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Abstract 
Revenue allocation under a federal system of government creates complex 

problems. The complexity stems from the distinctive nature of federalism as 

a form of government in which the legislative, executive and judicial 

functions or powers of the states are shared amongst the three tier of 

government. Data for the study are primary from secondary sources such 

as articles, textbooks, lecture notes, journals, newspapers and academic 

research projects. The data collected in the course of this study, the data 

here were based on formulated hypothesis in order to assist in solving the 

research problem. To achieve the objectives questionnaire was structured 

in an open-closed index format of 3 point like scale “agreed, undecided and 

controversial issue among the units of government concerning revenue 

allocation to ascertain if revenue allocation formula is the problem behind 

revenue allocation in Nigeria and to determine whether ethnicity is 

associated with problem of revenue allocation in Nigeria. It was 

recommended that these is need to resolve the imbalance between assigned 

functions and tax powers of various tiers of government, this is because, the 

five principles currently applied in the horizontal revenue allocation 

formula are far from acceptable to all the stakeholders. There is usually a 

lack of correspondence between the spending responsibility and the tax 

power/revenue source assigned to difference levels of government 
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Introduction 
In Nigeria, fiscal federalism is usually 

assumed to means the derivation 

principle in revenue allocation. And 

Revenue allocation simply defined is 

the formal process by which 

constituted units of a political system 

share the wealth of the country. As a 

Principle derivation allows each 

region to receive revenue from the 

central government in proportion to its 

contribution to the centrally collected 

revenue (Mbanefo and Egwaikhide, 

1999). But Prof. Femi Mimiko differs, 

he puts it this way “fiscal federalism is 

deeper in meaning than derivation. It 

is an arrangement under which 

federating units operate and enjoy a 

substantial degree of autonomy of one 

another and of the central government 

in fiscal and general monetary and 

economic matters. This is the 

benchmark by which a good federal 

system is known, and it is precisely 

this that Nigeria requires to make its 

claim to being a federal republic 

credible”. 

I quite agree with this erudite scholar 

on his summation of the term. It is not 

merely just how the units receive their 

allocation from the central 

government and vice versa.  It 

now becomes imperative to state that 

the reason, the Nigerian federation has 

remained stagnant is nothing but the 

problem of ethnic jingoism. Some 

privilege ethnic jingoists who have 

since captured the ‘heart and soul’ of 

Nigeria, see the country as a fat and 

willing cow to be milked season in 

season out, by themselves and 

members of their immediate and 

extended families and in some isolated 

cases by their cronies and political 

associates. No wonder these leaders to 

date have not been able to explain why 

our collective wealth should be 

frittered away without restraints.  

Imuentinya (2010:274) Revenue 

Allocation is a mechanism for sharing 

a countries financial resource among 

the different tiers of government in the 

country within the overall interest of 

enhancing economic growth and 

development, minimizing 

intergovernmental tension and 

promoting national unity.   There are 

vertical and Horizontal Formulae 

Fundamentally, there are two 

components of the revenue allocation 

formula used for the disbursement of 
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the Federation Account as indicated here under, Vertical Allocation Formula 

(VAF) and Horizontal Allocation Formula (HAF).  The Vertical Allocation 

Formula: This formula shows the percentage allocated to the three tiers of 

government i.e. federal, states and local governments. This formula is applied 

vertically to the total volume of disbursable revenue in the Federation Account 

at a particular point in time. The VAF allows every tier of government to know 

what is due to it; the Federal Government on one hand and the 36 States and 

774 Local Governments on the other (Bashir, 2008:3). 

The Horizontal Allocation Formula: The formula is applicable to States and 

Local Government only. It provides the basis for sharing of the volume of 

revenue already allocated enbloc to the 36 States and 774 Local Governments. 

Through the application of the principles of horizontal allocation formula, the 

allocation due to each State or Local Government is determined. Thus, it can 

conveniently be concluded that the vertical allocation formula is for inter-tier 

sharing between the three tiers of government while the horizontal allocation 

formula is for intra sharing amongst the 36 States and the 774 Local 

Governments in Nigeria (Bashir, 2008:3).Olaloku (1979) has clearly outlined 

the three reasons for the transfer of revenue from higher to lower levels of 

government in a federation. The reasons are: 

1. The nature of the functions and revenue sources of the three level; 

federal, state and local. Since these are determined either 

traditionally, constitutionally or from the administrative point of 

view, an imbalance may develop between revenues and 

responsibilities. In order not to make the affected level ineffective, it 

behooves the federal government to make financial transfers to it. 

This is referred to as ‘deficiency’ transfers or ‘balancing’ (Graham 

1964) 

2. The variations in the capacities of the lower levels of government to 

raise revenue. In any federation, it is expected that every state or local 

government should maintain minimum level of service provision. 

However since in any federation there is usually an unequal fiscal 

capacity, those regions with low revenue-generating capacity will 

have to impose a heavier tax burden on residents if they desire to 

attain the national minimum. The need to avert the incidence of 

heavier tax burden in the financially weaker ones leads the higher 

levels of government to make transfer of resources to them. The types 
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of transfers are referred to as ‘Equalization’ transfers. This was what 

Rufus (1967) had in mind when he said that,  

To be meaningful, therefore, the standard of sufficiency for 

each unit must be related at least, to the average or 

uniform standard of service of all units within the 

federation. The business of any fiscal scheme then is to 

ensure that each unit will be able to reach this standard, 

preferably by its own efforts and if it fails to guarantee it 

the means of doing so-if it chooses.  

3. The final transfers are ones meant to primarily encourage particular 

state or local activities. This is referred to as ‘stimulation’, ‘incentive’ 

or ‘promotional’ transfers. They are usually made with specific 

instructions on how, when and where they will be used. 

 

While the first two types of transfers are grouped under unconditional 

intergovernmental transfers, the third is conditional transfer. Intergovernmental 

transfers in federations are usually based on three principles. They are; the 

derivation principle, the principle of need and that of even development or 

national interest. The deviation principle, the principle provides the method of 

distributing federal revenues to the various units in the federation the total of 

some proportion of certain taxes assumed to have been paid by their citizens. 

The principle of need emphasizes sharing of government revenues on the basis 

of fiscal need usually determined by the size of the population of an area. That 

of national interest or even development, bases resource transfers on public 

expenditures considered to be in the interest of the nation as a whole (Olaloku 

1979) 

 

STATEMENT OF THE PROBLEM  

To render meaningful services, in form of provision of basic amenities, 

construction and maintenance of roads, creation of employment opportunities 

for the citizens and pay staff salaries as at when due among is undoubtedly 

required.  

