“REBUILDING TAX PAYERS’ CONFIDENCE:  THE CONFLUENCE BETWEEN GOOD LEADERSHIP AND INTERNALLY GENERATED REVENUE”

A KEYNOTE ADDRESS BY COMRADE ADAMS ALIYU OSHIOMHOLE, mni, GOVERNOR OF EDO STATE, AT THE 1ST NATIONAL ROUND-TABLE STRATEGY SESSION ON INTERNALLY GENERATED REVENUE ON THE 16TH OF NOVEMBER, 2009

Your Excellencies, 
Distinguished Ladies and Gentleman, 
· It gives me great pleasure to be invited to give the keynote address at this distinguished gathering which focuses on the issues of internally generated revenue.

· The issue of adequate revenue is essential for the sustainability of States especially in the face of the recent global economic meltdown. 
· This roundtable, being the first in its series and coming on the heels of the recent global economic recession, means that governments at all levels must adopt effective initiatives for combating the effects of the recession.  
· Distinguished Ladies and Gentlemen, please join me to appreciate the organizers of this round-table for their insight in kick-starting these series of round-tables which will go a long way in encouraging impact-based governance in our States. 

Why is this topic important?
· Governments all over the world rely on contributions of citizens in the form of levies and taxes to administer and run the state or sovereign.

· In traditional Africa, even in my village taxation was imposed not only in monetary terms but in form of service such as in constructing roads and other community projects.

·  Payment of taxation even in post colonial Nigeria was regarded as something noble; that payment of taxation was a sign of good citizenship; a person who has not paid his tax may not be allowed in certain associations or meetings in the community.
· Even in politics opposition candidates were sometimes penalized by being made to pay higher taxes by assigning them to schedule 2 which was a higher tax regime.
· The increasing cost of running government coupled with dwindling revenue has left various state governments in Nigeria with no option but to formulate strategies to improve the revenue base.

·  The near collapse of the National Economy has created serious financial stress for all tiers of government.  Hardest hit are the state governments which have experienced unusual reduction in their share of the National Revenue from the Federation Account.

·  The serious decline in the price of oil in recent years has led to a decrease in the funds available for distribution to the states. The need for state and local governments to generate adequate revenue from internal sources has therefore become a matter of extreme urgency and importance. 

· It is estimated that IGR as a percentage of total revenues is less that 15% for most states in Nigeria with the exception of Lagos State.

· This need underscores the eagerness on the part of state and local governments and even the federal government to look for new sources of revenue or to become aggressive and innovative in the mode of collecting revenue from existing sources.

· For many states the sources of IGR includes Personal taxes (PAYE), taxes on services provided by state agencies, Licenses (motor vehicle, etc,) fines & fees.

· According to Ropo Sekoni in The Nation of 16th Nov. 2009, “Asking people and businesses to pay taxes is recognizing their centrality to governance. It is the people that respond to IGR drives by governments across the country that must imbibe the values that accompany taxation of human activities. The mantra that fueled the American revolutionary war: "No taxation without representation" summarizes the role of the tax-paying citizen in democratic governance”.
What is Good Governance?
· At another level we should duel on the concept of Good Governance. How do we measure it? Is it relative and subjective? What are the key elements of Good governance?
· However we define Governance as the process of decision making and the process by which decisions are implemented (or not implemented). 

· Good governance has 8 major characteristics; it is participatory, consensus oriented, accountable, transparent, responsive, effective and efficient, equitable and inclusive and follows the rule of law. It assures that corruption is minimized, the views of minorities are taken into account and that the voices of the most vulnerable in society are heard in decision-making. It is also responsive to the present and future needs of society.

· In Nigeria, the foundation for good governance is embedded in the entire process by which people come into power. The military ethos emphasized might- power of the state – invoked fear in citizens and compelled them on how to act. In almost three decades this logic of fear was used to compel Nigerians.
· Whereas in a democracy people have rights and privileges. The major tool that is available in a democracy is that of persuasion and government that commands the TRUST and RESPECT of the people. The people must always be aware that they put the government in power and they can always remove them.

· Thus democracy must always be a Government of the people BY the people FOR the people. The process BY which a government comes into being is through elections. If a government is not properly elected it is seen as a usurper.

· The process of proper elections gives a government legitimacy and the mandate to govern and act on their behalf.

