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Abstract 

This paper x-rays revenue allocation in Nigeria’s federalism, issues, 

challenges and the way forward. The focus of the paper is to ascertain 

the problem of revenue allocation in Nigeria and equally examine 

the contentious issues of resources/revenue allocation.  We made 

extensive use of secondary data and adopted the theory of federalism 

as our theoretical framework. The study revealed that the issue of 

revenue sharing formulae is still a contentious issue even under the 

present political dispensation. It recommended among other things 

that the Nigerian government must ensure that the revenue 

accruing to the federation is efficiently, effectively and judiciously 

managed through appropriate legislative and legal frame work. It 

concludes that Revenue Mobilization, Allocation and Fiscal 

Commission which is the institution that is saddled with such 
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enormous responsibilities does not only require semi-autonomy to 

serve as an independent umpire in revenue matters, it should be 

granted reasonable form of autonomy through constitutional 

reconstructing or amendment and given ample opportunities to 

perform its functions better, efficiently, effectively and maximally in 

addition to ensuring that it is insulated from all shackles of political 

interference by giving it free hands to run its affairs. 

Key words: Revenue allocation, Fiscal federalism, Financial autonomy and 

Nigeria 

 

Introduction 

The question of how to arrive at an acceptable formula for revenue 

sharing among the three tiers of government in Nigeria and trying to 

appease all sections of the polity has not only continued to take a central 

stage in national discourse but has also become one of  the most critical, 

protracted and controversial debates.  

The issue of revenue sharing which is a method of sharing the 

centrally generated revenue among the different tiers of government and 

how the amount allocated to a particular tier is shared among its 

components, is traceable to the evolution of the Nigerian state, which 

started in 1954 as a result of the 1953 Lyttleton Constitutional Conference. 

Ideally, a federal system of government provides a platform for the 

citizens to express their desire to form a cooperative union, based on 

consensus, even in the context of ethnic pluralism, without necessarily 

losing their respective identities, (Osaghae, 2004). 

In essence, a preferred federal system of government implies the 

creation of a single political entity within which central and state 

governments are assigned coordinated authority with limited legal or 

political limits (Agbu, 2004).  

1n a federal structure, in terms of allocation of resources, adequate 

autonomy is accorded each level of government to enable it perform its 

responsibilities. 
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Contemporary issues in Nigeria fiscal federalism which has been a 

protracted one refers to the scope and structure of the tiers of government 

responsibilities and functions as well as the allocation of resources among 

tiers of government, (vertical revenue sharing) as well as the distribution of 

revenue among the state governments (horizontal revenue allocation). The 

Dina Commission Report of 1968 led to the centralization of Nigeria’s fiscal 

federalism. It posited that an appropriate revenue allocation system should 

result in a more equitable distribution of revenue among the states to 

achieve a balance development of the federation. 

 

Statement of the Problem 

Revenue sharing in Nigeria Federalism constitutes a huge problem 

as there are several challenges and contending issues confronting her inter-

governmental fiscal relations. According to Egobueze and  Ojirika (2017):  

“one of the arguments for the adoption o federalism in 

Nigeria is the desire of economic and political viability and 

development in a nation of uneven distribution of human and 

natural resources but regrettably, the issue of fiscal federalism 

has been a subject of controversy which has generated a lot of 

acrimonious contestation since its introduction in 1946 by the 

Richards constitution.” 

 

The principles currently applied in the horizontal revenue allocation 

formula which emphasizes allocation of revenue from the centre to sub-

national levels with local government being subsumed by the states in the 

sharing formula, are far from being acceptable to all stake holders in the 

Nigeria project. These include but not limited to; a lacuna between the 

spending responsibilities and the tax powers/revenue sources assigned to 

different levels of government and control over resources as embedded in 

the 1999 constitution (as amended). 

Several revenue formulae that had been devised over the years by 

Nigeria’s successive government arising from various panels of enquiries 
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and constitutional developments that pre-dated her independence in 1960 

for a suitable and equitable revenue allocation between 1999 to date are yet 

to resolve the contending issues in the discourse about Nigeria’s federalism 

(Uhunmwuangho & Ekpu, 2012).  These issues are strong and volatile 

enough to threaten the country’s very existence and survival. 

Despite the several attempts to provide equitable revenue allocation 

formula consistent with the responsibilities between the different levels of 

government, including the landmark judgment in April 2002 by the 

Supreme Court to exclude revenue derived from offshore drilling from the 

calculation of the revenue attributable to the oil producing states based on 

the derivation principle, it seemed not to have helped in resolving the 

lingering controversy. 

