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Abstract  

The need has become imperative to investigate the impact of education tax revenue on the development of 

education in Nigeria, using secondary time series data spanning from 2008 to 2017. The study employs 

Ordinary Least Square (OLS) technique of simple regression to analyze the impact which education tax has 

on the development of education using government expenditures on the sector as proxy for the development. 

The results indicate that education tax revenue has a positive but insignificant impact on the development 

of education in Nigeria. The paper therefore recommends that efforts should be made to improve on tax 

revenue generation to help the nation achieve the desired level of development in the education sector. Also, 

education tax revenue should be channeled into funding educational facilities and infrastructures to ensure 

rapid development of the sector. 
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1.0 Introduction  

The importance of sufficient financing of education cannot be over-emphasized. Ozigi (1977) argued that 

no organization could carry out its functions effectively without adequate financial resources at its disposal. 

Money is needed to pay staff, maintain the plant and keep the services going. This argument supports earlier 

findings that finance is of vital importance to education and economic growth (Sheehan, 1973; Eaton, and 

Nofsinger, 2000; Taggert, 2003).  

 

Education tax is one of the ways government realize fund to develop education in Nigeria. The Fund was 

established by decree No 7 of 1993 and amended by education tax (Amendment) Decree No 40 of 1998. 

The Education tax in accordance with the decree shall be at the rate of 2 per cent charged on the assessable 

profits of all companies registered in Nigeria. The Federal Board of Inland Revenue is responsible for the 

collection. The decree thereby established a fund known as the Education Fund to be managed by the Board. 

The amount collected from this tax shall be for the rehabilitation, of restoration and consolidation of 

Education in Nigeria. This purpose therefore is in line with the major objective of any government imposing 

tax on its citizens which is the provision of stable resources for government so as to provide for the welfare 

of its citizens in return such as infrastructural development, social development (Education) etc. The 

Education Tax Act was repealed and replaced by the Tertiary Education Trust Fund Act in May 2011, due 

to lapses and challenges in operating the Education Trust Fund. Based on available literature, not many 

works have been done assessing the impact of education tax on the development of education in Nigeria 

despite the increase and substantial funds made available through education tax, the sector is still begging 

for serious attention. This makes it imperative for the study to be conducted. 
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1.2 Statement of Problem 

The cardinal objective of any tax system is the provision of stable resources for the provision of public 

goods and services, facilitates economic growth and development; stabilizes the economy etc. The revenue 

generated from education tax is expected to assist the government in the development of the education 

sector. The extent to which this has been achieved remains a subject of debate, as majority claim they are 

yet to recognize the impact of such tax imposed on companies. There is decay, rot and dilapidation of 

facilities in our tertiary institutions, education is still out of reach to numerous ordinary citizens. The general 

disgust is that, not much has been achieved by the fund. This increasing concern about the failure of the 

fund has frustrated the citizens/ companies leading them to engage in tax evasion and tax avoidance. On 

this premise, the researcher intends to find out the impact of education revenue on the expenditure of 

government on education and also to know the trend of the fund as far as data is available. 

 

1.3 Objectives of the Study  

This work is guided by the following objectives: 

To determine the impact education tax revenue has on the development of education in Nigeria. 

To ascertain the structure and trend of education tax in Nigeria. 

 

1.4 Research Hypothesis   

HO: Education tax revenue has no significant effect on the development of Education in Nigeria. 

 

2.0 Literature Review 

2.1 An Overview of the Nigerian Taxes:  

We shall consider concisely the major components of the Nigerian tax system. The Nigerian Tax system 

has undergone significant changes in recent times. The tax laws are being reviewed with the aim of repelling 

obsolete provisions and simplifying the main ones. For detailed analysis of Nigerian taxes, see Odusola, 

(2006), and the Federal Inland Revenue Service (FIRS) website: http://www.firs.gov.ng. 

2.2 Education Tax (ET) 

The Education Tax Act, Cap E4, LFN 2004 initially was introduced in 1993 (Education Tax Act No.7), to 

prevent the education system from total collapse due to financial crisis that had rocked the sector for years. 

It is therefore viewed as a social obligation placed on all companies in ensuring that they contribute their 

own quota in developing educational facilities in the country. An education tax of 2 percent is imposed on 

assessable profits of all companies incorporated in Nigeria. 