1)   One of the problem facing revenue allocation is government insincerity 

2)   Unstable constitutional framework 

3)   The problem of corruption militating against the utilization of federal 

state and local government 
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4) Financial weakness in many states. 

5) Political and economic instability 

6) The problem of accountability of federal state and local government 

7) The problem of financial mismanagement and embezzlement of 

available funds 

 

DEFINITION OF TERMS 

The following terms are explained here for comprehensive reading of our 

beneficiary 

a) FEDERALISM: this is an interaction that exists in a federal system 

of government. In this system power is shared among the components 

unit that made up the federation. Wheare, K. C. 

b) FISCAL FEDERALISM: fiscal federalism refers to the scope and 

structure of the tiers of government responsibilities and function as 

well as the allocation of research among the tiers of government. 

c)   REVENUE ALLOCATION: this described the methodical of 

shearing the centrally generation revenue among the different tier of 

government and how the amount allocated to a particular tiers is 

shared among its components. 

d)  POLITICS OF REVENUE ALLOCATION: this refers to the 

struggle over the  control of revenue generated in the federalism. 

e) INTERGOVERNMENTAL RELATION: this refers to the 

interaction that takes place among various tiers of government within 

the state 

 

Methodology 

To achieve these objectives, the researcher employed both secondary and 

primary sources of data. The secondary data were textbooks, journals, 

newspapers, internet and extracts etc, the questionnaire was the major 

instruments used to derived primary data for the anlaysis of the study.  

 

LITERATURE REVIEW 

FISCAL COMMISSIONS IN NIGERIA 

The first remark (to make) about Nigerian federalism is its preoccupation with 

revenue allocation or the distribution of rewards. Most people who have either 

written about or formulated policies for Nigeria, have placed emphasis on 
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distribution, or what is lyrically referred to as the sharing of the national cake. 

Unfortunately, not much emphasis has been placed on the baking of the cake by 

every member and component part or segment of the Nigerian political 

community. Inevitably distribution or sharing has completely over shadowed 

production and effective growth. (Ayu, 1994). 

The above statement by Ayu vividly captures the underlying reasons behind the 

acrimony and struggle over revenue allocation in Nigeria. We now turn to the 

various fiscal commissions that were set up in Nigeria. 

The introduction of the Richards constitution in 1946, necessitated for the first 

time in the history of Nigeria, a revenue allocation commission. The reason for 

this was because it was that constitution that introduced regionalism into the 

country. The initiator of that constitution, Sir Arthur Richard later explained 

that it was meant to create “a unitary state with local government centers in the 

Regions”. More explicitly the constitution was meant to achieve three main 

objectives: the promotion of Unity in Nigeria; the adequate provision within 

that unity for the diverse elements which make up the country and securing of 

greater participation of natives in the determination of their affairs. In a letter to 

the secretary of state for colonies, Sir Richards said the constitution was meant: 

To create a political system which is itself a presenter advance and contains the 

living possibility of further orderly advance-a system within which the diverse 

element may progress at varying speeds, amicably and smoothly towards a more 

closely integrated economic, social and political unity without sacrificing the 

principles and ideas in their divergent ways of life. 

Consequently upon the new Regional structure, Sir Sidney Philipson was 

appointed to “Study comprehensive and make recommendations regarding the 

problems of the administrative and financial procedure to be adopted under the 

new constitution”. 

The principle of derivation and even development was adopted by the Philipson 

commission for revenue allocation. It should be noted that derivation had more 

weight than any other consideration. 

In 1951 another revenue commission was appointed to review the existing 

formula in anticipation of the McPherson constitution. The report of John Hicks 

and Sidney Philipson known as Hick-Philipson commission added new criteria 

to the allocation formula: independent revenues for the regions, need and 

national interest became the new additions. For the first time regional 

governments were given the power of independent revenue and tax jurisdiction. 
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They were empowered to impose specific taxes. In summary the Hick-Philipson 

commission de-emphasized the principle of derivation in favour of need and 

national interest. Thus proportions of specified duties and taxes were allocated 

to regions by derivation, while special grants were made to them in respect of 

capitation (that is per head), education, police and equalization (Osisioma, 

1996). 

The Sir Louis Chick Commission was appointed in 1953 to review the revenue 

formula in anticipation of the Lyttleton constitution that will come into 

operation in 1954. The commission was set up with a mandate to fashion out a 

formula that will “take care of...the need to provide the regions and the centre 

an adequate measure of fiscal autonomy within their own sphere of government 

and that the total revenue available to Nigeria are allocated in such a way that 

the principle of Derivation is followed to the fullest degree compatible with 

meeting the reasonable needs of the centre and each of the Regions” (Chicks 

1954). Consequently the 1954 constitution emphasized greater regional 

autonomy and derivation as the main criteria on which revenue was distributed 

between the centre and the Regions. Derivation now covered all federal 

revenues allocated to the regions, while 100 percent of revenues from import 

duty on motor spirits, federal income tax royalties and rants from mining, 50 

percent of revenue from duties on all other imports as well as 50 percent of all 

export duties were all distributed according to the principle of derivation. 

Estimates of each region consumption of dutiable imports and goods, on which 

excise taxes were paid, were used to weight its share of revenue allocated by 

the Federal Government (Olalokun, 1979). 

On the 10th of October 1957 another fiscal commission was appointed on the 

recommendation of the Nigerian constitution conference held earlier in the year 

in London. The two-man commission had Sir Jeremy Raisman as chairman and 

Professor R. C Tress as member. The commission was charged with the task of 

correcting the deficiencies of the existing formula and to in particular look at; 

a. The limit range of independent revenues at the disposal of the regions; 

b. The weakness in the application of the principle of derivation on which 

so much stress had been laid in the past; and 

c. The absence so far of any provision whereby a region could be treated 

for revenue allocation purposes from the point of view of needs rather 

than on the basis of the amount of revenues generated within the 

boundaries. 
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The Raisman and tress commission tried to play down on the derivation 

formula. A Distributable Pool Account (DPA) was set up for other taxes which 

were not declared regional or federal. This was made up of 30 percent of mining 

royalties and rents and 30 percent of general import revenue to be allocated to 

the regional government in this order; North 40 percent, West 24 percent, East 

31 percent and Southern Cameroon 5 percent. The recommendations of 

Raisman and Tress formed the core of Nigeria’s revenue allocation system till 

the late 1960’s. The major significance of that commission remains its creation 

of the Distribution Pool Account (DPA) as a counter-balance to derivation thus 

defining to a large extent, the poles of conflict around which the struggles over 

revenue were to take place after independence (Obi 1998). 

