions. Comparing states’ population against the national average
reveals that while Kano exceeds the national population average by at least 164%,
Bayelsa is below the national population average by more than 56%.

Table 5
Table 5 Nigeria’s 2022 States’ Population Projections by Magnitude

Kano State 1,54,62,177 . 96,02,611

Katsina State 1,03,68,483 b 45,08,917

Bauchi State 83,08,783 . 24,49,217

7 Jigawa State 74,99,059 16,39,493

Niger State 67,83,325 . 9,23,759

Ogun State 63,79,532 5,19,966

Borno State 61,11,462 . 2,51,896

Zamfara State 58,33,494 2.69 -26,072

17 Kebbi State 55,63,907 . -2,95,659

19 Ondo State 53,16,603 2.45 -5,42,963

21 Adamawa State 49,02,055 2.26 -9,57,511

23 Plateau State 47,17,305 2.18 -11,42,261

5 Kogi State 44,66,801 2.06 -13,92,765

27 Cross River State 44,06,204 2.03 -14,53,362
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Gombe State 39,60,122 -18,99,444
_

Taraba State 36,09,843 -22,49,723
_

Kwara State 35,51,023 -23,08,543

Fed. Cailtal Terrltori 30,67,457 -27,92,109

Bayelsa State 25,37,375 -33,22,191

Mean Figures 58,59,566

Source Year 2022 Population Estimation by National Populatlon Commission (2020).

Table 6
Table 6 Nigeria’s 2023 Actual VAT Collection (in billions of naira)

Non-Import 822.67 205.67 587.22 654.66 726.66 956.26 2,924.81
Vertical 3,145.93 786.49 709.59 781.35 948.07 1,200.3 3,639.32
Total 0

Source Planning, Research, and Statistics Department, FIRS.

VAT collection by regions for the year 2023, which is the most current and
complete data for a year period presently available in Nigeria, reveals that Non-
Import VAT dominates Nigeria's VAT revenue. Table 6 shows that Non-Import VAT
accounts for 80.37% of VAT collection to the tune of N2.92 trillion, while NCS-
Import VAT collection is significantly lower at about 19.63% 20 (that is, N714.51
billion).
Table 7

Table 7 Nigeria’s 2023 VAT Generated vs. Net VAT Received by Regions (in billions of naira)

South-West EKiti, Lagos, Osun, 2,499.00 685.91
Ondo, Ogun, and Oyo.

3 North-West  Kaduna, Katsina, Kano, 161.75 463.86 287
Kebbi, Sokoto, Jigawa,
and Zamfara.

North- Benue, Kogi, Kwara, 127.4 331.3
Central Nassarawa, Niger, and
Plateau.
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Total 3,908.82 2,544.17
Source Authors Tabulation based on Egboboh (2024), Businessday report.

Table 7 compares VAT revenue generated and net VAT revenue received by
regions. The South-West region generates the most VAT revenue (N2.49 trillion),
but when compared to what it receives, the South-West receives the least
percentage in terms of net VAT revenue (27%). In this regard, the South-East
receives the highest percentage of net VAT revenue (338%) despite generating the
least VAT revenue (N84.94 billion). Indeed there is great regional disparity in
Nigeria’s VAT generation and receipt.

No data on net VAT revenue distribution for the month of August 2024 was
obtained but quite comparable to Table 7 above, is table 8 below, which highlights
the significant variation in VAT revenue generation across states and the FCT in
August 2024. Lagos and Rivers State generated the most VAT revenue (N249.77bn
and N70.54bn, respectively). Several states generated relatively low VAT (e.g,
Zamfara and Imo, which generated N432.8m, and N235.41m, respectively). The
disparity with regards to VAT revenue generation between Nigerian states is so
great that Lagos, Rivers, Oyo, and the FCT jointly accounted for over 80% of the total
national VAT revenue generated, while individually accounting for 56.23%, 15.88%,
4.53%, and 4.09%, in the same order. This suggests a significant imbalance in
economic activity across the country.

Table 8

Table 8 August 2024 VAT Revenue Generated by States/FCT across Nigeria (in millions of
naira)

1 Lagos 2,49,770.00 56.23

3 Oyo 20,110.00 4.53

5 Delta 13,090.00 2.95

7 Kano 4,650.00 1.05

9 Anambra 4,280.00 0.96

11 Ekiti 3,660.00 0.82

13 Kwara 2,890.00 0.65

15 Plateau 2,580.00 0.58

17 Gombe 2,550.00 0.57

19 Kaduna 2,030.00 0.46
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21 Taraba 1,880.00 0.42

23 Osun 1,810.00 0.41

25 Niger 1,730.00 0.39

27 Katsina 1,680.00 0.38

29 Nassarawa 1,470.00 0.33

31 Enugu 1,080.00 0.24

33 Bauchi 691.28 0.16

35 Abia 663.42 0.15

37 Imo 235.41 0.05

Mean 12,005.62 2.7
Figures

Source Author’s Tabulation based on Oyedokun (2024), Businessday report.