 

Objectives 

The objectives of the paper are to ascertain the problem of revenue 

allocation in Nigeria federalism and to examine the contentious issues of 

resource/revenue allocation as it relates to Nigeria federalism and to proffer 

adequate solutions to the problems. 

 

Literature Review and Theoretical Framework 

In Nigeria, three main principles have been adopted in revenue 

sharing namely, derivation, need and national interest principles (Ola & 

Offiong, 1999).While the derivation principle is a method of distributing 

federal revenue to the various units that makes up the federation on the 

basis of the total or some proportion of certain taxes or resources generated 

from their areas, the need principle is based on the fiscal need usually 

determined by the size of the population in an area. The national interest 

principle is determined on the basis of public expenditure considered to be 

in the interest of the nation as a whole.  

Nigerian politics is replete with accusations and counter accusations 

from different segment of Nigeria with respect to the sharing formula that 

had been adopted over the years (Agbebaku, 1995, Olokoshi, &Agbu 1995). 



Port Harcourt Journal Of History & Diplomatic Studies                      www.phjournalofhistorydiplomaticstudies.com 

 

Revenue Allocation in Nigeria’s Federalism      199 

For instance, for advocates of derivative principle, the present system of 

revenue allocation is considered unfair and inequitable because states from 

where the resources are generated are faced with serious ecological 

problems occasioned by oil exploitation with its negative effects. They have 

continued to advocate for an upward review of the derivation principle of 

revenue allocation formula to reflect “current realities” in the country and 

in line with the principle of fiscal federalism and resource control 

(Egobueze & Ojirika, 2017).  They opined that the problems of revenue 

allocation can only be addressed through devolution of more powers to the 

states instead of bickering over allocations from the Federation Account.  

Under this arrangement, every state will be empowered and encouraged to 

generate and control its resources and pay tax to the centre.  This will enable 

each state to develop in accordance with its capability and thus relieve the 

federal government from too many responsibilities.  They insisted that “the 

Federal Government is holding too many responsibilities and power that 

are supposed to be within the purview of the federating states. They thus 

considered it expedient to exploit other mineral deposits options in 

different parts of the country instead of depleting the oil and gas reserves 

in a particular region (Ikeji, 2011). They further warned that the country 

would continue to stagnate unless it reverts to true fiscal federalism where 

states are stronger than the government at the centre as is the case in a true 

federalism.  This will enable each state to tackle its development challenges 

faster at its own pace rather than depending on the federal allocations.  

They advised that each state should be allowed to look inwards and see 

how they could improve the internally generated revenue of their 

respective states by tapping the natural resources including agricultural 

products in their areas. 

Those on the other side of the divide have continued to demand for 

appropriation of more funds to the federal governance due to its tendency 

towards concentration of presence or projects in the states (Fashola, 2011).  
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The proponents clamored for more funds based on the assumption 

that economic disparity may only promote disintegration, division and 

crisis.  

Since the creation of the twelve-state structure by the military in 1967 

(Ehwarieme, 1999), states and local governments have been more or less 

depending on the Federation Account which has negatively affected the 

developmental agenda and financial capacity of states.  

 

Theoretical framework 

 The paper adopted the theory of fiscal federalism as the theoretical 

framework for this study.  The adoption of this theory is to chronicle some 

aspects of the subject in terms of revenue sharing formulae. 

 Federalism, fiscal federalism and revenue allocation are interwoven 

concepts that are characteristics of a federal state.  According to Wheare 

(1963), it means the division of power in such a way that general and 

regional governments are within a sphere co-ordinate and independent. 

The term ‘federalism’ is also used to describe a system of 

government in which sovereignty is constitutionally divided between a 

central governing authority and constituent political units, such as states, 

provinces or local governments.  One of the main features of federalism is 

democratic rules and institutions.  Under this arrangement, the power to 

govern is shared among the three tiers of government, creating what is 

often referred to as a federation. 

According to Ogbeide & Otoghile (2016), federalism as a concept and 

system of government is a theoretical and practical attempt to build bridges 

across autonomous sub-nationalities by emphasizing the college 

advantage(s) of staying together. 

Today, the Nigerian state has not been able to come up with an ideal 

revenue sharing formula as there has not been consensus of opinion as to 

what constitute an ideal and generally acceptable formula. In the words of 

Obi (2000), “the issues of revenue allocation strikes at the very basis of 
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existence of the Nigerian federation and the rules of entry and exit from the 

ruling class”. 

The struggle for the control of the nation’s resources based on 

regional cleavages has often led to conflict and instability since 1958 when 

revenue from oil gained prominence as the major source of revenue in the 

country.  