The last revenue commission headed by a non-Nigerian was Binn’s commission 

appointed in 1964 but whose report was published in 1965. the commission’s 

recommendation was that the DPA should be increased from 30 to 35 percent 

of revenue from import duties, mining rents and royalties. It also recommended 

the principle of financial comparability (comprising the overall cash position of 

each regional government, the extent of its own effort to relieves its financial 

needs, and the standard of services provided by the regions) (Anyanwu, 1993). 

The Binn’s commission recommendation was still the basis of revenue 

allocation when the military struck early in 1966. However, the promulgation 

of Decree No 15 of may 1967, which divided the country into twelve states from 

the hitherto four regions had some implications for revenue allocation. 

Following the crisis situation in Nigeria then, the federal government could not 

appointed another commission to review the formula to reflect the new 

structure. What was done was simply to sub-divide each regions revenue among 

the new states in the region. While the Northern states shared theirs on the basis 

of equality, the East and West shared theirs on the basis of population. The 

arbitrary nature of this allocation formula was sharply criticized. This led the 

Federal Military Government to inaugurate in July 1968, the Interim Revenue 

Allocation Review Committee (IRARC) headed by Chief I. O. Dina. The Dina 

Committee was charged to “look into and suggest any change in the existing 

system of revenue sources” (Adesina 1998). The committee submitted its report 

in February 1969. its major concern was trying to fashion out a formula that will 

take care of the problem of uneven development which it identified as one of 

the major problems confronting the Nigerian federation. Thus it recommended 

that 90 percent of mining rents and royalties should be paid into the 
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Distributable pool Account which it renamed, states Joint Account (SJA), for 

distribution to the various states while 10 percent goes to the states of origin. In 

sharing the states Joint Account, the major considerations should be need, 

minimum responsibility of states, derivation and balanced development. The 

Dina Committee report was never implemented, instead the federal Military 

Government promulgated Decree No 13 of 1970 which took retrospective effect 

from 1st April 1969.Obiajulu S O.and Obi E A,[2003.223] 

 

The Military Era  

The political face of the country changed in 1966 with the arrival of the military 

on the scene. By Decree 15 of 1967, the country was divided into twelve states 

and this called for a new revenue sharing formula. The military responded by 

simply subdividing the share of each region among the states now created in a 

particular region. The principles of population and equality were partially used 

and this arbitrary and haphazard nature of the scheme generated some 

criticisms.  

a.  The Dina Interim Allocation Review Committee, 1968 

In responses to the criticisms of the method used by the military in 

revenue allocation they (the military) set up the Dina Review Committee 

in July 1968. This committee in the light of the creation of twelve states 

charged with the functions formerly exercised by the Regional 

government to (a) Look into and suggests any change in the existing 

system of Revenue Allocation as a whole. This includes all forms of 

revenue going to each government besides and including the 

Distributable forms of revenue going to each government besides and 

including the Distributable pool (b) suggest new revenue sources both 

for the federal and the states governments.  

The Committee noticed the imbalance of economic development among 

the States and its recommendations were therefore geared towards 

correcting this. The DPA was renamed the States Joint Account into 

which 90% of all rents and royalties should go while 10% as against the 

previous 50% should go to the states. The principle of derivation was 

less emphasized and basic needs, minimum national standards and 

balanced development were considered. A special Grants Account was 

established from where money could be disbursed to States on 

application. 
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All the state finance commissioners met in Lagos to consider the report 

and came out with a decision to reject it. Though rejected by the military, 

some of its recommendations like pricing policy of Market Boards, 

Uniform income tax law and the finance of universities were adopted. 

Decree 13 of 1970 introduced changes into the revenue allocation 

formula viz, 

(i) The 100% export duties that went to the States of origin was 

reduced to 60% while 40% was retained by the federal 

government; 

(ii) The 100% duty on fuel paid to the states of consumption was 

reduced to 50% and the balance 50% went to the Federal 

Government; 

(iii) The 50% mining rents and royalties formerly paid to the states 

of origin were reduced to 45% while DPA was credited with 

50% and the Federal government retained 5%. 

(iv) Exercise  duties were to be divided between the Federal 

government and the DPA; 

(v) The DPA was to be distributed 50% on the basis of equality 

of all the states and 50% proportionately on population. 

Decree 9 of 1971 gave the sole right of mining rents and 

royalties from off-shore oil exploitation to the Federal 

government. This was not to be the end of the declining 

fortunes of the states in revenues matters; Decrees 6 and 7 of 

1975 dealt the heaviest blows. 

 

b. Aboyade Technical Committee on Revenue Allocation 1977 

With the coming to power of a new Military regime in July 1975, the 

Aboyade Committee was appointed in 1977 to review the Revenue 

allocation scheme for submission to the Constitution Assembly. It was 

to take into consideration the need to ensure that each government of the 

Federation has adequate revenue to enable it discharge its responsibilities 

and having regard to the factors of population, equality of states, 

derivation, the national interest and any other factors bearing on the 

problem, and it was to: 

(a) Examine the present … revenue allocation formula with a view 

to determining its adequacy in the light of the factors mentioned 



78  africanscholarpublications@gmail.com                                                                               

 2021 

 

above and representation from the Federal government and the 

state governments and other interested parties. 

(b) Following from the finding in (a) recommend new proposals as 

necessary for allocation revenue between the Federal, State as 

well as the local governments and also amongst the state and local 

Federal government. 

(c) Make whatever recommendations are considered necessary for 

effective collection and distribution of Federal and State 

Revenues. 

 

The committee recommended that all federally derived revenues be paid 

into the Federal account; it created a special Grant Account, money from 

which was to be disbursed by the Federal Military Government to the 

mineral producing areas and for emergencies and disasters rehabilitation. 

The Technical Committee did away with all the old principles and 

introduced five new ones, these were, equality of access to development 

opportunities; National minimum standard; Absorptive capacity; 

independent revenue and Tax and fiscal efficiency. 