· If a government is not legitimate, it may not have the courage to go to the people and demand taxes. Having collected taxes, what the state does with it derives from the mandate which the people gave in the first instance. This is why in advanced democracies, tax policy is a key issue in political contestation.
· The enforcement of tax compliance on the citizenry is often times politically unpopular, and so it is therefore understandable that a government that was not popularly elected will not have the political will to enforce tax compliance on its citizenry, as it does not enjoy the popular support and trust of the people. Such governments will not have the moral authority to enforce such compliance from its populace to continuously sustain such tax drives, in the face of the initial opposition that will naturally obtain.   

· As Mr. Sekoni succinctly puts it “Nigerian citizens have not enjoyed a citizens’ democracy or a democracy in which the voice of the citizenry matters in electoral terms and in the determination of public policies and implementation of such policies. In response to recent weakening of an economy based on manna from petroleum, some forward-looking states have been very aggressive in persuading their citizens and their businesses to pay taxes to the governments’ coffers”.
· I emphasis again that the payment of taxes is a civic responsibility, it is also imperative that governments must judiciously utilize revenues accruing from taxation, in order to gain the confidence and trust of the tax-payers and thereby ensure greater voluntary compliance.  Indeed, many tax payers cannot see what their taxes are being used for.  In some cases, this is because what the government considers as priorities for the utilization of the tax proceeds is not in consonance with what the people consider as priorities. This naturally affects the confidence level of tax payers as they cannot see themselves as partners in funding the development of the society.  We therefore must ensure participatory, people-initiated, people-oriented & all-inclusive governance, while also committing ourselves to the highest possible ethical standards in public expenditure.

· Fortunately Edo state is proud to say it that it belongs to this club of states and continues to strive to rebuild the confidence of tax payers in the State.

· Distinguished Ladies and Gentlemen, in less than one year or in just nine months to be exact, we have recorded over 250% increase in our internally generated revenue, increasing our revenue from a monthly average of about N300 to N350 Million (in January of this year), to just over N900 Million monthly as at October. Our aim is to further improve on this and surpass the N1.2 billion monthly targets in the 2010 fiscal year. 

· Our goal is to remain innovative, creative and sensitive to the feelings of our people.  We intend to widen the tax net through an aggressive inclusive process whilst also making the tax system more efficient, with reduced leakages.

· We have succeeded in reforming our taxation and revenue generation processes. The Board of Internal Revenue has been restructured in line with our administration’s strategic vision of among other things, professionalizing the operations of the Board, institutionalizing transparency, eradication of leakages and the optimization of revenue. We have pioneered tax assessment and collection processes. Our achievements in this regard include the computerization of tax administration – from records and assessment to collection and banking. 

· We are in the process of introducing a new e-payment solution that enables taxpayers to pay their taxes with Visa Credit or Debit cards so as to ensure a more efficient, fraud-free and an extremely convenient means of tax payment.

·  I dare say that we were able to take these initiatives because we took our own destiny in our hands, provided honest & open leadership, thereby earning taxpayers’ confidence. 

· Had we not enjoyed popularly elected leadership, we would have lacked the political will needed for the ongoing reforms. We would have then been enslaved by a corrupt system that would have tied our hands, confined our creativity and suppressed our ability to respond to the rising tempo of socio economic development in our State. 

· To the extent that we have liberated ourselves from this confinement, we have succeeded in putting in place a lasting legacy in the history of tax administration in Edo State.
· Despite our modest success in improving IGR, we were met with serious challenges and some of them remain today.

· For instance it was suggested that we should commence public works first as justification for pursing increased IGR. We thus faced the classic Egg-Omelette analogy.

· There is also the issue of who is taxable. There is inadequate data on the tax population. Do you tax unemployed and/or underemployed people? How do you tax the very large population of peasant farmers?
· We had situations where organizations and institutions refused to pay full PAYEE because they had negotiated with past administrations to pay less than the law stipulated.

· Whereas informal sector is larger than the formal sector, there in very little data on the informal sector. The informal sector is not synonymous with small businesses. There are large players in the informal sector who don’t keep proper books. This group presents a huge problem of assessment. 

· One key issue is that tax policy in Nigeria is not progressive. 
· Capturing the Self Employed within the Tax Net has also been a challenge: In spite of the fact that the self-employed outnumber paid workers and that they earn as much as four times than formal sector employees, the bulk of Personal Income Tax (PIT) today is paid by employees whose salaries are deducted at source. If we must grow and diversify our internal revenue base as States, we must creatively and innovatively explore this source of tax in a fair and equitable manner.

