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dividend tax-free period to five (5) years and non-application of minimum tax law (see Sobande, 

et al., 2014). Undoubtedly, the categorisation, according to ETR, is novel but the findings would 

have been more robust if the study’s period is more than one accounting period and if the influence 

of determinants of aggressive tax planning varies with the categories. 

 
With the aid of unbalanced panel regression methodology, Inua (2018) examines whether firm 

attributes can alter variation in tax aggressiveness using a sample of 30 manufacturing firms listed 

on the NSE between 2011 and 2016. The study finds evidence that firm size cannot influence tax 

aggressiveness among listed firms on the NSE in the period under review. Even though the author 

claims the conduct of Hausman Specification Test, the findings are presented using both REM and 

FEM. Similarly, the study’s claim of sampling 30 firms for six (6) years with observations that 

range from 217 to 219 casts doubt on the integrity of the data as well as the findings.  

 
In another Nigerian study, Salaudeen and Ejeh (2018) examine the influence of corporate attributes 

on tax aggressiveness with a sample that comprises of 40 listed firms on the NSE from 2011 to 

2015. The data analysis technique is a fixed effects model supported by correlation coefficients. 

The results suggest that firm size fail to influence aggressive tax practice in the period. Though 

the study attests to the usage of ETR as the dependent variable, it fails to specify the precise version 

of ETR, which limits readers understanding of the result and its interpretation. Similarly, the 

interpretation of high ETR as high incidence of tax aggressiveness is inconsistent with theoretical 

and empirical literature on tax aggressiveness. 

 
Su, Li and Ma (2019) examine the impact of corporate geographic dispersion, firm size, capital 

intensity and inventory intensity of non-financial firms in China’s level of tax aggressiveness. The 

study uses secondary and unbalanced panel data that ranges from 2003-2015. The study combines 

cash ETR, long run ETR, BTD and tax savings as proxies for tax aggressiveness and uses OLS 

and partition regression technique for analysis. The findings on the association reveal a consistent 

sign and level of significance between each measure of independent variable on tax 

aggressiveness. While tangibility’s impact is consistent with the political power theory to explain 

tax aggressiveness because of a positive significant influence it has on tax aggressiveness, size and 

inventory intensity fail to influence tax aggressiveness. 
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The review of prior empirical studies clearly shows that firm structure attributes are common 

corporate determinants of tax aggressiveness. They are firm size, capital intensity and labour 

intensity. Studies investigating the association between corporate tax behaviour and firm size date 

back to more than 40 years ago without a clear sign of direction between both variables as a result 

of prevalence of political cost and political power theories that are diametrically opposed. While 

some that establish a significant relationship between them lack consensus on the direction of the 

association, other findings suggest that firm size cannot impact on corporate tax aggressiveness.  

For instance, Boone et al. (2013) Lee and Swenson (2016) and Salawu and Adedeji (2017) 

establish a significant positive relationship, whereas Kanagaretnam et al. (2016), Mafrolla and 

D’Amico (2016) and Kubick and Lockhart (2017) find a significant negative relationship between 

firm size and tax aggressiveness. On the flip side, studies, such as Law and Mills, (2017) 

Mohammed (2017) Salaudeen and Ejeh (2018) reveal near absence of a significant relationship 

between firm size and tax aggressiveness.  

 
Proponents of positive size-tax aggressiveness association centre their contention on reasons for 

such mutual relationship on three points. First, they opine that larger firms can leverage on their 

resources and political power to negotiate their tax burden with the tax authority, resulting in higher 

after-tax savings relative to small firms that lack such power (see Belz et al., 2017; Stickney & 

Mcgee, 1982).  

 
Second, they contend that larger firms have the capability to invest more in the engagement of tax 

experts who have the competence to aid their employers in maximisation of tax savings. This is

consistent with the opinion of Mills et al. (2013), who note that large firms may usually structure 

complex tax-reducing transactions through the engagement of experienced tax experts. Third is 

the widespread anecdotes that larger firms leverage on economies of large scale in transnational 

tax planning by shifting income and intellectual properties to low tax jurisdiction. This argument 

is supported by Taylor, Richardson and Taplin (2015) who find that they leverage on foreign 

operation to maximise the proportion of their profit in low tax jurisdiction. 