The Federal Military Government accepted the report but it was rejected 

by the Constituent Assembly on the grounds that the statistical base for 

applying that formular was inadequate; that it was too technical to be 

easily understood and that it was presented to the House by Professor 

Omo Omoruyi who at the time had a political leaning.Agbebaku, 

(1995:232). 

c. The Okigbo Presidential Commission on Revenue Allocation, 1979 

With the return to civil rule in October 1979, the President of the 

Federation, Alhaji Shehu Shagari appointed a Presidential 

Commission on Revenue Allocation which was inaugurated on the 

23rd of November, 1979. Its terms of reference were that: 

(a) The commission shall in the light of deliberation thereon in the 

Constituent Assembly and the representations of the Federal, 

State and Local Governments and other interested parties and the 

need to ensure each government in the Federation has adequate 

revenue to enable it discharge its function s as laid down in the 

Constitution, Examine the present formula for revenue allocation 

have regard to such factors as the National interest, derivation, 
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population, even development, equitable distribution and the 

equality of states; 

(b) Arising from the findings in [a] recommend new proposals 

considered necessary for revenue allocation between the federal, 

State and Local Government; 

(c) Make whatever recommendations considered necessary for 

effective collection and distribution of federal and state revenues 

and offer broad guidelines on the distribution of revenue among 

local governments within states; and  

(d) Make any other recommendations on any related issues as may 

be found necessary.  

In its work, the Commission noted among other things that: 

1. The sources of Federally collected revenue that formed the 

subject of the work of each commission have remained 

unchanged in the past thirty years;  

2. The Central problem had been haw much to allocate on 

derivation and how to share among the state the portion that 

passed through the common pool. 

It recommended that the Federation Account be shared as follows: 

  Federal Government   53% 

  State Government   30% 

  Local Governments   10% 

  Special Fund    7% 

The Federation Account standing to the credit of the State 

Governments is to be allocated thus: 

1. Minimum responsibility code (name for equality of states)

 -40% 

2.  Population -40% 

3. Primary School Enrolment -15% 

4.  Internals Revenue -5% 

 The Federal government made some adjustment and sent 

it to the National Assembly for debate titled “Allocation of 

Federal Revenue (Federal Account etc.) Bill 1980” it proposed, 

 55% for the Federal Government 

 34.5% for the States 

 8% for Local Government 
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 2.5% for Abuja 

The joint session of the National Assembly met and adopted the 

Senate recommendations of 58.5%, 31.5% and 10% to the 

Federal, States and Local Government respectively. 

Spate of criticisms, protest and even court litigation were the 

aftermath of this formula. 

d. REVENUE ALLOCATION UNDER IBB REGIME 1985-1989 

The thorniest issue under Babangida regime was the fiscal scheme. The 

issue of revenue allocation was so thorny that Babangida regime had to 

review the revenue allocation four times during its duration. From the 

inception of the Babangida regime in 1985 all through 1989, the formula 

of revenue allocation stood at: 

Federal – 55% 

State -32.5% 

Local – 10% 

Allocation to the oil mineral producing states, and general ecological 

problems stood at 1.5% and 1% respectively. 

 

e. REVENUE ALLOCATION UNDER PRESIDENT OLUSEGUN 

OBASANJO (1999-2007) 

The proposed formula Mobilization, Allocation and Fiscal commission 

gives: 

Federal government -41.3% 

State government – 31% 

Local government – 16% 

Apparently, not satisfied with what it considered upside formula, the 

Southern Governors insist that only equal revenue sharing between the 

federal government and the states in Nigeria will be considered fair and 

realistic by the Southern States. 

They therefore requested for the adoption of the following formula or 

revenue allocation in Nigeria: 

Federal government – 36% 

State Government -36% 

Local Government – 25% 

Federal Capital -1% 

Ecology – 2% 
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SUMMARY REVENUE ALLOCATION FROM 1988-1993 (IN 

BILLIONS) 

Allocations:  1988 1989 1990 1991 1992 1993 

Federal 

Government  

13.92 

(55%) 

14.91 

(50%) 

31.86 

(50%) 

47.1 

(50%) 

58.2 

(48.5%) 

58.2 

(48.5%) 

State 

Government  

8.23 

(32.5%) 

8.807 

(32.5%) 

13.63 

(30%) 

19.18 

(30%) 

23.58 

(25%) 

28.8 

(24%) 

Local 

Governments 

2.53 

(10%) 

2.71 

(10%) 

6.81 

(15%) 

9.59 

(15%) 

18.87 

(20%) 

24.0 

(20%) 

Source: First Bank: Monthly Business and economic reports for 1988, 

1989, 1999, 1991, 1992 and 1993  

Note: Numbers in Brackets are the percentages of allocation. 

 

f. REVENUE ALLOCATION (2000-2010) 

The current vertical allocation formula which is based on presidential 

Executive order is as follows: 

Federal government – 52.68% 

State Government - 26.72% 

Local Government – 20. 60% 

 While the horizontal allocation formula which captures 

factors/principles and percentage is as follows:  

Equality-40% 

Population – 30% 

Landmass/Terrain – 10% 

Internally Generated Revenue- 10% 

Social development factor – 10% 

 For purpose of emphasis, the Social Development Factor 

comprised of Education (4.0), Health (3.0) and water (3.0) Bashir 

2008:7). 

g. REVENUE SHARING AND ALLOCATION IN NIGERIA      

Revenue sharing and allocation between the federal and other tiers of 

government have become the most contentious issues in Nigeria’s fiscal 

federalism. To this end, Pauline Baker notes that the revenue allocation 

issue is not a secondary matter but a primary issue that is fundamental to 

the political stability of the country as a whole (Baker, 1984). Fiscal 
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matters according to Olutayo Adesina, transcend the purview of 

economics. In pluralistic societies, they assume political, religious and 

social dimensions (Adesina, 1998). Revenue allocation has been a major 

issue in the Nigerian political system even from the pre-independence 

era. Between 1946 and 1960, four fiscal review commissions were 

appointed to recommend a satisfactory revenue allocation formula for 

the country. 

h. PRESENT REVENUE ALLOCATION  

All revenue accrued from Nigeria’s natural resources is dispersed from 

the centralized government holding known as the Federal Account. As 

of 2014, the guidelines for revenue allocation in the country are set by 

the Revenue Mobilization Allocation and Fiscal Commission, a 

permanent and autonomous body constitutionally charged with 

reviewing the nation’s fiscal authority. The organization reviews and 

advises the formulas and principles of allocation to adjust for charging 

fiscal circumstances. However, the final allocation is set by the nation’s 

legislative body, the National Assembly.   

