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Land Use Charge Law 2001 of Lagos State: An Overview and Need for
Property Tax Reform in Nigeria

Timothy Olugbenga Nubi
Department of Estate Management, University of Lagos, Lagos Nigeris

Abstract

Property tax is a veritable source of urban finance when properly administered. Poor adminisiration can
impose a burden on payers and lead.to distortion in property market. The paper traced the history of properly
tax in Nigeria, and its colossal failure. Though there are well-defined regulations yel ax avoidance 15 high
making it a very weak source of government revenue Jor urban managericnt. Land Use Charge Edict of 2000
was promulgated to re-engineer the existing system but done in the mos! unprofessional and haphazard manner
that made it the second most controversial law after the Land Use Decree of 1978.The paper assesycd the
various provisions and the effect on business, mortgage, investmen! and the common people. The paper posited
that the edict is a poinfer 1o urgent need jor property tax reform in Nigeria.

introduction
The word property has different meanings to generate significantly less propeity tax revenue -
different individuals or groups of individuals. To the typically generating 3 maximum of 40 percent of
layman, property means “Some physical things that local govemnment revenue, I percent of total
he thinks of as his own possession and are owned by government revenue and about 0.5 percent of GDP
" him, such as Car, Television, Fumiture, Electrical According to Mou (1995) and Dithnger- (1992)
equipment etc. On the other hand, a lawyer thinks of property ax is one of the most lucrative, yet least
property not only as 2 thing such as mentioned tapped sources of revenue tc support urban
“above but also the legal interest in such a thing. “It government in Africa. However, local authonitics
is #ie aggregate bundle of rights and privileges provide very minimal services to the residents, yet
among pecple and between a person and his they continue to charge taxes. it would seem that
government in relation to a thing”. Also included in (taxpayers) are quite prepared to  make 3
this legal concept of property are intangible things contribution and pay when the works are completed
such as bonds, stocks, patents etc. The legal concept and services are delivered. The reason for low yields
of property thinks of it in two ways viz.. Real in property tax systems are valf:ed, and methqd for
Property, and Personal property. Real property, overcoming them w_culgi require the co-ordinated
also known as Realty, refers to such property as land cfforts of different institutions and stake holders,
or any other tliigs that is permanently attached to including central and focal govemment

the land such as a house, tree etc. ' _
Compared to other developing countries, Local

Property tax in simple terms is a method by which government in Nigeria appears to be underunlising
regidents of a particular arca contribute money-to its property tax capacity. Rates (property taxes)
chare the cost of providing services to themselves. provide an average of 22 percent of the total
Property taxation plays a major rolg in financing recurrent revenues for local authoriiies and represent

local government throughout the world (McCluskey, 1.3 percent of total gpvemment tax revenue and 0.3
1991; Youngman and Malme, 1994; Kelly, 1995; percent of GDP (Diliinger 1992).

IMF, 1996 and OECD, 1997). ' o ) _

In several cases in Nigena, especially in Lagos,
Although comparative data is scarce, property taxes central government has been slow or retcent n
account for between 40-80 percent of local devolving to local government authority  over
govemnment finance, 2-4 percent of total government property tax: Rates, ax basely, and the sysiem of
taxes, and about 0.5-3.0 percent of GDP. In contrast valuation are centrally controlled. Furthermore, to
to developed couniries, developing countries tend to the extent that central gevermment does not benefit

40




e e e TP T T IR T A T

et R R e

The Lages Journal of Erviromnental Studies

from property tax collection it also lacks incentive to
imprové policy legislation. In cases where authority
over the property tax is in the hands of local
government, IMprovements and innovation do not
iake place. There are several administrative and
precedura! obstacles, including the absence or poor
condition of existing systems for recording and
valuing property, Other problems related to
admumistranon are the difficulties of assigning tax
lLabilmes, valuation, collection and enforcement of
tax obligation

With no conscious efforts at removing these
constramts, Lagos State in a despurate bid to
increase revenue, compounded the property tax
problem by ntroducing Land Use Charge {(LUC) in
June 2001 This has generated a lot of controversy,
whicl forced the government to reduce the rate. The
principle and operation of LUC remained the same
and is unsatisfactory to taxpayers This brings to
focus the need for entical evaluation of property tax
adwumistration in Lagos and & eall for urgent
reformation,

The Historical Background of Lagos State

Lagos State was created in 1967. The state is on the
Southwest part of Nigeria with an area coverage of
335,000 hectares (3.350 sq. km). It is one of the
smallest of the 36 states in Nigeria The state is
current population is put at about 12 million. The
population of metropolitan Lagos, the largest urban
centre, w the state 15 put at 1o nulhon by 2015 This
will make metropolitan Lagos the third largest city
in the waorld

While the national average population density s
about ! 1% person per square kilometre, Lagos Stdte
has an averar population density of about [308
persons per square kilometre (eleven times more
than che nat:ona! average). The largest density of
20,000 persons/square kilometre oocuf in the oldest
care of metropelitan Lagos (Ouinn 1990)  There
are 20 Local Government Councils i Lagos State.
There is no doubt that the entire state is under the
strong influence of the Lagos metropolis. The
population  characteristics 10 the state are
heterogeneous  with most  pans of the nation
represented  There are several stratifications that
have spatial consequences.