 
On the other side of the coin are the opponents of positive size-tax aggressiveness association who 

premise their argument on political cost theory. Watts and Zimmerman (1978) observe that due to 
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the visibility of larger firms and the political sector’s objective of wealth redistribution among 

various socioeconomic status groups, the government usually beams more searchlight on the 

activities of larger firms. This is consistent with Jensen and Meckling’s view (as cited in Garko, 

2015) that higher degree of public visibility that larger firms enjoy is antithetical to their well-

being because they are subject to public and social pressure than smaller firms. Prior studies that 

have findings consistent with this line of argument include Ilaboya et al. (2016), Huang et al. 

(2017), Salawu and Adedeji (2017). However, it appears there are no contentions on the impact of 

labour intensity as the only notable work, Lazăr (2014), reports that the variable is inconsequential 

in tax aggressiveness studies.  

 
With respect to tangibility and tax aggressiveness, findings from earlier studies equally reveal a 

lack of consistency in the relationship. Prominent among studies that document positive significant 

association are Lanis and Richardson (2016) and Ying et al. (2017), whereas Gupta and Newberry 

(1997) and Ilaboya et al. (2016) establish a negative significant relationship. Those that find an 

insignificant association between tangibility and tax aggressiveness include Mcguire et al. (2014), 

Salihu et al. (2014) and Richardson et al. (2016). This has shown that findings from prior studies 

on the association between firm attributes and tax aggressiveness are indeed mixed. Equally 

noteworthy in the review is that there are several company structure attributes in prior empirical 

studies on tax aggressiveness, but this study focusses on tangibility, labour intensity and firm size.  

The review in this subsection shows that capital structure attributes are determinants of tax 

aggressiveness with mixed findings. It is, however, obvious that the domain and location of 

reviewed researches are mostly outside the shores of Nigeria, which suggests that their findings 

may not be applicable in Nigeria because of its seemingly poor corporate governance practice, 

weak enforcement of tax laws and low tax-to-GDP ratio. Therefore, this study is set to deepen 

existing knowledge on the determinants of tax aggressiveness in Nigeria. 

 
Methodology 

This study uses the longitudinal research design because it is meant to determine relationship 

between firm attributes and tax aggressiveness with data on variables that are repeated over a 

period of eleven (11) years. The study used census sampling to filter out Ecobank Transnational 
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Incorporated because its reporting currency is in US Dollar. Thus, the study uses the new 

population that comprise of 29 NSE 30 companies because they have the required data for analysis. 

Secondary data from 2008 to 2018 extracted from published financial reports of sampled firms 

were analysed using the descriptive statistics, correlation, multiple and quantile regressions 

through STATA 14.0 software. The dependent variable is the Desai and Dharmapala book tax 

difference obtained from residuals on:  

𝑡𝑜𝑡𝑎𝑙 𝐵𝑇𝐷𝑖𝑡 =  𝛽1𝑡𝑜𝑡𝑎𝑙 𝑎𝑐𝑐𝑟𝑢𝑎𝑙𝑠𝑖𝑡 + 𝜇1 + 𝜀𝑖𝑡    (1)  

Where BTD is the book-tax-difference measured as {𝑝𝑟𝑜𝑓𝑖𝑡 𝑏𝑒𝑓𝑜𝑟𝑒 𝑡𝑎𝑥 − (
𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑡𝑎𝑥 𝑒𝑥𝑝𝑒𝑛𝑠𝑒

𝑠𝑡𝑎𝑡𝑢𝑡𝑜𝑟𝑦 𝑡𝑎𝑥 𝑟𝑎𝑡𝑒
)}, 

total accruals is the profit before extraordinary items and tax minus net cash flow from operating

activities, 𝜇 is the residual and 𝜀 is the error term. The BTD and total accruals are scaled by lagged 

total assets.  

Consequently, this study uses two steps regression model to determine the tax aggressiveness in 

selected listed NSE 30 firms in Nigeria through the adoption of Desai and Dharmapala’s model. 