Broadly speaking, the distribution is as follows: the federal government 

receives 56 percent, the state governments receive 24 percent and the 

local governments receive 20 percent. The formulas further dictate the 

allocation to state and local governments by land mass and terrain. 

Finally, strict limits are placed on the utilization of all revenue accrued 

from natural resources.  

 

PRINCIPLES OF REVENUE ALLOCATION IN NIGERIA OVER THE 

YEARS 

Having looked through the various commissions on Revenue sharing within the 

scope of this paper, we will now examine fourteen principles that have been 

used by the various Revenue Commissions. Osa, O,(2000)while many went 

with the commissions that use them, few have persisted over time. 

1. Derivation: This principle requires that the revenue accruing from a 

particular state should be allocated back to that state at least in greater 

proportion than the other states. The derivation principle is by inference 

tied to the ‘benefit principle of taxation’ and it puts the State of origin of 

particular revenue in a greater change of receiving more than others. In 

the 1950’s and 60s when it applied to the proceeds of export taxes on 
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agricultural goods, the regional governments were stimulated to boost 

the production of agricultural export commodities like groundnut, cocoa, 

cotton; palm oil etc. farmers and agricultural societies were given loans 

and other forms of assistance. Since the regional governments in a way 

helped in the generation of revenue, efficiency was promoted. 

But with the creation of the Distributable Pool Account emphasis was 

shifted from the principle and need and national interest were accorded 

prominence. By 1975 all the proceeds from import and excise duties 

which constituted above 3/5 of the non-declared revenue and 2/5 of the 

country’s total revenue in 1948-52 were all directed into the DPA. 

Hitherto part or all of which was shared among the States on the basis of 

derivation. This now left the states with only 20% of the rents and 

royalties on in – shore mining based on derivation. 

The principle has generated many controversies in recent time. As earlier 

said, the principle was very much in use for agricultural products but 

things changed when the oil industry took pre-eminence. For example, 

the non-oil producing areas have argued that oil is found in a place 

through accident, it was not cultivated by them and that since it is the 

Federal Government that has right to the minerals within the country, 

there is no reason why the principle of derivation should be applied to 

the disadvantage of others. The oil-producing states have argued for the 

use of this principle; they put forward the hazards and ecological 

problems like water and air pollution and the risk of earthquake as a 

result of the weakening of the land because of oil exploitation. 

It has been noted that lack of reliable data has plagued all successive 

Revenue Allocation Commission and the question arises of how possible 

it is to know correctly the proceeds accruing from each state from the 

non-oil sectors. If it was not possible when there were only three regions, 

it is now compounded with the existence of many state, the application 

therefore of the derivation principle to the fullest as previously done 

especially with the breaking up of the old regional structure will not meet 

with the equity criteria.  

It has been argued that this principle could best be suitable for a loose 

Federation and nor like Nigerian where the states should have a sense of 

national unity, common citizenship and nationhood. The Aboyade 

Technical Committee brings home the point when it stated the principle 



84  africanscholarpublications@gmail.com                                                                               

 2021 

 

of derivation has little or no place in a cohesive fiscal system for national 

political and social development. It widens the development and 

geographical inequalities of the states. While the principle meets the 

efficiency criterion especially when agriculture was our mainstay it is 

now obsolete and it violates the equity criterion. 

2. Population: Population as a principle has not really been used explicitly 

until 1966. with the creation of twelve states in 1967 the military had no 

readily available formula at hand to disburse the DPA, the shares of the 

old Western and Eastern Regions where allocated to the respective 

component states on the basis of population, however, it was not applied 

to the Northern States. This selective application was corrected by 

Decree 13 of 1970. 

The use of this principle has been advanced for some reasons. For 

example government is believed to be about people, development about 

people and that the ultimate end of a government is the welfare of its 

people. To give credence to it the Fourth National Development Plan 

guidelines ask- what need is development? It states that the answer has 

often been couched in terms of material things, rather than people, in 

terms of creation rather than evolution. True development must mean the 

development of man. It is also clear that development does not start with 

goods, things etc, it starts with people. Population is also seen to be a 

pointer to the end of a state since it is said that the population of a state 

determines the needs of its citizens. The principle like derivation has 

been controversial. Its use as an explicit principle of allocation to satisfy 

equity is difficult if not impossible. This is true if we have in mind the 

fact that we have not been able to have an accurate census in this country. 

How then can we say that state A should have 20% of the ADP and state 

D 15% on the basis of population, when there are no reliable population 

figures? We have also seen the unevenness in its use when in 1967 the 

military government allocated revenue to the former Western and 

Eastern regions on the basis of population without using same for the 

Northern region. 

While this principle cannot be discarded altogether, it can however be 

used subsumed in other principles or it should be given lesser weight. 

One can there conclude with Aboyade that “Absolute and weighted 

population figures measure little or nothing in terms of fiscal or 
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economic needs; and that dependence on it for sharing revenue gives the 

erroneous and unhealthy impression that the sharing of the national cake 

is more important than the baking of it”. 

3. Need: The Hicks-Philipson Commission introduced this principle of 

Need and has been relatively popular since then. A state needs among 

other things money to sustain and develop its capacities are resources to 

carry on its functions-functions which mostly are prescribed by the 

constitution. But the problem of how to determine and quantify need 

arises. The needs of a state are unlimited and the ability of measuring the 

need of C vis-à-vis with those of state F, especially when they are not on 

the same level of economic and consequently welfare development 

becomes difficult. The Hicks Philipson Commission provided as 

geographical difficulties; it also interpreted need simply on the basis of 

population. 

The principle of Need like others is a difficult one to apply to the fullest. 

Needs are relative and unstable, they change with time and the rate of 

social, economic and political development. 

For easy management the Hick-Philipson Commission reduced Need to 

four indicators-populations, basic responsibilities of each regional 

government, the need for continuity in regional public services, and the 

need for balanced development. The Aboyade Committee also to 

quantify Needs took into account some set of indicators- these are current 

access to development opportunities, absorptive capacities and required 

resources for maintaining minimum standards for national integration. 

While some will argue that it is a retarding principle for some states in 

that it has been used more to raise the level of less developed state rather 

than advance the level of the relatively developed states. It is however 

an equalizing principle with equity consideration. 