 

2.3 Personal Income Tax (PIT) 

This is a tax that is imposed on individuals who are either in employment or running their own small 

businesses under a business name or partnership. The law guiding the taxation of personal incomes is the 

personal Income Tax Act (Cap P8 LFN 2004). Under the law, Federal and State ‘tax boards are empowered 
to identify persons living in or earning income from Nigeria who are required to pay tax, and assess incomes 

and tax their incomes using specified guideline and rules. The law also guides the tax official in identifying 

the residence of potential tax payers, as well as the sources and origins of their incomes for the purpose of 

taxing the income. The forms of tax that are administered under the Act are: pay-as-you-earn (PAYE) being 
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taxes from employment and second taxes from self-employed person. Until date, several amendments have 

been made with the current being a tax rate reduction from 25% to 17.5% of top rate. 

 

2.4 Companies Income Tax (CIT) 

Companies’ income tax was introduced in 1961. The original law that created it has been amended many 

times and is currently codified as the Companies Income Tax Act of2004 (CITA CAP C21 2004 LFN) 

amended in 2007. The profit or gain of any company accruing in, derived from, brought into, earned in or 

received in Nigeria are assessable to tax under Companies’ Income Tax Act CAP C21 2004 LFN amended 
in 2007. The tax rate has been 30% and it is applied on the total profit or chargeable profit of the company 

but for the new tax policy that brought it down from 30% to 20%. It should be noted that Oil Marketing 

Companies, Oil Services Companies are liable to tax under CITA at the rate 20% and Education Tax at the 

rate of 2% on the assessable profit. Education tax is treated as allowable expense. 

 

2.5 Petroleum Profit Tax (PPT) 

The Petroleum Profits Tax Act requires all companies engaged in the extraction and transportation of 

petroleum products to pay tax. It is particularly related to rents, royalties, margins and profit-sharing 

elements associated with oil mining, prospecting and exploration leases. Oil producing Companies are liable 

to tax under the Petroleum Profit Tax Act CAP P13 LFN 2004 at the following rates: Joint Venture 

Contracts, Risks Service Contracts and Sales Risk Operations – First Five years 65.75 percent; subsequently 

85 percent; production Sharing Contract (PSCs) – 50 percent of chargeable profit (mainly for deep off-

shore exploration and production). Oil producing sharing companies are to file tax returns within 5months 

of the year end. PPT is payable in 12 monthly installments plus a final installment payable within 21 days 

of the date of service of the notice assessment. 

 

2.6 Custom Duties 

Custom duties in Nigeria are the oldest form of modern taxation, and their introduction dates back to 1860, 

known otherwise as import duties, they represent taxes on imports into Nigeria charged either as a percent 

of the value of imports or as a fixed amount contingent on quality. Imports duties are the country's highest 

yielding indirect tax. Prior to introduction of SAP in 1986, custom duties were as high as 300 percent but 

currently range between 2 to 75 percent. The Nigerian custom services (NCS) administer the tax. 

 

2.7 Excise Duties 

Excise duties, introduced in1962, are an ad-valorem tax on the output of manufactured goods, as enforced 

by the customs and Excise Act of 1962and 1965andthe customs and Excise Tariff Decree of 1995. The tax 

is administered by the country's custom services. 

2.7.1 Value Added Tax (VAT) 

Value added tax (VAT) came into effect on January 1, 1994 to replace the Sales Tax. Taxable persons are 

obliged to register under VAT Act. The tax is at a single rate of 5 percent of taxable goods and services. 

Supply of all goods and services except those specifically exempted are subject to VAT. Non-resident 

companies, which transact business in Nigeria, are also required to register for VAT and render VAT returns 

using the address of the company in Nigeria with whom they have subsisting contract. Since its introduction, 
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15 of 42 sections of the act have been amended – Value added Tax Act, Cap VI, LFN 2004 amended in 

2007.  

 

2.7.2 Capital Gains Tax (CGT) 

Capital gains tax was introduced at its inception in 1967. With effect from 1996, CGT is computed at the 

rate of 10% of the chargeable gain. However beginning from 1998, gains on sale of shares and stock of all 

forms are exempted from capital gains tax. 

 

2.7.3 Stamp Duties 

Stamp duty is a tax raised by requiring stamps sold by the government to be affixed to designated 

documents, for example, conveyance document concerning land transfers bonds, debentures, conventions 

and warrants. 

 

2.7.4 Functions of Taxation in an Economy 

Zhattau and Susan V, (2013) stated that taxation is a vital element in any country's economy: It is the source 

of funding for the important necessities such as education, health care, security and the million other things 

that are necessary to the safe running of a country. Traditionally, taxation in developing countries has two 

major purposes. First, tax concessions and similar fiscal incentives have been thought of as a means of 

stimulating private enterprises. Such concession and incentives have typically been offered to foreign 

private investors to induce them to locate their enterprises in the less developed countries. The second 

purpose of taxation, the mobilization of resources to finance public expenditure, is by far more important. 