The residuals obtained from the estimated model after input of the sampled firms’ data epitomise 

tax aggressiveness in the second model specified for the study. A larger DD_BTD signifies greater 

incidence of tax aggressiveness. 

The explanatory variables are the firm structure, performance, capital structure variables and the 
interlocking directorship, the proxies are presented in Table 1. 
The model of the study is presented thus: 𝑇𝐴𝐺𝑖𝑡 = 𝛽0 + 𝛽1𝑆𝐼𝑍𝐸𝑖𝑡 + 𝛽2𝑇𝐴𝑁𝑖𝑡 + 𝛽3𝐿𝐴𝐼𝑖𝑡 +

𝛽4𝑅𝑂𝐴𝑖𝑡 + 𝛽5𝑀𝑇𝐵𝑖𝑡 + 𝛽6𝑆𝐺𝑊𝑖𝑡 + 𝛽7𝐿𝐷𝑅𝑖𝑡 + 𝛽8𝑇𝐷𝑅𝑖𝑡 + 𝛽9𝑀𝐷𝑅𝑖𝑡 + 𝜀𝑖𝑡 
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Table 1. Variables and their Measurement 

Variable Symbol Measurement Type Source 
Tax 
aggressiveness 

TAG Residual from model 𝑡𝑜𝑡𝑎𝑙 𝐵𝑇𝐷𝑖𝑡 =
𝛽1𝑡𝑜𝑡𝑎𝑙 𝑎𝑐𝑐𝑟𝑢𝑎𝑙𝑠𝑖𝑡 + 𝜇1 + 𝜀𝑖𝑡

DV (Lisowsky et al., 
2013; Kuo & 
Lee, 2016) 

Firm size SIZE Natural logarithm of market value of equity at 
the end of reporting period: 
𝐿𝑁(𝑚𝑎𝑟𝑘𝑒𝑡 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑠𝑎𝑡𝑖𝑜𝑛) 

IV Hoi et al. (2013); 
Law and Mills’ 
(2017) 

Tangibility TAN Ratio of PPE to of total assets: 
𝑃𝑃𝐸

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 IV (Ling & Abdul 

Wahab, 2019) 
Labour 
intensity 

LAI Ratio of personnel cost to turnover: 
𝑝𝑒𝑟𝑠𝑜𝑛𝑛𝑒𝑙 𝑐𝑜𝑠𝑡

𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟
 

IV Lazăr (2014) 

Return on 
Assets  

ROA Ratio of profit before tax to total assets: 
𝑝𝑟𝑜𝑓𝑖𝑡 𝑏𝑒𝑓𝑜𝑟𝑒 𝑡𝑎𝑥

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

IV (Salawu & 
Adedeji, 2017; 
Tijjani & Peter, 
2020) 

Market to 
Book Value  

MTB Ratio of opening value of market value of 
equity divided by opening book value of 

equity: 
𝑀𝑉𝐸(𝑡−1)

𝐵𝑉𝐸(𝑡−1)
 

IV Edwards et al. 
(2016), Powers et 
al. (2016) and 
Richardson et al. 
(2016) 

Sales growth SGW Change in sales from year t-1 to year t: 
(𝑠𝑎𝑙𝑒𝑠𝑡−𝑠𝑎𝑙𝑒𝑠𝑡−1)

𝑙𝑎𝑔𝑔𝑒𝑑 𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠 𝑡−1
 

IV (Kubick & Masli, 
2016; Powers et 
al., 2016) 

Market Debt 
Ratio 

MDR Ratio of total debt to sum of total debt and 
market value of equity 

(
𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡 + 𝑚𝑎𝑟𝑘𝑒𝑡 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝑒𝑞𝑢𝑖𝑡𝑦
) 

IV (DeAngelo & 
Roll, 2014; 
Faulkender & 
Smith, 2016) 

Long Term 
Debt Ratio 

LDR Ratio of long term debt to of total assets: 

(
𝑙𝑜𝑛𝑔 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
) 

IV (Muhammad, 
2010; Hoi et al., 
2013) 

Total Debt 
ratio 

TDR Ratio of total debt to of total assets: 