4. National Interest: This is a discretionary measure used by the Central 

government to disburse resources to lower units, usually it consider 

economic, political and strategic reasons. 

As an objectives principle for reducing or filling the gaps for national 

equalization it is commendable. As an ambiguous term which is 

susceptible to different interpretations, it can be given different meaning 

at different times and by the incumbent leadership to rationalize their 

subjective judgment. As Aboyade has recommended it could be applied 
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in the disbursement of the special Grants Account and should be 

narrowed down to special emergencies and contingency needs only. 

Agbebaku, (1995:237) 

5. Even Development: The principle of Even Development requires that 

growth and development be spread so that serious inequalities or 

imbalance are reduced in the Federation. It is the intention of the Federal 

government that all the governments in the Federal grow if not equally 

at least optimally. This principle could be used to bridge the gap of 

development between states. Sir Sydney Philipson called it ‘even 

progress’ and standard of living and the degree of civilization throughout 

the country was raise to a general equal level. Nigeria’s unity will be well 

preserved and consolidated. What indices do we use to measure 

development?, level of education, political participation, or 

technological advancement? This brings us back to the problem of non-

availability of data; it therefore becomes inadvisable to incorporate such 

a criterion in a revenue allocation scheme. 

However, given that the political authorities will be reasonable and 

objective in approach, this principle could be used to bridge the gap of 

economic development among the states. 

6. Independent Revenue: The principle of Independent Revenue 

maintains that each level of government should be able to raise part of 

its revenue independently. This principle has been in use since 1946; 

though Philipson called it ‘Declared Revenue’. It is in substance the 

same, and it was Aboyade who revived it in its; present title. 

This is an efficiency principle which allows every level of government 

to look for ways of raising revenue instead of going to the Central 

government for every money needed. There is however a constitutional 

provision which limits. The state and local governments to certain areas 

of revenue collection; Internally generated revenue is dwindling relative 

to the financial needs of each unit of government that the bulk of the 

state’s revenue now comes from the Central government. 

Though only taxes on personal income, capital gains and transaction by 

way of stamp duties are now left to the state, they still can think of other 

constitutional ways of internally generating revenue as this will 

minimize the daily cries of states to the Federal government for money. 
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7. Internal Revenue Effort: This principle is meant to encourage states to 

step up their revenue drive. If this is so, individual states and local 

government will depend less on central government. This criterion has 

generated a lot of debate and protests from state that have little 

opportunity of increasing their internally generated revenue. States with 

more resources and less population are favoured under this principle. 

8. Absorptive Capacity: This principle is aimed at identifying and 

assessing the capacity of a state to make adequate use of funds allocated 

to make the best use of such funds. The contention here is that this 

principle can only work well where there is probity and accountability. 

9. Social Development Factor: This principle is the same with even 

development or balanced development; no matter the name it is called. 

It is meant to bridge the gap of imbalances in the country through the 

introduction of federal character or quota system in educational, 

infrastructural development etc. 

The argument is that this principle is being manipulated by political 

leaders to favour their own interest. 

10. Minimum National Standards: Minimum National Standards in terms 

of resources allocation among states is required in respect of education, 

health, agriculture and other social services so as not to create much 

disparity among the federating units. Without missing words, it is 

difficult to generate the achievement of this principle. The reasons are 

multifarious, viz: manipulation by political leaders, corruption, no 

probity and accountability, ethnic and majority nationalism. Nigerians 

do not even know how much they have in the federal account.  

11. Minimum Responsibility of Government: This principle implies that 

each level of government has a certain minimum responsibility of service 

to be provided by the level of government to its citizens and should not 

fall below a defined level as assigned by the constitution. It is contended 

that government has not been able to implement this principle because 

of different endowments, by the different levels of governments. 

12. Fiscal Efficiency: Fiscal efficiency recommends prudence in financial 

administration that is the revenue collected should be higher relative to 

cost. Among the five principles used by Aboyade this borders on 

efficiency, the ability of a state to collect revenues allotted by the 

Constitution with a minimal cost. This principle could be influenced by 
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population to some extent in that it is costlier to collect taxes from a large 

taxable population than a smaller one.  

13. Tax Effort: The principle of tax effort could be tied to that of 

independent revenue. It is a principle designed to encourage states to use 

their tax abilities to the optimum. A state with great capacities to raise 

and utilize tax revenue will all things being equal, have great 

developmental potentials. While it could be an inducement measure it 

can be limited by the constraints of the constitution. 

14. Continuity of Government Services: This is related to the principle of 

minimum responsibility of governments and it means that every unit of 

government has responsibilities assigned to it by the constitution. Being 

constitutionally assigned, each level of government has to maintain a 

minimal level of services to it citizens. This is a principle which is better 

suited for vertical allocation between tiers of governments, and could 

both be on equity and efficiency considerations.  

15. Landmass and Difficult Terrain: This was introduced in 1990 by 

Babangida’s administration. The rationale for the size and difficult 

terrain of land in the allocation principle of revenue is that such states 

usually incur high costs in the process of providing infrastructural 

facilities such as roads, electricity, water and other infrastructural needs. 

Therefore, such states are required to be given extra financial resources. 

Difficult terrain includes rooky and swampy areas e.g. Plateau and 

Bayelsa states. 

The contention is that some states are also trying to take advantage of 

this principle. 

In conclusion, therefore, it would be observed that each of these 

principles, within the horizontal allocation of revenue is characterized 

with one problem or the other. This made Aboyade Technical Committee 

(1979) to comment as follows: Population has been characterized by 

logicality, in consistency, and inequality. Derivation has done much to 

poison intergovernmental relations and hamper a sense of national unity. 

Need has little of any operational relevance. Even development was 

analytically ambiguous and not technically feasible to measure in any 

meaningful way. The equality of status of states was a consolidation 

price to state not favoured by the population and derivation principles. 

National interest was capable of many interpretation and circumstances. 
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Problems facing revenue allocation in Nigeria.  

There are several Problems and contending issues confronting 

intergovernmental fiscal relations in Nigeria:  

1. Non-correspondence problem:  

Ideally, each level of government should be given adequate resource to 

allow it discharge its responsibilities. Because this is not possible, there 

is usually a lack of correspondence between the spending responsibilities 

and the tax payer/revenue sources assigned different problem of 

government. It referred to as the non- correspondence problem in Nigeria 

most of the major sources of revenue come under the jurisdiction of the 

federal government yet lower levels government are supposed to 

generate internal revenue. There is, therefore, the need to solve the 

imbalance between assigned functions and tax powers.  