This increase wn size of the population of Lagos
metropolis can be traced to s role as the major
seaport and the Federal and State capital, as well as
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commercial nerve centre of Nigeria. Despite the
relocation of the Nigerian Federal capital to Abuja.
Lagos still strongly remaimns the commercial capital
of Nigeria. It harbours alnost all the headquarters of
the multinational companies in-the country. The
development of infrastructural facilities played
major roles in its development. This includes the
construction in 1805 of a ratlway linking Lagos to
the sources of raw materials in the hinterland. The .
development of the Lagos harbour between 1908
and 1917, which  provided  employment
opportunities in  goods handling and related
activities; and the construction of the Carter Bridge
i 1900 to link the island with the mainland. In
addition, the introduction of social amenities -
Banks. schools, hospitals, electricity, pipe bome
water. the transportation to a modern architectural
outlook together with the relative glamour of city
Wfe brought more influxes. By the time Nigena
gamed independence in 1060, the city had expanded
to approximately 70 square kilometres having
cnpulfed the nearest villages existing on the
manland. In 1976, the metropolitan area covered
17.22% hectares and houses 3,300,00 people giving
an overali population density of nearly 200 people
per hectare of developed land. Today metropolitan
Lagos has distinct Jand uses: Resident, Commercial,
industrial, Agriculture etc. By 1963, Lagos had
taken over from [badan as Nigeria’s most populous
city and was growing at a rate four times that of the
entire country.

“The velocity of growth was so rapid that Lagos was
classified as the second world fastest growing city.
Hy the Umited Nations population prejection Lagos
will be the third most populated city by the year
2015 with pepulation size of about 25 million. There
is no doubt that this growth has it attendant problem
of how to meet the ever-increasing demand for
infrastrictural services and facifities. According to
Kuye (1999), with the introduction of monetary
ceononmy  and rapid urbanization aided by the
imposition of Westemn civilization, the traditional
methods of maintaining public services become
unsuitable to meet the demands of present day
soplustication. The traditional methods of collecting
rate were best suited only to the then community not
oily because life was basically simple but alse
agranan when public developments were effected
through communal efforts organized on age group
svstem. In those days, (Tenement Rate) conmstituted
almost 100% of the Revenue of the Local
Government Councils. Though things have since
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chang,cd the propomon that tenement rate has taken
is still relatively large, it remains the best form of
local taxation, forming the “fundamental source of
funds for Local, Federal and State Governments
because of its intrinsic simplicity, its ease and
economy of levy and coliection and its ready yield.

Local Property Tax

It is against the overall objectives of local
government that local property taxes have to be
examined. If it is judged that in providing cemain
services local government, as opposed to mere local
administration, has advantages, then local people
must be allowed to make their own decisions as to
the type of services they prefer and be responsible
for raising the necessary revenue. In this respect,
taxes on property have many advantages.

First, they promote local automomy and
accountability. By being reserved to  local
authorities, property taxes afford a degree of
financial independence from the central government.
Moreover, by being raised on a local basis with the
rate determined annually, they make local
authorities responsible to local people. However,
such accountability is limited in that only residential
property is directly linked to the electoral process:
ne local voting powers are enjoyed by commercial
and industrial property, though poiitical influence
may be exercised through pressure groups, such as
the local Chamber of Commerce.

Second, local property taxes are generally
accepted. Having been levied for nearly 400 vears,
they conform to the view that an old tax is nro tax,
Moreover in form they are simple, easily understcod
and appear equitable in that property benefits from
local services, and those occupying the largest
properties tend to be the richer members of the

community.

Third, there is certainty of yield Not only are
property taxes difficult to evade, but being based on
fixed property any increase in the rate of tax cannot
casily be shifted peographically {unlike a sales tax
where people can shop in a cheaper area).~Only in
the long term can occupiers.respond o high rates by
moving to another area.

Fourth, property taxes have administrative
advaniapes i that, once rateable values have been
assessed, the rate is easily calculated and can be
adjusted when additional revenue is’ required.
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Furthermore costs  of cellection are  relatively
economic, bemyg fess than 2 per cent of yield.

Types of Property Tax in Lagas State

(a) Capitzl Gain Tax (CGT)

Caputal Gain Tax (CGT) 1s tax chargeable on L_,am
made upon the disposal of asset. It calculation

requires apphying a  specific  percentage  of
consideration for uisposal
Less expenditure t.e.
a. Consideratien - for assumed
acquisition
b. Enhancement expenditure
c. Incidental cost of disposal

In practice, no deduction is usuzlly made. One
wonders if the officers in charge of this tax are
aware of the procedure for its administration  This
high rate has led to high rate of evasion When the
tax 1z paid at all, the burden 1s transtetred to the
buyer.