(
𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
) 

IV (Rego & Wilson, 
2012; Goh, Lee, 
Lim and Shevlin, 
2016) 

Note: DV is the dependent variable and IV the independent variable  
Source:  Author’s Literature Review (2019) 
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Results and Discussion 
Table 2: Descriptive Statistics 
Variable  Obs.         Mean   Std. Dev.   Min   Max 
TAG 308 0.0469 0.0035 0.0367      0.0673 
SIZE  308 292.01    531.92 5.25    3919.32 
TAN 308 0.3093    0.2377       0.013      0.8504 
LAI  308 0.1019    0.0664      0.0089      0.3631 
ROA  308 0.1131    0.1071      0.0012      0.6117 
MTB  308 4.4895     5.7928       -0.49      31.48 
SGW  308 0.2004    1.4626     -0.6185    25.4063 
MDR  308 0.0232    0.0484       0      0.3766 
TDR  308 0.6506    0.2027       0     1.1157 
LDR  308 0.0927     0.1185       0      0.5863 

Source: STATA 14.0 Output (2019) 

 

The descriptive statistics in Table 2 show that on the average, the sampled firms are slightly tax 

aggressive because the mean value of 0.0469 points to the fact that the taxable income on the 

average is lower than the book income in the listed NSE 30 firms during the study period. Table 2 

also shows that the average market capitalisation – an indicator of firm size -for the listed NSE 30 

firms is N292.01 billion. Also visible is the minimum value of N5.25 billion and the maximum 

value of N3,919.32 billion. The range of N3,914 billion and standard deviation of N532 billion 

show that the firms have great dispersion in terms of market capitalisation. The mean tangibility 

of 0.3093 shows that on the average the proportion of PPE in total assets is 31 percent. With a 

minimum of 1.3 percent and maximum of 85 percent of PPE in total assets, it is evident that the 

tangibility as manifested in the financial reports of sampled firms is widely dispersed. The standard 

deviation of 24 percent further lends credence to the spread of the data. 3 percent average 

investment on PPE in total assets observed for the financial services sector is a manifestation of 

reality because the sector’s asset structure is usually characterised by higher proportion of liquid 

assets. Labour intensity among the sample companies is on the average of 10 percent, which 

implies that the firms incur 10 percent of total revenue on personnel-related matter.  

 

Table 2 also reveals that return on assets of the sampled NSE 30 firms is 11 percent on the average 

with a spread around the mean of approximately 11 percent and minimum and maximum of 0.1 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

665 

 

 

percent and 61 percent respectively. This undoubtedly depicts a wide range of observed 

profitability among the sampled firms in the period under review. Table 2 also provides empirical 

evidence that on the average, the market value is higher than the book value by 4.5 times. With 

respect to sales growth, Table 2 further reveals that on the average, the sampled firms experienced 

moderate growth in revenue with a mean of 0.20. The minimum value of -0.62 shows that some 

of the firms in the sample experienced decline in revenue from one year to the other during the 

period of this study. The ratio of total debt to the sum of market value of equity and total debt 

shows that market debt ratio is approximately 2 percent. The standard deviation of 5 percent and 

range amounting to 38 percent shows wide dispersal in the market debt ratio among the sampled 

firms in the period under review. The minimum value of 0 percent reflects absence of debt in Beta 

Glass Plc’s capital structure in 2014 for reasons best known to the management. Table 2 also

reports that the long-term debt ratio does not differ remarkably from the market debt ratio. The 

average long-term debt ratio observed in the samples during 2007 to 2018 is 9 percent with 

corresponding standard deviation, minimum and maximum of 12 percent, 0 percent and 59 percent 

respectively. The sampled firms on the average contract debt obligation of about 65 percent of 

their total assets. The standard deviation of 20 percent shows that the total debt ratio of the firms 

under scrutiny clusters around the mean. 