The issues concerning fiscal rebellions among the constitutional units of 

the Nigeria federation that remain mostly unresolved are the divergence 

between assigned functions and taxpayer, principle of horizontal and 

vertical revenue allocation dependence of states and local government 

on federal sources of finding, tendency towards concentration and 

federal presence in the states. The five principles currently applied in the 

horizontal revenue allocation formula are far from acceptable to all the 

stakeholders.  

Other non-correspondent problems highlighted by the Okpe union of 

North America in 2005 in its effort “towards a renewed federalism on 

Nigeria” are the motion of unified national wage structure for federal and 

state civil service, and the educational institutions to them, drawing 

copiously from the United States, contend that each federating unit 

should established its own salary structure based on its capabilities. In 

similar venture, Fadamusi challenges the formula for the distribution of 

the value added tax (VAT) a direct consumption tax “What can for 

instance be the rational basis for the federal government acquisition of 

35 percent share of the VAT revenue? Accordingly, it has been 

suggested that Nigeria should return in principle to the 1969 constitution 

position on revenue sharing, which recognized the principle that 

launching or consuming state ought to be the primary beneficiary of the 

input/consumption activity (but excluding the formula prescribed in 

section 1135 thereof): that the states within whose territories PMS are 
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consumed shall receive 35 percent of the duty and taxes on such goods 

or consumption without prejudice to an in addition to what accrues to the 

state under the existing revenue allocation formula as determined by the 

National Assembly. To Adawo and Ekong state that, on vertical formula 

for VAT, the federal government share should reduce to 10 percent, 

where the federal Inland Revenue service (FIRS) that centrally 

administers VAT should receive 5 percent, state government 55 percent 

and local government 30 percent. On horizontal formula for sharing Vat, 

they suggest the following rations - equality 40percent, financial 

efficiency 10 percent, financial responsibility 10 percent, education and 

health 10 percent derivation 20 percent and population 10 percent  

2. Fiscal Autonomy and Independence  

The issue of relative fiscal autonomy and independence of the state and 

local governments in a true federal structure goes with the corollary issue 

of the correspondence of government functions and revenue sources. 

Since the creation of the twelve state structures in 1967, states and local 

governments have been excessively dependents on the Federation 

Account. This independence must be reduced if the federating units are 

to be free to pursue their own developments goals without being 

hampered by the unpredictable fluctuation in their shares of the 

Federation Account. It is importance that revenue sources should be 

reallocated and made compatible with the fluctuations stated for each tier 

of government enhance steady and proper funding of administrative and 

developmental activities instead of the often experienced unexpected 

financial constrictions at the two lower tiers of government  

3. Oil Producing States, Oil Producing Local Government 

Administrative Areas of Communities.  

Omoruyi,(2000) in his treaties “the politics of Oil: who owns the oil, 

Nigeria states or communities” raised three salient questions on true 

ownership of oil on Nigeria. The question of local control over local 

resources in an established constitutional principle in federal systems, 

but the way the Nigeria federal system developed under the external 

colonial order (1954-60) and continued under the period of geo-ethnic- 

military internal colonial order (1960-1999) and in the democratic 

dispensation between 1999 to date is yet an unresolved contending issues 

in the discourse about Nigeria’s federalism. He challenged the “Tripod” 
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approach to Nigeria’s problem where the three major ethnic nationalities 

decide the content and the trend of national issues. “This tripod 

approaches to Nigerian polities, should have been done away with by 

now, with the introduction of the notion of ‘federal character’, which 

takes states in the federation as the units of representation. The tripod 

approach to Nigerian politics also implies to how oil, which comes from 

the non-majority ethnic areas. is approached in the political and 

economic discourse. We should also be aware of the felling among the 

majority ethnic nationalities that the areas producing oil by virtue of 

powerlessness in the military and politics should not be allowed to lay 

claim to the oil from their areas as for right”. 

However, Omoruyi,(2000) drew a distinction between oil producing 

communities and oil producing states.  

This is the basis of the activities of the Traditional rulers of the producing 

communities who are dealing with government and want the money due 

to the states on the basis of the 13 percent derivation in the constitutional 

should be paid to the “oil producing communities/local government 

areas.”  

The traditional rulers of the producing communities argued that 

“communities” own oil and not states. This is an unresolved issue and 

separates the communities in riverside areas directly affected by oil 

spillages from their compatriots in landed areas for enjoying the full 

benefits of allocations to producing states. One does not kwon and this 

argument. There was issue of who should spend the oil money. Should 

it be the Nigeria government in conjunction with the oil producing area 

alone? The constitutional from 1960 till after the civil war up till 1978 

gave the right of ownership to the federal government by the proceeds 

were shared between the federal government and the regions or states on 

the basic of derivation like the agricultural crops.  

Omoruyi further averred,” for the avoidance of doubt, the ownership 

question was clearly spelt in the 1979 constitutional and in subsequent 

enactments. From 1979 constitution, any claim of the right of ownership 

of minerals was denied the units in the federation called states. This rule 

also denies the right of ownership to local communities. We need to ask 

the extent to which this portends any solution to the Nigeria Delta crisis 

and it implication for a constitutional amendment.  
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4. Federation Account and the Derivation Fund.  

It is important to define what constitutes the federation account to which 

the various vertical revenue allocation formula have been applied and 

what should be directly financed for its. Up to 1990, the amount accruing 

yearly to the federation account was still over 76 percent of totally 

federally collected revenue; but since 1991, when it first dropped to 

about 75 percent and nose-dived to around 35 percent by 1997, it showed 

no sign of recovery  

It is therefore clear, that in such a situation, whatever the vertical formula 

applicable, there must still be serious fiscal imbalance between the 

federal government and the two lower tiers of government. Olowonorni 

suggested that it is revenue to redress this imbalance in revenue 

allocation in the spirit of balanced the federalism what appears to account 

for the imbalance in the assertion of the self-claimed right by the federal 

government to finance various first- line charges from the federation 

account before the application of the vertical formula. The first-line 

charges include funding for external debt services, national priority 

projects, NNPC priority projects, special reserve accounts, and excess 

proceeds to the crude oil sales account anc. addition, the joints venture 

cash calls account. These deductions are made from the proceeds of 

crude oil sale before the derivation fund in the federation account is 

arrived at, and ager which further deductions for specie funds and 

findings of the federal capital territory and made.  