(b) Ground Rent

Land Use Decree provided that lease should pay
annual ground rent to be determined bv the state.
The rate is subject to revision. The question is how
efficient is the collection of ground rent in Lagos? It
has been restricted to Govermment schemes and
Industrial estates.

The quantum of rent pay is not reasonable It has
always been blanket charges that merclv categorized
arcas rather than individual propcnit.s Residential
area NIUfm' Commescial N25/m’ and Industral
arca N30/m* When asked to determine the ground
rent that petrol station and other users of University
of Lagos land should pay, we found govemment
rates ridiculously low.

Property Rate

Property Rating is the imposition of property rates.
Property Rates on the other hand are local taxes or
jates imposed on owners or occuplers of landed
properties in respect of the rateable properties
owned or occupied by them. In Great Britain from
wliere our rating laws ornginated, it is the occupier
of the property that is Liable or the payment of Rates
while here in Nigeria. the liability to pay rests
primarily on the owner. However, because every
rate made and levied upon a tenement, except m
tenement vested on government, 1s a charge against
{he tenement being 1ated . the eccopier is called upon
1o pay the rates i the event of the owner faihing to
do so. However. the Bendet State Local Government
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Claw, 1980 in section 138 (3) provides for the

recovery of such rates paid by the tenant from the
landlord or owner.

A distinguished feature of this type of Local Tax lies
in the appreach of the rating authonity {i e the Local
Govemment) to the problem of revenue raising.
With this type of taxation, the amount of revenue
required from Tenement Rating is first of all decided
upon. This total revenue expectation is then
distributed amony the ratepayers according to the
worth of their propertics. The basis of assessment of
propuerty for satng 1S the rateable value, severally
known also as assessed or annual value. Rateable
value is defined as the value at which the Tenement
is for the timea bewwy, being rated,

The amount of rates to be paid by an individual is
calculated by dividing the estimated income from
tenement rates by the total annual vales of all the
tateable tenement in the rating area. The resultant
figure, known as the Rate Nairage, is used to
multiply the assessed value of each tenement. Thus,
for example, if a local government intends to realize
the sum of N200,000 00 as property rates in a
particular year, the total annual values of all the
rateable tencments: in LS area should be
N2 .000,000.00, where the rate nairage of NO. 1 or
10 kobo is used to multiply the assessed value of
each tenement. It follows therefore that a tenement
with an astessed value of NSOD 00 will pay a rate of
NS00.00 x NO. 10 v e N30.00.

Land Use Charge 2001 -
Tlis Jaw was enacted on 22° of June 2001. It is a
law to make provision for the consohdation of all
propuity and land bases rates and charges payahic
under the Land Rate, the neighbourhood
improvement land charge and Tenement Rate Law
in Lagos State into a new Land Base Charge to be
called Property Land Use Charges, to make
provision charges and for the levving and collection
of the charyes and for connected purposes.

The law has 24 sections, which include

Scetion {-2. Description and collection
authonty.
3 Propoity “.aussinent
B Value of annuat charpeable rate
7-8 Exemption and 1oy of exemption
9 Demand nolice

10-15  Agent sdentsfication  and Appeat

tribunal
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16 Land Use Charge Collection Fund
17.21 Recovery of charges, and penatty
22 Application of other laws
23 Interpretation.

There is no doubt that the laws just like the Land
Use Decree of 1978, has generated controversy and
received public criticism Omirin, Babawale (2001)
presented eight arguments against the method of
assessment used to determine LUC. These include:

1 The constant rate {per unit} schedule
eniployed m the exercise s, 10 say the least,
inadequate for property valuation since real
propertics  are  lieterogencous and  two
properties can never be identificd in all
respucts.

2] The valuation approach is too simplified and
over assuming It only considered the effect
of location on property value and does not
cater for the effect of construction, desiyn
and maintenance on property value.

3. in the developed Western countries of the
world, if the basis of assessment of property
tax i¢ structured to use a regionally mass
appraisal model within  a geographic
information system (GIS), efficiency, equity
and capacity for revision are always the
watchwords

4, The approach that s employed is cut and
yeady ar varance with a Computer Assisted
Mass Appraisal (CAMA) method withm a
peoyraphic iformation system (GIS), which
is applicd 1w careving out sumifar exercises
in the developed world of Britain and Japan.

e

Property tax being an “Ad-valorem” tax is
alwavs based dn the Net Annual Value
(NAV) of property rather than Choss Value
that 15 the basis for the formula used in
calentating the Tind use eharge

6. For the purpose of cguiy and fairness, a
valuation list ought to have bevo prepared
and published prioi to the assessment of any
hereditzanent withiin 3 tasabbe region

For the purpuos:
ownets that e hable Lo peoperts. hased Gy,
ought to have been pivin the oppottunny of
appeal against the rateable walue of thar
propertics

-

of cguty and  fiuroess,
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3, There are reasons to believe that in the
enactment and operation of the Land Use
Charge Law 2001, the legally recognized
profession of Estate Surveyors and Valuers
was sidelined.