 

Table 3. Correlation Matrix for the Parsimonious Model  

  TAG     SIZE     TAN     LAI      ROA     MTB     SGW      MDR     TDR     LDR     

TAG    1.00          

SIZE    0.06 1.00         

TAN    -0.15 -0.23 1.00        

LAI     -0.11 0.17 -0.30 1.00       

ROA    0.12 -0.07 0.57 -0.45 1.00      

MTB    -0.06 0.18 0.51 -0.36 0.64 1.00     

SGW    0.02 -0.12 0.27 -0.24 0.38 0.34 1.00    

MDR    0.02 0.18 -0.61 0.41 -0.79 -0.67 -0.28 1.00   

TDR -0.01 0.24 -0.61 0.31 -0.53 -0.13 -0.09 0.64 1.00  

LDR    0.06 0.28 -0.11 0.15 -0.31 -0.23 -0.09 0.56 0.24 1.00 

Source: STATA 14.0 Output (2019) 
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Table 3 shows the correlation coefficients between the dependent variable (tax aggressiveness) 

and the independent variables in the study. Furthermore, it shows the correlation matrix with the 

values displaying the Spearman correlation coefficient between all the pairs of the research 

variables. The choice of the Spearman correlation, over the Pearson correlation, was due to the 

outcome of Shapiro Wilk test with p value of 0.3201 for firm size and 0.0000 for all other 

explanatory variables indicate that the data are not normally distributed.   

 
Table 3 reveals that tax aggressiveness correlates positively with firm size between 2007 and 2018 

consistent with the political power theory. However, the correlation coefficient of 6 percent 

indicates existence of weak direct relationship between the two research variables. Similarly, 

tangibility with negative correlation coefficients of 15 percent shows that it exhibits an inverse 

relationship with tax aggressiveness during the period under review.  

 
Table 3 also shows that the sign of the pairwise correlation coefficient between the tax 

aggressiveness and labour intensity is negative. Suggesting that the higher the value incurred by 

the entity in maintaining employees the lower the propensity to indulge in tax aggressiveness. 

However, the low coefficient of 11 percent points to the fact that labour intensity correlates weakly 

with tax aggressiveness.  

 
Also evident in Table 3 is the direction of correlation between tax aggressiveness on one hand, and 

return on assets, market to book value and sales growth – on the other. The correlation coefficients 

of the three variables with tax aggressiveness indicate a direct relationship with variation in the 

extent of the association. However, the correlation coefficients of 12 percent, 06 percent and 02 

percent on return on assets, market to book ratio and sales growth shows that while return on assets 

and sales growth correlate positively and weakly with tax aggressiveness, market to book ratio 

correlates negatively and weakly with tax aggressiveness in NSE 30 companies between 2007 and 

2018. 

 
Table 3 also reveals lack of uniformity in the direction of relationship between firm capital 

structures attributes on one hand, and tax aggressiveness, on the other. For instance, while the 

market debt ratio and long-term debt ratio relates negatively with tax aggressiveness, the total debt 
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ratio associates positively with tax aggressiveness. Similarly, the market debt ratio and long-term 

debt ratio maintain similarity in terms of the correlation coefficients with 03 percent and 06 percent 

coefficients respectively, which is undoubtedly weak. However, the near zero value of correlation 

coefficients total debt ratio-tax aggressiveness association of 0.3 percent indicates a very weak 

relationship between the two variables. 

 

Quantile Regression - Structure Attributes and Tax Aggressiveness  
Table 4 presents the result of REM and quantile regressions showing the coefficients, t-stat of all 

explanatory variables from the 10th to 90th percentile of tax aggressiveness distribution. The 

pattern indicates that the relation between firm size and tax aggressiveness is both positive and 

negative across entire distribution of tax aggressiveness. The estimated coefficient on tax 

aggressiveness obtained from REM, 10th, 75th and 90th percentiles are negative suggesting that

in the REM and those conditional quantiles, rise in market capitalisation among sampled firms size 

will lead to reduction in incidence of tax aggressiveness. On the contrary, the coefficients on firm 

size at 25th and 50th percentiles show that there will be marginal increase in incidence of tax 

aggressiveness when market capitalisation increases among sampled firms.  

 
Tests of differences in coefficients across the quantiles indicate that the coefficient at the 10th 

percentile to 90th percentile are insignificant consistent with the estimated coefficients on firm 

size in the REM. These results suggest that impact of firm size on tax aggressiveness in sampled 

firms is equally insignificant irrespective of the tax aggressiveness distribution that the firm has. 