Whatever the prevailing political or economic ideology of the less developed country, its economic and 

social progress depends largely on its government’s ability to generate sufficient revenues to finance an 
expanding program of essential, non-revenue-yielding public services, health, education, transportation, 

legal and other institutions, poverty alleviation, and other components of the economy and social 

infrastructure, Torado and smith (2009). Taxation influences key governance measures ranging from 

transparency, corruption, and more effective expenditures of revenues in the budget.  

 

Domestic resource mobilization, in the form of progressive taxation can strengthen all of these areas and 

ultimately tackle the structural causes of poverty as well as the symptoms. Musgrave and Musgrave (2004) 

noted that it is evident that the role of fiscal system plays a multi-fold role in the process of economic 

growth. These roles include: 

  

1.The level of taxation affects the level of public savings and thus the volume of resources available for 

capital formation. 

2. Both the level and the structure of taxation affect the level of private saving. 

3. Public investment is needed to provide infrastructure types of investment 

4. A system of tax incentives and penalties may be designed to influence the efficiency of resource 

utilization. 

5. The distribution of tax burden (along with distribution of expenditure benefits) plays a large part in 

promoting an equitable distribution of the fruits of economic growth. 

6. The tax treatment of investment from abroad may affect the volume of capital inflow and rate of 
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earnings there from. 

7. The pattern of taxation on imports and exports relative to that of domestic product will affect the 

foreign trade balance. 

 

2.7.5 Educational Expenditure 

Educational expenditure as an aspect of educational finance deals with how the amount allocated to 

education is spent Adeyemi (2011). It may be used not only as an instrument for analyzing financial aspects 

of education, but also as a parameter for projecting the trends of an educational system Hallak, (1969). 

Thus, one of the methods of determining the flow of educational finance is to study the time trend of 

educational expenditure. Supporting this point, Adesina (1982) reported that expenditure on education is 

determined by budgetary allocations. He described a budget as an estimate of revenues and expenditures 

for a given period of time, usually a twelve-month period called a financial year. Woodhall (1987) too, 

described a budget as a document containing recurrent and capital expenditures. According to her, recurrent 

or current expenditures include expenditures on consumable goods such as books, stationery and fuel as 

well as services which bring immediate or short-time benefits. She also referred to capital expenditures as 

expenditures on durable assets such as buildings and equipment which are expected to yield benefits over 

a longer period. The same views were made by other researchers (Borokhovich, Bricker, Brunarski and 

Simkins, 1998), the measurement of expenditure includes the expenditure by pupils, their families, charities 

and the State. The total costs of education to an individual are divided into monetary expenditures borne by 

him and opportunity costs while the true economic cost of education is the cost of acting in a different 

manner, that is, foregoing the opportunity of doing one thing in order to do something else (Vaizey 1962; 

Chan, Chen, and Steiner, 2002).  

 

Thus, in developing countries, Mingat and Tan (1986) reported that the share of education in public 

spending has already become very large, reaching between one tenth and one-third of public budget. 

Supporting this argument, Tilak (1988) found in India, that public costs per pupil are very high. In Nigeria, 

Hinchliffe (1989) gave estimates of recurrent expenditures per pupil in four States based on aggregate 

statistics of expenditures and enrolment. His findings showed that the private contribution to costs is higher 

in the Southern States and this partly explains why their public costs are lower in the Northern States. 

Contrary to what operates in many countries, Adedayo (1988) argued that although enrolment is increasing 

at the primary, secondary and tertiary levels of Nigerian educational system, government’s expenditure is 
decreasing proportionately. He observed a sharp drop in the total capital expenditures between 1975 and 

1983 and remarked that this might not have been unconnected with the economic depression which was 

compounded by the structural adjustment programme. Urwick (1993) supported this argument and 

remarked that such harsh economic conditions could raise correspondingly difficult issues for educational 

management. 

 

2.8 Theoretical framework  

This study review three theories of taxation: the cost of service theory, the benefit theory and the socio-

political theories of taxation. According to the cost of service theory, the cost incurred by government in 

providing certain services to the people must collectively be met by the people who are the ultimate 
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receivers of the service Jhingan, (2009). This theory believes that tax is similar to price. So, if a person does 

not utilize the service of a state, he should not be charged any tax. 

 

The benefit theory states that, citizens should be asked to pay taxes in proportion to the benefits they receive 

from the services rendered by the government. The theory assumes that there is exchange relationship or 

quid pro quo between tax payers and government. The government confers some benefits on tax payers by 

providing social goods which the tax payers pay a consideration in the form of taxes for using such goods. 

The inability to measure the benefits received by an individual from the services rendered by the 

government has rendered this theory inapplicable Ahuja, (2012). The socio-political theory of taxation 

states that social and political objectives should be the major factors in selecting taxes. The theory advocated 

that a tax system should not be designed to serve individuals, but should be used to cure the ills of society 

as a whole Bhartia, (2009). This study is therefore anchored on this theory.  