A Working Example of Land Use Charge
(LUC) of a Property and lts Relationship to
Annual Rent.

Type of Property: Single floor shop /store
Annual rent (current): N1.5 million

Land Area 530 708M°
Built-up Arca - 324 04M7
Applicable Building Values = N42,000/M°
Applicable Land values = N50.000/M*

Anbual Land
SM{LA+LV)HBAX BVXPR(OY
= M[S39 7088 XN50,000) + (324 94 N N42.000 X
1.03] ‘
= M[26,985,400 + 13,647,480]
= M[40,632,880]
= 2.5% of N40,632,880
= N1,015,823

Charge

Charge as percentage of actual annual rent {return

on investment) '
1,015,822 X 100
1,300,000 l
: =67.7%

This year at 40% discount

N609.493 X ;
N1,500,000 I

—
]
1o

- =40.6%
This charge is considered irrational and the law
undemocratic.

This made Manufacturing Association of Nigeria
(MAN) and Lagos Chamber of Commerce and
Industry (LCCI) to demand for: (1) Review of
valuation (2) Methodology (3) Using applicable
assessment rate (4) Amendment of the scotion of the
law on:

-Composition of Appeal Tribunal

Section I8, which  provides for

imprisonment, is confiscatory and punitive.

_Section 19, which imposes a penalty on

incitement, is a breach of the constitution on

freedom of speech and fundamental buman
nghts. '

-Section 20 relating  to  receivership,
objection to assessment and the requirement
to deposit 25% of amount charged, 5%
deposit recommended.

-Assessment  should be done by an
independent assessor.

Nigeria Bar Association also set up a committee to
look mto the law and prepare to take Lapos State
Government to court if they refuse to amend the law
(sev appendin b)

Fifeet of Property Tas On:

I investinenat

The investment aspect of real property 1s based on
sts durability and use over time If an object can be
used over time, payment can be niade for its use 3s 1
15 usedd There can be a separation of ownership and
the npht of use The owner can give the rnight ot use
o another person in reim for a penodic paymont,
and that person will pay a rent for the nght of use.
The owner is treating the object as an investimnent.
He could give up the ownership in return for a
capital sum. but he prefers to retain it and receive an
income over time. With durable objects, there are
the altemative of owing and using owning and not
using, and using not owning.

With real property, it may sometimes appear as if
there are no other alternatives to purchasiag of
rentmy. Some properties can only be purchased
whilst other property can only be rented. The hasic
reason for this fact is that the altemative 1s nat
alractive enough to potential investors and potential
users. Where polential users can only purchase, it is
because they are not williag te pay a high enough
rent relative to the purchase price to persuade
someone to hold the property as an mnvestment, or to
jook at it fiom the pomt of vicw of mvestors, they
are not willmg to give up the purchase price in
return for the rent which potential users wauld be .
prepared to pay.

The decisions of both potential users and invustors
will be based on the consideration of alternatives.
The users must think that they can receive a better
return for their money by purchasing the property
rather than paymyg the reat which investors would be
prepared to accept, and using the money for some
other purpose Where the user borrows the money to
putchase, be will compare the interest payment on
the loan with the rent be would have to pay. He will
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only be prepared to pay more in interest payment
than in rent. if purchase gives some advantage over
renting such as security of tenure. The investors
must believe that they can obtain a better return on
mvesting an equivalent sum to the purchase price in
an alternative mvestment of comparable risks than
the rent, which a user would be prepared to pay.
Where it appears that users have no altemative, but
to rent, the converse of the above reasoning is true.
It means that potential users are unwilling or unable
to pay a high caough capital sum relative to the rent
which they are prepared to pay, in order to attract
the propernty away from the investors. It also means
that the mvestors consider that they receive a better
return from purchasimg or holding the property than
from  puirchasing  some  alternative  comparable
mvestmoent

It can be seen that investment is relevant to every
decision to purchase or rent real property, even
when 1t appears that the altemative 15 not present.
With most types of real property, the alternatives of
purchasing or renting will be evident, since some
wvestors, at prevailing prices, will be prepared to
held real property as an investment, whilst users will
prefer to purchase rather than to rent, and vice versa.

A high marginal tax rmate -could reduce the
attractiveness of risk-taking. The essence of risk
whether aceepting a new job or developing a new
product — is that things can go well or badly. A high
marginal tax-rate hits the balance against risk if the
ain from a successful sutcome is traded at a high
rate; the risk differential is reduced, thereby leading
risk takers to choose the safe course. The burden of
taxation may shift forward to consumers. On the
other hand, consumers themselves as sellers of
labour, can try to shift the burden backward by
claiming higher wage. There is no doubt that
existing cost of production which include high cost
of capital, tax (corporate incomc tax) VAT etc. all
induced high per unit cost of production. These are
naturally transferred back to consumers. The endless
industrial action e.g, local government staff went on
strike for weeks, Academic Staff Union (ASU},
NUPENG, ASUP etc. regular strike actions are
efforts to push this burden backward.