 

Evolution of Revenue Allocation in Nigeria 

The Richard’s Constitution of 1946 granted some level of autonomy 

to the regions and introduced the principle of derivation as a method of 

revenue allocation with its attendant fears, complaints and disputes by 

some states not so much endowed with natural resources, notably the 

north. Since then, the issue of revenue sharing formula has been excessively 

politicized. 

The Raisman revenue sharing formula of 1958 which guided Nigeria 

through the independence replaced the principle of derivation with greater 

emphasis on population. This was followed by Binn Commission of 1964 

which laid emphasis on the principle of fiscal need. 

However, the revenue sharing formula changed suddenly when the 

Military Government promulgated the Distributable Pool Account Decree 

No. 13 which granted states 60 percent share of export duties instead of 100 

percent, 50 percent of duty on motor fuel, and 50 percent of the excise duty 

revenue leaving the rest to the Federal Government.  The Federal 

Government also got additional 5 percent from the previous 50 percent of 

the share of states on mining rents and royalties. Under this arrangement, 

the non-oil producing states benefited more. This was followed by another 

attempt during Second Republic which was invalidated by the Supreme 

Court. The Revenue Allocation Act of 1981 granted Federal Government 55 

percent share of national allocation; 30.5 percent shared by all the states and 

the remaining 10 percent was meant for local governments, while the 

remaining 4.5 percent was set aside as special funds. The derivation 

principle was discarded in the revenue allocation scheme. 
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The situation remained unchanged until early 1990s when Niger-

Deltans stepped up agitations for resource control. In 1992, General Ibrahim 

Badamosi Babangida led administration established the Oil Mineral 

Producing and Development Commission (OMPADEC), specifically to 

address the ecological problems caused by oil exploration in the region. In 

1995, the Constitutional Conference set up to fashion out a new constitution 

for the country recommended the allocation of 13 percent to the oil 

producing states as derivation revenue to develop the states in the region.  

However, it was not until April 2000 that the 13 percent derivation principle 

became operational. 

The current revenue allocation formula allocate 52.68 percent of all 

national revenue to the federal government while the 36 states and the 774 

local governments share 26.72 percent and 20.6 percent respectively, with 

13 percent going to the oil-producing states as derivation. 

 

Problems/Challenges of Revenue Allocation in Nigeria 

In Nigeria, most of the major sources of revenue come under the 

jurisdiction of the federal government. Up to 1990, the amount accruing 

yearly to the Federation Account was still over 96% of totally “federally 

collected revenue; but since 1991, when it first dropped to about 75% and 

nose-dived to around 35% by 1997, it showed no sign of recovery (Olokoshi, 

& Agbu, 1995).This is worsened by the first-line charges that must be 

deducted from the proceeds of crude oil sales before the derivation fund in 

the Federation Account is arrived at.  Such deductions include funding for 

external debt service, national and NNPC priority projects, special reserve 

account, excess proceeds of the crude oil sales account including the joint 

venture cash calls account and after which further deductions for special 

funds and the funding of the federal capital territory are made.  

Various authors have challenged the formula for the distribution of 

the Value Added Tax (VAT), which represents 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? He suggested that 
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Nigeria should return in principle to the 1960 constitution on revenue on 

the issue of sharing formula, which recognizes the principle that consuming 

state ought to be the primary beneficiary of import/consumption activity 

(but excluding the formula prescribed in Section 135 thereof),and that the 

states within whose territories PMS are consumed shall receive 35 percent 

of VAT and taxes on such goods or consumption without prejudice to and 

in addition to what accrues to the state under the existing revenue 

allocation formula as may be determined by the National Assembly 

To Adawo and Ekong (2003), on vertical formula for VAT, the 

federal government share should be reduced to 10 percent, while the 

Federal Inland Revenue Service (FIRS) that centrally administers VAT 

should received 5 percent, state government 55 percent and local 

government 30 percent. On horizontal formula for sharing VAT, they 

suggested the following ratios: equality 40%, financial efficiency 10%, 

financial responsibility 10%, education and health 10%, derivation 20% and 

population 10%. 

 

The Role of Revenue Mobilization Allocation and Fiscal Commission in 

Ensuring Equitable Resource Distribution in Nigeria 

 

The commission which was first established by Decree No. 49 of 1989 

was also embedded in the 1999 constitution (Federal Republic of Nigeria, 

1999). 