6. DATA ANALYSES

The data analyses presented in Table 9 and Table 10 provide a comprehensive
overview of the potential impact of the proposed VAT sharing formula on states’
revenue and regional income redistribution in Nigeria. The proposed formula
increases the VAT revenue percentage shared based on derivation by 200%, while
reducing the percentage shared based on equality and population by 60% and 33%,
respectively. This change is expected to have a significant impact on the revenue of
various states, with some states experiencing substantial gains and others facing
significant losses.

Table 9

Table 9 Exploratory Redistribution of N1m to States and the FCT using the Current vs. the Proposed Sharing Formula

S/N States Derivati Equali Population Total Derivation Equality  Population  Total ® (%)
on ty (30%) (100%) (60%) (20%) (20%) (100

20% 50% %
2 Rivers 31,760 13,514 10,346 55,619 95,280 5,405 6,897 1,07,5 51,9 934
82 63 3

4 FCT 8,181 13,514 4,245 25,939 24,543 5,405 2,830 32,77 6,83 26.3
8 9 6
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6 Bayelsa 3,206 13,514 3,511 20,230 9,617 5,405 2,341 17,36 -

3 2,86 14.1
7

-\]

8 Akwa- 2,022 13,514 6,890 22,425 6,065 5,405 4,593 16,06 - -
Ibom 4 6,36 283

|
-\]

[EnN
(==}

Edo 1,823 13,514 6,610 21,947 5,470 5,405 4,407 15,28 - -
3 6,66 30.3

|
-\]

[EnN
[\S}

Borno 1,351 13,514 8,457 23,321 4,052 5,405 5,638 15,09 - -
5 822 352

|
' -\]

[E=N
S

Adama 1,166 13,514 6,783 21,463 3,498 5,405 4,522 13,42 -
wa 6 8,03 374

|
-(-J-l

[N
(o)}

Benue 1,153 13,514 8,498 23,164 3,458 5,405 5,665 14,52 - -
9 8,63 37.2

|
' -m

[uny
[ee]
=
o

a9

1,094 13,514 6,181 20,788 3,282 5,405 4,121 12,80 -
8 7,98 383

|
! -\o

N
o

Ebonyi 855 13,514 4,487 18,856 2,566 5,405 2,991 10,96 -

w
5
[ee]
O
N
[N
[ee]

N
[\S]

|
' -c\ -

Sokoto 828 13,514 8,844 23,185 2,485 5,405 5,896 13,78 -
6 9,39 405

|
--P

24 Ogun 783 13,514 8,828 23,125 2,350 5,405 5,885 13,64 - -
1 9,48 41.0
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26 Yobe 770 13,514 5,050 19,334 2,310 5,405 3,367 11,08 - -
2 825 426

.8

28 Jigawa 716 13,514 10,377 24,606 2,148 5,405 6,918 14,47 - -
1 10,1 411

w O

30 Ondo 653 13,514 7,357 21,523 1,959 5,405 4,905 12,26 -
8 9,25

32 Enugu 486 13,514 6,490 20,490 1,459 5,405 4,327 11,19 - -
1 9,29 453

! -m

34 Kebbi 299 13,514 7,699 21,512 898 5,405 5,133 11,43 -
7 10,0 46.8

' - .P

36 Zamfar 195 13,514 8,072 21,780 585 5,405 5,381 11,37 -
a 1 10,4
09

S
~N
BN

-c.

2,00,000 5,00,0 3,00,000 10,00,0 6,00,000 2,00,000 2,00,000 10,00, =
00 00 000

Source Authors Computation based on tables 1, 2, 5, and 6.

Table 9 above, demonstrates the potential impact of the proposed VAT sharing
formula on states' revenue by comparing the current and proposed VAT sharing
formulas. The proposed formula increases VAT revenue percentage to be shared
based on derivation by 200%, but reduces VAT revenue percentage to be shared
based on equality and population by 60% and 33%, respectively. Consequently,
Lagos State stands the greatest advantage from the proposed sharing formula - to
rake in an additional 145.59% of what it would have received based on the current
sharing formula. Thus, in every 1 million shared as VAT revenue to states and the
FCT in Nigeria using the proposed sharing formula, Lagos state will receive a rise of
N210,581 in addition to what it was originally due to receive (N144,639) - bringing
Lagos state’s net VAT revenue up to 35.52% of the total amount shared among states
and the FCT, instead of the traditional 14.46% that is due to the state based on the
current sharing formula.
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Contrasting drastically with this outcome, is the case of Imo state which shall
suffer a fall of 49.18% of what it would have received based on the current sharing
formula. Thus, in every N1m shared as VAT revenue to states and the FCT using the
proposed sharing formula, Imo state will suffer a fall of N10,414 out of what it was
originally due to receive (N21,172) - bringing Imo state’s net VAT revenue down to
1.08% of the total amount shared among states and the FCT, instead of the
traditional 1.35% it receives based on the current sharing formula. In like manner,
Table 10, hereunder, elaborates a worsened income redistribution disparity at the
regional level.