Similarly, when the burden of tax is  shifted
backwards on to labour, workers, as consumers of
final products, reduce their demand for goods and so
tend to shift the burden back again to sellers of final
product. The final incident of tax as between
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consumers and producers will depend upon relative
elasticity of supply and demand. ‘The greater the
elasticity of supply compared with the elasticity of
demand, the more will the tax be bome by the
consumer, and vice versa.

i, Rent and Supply of Housing i
A tax on housing services is illogical in the light of
the government’s policy of subsidizing housing as
merit good Local propernty taxes, like all selective
outlay taxes, distort market prices and thus, at least
m the long period, have allocative effects In order
to show this we will assume:

a there 13 a competitive free market in
housing;

b heuses are homogeneous;

& all houses are rented on a monthly lenaney;

d no rates are being levied ininally;

The demand for rented housing is depicted by the D
curves Figure |. (a) and (b)
(a) Short pericd

Rent
(#) s
sn
~ Dt
0 M Housing (Units)
{b) Long period
Rent
(#)
Rt |
R

RIL S~

VaN

0 M1 M. Housing (Units)

Fisure 1.

Initially the rent paid is OR (figure above) 1. (a). if
1ates are now to Dy, In the shont period. the stock of
rented houses 1s fixed, and the new rates will be
bome by landlords for net rent will fall from OR to
OR, unless the tenant is under a long-term contract
to pay exclusive of, since assuming no planning
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consent is required, owners wilt adapt them to other
uses or simply not replace them as they wear out,
switching to lower-taxcs and more profitable forms
of investment, This means that some of the rate
burden is now passed on to the tenant, the extent
depending upon the relative elasticity of supply and
demand.

Thus in figure above 1. (b) RR, shows the rate of

burden shified forward to the tenant, and RR,
backwards to landlords, the total rates paid being
R,R, x OM,. Furthermore, rented housing decreases
by MM,. It should be noted, however, that if the
new rates resulted in improved local services,
gspeciatly education, reads and transport facilities,
there could be an increase in the demand for
property in the area, the demand curve shifted to the
right. As a result the impact of the rates on the
landlord is partly offset by a rise in rents so that
rented housing will not decrease by as mwuch as
MM,.

Furthermore, when the rate system itself is made
selective by varying the nairage between different
types of property {(as for instance, when agricultural
land pays no rates and domestic buildings pay at a
lower rate than shops, offices and factorics) there are
additional allocative effects.

iil. Effect on Property Market

The yield from property taxes lacks buoyancy - the
result of the narrowtess of the tax-base together
with its rigidity in the face of inflation.
Concentrating on a single form of wealth — property
— allows other types, eg. pictures. Jewelry and
antiques, to escape tax. Consequently, a rise in local
government expenditure resulis in a considerable
increase in the rate nairage. While this promotes
accountability, it hampers progressive authorities
that wish to extend their services. Again, while the
yield from such taxes as income tax and VAT
automatically increase with inflation, the rise in
property prices takes time to be reflected in higher
ratcable values because quinquannial revaluation
have, through administration difficulties, been
continually postponed, Worse still, local government
serves tend to be labour-intensive so that the yearly
rate-poundage increase tends to be proporticnately
lrigher than the rate of inflation. With the half-yearly
rate demand making the rise 50 obvious, there are
periodic outbursts of discontent.
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Locai preperty taxes tend to be repressive and
inequitable. Not only do poor people tead to spend a
highei proportion of thewr mgome on housing, but
the tax levied may be unrclated to abilwy to pay For
example, a single pensioner may live in a house
identical to that of a fammly containig many wage-
eamers. Nor 1s there any direct link between the
property tax and local services used. A pensioner,
for example, has liale call on education or refuse
collcction. However, rate rebates do help to offser
the burden for poorer persons In any case, the rating
system st be viewed wn relation to the overall
pational fiscal structurc where more progressive
1aves and free social benefits can be compensate

iv. Effect On Mortgage
A well functioming title and lien registry is an
important underpinning of beth the primary and
secondary morigage markets Without a good utle,
bortowers cannot use their hones as efiective
collateral for loans and nvestors will not view
securities that backed such loans as safe. Urban land
price varies from N250,000.00 — NiCmillion and in
some cases up to SOmithion (Monday Guartdian,
2000) Cost of transfer and documentation of titles
are very expensive; sometimes as high as the cost of
land Example: a plot of (900 sm’) at medium
income estate like Omole, Amuwo Odofin, Ogudu
GRA, Ojota Layos attracis the following:

Land cost - N3.5m

- Agency Fees

@0t

- Legal fees

@ 10%

- Govemnor 's consent i

@15%

-Stamp duty

@ 3%

- Capital gain tax

@.l{]‘iu

- Registration

@ 1%

- Legal fee for processing C of O

@10% Total =5%%

59% of N3.5m = N2.07m

Not only are costs high m term of finauce,
fonger time is also nvolved. Registration of titles
conetimes takes a year or more. This is counter-
productive in a dynamic and volatile economy.

v. Effect on Housing
In 1997 Govemment promulgated Rent Control The
man focus of the edit was to increase housimy
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affordability. LUC imposed charges that are in some
cages higher than the amount specified as refit under
the Rent Control Edict. A big short coming
permitted by zoning method of rate determination
where individual plot were not treated on their own
merit.

vi. Effect on Local Government

Olown  (1982), Nubi (2001) described Local
Government as the third tier of government in
Nigeria. Being the closest fagrm of govemment to the
peopie, all over the world they exert direct influence
on man from cradle to grave. No wonder, childbirth
is registered in local government and his death
certificate  is  equally collected from  local
government. Unfortunately, in spite of several
reform, the state always strangulate local
government in Nigeria,

" In Lagos State the local governments have been
rendered irrelevant. One was nat surprised that the
local government went on strike for about 2 mounths
in 2001 and it had no effect on the system. This is
obviously an unfortunate development. If local
govemment should go on strike in U.K. for one day
the system will collapse There is no way the state
povernment will take over the function of local
government.  State  government, in  Nigeria,
especially in Lagos, is biting more than they could
chew. The result is what we have today. The state
has been drawing loans to provide services and
urban infrastructure. Another desperate move to
finance its ambition is the introduction of Land Use
Charge Law. -

How far have these taken us? Have things really
changed for the better? Do we now have electricity,
pipe-bomme water, good roads, and better waste
management system?, State pgovemment cannot
reach every noch and cranny, as local government
will do. There are some facilities and services that
all the stakeholders should jointly provide. It is only
the local govemment that can mobilize the
community to achieve this. If the state should
succeed at killing the local government, the nation
will suffer for it. We all have the responsibility to
wake the local govermment up. Encourage them (o
put away their inertia, put up good and dynamic
administrative structure and generate more funds by
being innovative.
L3
Section 21, of LUC provides that Tenement Rate
Law shall cease to apply to propertics chargeable

under LUC. This is a direct denial of local

government its main source of revenue. LUC is

more or less the final burial of local govermnmant
considering the present problem of zero allocation,

Though sections 2 and 3 pretended to make LUC a

local issue, section 16 shows the truth.

It state thus: ’

(1) The Commissioner for Finance shall establish
and maintain a fured, 10 be known ay the Land
Uive Charge Collection fund. consisuny of all
Land Use Charge parmenis deposited in cach
designated bank in accordunee with this law.

(2) At the heginning  of cach  month.  the
Clammissioner for Puovnee shall determine the
totad amount of Land Use Charae payments on
deposir in the designated banky

(3) The Commissioner for Finance shall, not larer
than Ten (10) davs after the beginning of cach
maokth, pay to each Local government Council in
e State a share of the Land Use Charge
collected and standing on deposit in designated
banks.

&) The share o be puid by the Conpnissioner

for Iinance 10 each Local Government Council shall

hu such perceniage of the Net Land Use Charge on
depoxit ar the end month as agreed between the
State and all the Local Government Areos.

Major Property Tax Issues in Lagos State
Taxable Properties

Semic of the major problems in mobilizing property
taxes in Nigeria as a whole and Lagos in particular
revolve around the inability to administer property
totls adequately. Since many properties are often not
hsted on the viluation rvolls, payment evasion is
widespread. And even in many cases where
properties are listed, they are under-assessed: worse
still, many of those assessed are often unpaid.

Much of the revenue losses in property taxes could
be linked to the fiscal cadastre, or the system of
recording and valuing property. More often than not,
the factors wsed in assessing properties are not
clearly established on the property records, and, in
most instances, are not regularly updated. The ideal
fiscal cadastre format, based on detailed maps.
wiving individual boundaries and codes, does not
exist in many cities. The consultant working on
LUC promised that the map base data will ba ready
within 5 years.

Tax maps are rare and at times, non-existent.
Properties are not often identified by title, but by
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canvassing. Where property taxes are newly
‘instituted, the city is often divided into zones,
identifying parcels and owners as well as property
characteristics. Such an approach works in areas
with regular street patterns, named streets, and
numbered houses. In the absence of street address,
tax liabilities cannot be linked to the respective
properties. Tax bills are poorly delivered, and
penalties are unenforceable. This failure makes most
of the property in Lagos city untaxable. Most
important, the cadastre needs to be updated regularly
to reflect increase in the number of taxable parcels.

Ydentifying Tax Livbility

Another problem of property tax adunmstration s
difficulty in identifying the person liable for the
taxes. In Lagos, legal title registry is often not well
organized; as such, it does not serve as a good index
of taxpayers.