Ikeji further argued that it will seem more logical, with the exception of 

the joint venture case calls, that these various charges which are federal 

government obligations be financed solely from the federal government’ 

revenue proper that is, from its share of the federation accounts or from 

its revenue from other source Therefore, in order to determine what 

constitutes the derivation funds’, resolving the issue of the federation 

account is crucial without which the derivation formula projected is 

imbalance.  

5. Oil-Producing Areas and the Derivation Principle.  

The crude oil production has been the most important economic activity 

in the Nigeria economy since the early 1970s is now subject to debate. It 

is not united to it contributing almost 90 percent of Nigeria’s total foreign 

exchange earnings but also is the fact that the national budgets are 
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predicted on the expected annual production and price of crude oil. Thus, 

crude oil is the primary engine for national economic growth and 

development. It is therefore, quite reasonable to expect that the areas 

producing the nation’s crude 011 would be very highly developed as 

compensation for what is taken away as well as for the devastation on 

the Ian engendered by the exploration process.  

There should have been development of physical and social 

infrastructures, human capital creation, and an economic empowerment 

of the general citizenry in those areas.  

The Niger Delta suffers near total neglects by both the federal 

government this claims ownership of the oil, and the multinational 

companies, which actually exploits the oil reserves. it is a picture of want 

on environmental degradation of all types-land (despoliation of 

farmlands), water (destruction of fishing areas am sources of drinking 

water), and air (release of many pollutant causing diseases in humans, 

animals and plants) The people in the Niger Delta who hitherto were able 

to cater for their needs are now being confronted with poverty through 

loss of their means of live hood. The invention of the federal government 

commission through the Niger delta development commission (NDDC) 

and ministry of Niger delta (MND) seems to be welcome development. 

However, the missing factor seems to be the proper treatment of the 

derivation principle and local governments of the oil producing areas to 

handle their developmental problems according to their own felt needs 

and priorities. The minimizations from the earlier 50 percent to 100 

percent and now 13 percent, only as it affects crude oil- is unjust and 

unfair when one considers that Igbeti Marble attract 55 percent 

derivation and the value added tax (VAT) still attract is 20 percent 

derivation. The challenge will be reexamine the issue of derivation 

particularly in line with the now democratic experiments.  

 

CONCLUSION 

However, the theoretical and practical imperatives of federalism are revenue 

allocation (fiscal federalism) and it has become an object of intense politics of 

Nigeria federalism since the era of colonial Masters to the present days of 

independence and democratic dispensation.  

So far, the quest to resolve the contradicting imbalance in revenue shaving in 

Nigeria has not yield desirable result because of polarization antecedent nature 
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of the society which possess the potential of balancing conflicting interests 

which often emanated at different time in intergovernmental fiscal relations.  

Finally, Nigeria state has not and may not be able to resolve these nagging 

issues. The politically and economically fragile Nigeria state, operating with 

these challenges. By this default, the study argues, the promise of inventing 

development promoting revenue sharing formula is lost in Nigeria National 

progress is the ultimate casualty.  

 

RECOMMENDATIONS 

However, all hope is not lost if the government can accept the suggestion or 

recommendation proffered for his study.  

1. there is need to resolve the imbalance between assigned functions and 

tax powers of various tiers of government, this is because the five 

principles formula are far from acceptable to all the stakeholders. There 

is usually a lack of correspondence between the spending responsibilities 

and the tax power/revenue sources assigned to difference levels of 

government. 

2. On the issue of relative fiscal autonomy and independence of the states 

and local governments, this dependence of sub national units of 

government; must be reduce if the federating units are to be free to 

pursue their own developments goals without being hampered by the 

unpredictable fluctuations their shares of the federation account.  

3. Local control over local resources should be highly recognized and 

respected by the higher levels of government. Although this contending 

issue has an established constitutional principles in federal system but 

the way the Nigeria federal system developed under the external order 

(1954-60) and continued order (1960-1999) and democratic dispensation 

between 1999 to date is get in the discount about Nigeria’s federalism.  

4. Federal government should find a way of making areas shareholders in 

the oil industry. It is expected that the oil producing the nation’s crude 

oil would be very highly developed compensation for what is taken was 

as well as the devastation on the land engendered by the exploration 

process; there should be development of physical and social 

infrastructures, human capital creation, and economic empowerments of 

the general entry in those areas.  
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Lower tier of government complained of over-concentration revenue by 

the federal government. The lower tier of government complained of not 

having enough fiscal jurisdictions in performing statutory functions. 

They only have personal income tax. 

6 Recommendation here is that there should be an end to the creation of 

more states and local governments as agitator will continue to call for 

more. Creation of these units worsens the performance of the fiscal 

system. This will reduce the habit of sharing allocation with political 

godfathers. 

7 Revenue allocation formula should change in favour of the two lower 

tiers of government. This will give them adequate capacity to carry out 

their fiscal responsibility to the people. Since they are closer to the 

people at the grassroots. 

8 States and local government should be economically viable through 

internally generated revenue. Though some scholars argued that internally 

generated revenue cannot finance recurrent expenditure. 

9 Salaries and wages of senators and Representatives should be drastically 

reduced. 

10 Minimum wage is another problem. It should not be fixed by Federal 

government since they are not responsible for payment. 

Constitution should be amended in favour of the two tiers as against the 

present one where federal government legislates on exclusive list. 

Give the Federal Character Commission more authority and space to carry 

out its conditional responsibilities. 

To ensure equitable distribution of national wealth, work towards 

increasing the oil revenue allocated to oil producing states to at least 25 

percent in the interim. 

i. Work towards vesting 50 percent ownership of natural resources in the 

states and 50 percent in the federal government, and then divide a 

percentage of the federal government share among the states and local 

government areas through the Federation Account. 

ii. Work towards the abolition of the onshore and offshore oil dichotomy as 

soon as practicable. 

iii. Encourage non-oil producing states to develop new revenue generation 

capacity in other sectors, especially agriculture and mining. 
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iv. Reform the Land Use Act of 1978 and repeal the 1946 Mineral Act and 

the 1969 Petroleum Act promulgated by the administration of Yakubu 

Gowon.    

v. Inaugurate a clear-cut constitutional reform process that involves the 

generality of the people. 

vi. Create regions or give the current geo-political zones legal backing and 

existence. 
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