Table 10

Table 10 Exploratory Redistribution of N1m to Nigeria’s Regions using the Current vs. the
Proposed Sharing Formula

Current (N) Proposed (¥) )

2 NE 128,935.60 77,384.73 2

4 SE 103,749.89 59,719.90 4 SE

6 SW 263,489.72 446,660.82 6 SW

Total 1,000,000.00 1,000,000.00 Total

Source Author’s Computation based on table 9.

In Table 10, regional shifts in the distribution of income are observed. While the
North-Central (NC), North-East (NE), North-West (NW), and South-East (SE)
regions experience significant reductions in net VAT revenue allocations under the
proposed formula, ranging from 39.07% to 42.44%, the South-South (SS) region
benefits from the proposed formula, with a likely increase of 16.70% in net VAT
revenue allocation. The South-West (SW) region, however, experiences the largest
increase in net VAT revenue allocation under the proposed formula, with a 69.52%
rise. Worthy of note, the Federal Capital Territory (FCT) sees a moderate increase
of 26.36% in net VAT revenue allocation under the proposed formula. Overall, the
proposed VAT sharing formula appears to favor the South-South and South-West
regions, while reducing allocations to the North-Central, North-East, North-West,
and South-East regions. Clearly, this presents a geographically biased redistribution.
The proposed VAT sharing formula seems to favor the South-West, the South-South
regions, while significantly reducing allocations to the South-East and all of the
northern regions. This redistribution may exacerbate already existing fiscal
disparities, potentially worsening Nigeria’s imbalanced economic growth.

7. TEST OF HYPOTHESIS

The study's findings provide evidence to reject the null hypotheses that the
proposed changes to the VAT revenue sharing formula will not be
disproportionately beneficial to the states with high VAT revenue generation, nor
will the new sharing formula potentially exacerbate fiscal disparities among states.
The descriptive statistics analyses reveal that the proposed VAT sharing formula,
which increases VAT revenue percentage to be shared based on derivation by 200%,

ShodhPrabandhan: Journal of Management Studies 60



Vat Sharing Formula: A Technique That Can Upset Nigeria’s Middle Tier Government Finances

will indeed favor states with high VAT revenue generation, such as Lagos State,
which is expected to receive a 145.59% increase in VAT revenue allocation. In
contrast, states with lower VAT revenue generation, such as Imo State, will
experience a significant decline of 49.18% in VAT revenue allocation.

Furthermore, the study's findings indicate that the proposed formula will
exacerbate fiscal disparities among states, with some regions (South-South and
South-West) benefiting from the new formula, while the others (North-Central,
North-East, North-West, and South-East) experiencing significant reductions in VAT
revenue allocations. The rejection of the null hypotheses suggests that the proposed
changes to the VAT revenue sharing formula will have a disproportionate impact on
states and regions, potentially widening the fiscal gap between them.

Therefore, it is safe to conclude that the proposed VAT sharing formula requires
areview to ensure a more equitable distribution of VAT revenue among states and
regions, and to mitigate the potential exacerbation of fiscal disparities among them.
Below are Graph 1, Graph 2, Graph 3 which illustrate the three main points raised in
the test of hypotheses and provide a clear visual representation of the data to
support the three findings resulting from the test of hypothesis.

Graph 1
Nigerian States and the FCT in Alphabetical Order
200,00
150,00
100,00 = Percentage
changein
50,00 VAT
revenue
I I I I I allocation
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Graph 1 Disproportionate Benefit to States with high VAT Revenue Generation
Source Authors Data Analysis based on table 9.

The bar chart presented in Graph 1 above provides visual appreciation of the
disproportionate benefit of the proposed VAT sharing formula to states with high
VAT revenue generation. Only 5 states — Delta, FCT, Oyo, Rivers and Lagos, in this
order - enjoy an increase in their VAT revenue allocation, from a mild 3.97% (for
Delta State) to as much as 145.59% (for Lagos State). All other states, however,
encounter significant losses between 14.17-49.18%.
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Graph 2
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Graph 2 Exacerbation of Fiscal Disparities among States
Source Author’s Data Analysis based on table 10.