In some cases, the owner of the property has
primary responsibility for the tax payment. In other
cases, the temants and agents are designated as
having secondary responsibility for paying the tax
and, under the law, are allowed to recover their costs
by deducting taxes paid from reats due. There is no
need, in these latter cases, to identify absentee
landlords because the location of the property
enables delivery of the tax bill. However, even
though this solves the question of liability, tenants
and agents are often reluctant to assume financial
responsibility on behalf of the owner.

The problem of ascertaining tax liability is further
complicated by high mobility and frequent property
sales/fexchanges. Legally, the owner of the property
is Hable for tax payment, however, because
registration of titles is often inadequate and often
slow, tax administrators do not interpret legal
ownership as ownérship. lusiead, tax bilis are
delivered to the owner on record. This procedure Is
not always straightforward, given the high incidence
of absentee property ownership and difficuity of
obtaining the owner’s name and address. The
delivery of tax bills thus becomes a critical problgm.
There are cases of original owner receiving H
lonz, after he has sold. Sometimes bilis are delivered
in address that have becn changed for yedars This is
because relevant departments i govemment
ministries are not properly coordinated. -
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Valuation

The property tax base is inelastic. Property values
uniike income or sales of poods do not rnise
automatically with nflation, tncreased population,
or even improved econonuc activities. Instead, the
tax office is responsible for measuring and vahung
those various mcreases and then adjusting the fiscal
cadastie to reflect underlying mercases in property
value In most cases, they will need to identify the
changes that increase the physical size of the tax
base such as new buildings or improvement to
existing ones and capture the rising cost of land and
buildimp  values that affect propertes such  as
i lateon, mereasmg population, and other esues In
many instances, these procedures are not adequately
conductad.

Part of the problem is that this procedure is
expensive to administer relative to the tax yields;
this is true even when no attempts are made to
adjudicate titles. The technical staff needed to
organize and supervise surveying and valuation
work is i short supply. Thus, in effect, an
increasiy proportion of new construction goes
unrecorded on the fiscal cadastre Often, peneral
revaluation  are  postponed  or  undertaken
sporadically. The result s a stagnation of the
property tax base, despie rapid growth in the
phystcal size or value of the property fax. The
present valuation Tist bemnyg used i Linos was
comptled under the World Bank Assiste Loan m
1092 This contradicts the quinguanial 1o w’i’uauon
required.

In some cases, the system of valb@.on is so
simplified that it does not attempt to re@ ot market
values. The task of updating the residew [ building
characteristics is based on two criteria; €onstruction
materials used and number of stories to a butlding.
A building’s location, size, numbers of rooms, or
structural condmion  are not considered.
Consequently, this system fails 10 reflect a wide
varation in property values and does not promote
raismg substantial revenucs through property tax.

Callection

Cotlection of property taxes is poor. often as a result
of the failing of the fiscal cadastre. And even where
tax bills are served. they often go unpaid. There is
poor enforcement  of legal penalties for non-
pavment For one thing, scizure of property for non-
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(3) tax assessment, (4) tax collection, (5) tax

payment is often a very politicized issue, which few
tax administrators are willing to pursue. Also, legal
cases ansing from non-payment* can drag on for
prolonged period of time. Lagos, during the last
milkary rule, in the late 1990s tum tax collection
over to private firms working on commissions.

Future Outlook : Critical Ratios For Improving
Property Tax In Lagos

A property tax system involves six major functions:
{1) tax basc identification, (2) tax base valuation,

enforcement, and

{6) dispute resolution
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and

taxpayers service. As summarized in table below,

collection

Property Tax Administration Function and the Four Critical Ratios

Property Tax  Function Obyective

Action

Critical Ratio

| Tax Base Valuation

Tax Base
ldentification

l To determine what will
be taxed

ldentify the tax base
(land, building and/or
machinery and
equipnent)

Coverage Ratio

To determine how the

“Weight™ the tax base

Valuation Ratio

tax burden will be | (either by area, other
distributed among the | characteristics or value)
taxpayers

i influence the

; distribution of the tax

' burden  among  the

taxpavyers ;

Tax Assessment To determine how much | Determine the. overall | Tax Ratio
tax will be levied tax level
To determine how the | Influcnce  tax burden
tax burden will be | distribution among
distributed among the | taxpayers through
taxpavers varying effective tax

- rates,

Tax Collection To collect the tax

lssue and Deliver the

Tax Bills

Collect the tax

Collection/Enfarcement
Ratio

Tax Enforcement To determine how much
revenue wili be
collected though

enforcement

Enforce against -non-
compliance  (sanctions
and penaltics)

Cotlection/Enforcement
Ratio

Te ensure that the tax 15
equitably administered

Tax  (and  Valuation)
Appeals Resolution

Resolve dispures
concerning the property

(Linked to Coverage,
Valuation, and Tax

information, valuation | Ratio)
or tax assessment
Taxpayer Service To provide services to | Taxpayel Education Linked to  Collection
the taxpai\/(;r Ratio U.E., gOQd
Taxpayer Scrvice taxpayer  service  will
encourage higher
collection)