The negative and positive impacts suggest that the finding deviates from the political power theory. 

This is consistent with the findings of Armstrong et al. (2015) who find non uniformity in the sign 

of independent variables on tax aggressiveness. 

 
It is also discernible from Table 4 that the coefficients on tangibility are entirely negative across 

entire tax aggressiveness distribution. The pattern indicates that the association between tangibility 

and tax aggressiveness fluctuates between the left tail and right tail of tax aggressiveness. The 

highest coefficient on tangibility is at its lowest quantile which is lower than its value on 25th 

quantile but remains positive until 75th quantile. The remarkable drop in the coefficient beyond 

the third quantile of tax aggressiveness distribution shows that though significant relationship 
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exists between tangibility and tax aggressiveness, the impact beyond 75th quantile is of little 

significance to sampled firms in Nigeria. 

 

Table 4. Coefficients of Firm Attributes via Random Effects and Quantile Regression 
 

Variable 

REM 

Coefficient 

Q(10) 

Coefficient 

Q(25) 

Coefficient 

Q(50) 

Coefficient 

Q(75) 

Coefficient 

Q(90) 

Coefficient 

SIZE -0.0001 

(-0.69)     

-0.0001 

(-0.43) 

0.0001 

(0.31) 

0.0001 

(1.21) 

-0.0001 

(-0.42) 

-0.0003 

(-0.93) 

TAN -0.0047***   

(-4.87) 

-0.0042* 

(-2.07) 

-0.0038*** 

(-3.99) 

-0.0047*** 

(-3.76) 

-0.0049*** 

(-4.63) 

-0.0080*** 

(-4.15) 

LAI -0.0060*  

(-1.79) 

-0.0096 

(-1.45) 

-0.0047 

(-0.99) 

-0.0007 

 (-0.18) 

-0.0090** 

(-2.09) 

-0.0078 

(-0.94) 

ROA 0.0089***   

(3.82) 

0.0116*** 

(3.08) 

0.0096** 

(2.79) 

0.0116** 

(3.79) 

0.0117*** 

(2.58) 

0.0068 

(1.69) 

MTB 0.0000  

(0.04) 

-0.0000 

(-0.27) 

-0.0001 

(-1.58) 

-0.0000 

(-0.37) 

-0.0001 

(-0.51) 

0.0001 

(0.99) 

SGW -0.0000  

(-0.48)    

0.0001 

(0.04) 

0.0000 

(0.03) 

-0.0001 

(-0.10) 

-0.0001 

(-0.13) 

-0.0003 

(-0.21) 

MDR -0.0013 

(-0.34) 

0.0086 

(0.99) 

-0.0032 

(-0.56) 

-0.0029 

(-0.56) 

-0.0009 

(-0.22) 

-0.0089 

(-0.62) 

LDR 0.0034**  

(2.53) 

0.0101*** 

(3.32) 

0.0057*** 

(3.47) 

0.0036** 

(2.00) 

0.0025 

(1.18) 

0.0010 

(0.29) 

TDR -0.0003 

(-0.24) 

-0.0033** 

(-1.95) 

-0.0009 

(-0.56) 

-0.0007 

(-0.71) 

0.0003 

(0.20) 

0.0010 

(0.31) 

OBSERVATION  308 308 308 308 308 308 

OVERALL R2 0.1056 0.0739 0.0789 0.0904 0.0912 0.1271 

Prob > chi2 0.0000      

t statistics in parentheses  
* p<.1; ** p<.05; *** p<.01 
Source: STATA 14.0 Output (2019) 

 

Tests of differences in coefficients across the quantiles indicate that the coefficient at the 25th 

quantile (t = -3.99) is significantly lower than the coefficient at the 75th percentile (t = -4.63), 

which, in turn, is larger than the coefficient at the 90th percentile (t = -4.15). This is inconsistent 

with the findings obtained in the REM but consistent with the documented findings in Armstrong 

et al. (2015) who observed lack of uniform relationship between explanatory variables on one hand 

and tax aggressiveness on the other. Although, the relationship is entirely negative in REM and 

conditional quantiles of tax aggressiveness, it is apparent that making blanket decision based on 