The bar chart in Graph 2 above visualizes the consequential effects that will
occur should the exacerbation of fiscal disparities among states (and regions) under
the proposed VAT sharing formula were to be allowed. The line chart in Graph 3,
buttresses this point further, and provides visual difference in the VAT revenue
allocation under the current and proposed formulas thereby highlighting the
potential impact of the proposed formula on states.

Graph 3
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Graph 3 Comparison of VAT Revenue Allocation under Current and Proposed VAT Formulas
Source Authors Data Analysis based on table 9.

8. FINDINGS

Bringing together two or more tables provides a more comprehensive
understanding of the data, allowing for a clearer interpretation of the findings. The
combination of tables reveals some interesting insights, such as the lack of direct
correlation between population magnitude and VAT revenue generation (see tables
5 and 8) as seen in the case of Bauchi State, which has a large population above the
average national population but generates relatively low VAT revenue below the
average national VAT revenue when compared to Lagos State. Also, Abia and
Bayelsa states, which both have populations below the average national population,
but while Bayelsa generates high VAT revenue above the average national VAT
revenue, Abia generates a very low amount of VAT revenue when compared to the
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average national VAT revenue. Notwithstanding, the dominance of Non-Import VAT
in Nigeria's VAT revenue is another key finding, as indicated by table 6.

In addition, tables 3, 4, 7, 8, and 10 highlight the significant disparities in VAT
revenue generation and receipt at the state level, which in turn contributes to
income imbalance at the regional level. Furthermore, tables 1, 2 and 9 shows that
Lagos State is poised to gain a substantial 35.52% of any increase in the share
allocated for redistribution amongst states and the FCT. However, tables 7 and 9
also suggest that the proposed VAT sharing formula may worsen regional fiscal
disparities, with some states like Lagos benefiting significantly while others, such as
Imo, lose revenue. This underscores the complexities of VAT revenue sharing in
Nigeria and the need for a more equitable formula. Hence, in the context of fiscal
federalism theory, these findings have significant implications, and are supported
by the study descriptive statistics analyses which offer profound explanation of the
issues at stake.

9. CONCLUSION, RECOMMENDATIONS AND POLICY
IMPLICATIONS

The proposed VAT sharing formula in Nigeria has significant implications for
the country's economic growth and development. The formula which increases the
VAT revenue percentage to be shared based on derivation by 200% but reduces VAT
revenue percentage to be shared on equality and population by 60% and 33%,
respectively, is likely to exacerbate regional fiscal disparities. Lagos State is poised
to gain substantially from the proposed formula, while states like Imo will suffer
significant losses. The regional shifts in income distribution also favor the South-
South and South-West regions, while reducing allocations to the North-Central,
North-East, North-West, and South-East regions.

It is hereby recommended that there should be:

1) The federal government should ensure the VAT sharing formula amongst
states and the FCT is supremely equitable. This can be achieved by
considering a more balanced approach that takes into account the true
essence of taxation as an income redistribution mechanism to address fiscal
disparities within the Nigeria.

2) The federal government should implement a more equitable redistribution
mechanism between the three tiers of government to address the regional
fiscal disparities that already exists. This can include measures such as
targeted investments in disadvantaged regions and the establishment of a
special fund to support economic development in such areas.

3) Enactstatute to assign the use of net VAT revenue by all tiers of government
to economic development projects, in a manner that attracts more
industrial capital to the already disadvantaged states.

4) Institute regular monitoring and evaluation of the net VAT sharing formula
and the intended VAT revenue objectives. Monitoring and evaluation
frameworks can track key indicators such as VAT revenue generation,
distribution, and impact on regional economic development.

Following the recommendations made above, the respective policy
implications are that:

1) The federal government of Nigeria must focus on the redistribution of
wealth, and implement a more equitable VAT sharing formula to offer states
a significant boost for economic boom, rather than seek to favor a few states
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at the detriment of other states. In fact, since the various states in Nigeria
already have peculiar taxes that they collect directly, then it is expected that
VAT which is being administered centrally, should seek to blend the
principles of derivation, equity, and population to address fiscal disparities.

2) The federal government needs to encourage state governments to prioritize
economic development by investing in infrastructure, education, and
healthcare within the disadvantaged regions in order to stimulate economic
growth and development.

3) The federal government needs to ensure fiscal federalism is at play so that
VAT revenue is allocated in a manner that supports the economic
development of all states and regions, rather than just a few.

4) Transparency and accountability should be a continuous process for all
tiers of government via regular monitoring and evaluation of the net VAT
sharing formula and the intended VAT revenue objectives.
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