· Taxes like VAT and drivers licences are centrally collected.  political economy of revenue allocation in Nigeria does not prioritize tax efforts. It is, instead, anchored on such factors as equality of states (40 per cent), population (30 per cent), landmass and terrain (10 per cent), social development needs (10 per cent), and internal revenue efforts (10 per cent). This approach, does not encourage a proactive revenue drive, particularly for internally generated revenue, as it causes all government tiers to be heavily reliant on unstable oil revenues which are affected by the volatility of the international oil markets. The instability and volatility of oil revenues is a major factor for creating an opportunity for improved tax efforts within the provisions on taxation as ratified in the 1999 Constitution.  

· Administrative Challenges: Many practitioners believe that the institutional capacity required to effectively administer taxes in many states is lacking in the country. Procedures, reinforced by third party audits, appear to ensure that taxes are paid and received albeit with potentially serious and costly internal lags. There are capacity issues with accessing the returns submitted by taxpayers, including costs and staffing, skills, pay scales, and other funding, and computer and Information Technology (IT) infrastructure.   

· Compliance Challenges: A recurring problem is the non-compliance of employers to register all their employees and to remit such taxes to relevant authorities. To address this, in 2002 the government amended the 1993 PIT Act to make non-compliant employers liable to penalties up to N 25,000, as well as liable for the payment of all tax arrears. Employers failing to keep proper records would also face a penalty of N 5,000. A fine this small tends to encourage tax evasion since the penalty for being caught is lower than the cost for non-compliance. The issues of unremitted funds from the PAYE system and withholding taxes particularly among government ministries and agencies as well as tax adherence by all three levels of government to the approved list for (tax) collection, as stipulated by the 1998 Taxes and Levies Act 21, have over the past five years attracted the attention of Joint Tax Board (JTB). The issue of compliance can only be ameliorated if the tax administrators in our various States rise up to their duties.

· Challenge of Multiplicity of Taxes: The issue of multiplicity of taxes also negatively affects the willingness and confidence of tax payers in complying.

Your Excellencies, distinguished Ladies and Gentlemen, the internally generated revenue efforts in our various States’ have been affected by some or all of the above hence, the erosion of tax payers’ confidence & difficulties encountered in diversifying our internal revenue base. In response, we must remind ourselves that confidence is about TRUST.  Therefore, rebuilding the confidence of tax payers is about rebuilding the trust of tax payers with the promise that taxes shall be judiciously utilized in the interest of the State, followed immediately by visible actions that back up this promises.

In this regard, only transparent and visionary leadership can earn and or rebuild taxpayers’ confidence. Transparent and visionary leadership are the two necessary sides of the coin for earning the trust and commitment of tax payers towards voluntary compliance. This remains the cardinal prerequisite for good governance.  Equally, support for credible democracy, in which the government is a product of the popular choice of the people, commits the people to the success of the government, On which our system of accountability is then built.

What lessons can we draw from the Edo experience? In my opinion, the successes recorded so far in Edo State are as result of honest, open & all inclusive leadership. It is not surprising therefore that our slogan is ‘let the people lead’. This policy of putting the people first has led us to continuously promote the interest of the larger society as opposed to a self-serving political agenda. It is interesting to note that for the first time in about a decade our administration has been able to save over N13 Billion Naira that we intend to use solely for developmental projects.  A good part of this savings, that is about 40%, is from taxpayers’ money (internally generated revenue). It is thus obvious that citizens are willing to pay taxes when there is transparent and accountable leadership and therein lies the confluence between good leadership and internally generated revenue. 

In summary, for us as Governors, we must sign an accord that can help us restore the confidence of tax payers which will help in our quest for development.  The component of this accord should include amongst other things:

· Transparency

· Accountability

· Credible democratic ethos

· Capacity building for our tax administrators

· Political will 

· Fairness and equitability

· Innovativeness

I am convinced that we have enough intellectual and professional competencies at this roundtable to proffer & evolve sustainable solutions to the problem of eroded tax payers’ confidence and thereby launch our great country unto the path of economic development.

Before concluding, may I use this forum to invite His Excellency, President Umaru Musa Yar’Adua to support the Governors Forum in our quest of reforming the nation’s system of tax administration. In my view, the achievement of that goal will be a truly remarkable and enduring legacy to bequeath to our great country.  

Once again, I thank the organizers for inviting me to share my thoughts on this all important issue with the leaders of our country.  I also thank you for listening. I must emphasize that we have something in common - Our interminable love for Nigeria in spite of political differences, remains unshakeable.

Thank you all and God bless. 

Adams Aliyu Oshiomhole, mni, 

Executive Governor,
Edo State
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