  Its functions include; to monitor the accounts and disbursement of 

revenue from the federation account, review from time to time, the revenue 

allocation formula principles in operation to ensure conformity with 

changing realities, advice the federal, state and local government on fiscal 

efficiency and methods by which their revenue is to be increased, determine 

the remuneration appropriate to political office holders, including the 

president, vice president, governors, deputy governors, ministers, 

commissioners, special advisers, legislative and the holders of the officers 

mentioned in sections 84 and 124 of the constitution, make 
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recommendation and submit its findings by a report to the government of 

the federation or of the state, as the case may be regarding the formula for 

the distribution of the federation accounts and the local government 

accounts, discharge such other functions conferred on it by the constitution 

or the national assembly. 

 

Recommendations 

The researchers recommend the following as panacea to efficient and 

acceptable revenue allocation formula. 

The Nigerian government must ensure that the revenue 

 accruing to the federation is efficiently, effectively and judiciously 

managed through appropriate legislative and legal frame work. The recent 

decision by the federal government to limit the daily financial spending of 

local governments is not only apt but timely and desirable. 

 As a federating unit, the Nigerian state must, as a matter of necessity, 

take appropriate far reaching decisions on how to equitably allocate 

available resources among the federal, states and local government 

including the Federal Capital Territory, Abuja. Besides, RMAFC that is 

charged with monitoring accruals into and disbursements from the 

federation account does not only require semi-autonomy to  serve as an 

independent umpire in revenue matters, it should be made autonomous 

and given ample opportunities in order to perform its functions better and 

maximally. 

There should be effective measures of data collections and wide 

range of consultations backed up by adequate funding and public support.  

There is also need for the nation to seriously look for alternative 

means of income generation other than over dependence on oil revenue. 

On the issue of relative fiscal autonomy and independence of the 

states and local governments, this dependence of sub-national units or 

government must be reduced if the federating units are to be free to pursue 

their own development goals without being hampered by the 

unpredictable fluctuations in their shares or the Federation Account.  For 
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instance, there is no reason (drawing copiously from the United States) why 

each federating unit should not establish its own salary structure based on 

its capabilities. 

Also, the federal government should make the oil producing local 

government administrative areas shareholders in the joint venture 

arrangements with the oil companies, thus making them stakeholders in 

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

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

away as well as for the devastation on the land engendered by the 

exploration process. 

There should be development of physical and social infrastructures, 

human capital creation, and economic empowerment of the general 

citizenry in those areas. The missing factor seems to be the proper treatment 

of the derivation principle in a way that would enable the States and local 

governments of the oil producing areas to handle their developmental 

problems according to their own felt needs and priorities. What solutions 

can be deduced for the problems emanating from the challenge of the 

‘Tripod’ approach to Nigeria’s problems where the three major ethnic 

nationalities decide the content and the trend of national issues? 

There is the issue of deductions that are made from the proceeds of 

crude oil states before the derivation fund in the Federation Account is 

arrived at, and after which further deductions for special funds and the 

funding of the federal capital territory are made. It will seem more logical, 

with the exception of joint venture cash calls, that these various charges 

which are federal government obligations be financed solely from the 

federal government’s revenue power, that is, from its share of the Federal 

Account or from its share revenue from other sources. 

There is the issue of deductions that are made from the proceeds of 

crude oil states before the derivation fund in the Federation Account is 

arrived at, and after which further deductions for special funds and the 

funding of the federal capital territory are made. It will seem more logical, 

with the exception of joint venture cash calls, that these various charges 
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which are federal government obligations be financed solely from the 

federal government’s revenue power, that is, from its share of the Federal 

Account or from its share revenue from other sources. 

There is the need to resolve the imbalance between assigned 

functions and tax powers. 

This independence must be reduced if the federating units are to be 

free to pursue their own development goals without being hampered by 

the unpredictable fluctuations in their shares of the Federation Account. It 

is important that revenue sources should be reallocated and made 

compatible with the fluctuations stated for each tier of government to 

enhance steady and proper funding of administrative and developmental 

activities instead of the often experience unexpected financial constrictions 

at the two lower tiers of government. 

It is expected that fiscal decentralization would stimulate growth 

and development. There is the need to ascertain whether this has taken 

place in the country particularly as large amount of resources have been 

transferred from the center to both State and Local Governments. 

 

Conclusion 

No doubt, Revenue Mobilization, Allocation and Fiscal Commission 

is saddled with enormous responsibilities hence it requires semi-autonomy 

to serve as an independent umpire in revenue matters.  Reasonable form of 

autonomy through constitutional reconstructing or amendment should be 

carried out to enable it perform better, efficiently, effectively and maximally 

in addition to ensuring that it is insulated from all shackles of political 

interference by giving it free hands to run its affairs. 
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