 

2.9 Empirical Review of Literature  

Ugwuanyi (2010) in her study on Taxation and Tertiary Education Enhancement in Nigeria; an evaluation 

of the Education Tax fund between1999-2010, used simple descriptive statistics. The research finds how 

each component allocation correlates with tertiary educational development indicators (enrollments in 

tertiary institutions), using the Pearson correlation Matrix. She concluded that education Tax Fund has been 

able to make significant positive impact towards improving the educational development in Nigeria tertiary 

institutions. Dauglason (2014) studied on an analysis of Federal Government Expenditure in the Education 

sector of Nigeria: Implication for National Development, he adopted the time-series data (1977-1998) 

obtained from the Central Bank of Nigeria statistical Bulletin and Annual Report as statement of Accounts), 

using the ordinary Least square (OLS) technique to estimate the equations. He concluded that expenditure 

on education sector is relatively low and poor in real terms.   

 

3.0 Methodology  

The study used the ex post facto design. Secondary time series data between 2008 and 2017 was used and 

obtained from The Central Bank of Nigeria statistical Bulletin; and Annual Report and statements of 

Accounts. Descriptive statistics such as graph and trend analysis, Ordinary Least Square (OLS) technique 

of simple regression analysis was employed to analyze the data using a statistical software package – e-

views 8.0. 

 

3.1 Model Specification 

The simple regression model used for the study was influenced by Ugwuanyi (2014) and the model stated 

thus: 

Yt = f(ETF)t + ut ………….(1) 
In our study, the model is modified and stated thus: 

EDt = f(ET)t + ut ……………(2) 
With the implicit form stated as: 

ED = β0 + β1ET + u…………(3). 

Where: 

 ED = Educational Expenditure 
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ET = Education Tax 

 

4.0 Analysis and Interpretation 

The graph below shows the trend of education tax in Nigeria 
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Following the trend of education tax it could be seen that figure rose from 46 billion naira in 2008 to 139 

billion naira in 2009 and experience an 18% decrease in 2010 to 114 billion naira, decreased further to 100 

billion naira in 2011 and increased significantly in 2012 to 131billion naira, with another sharp decrease to 

103 billion naira in 2013. This may not be unconnected to fluctuations and macroeconomic instability in 

the economy. Although current events as at 2017 has surpassed the graphical presentation shown above. 

 

Ho1: Education tax has no significant impact on Educational development in Nigeria. 

From the analysis of our regression model in table 1, it is evidenced that education tax has a coefficient of 

0.41 which implies that education tax has a positive impact on educational development in Nigeria. With 

the probability significant value of 0.82 which is greater than 0.05, we accept the null hypothesis and reject 

the alternate. We conclude that education tax has no significant impact on educational development. 

Dependent Variable: ED   
Method: Least Squares   
Sample: 2008 – 2017   
Included observations: 10   

Variable Coefficient Std. Error t-Statistic Prob.   

ET 0.410550 1.689431 0.243011 0.8200 
C 214.2351 186.1418 1.150924 0.3139 

R-squared 0.014549     Mean dependent var 257.7533 
Adjusted R-
squared -0.231814     S.D. dependent var 112.0850 
S.E. of regression 124.3999     Akaike info criterion 12.74608 
Sum squared resid 61901.38     Schwarz criterion 12.67667 
Log likelihood -36.23825     Hannan-Quinn criter. 12.46821 
F-statistic 0.059054     Durbin-Watson stat 0.618092 
Prob(F-statistic) 0.819950    
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4.1 Findings and implication of the study 

From the result of the analysis, it can be deduced that education tax in Nigeria has been fluctuating 

significantly over the period under review. This result is consistent with findings in previous study by 

Douglason (2014) suggesting that allocation for education expenditure is low.  Also for education tax to 

have a positive but not significant impact on educational development shows that government has not 

achieved her desire for creating that source of revenue for the development of education as there abound 

evidence of poor infrastructural development in the sector. This may be due to corruption, misappropriation, 

lack of proper accountability, probity and transparency in handling the Fund, subject to further study. 

 

5.0 Conclusion 

The result of the study shows that education tax has no significant impact on the development of education 

in Nigeria. Despite the importance of education in the development of any nation, it appears Nigeria has 

not done enough to tackle inefficiency in the generation and utilization of education tax. Accordingly, the 

researcher recommends that, government should intensify efforts in generation of education tax and also 

explore other means to strengthen the funding of education in Nigeria. Furthermore, those responsible for 

collection and disbursement of education tax should ensure they discharge their function with the required 

accountability, transparency and probity.  
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