0.1 percent significance obtained in REM estimation is less informative. 
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This is because, the level of significance, which is 10 percent at 10th quantile increases to 0.01 

percent in other conditional quantiles of tax aggressiveness. Intuitively, the obtained quantile 

regression estimates reveal that the estimates of the conditional mean of tax aggressiveness are not 

broad representation of the relation that exist between tangibility at other points of the tax 

aggressiveness distribution. Therefore, generalisation based on estimated results of the REM 

provides a misleading picture of the relation between tangibility and tax aggressiveness.  

 
To elucidate on the relationship between labour intensity and entire tax aggressiveness distribution, 

Table 4 displays the coefficients from the 10th to 90th percentile. It is apparent that there is no 

clear direction across the distribution because the coefficients undulate between the tenth and 

ninetieth percentile. Most noticeably is that the coefficient was highest at the 50th percentile with 

a coefficient -0.0007. However, the test of strength of relationship across the labour intensity 

across the entire tax aggressiveness distribution reveals that the labour intensity has significant 

impact on tax aggressiveness only at 75th quantile. This is consistent with the significant negative 

impact of labour intensity on the conditional mean of tax aggressiveness, although its level of 

significance (p<0.1) in the random effects estimation is significantly lower than its corresponding 

value in the quantile regression estimates (p<0.05).  

 
This shows that unlike the results in REM where labour intensity has explanatory power to alter 

variation in tax aggressiveness at its conditional mean, the estimated negative coefficients -0.0090 

with corresponding p < 0.05 at 75th percentile indicates that it could significantly impact on tax 

aggressiveness only in its upper quantile. Whereas, it is of little tax benefit to other firms whose 

tax aggressiveness falls in other parts of its distribution. This is in line with the argument of 

Lisowsky et al. (2013) that firms should neither indulge too low nor too high in tax aggressiveness. 

While low indulgence implies not taking maximum advantage of loopholes in tax laws that can be 

advantageous to the reporting entity, high indulgence on the other hand is tantamount to testing 

the bounds of legality, which may spell doom for the entity in terms of significant agency conflict 

and political cost. 

 
The patterns of coefficients on ROA shown in Table 4 indicate that the relation between return on 

assets and tax aggressiveness is generally positive and significant. It declined marginally from 10th 
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percentile with a coefficient of 0.0116 to 0.0096 at 25th quantile. Thereafter, it sustains continuous 

increase in magnitude to all-time high of 0.0117 at the 75th quantile of the tax aggressiveness 

distribution. A look at the coefficients across the quantiles indicate that the coefficient at the 75th 

quantile is significantly larger than the coefficient at all other percentiles. Unlike the conclusion 

from REM estimates, the effect of ROA on tax aggressiveness differs considerably, having a strong 

effect at 10th and 75th quantiles. Also visible in Table 4 is the level of significance which unlike

the REM estimate, is not significant at 90th quantile and 5 percent at 25th and 50th quantiles. 

However, its level of significance in REM, 10th and 75th quantiles show that it is relatively higher 

at 1 percent. Thus, making a definitive statement that ROA significantly impacts on tax 

aggressiveness using the estimated coefficients, t statistics and p values obtained in REM is not 

appropriate. 

 
Table 4 further reveals that the negative relation between market to book ratio and tax 

aggressiveness varies from left tail to the right tail of tax aggressiveness distribution. Equally

visible is the fact that the estimated coefficient conditional on the 25th percentile (-0.0001) is the 

smallest, and keeps increasing with the percentile conditioned until the 50th percentile (-0.00001), 

and then decreases to (-0.0001) at 75th percentile before rising substantially to (0.0001) in the 90th 

percentile. The findings are consistent with the REM estimate and provide evidence of lack of 

significant relationship between market to book ratio and tax aggressiveness across the entire 

distribution of tax aggressiveness.  