Source: Dillinger (1080).
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Property tax revenues stagnate primarily because of
lags in maintenance and completeness of the tax
base coverage, inaccurate valuations, and inadequate
collection/enforcement.  Although  tax policy
concerning tax base definitions, exemptions,
valuation standards, and collection/enforcement
provisions can improve revenue vield, the key (o
increasing revenue buoyancy 1s largely improved
administration. That is, the govemment must ensure
that all property is on the tax rolls, that property is
valued close to market value, that the tax is sssessed
accurately, and that the revenue 15 coilected and
enforced. This refationship can best be illustrated
through the following property tax revenue model:

Tax Revenue = Tax Base ¥ CR ¥
VR * TR * CIR

Where,

CR = Coverage Ratio is defined as the

amount of taxable capture in the fiscal cadastre,
divided by the total taxable land in a jurisdiction
which taxes land only, such as Kenya. This
measures the accuracy and completeness of the
property inforination in the valuation roli.

VR = Valuation Ratio is defined as the
market value of properties on the valuation roll. This
measures the overall accuracy of the property
valuation level (i.e., what percent of market value is
being captured through the valuation process).

TR = Tax Ratio is defined as the “rate
struck™ for the taxation jurisdiction. This

measures the tax amount per value of the property
that is to be paid as tax. The tax ratio {or tax rate) is
determined through the annual budget process.

CIR = Collection Ratio is defined as the
tax revenue collected over the total tax lizbility
which has been billed for that-year. This measures
the revenue collection efficiency The collection
ratio is affected by the collection of both current
liability and tax amears (ie, enforcement
efficiency).

As this formula indicates, potential tax revenue is a
function of the accuracy and level of the coverage
ratio, the valuation ratio, the tax ratio -and the
collection. In fact, these four ratios ultimately
determine the effective tax rate and tax burden for
each property, thus affecting the revenue yicld,
economic efficiency and overall equity of the
property tax system.

Unlike the tax ratio, i.e., the “rate struck”, which is
determined politically once during the
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annuai budget process, the coverage ratio, valuation
ratio and collection ratios are affected by the level of
administrative  capacity and  political  will
contimuously throuuhout the year.

Policy Recommendation

Among the major issues that impede the efficiency
of administering  the property tax, the diverse
institutional refationships governing its management
are the most crucial. Thus in addressing property tax
reloan, the poheies that wovern svstems for mie
setting and revaluation must be examined.

Cemtral Government Control

The key factors determining the buoyancy of
property taxes are rate structure and the methods
used in revalumy property. Procedural improvement
to the property tax will bear no fruit unless these
policy issues are addressed. This will necessitate
reviewing the manner in which property rates are
established. Unless the political labilities of
admumistering the property tax are addressed. lacal
governments will conunue to rely on luss politically
vuinerable sources of  revenue, such as mdirect
taxes, transfers, and other discretionary grants from
the central government,

Decentratisation

The central government should censider devolving
control of property tax policy to local sovernment,
since this is the level directly affected by property
taxes  And, i those cases where the central
govemment is responsible for administermg the tax,
etforts should be made to contract out these
functions. In some cases the local authority should
be madc responsible for its own valuation. The last
military rule tried this in Lagos. Local povernment
should be encouraged to restructure its local revenue

SQUICes,

focal Government Resources

Grven the political labshities of the propeny tax.
improvement m its mobilization will be inadequate
as lony as more politically attractive means of
increasing the level of resources are available.
Increasing the level cof resources such as
divoretionary grants or unrestricted indirect taxes
have been known to deter efforts to improve
propurty tax mobilization. Where. this funding
alternative have been reduced, political support of
property tax reform has been high, necessity, they
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say is the mother of invention. Dwindling supply of
fund from federal government is a pointer for
possible looking inward for altemnatives.

Cunclusion .
Nigeria's low property tax yields could be improved
if some major problems are addressed adequately.
These problems earlier enumerated in this paper
include the need to streamhine and regularly update
the property record system. Rapid population growth
and high mflation yield major increase in property
values each year, bur the existing property record
system cannot keep up with new construction and
. the revaluiny of existing properties  Consequently,
total assessed value of property over time is ofien
stagnant or declining in real terms.

Collection of taxes is poor in many places. More
often than not, revenues are consistently less than
toral payment demand notices. Poor collection
performance partly reflects the weakness of property
tax records, since the person liable for the tax is
often unnamed or not easy to locate The lack of
political will to ¢nforce the properties allowed by
taw is another important factor perpetuating
property tax evasion,

Property tax is a major source of Local government
revenue, hence, the Land Use Charge Law should be
abrogated. Central govemment should concentrate
on how to improve the administration of property
tax such as Ground Rent and Capital Gain Tax under
its control and equally help Local govemment to
improve upon its revenue through property rates
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