 
Unlike the coefficients on market to book ratio that progresses from the left tail to the right tail of 

the distribution, the coefficients on sales growth conditional on the 10th percentile is the largest, 

and keeps decreasing with the percentile conditioned until the 90th percentile (-0.0003). Tests of 

significant differences in coefficients across the quantiles indicate variation in all the coefficients 

estimated between 10th and 90th percentile. Interestingly, all the coefficients exhibit insignificant 

relationship with tax aggressiveness, which is consistent with its insignificant negative impact 

reported through the REM estimation. 

 
Table 4 also shows that the positive relation (0.0086) between market debt ratio and tax 

aggressiveness is prominent in the lower part of tax aggressiveness at 10th quantile. Thereafter, it 
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falls sharply to -0.0032 at 25th quantile and rise steadily to -0.0009 in the 75th quantile before its 

fall to -0.0899 in the 90th quantile. The findings from the series of quantile regressions indicate 

lack of significant relation between market debt ratio and tax aggressiveness in its entire 

distribution. 

 
Table 4 also displays the estimated coefficients of association between long-term debt ratio across 

the entire distribution of tax aggressiveness using a sample of NSE 30 companies. Test of equality 

of coefficients in Appendix provides evidence that the coefficients are materially different from 

one another. Table 4 further shows that the relationship between long-term debt ratio and tax 

aggressiveness are positive between the 10th percentile and 90th percentile with coefficients that 

fall steadily from 0.0101 to 0.0010. However, the significant p values on long-term debt ratio in 

the 10th and 25th percentiles show that sampled firms in the lower part of tax aggressiveness

distribution benefit more from the use of long-term debt ratio than those in the median part of tax 

aggressiveness distribution.  

 
The insignificant impact at the 75th and 90th quantiles show that use of long term debt in capital 

structure will not benefit the firm in terms of tax savings. Thus, the significant impact of LDR in 

3 quantiles of tax aggressiveness shows that the quantile regression is more informative than result 

obtained from REM estimation. This is consistent with the theory of tax benefit of leverage and in 

conformity with the thin capitalisation rule that specifies threshold of allowable debt in capital 

structure. 

 
Furthermore, this study examines the relationship between total debt ratio and tax aggressiveness 

from 10th percentile to 90th percentile of tax aggressiveness distribution. In general, the patterns 

as presented in Table 4 indicates that the relation between total debt ratio and tax aggressiveness 

is both positive and negative. It increases in magnitude from -0.0033 in the left tail of the 

distribution to -0.0009 in the 25th percentile, then rise marginally to -0.0007 in the median of tax 

aggressiveness distribution.  

 
The coefficients on total debt ratio as displayed in Table 4 of 0.0003 and 0.0010 for 75th and 90th 

quantiles respectively show that total debts influence on tax aggressiveness in the latter upper parts 
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are positive but insignificant. The tests of coefficient differences reveal that the variable impacts 

negatively on tax aggressiveness only at its left tail at 10 percent level of significance. This 

negative significant influence of total debt ratio at lower quantile of tax aggressiveness suggests 

that the higher the firms whose level of tax aggressiveness falls in the lower quantile of tax 

aggressiveness distribution, the lower their ability to benefit from tax savings.  

 
However, the use of quantile regression is more informative than the REM because while the 

variable lacks power to explain variance in tax aggressiveness in the latter, the former provides 

evidence of statistically significant relationship. The findings may be attributable to combination 

of short term and long-term debt in total debt and consistent with the argument of Salihu et al. 

(2014) that large firms such as NSE 30 have less need for debt tax shield. Similarly, the argument 

of Zeng (2017) that short term debt is expensive and may expose the borrower to restrictive loan 

covenant is also supported by this finding.  

 
In addition to Table 4, the study also uses Figure 1 to examine how each independent variable 

effects vary across quantiles of tax aggressiveness and compare the values with the REM estimates. 

The figure shows the graphs illustrating how the impact of each of firm attributes on tax 

aggressiveness vary over quantiles, and how the dimension of the impacts at various conditional 

quantiles differ greatly from the REM coefficient. Furthermore, it shows how each coefficient of 

firm size, tangibility, labour intensity, return on assets, market to book ratio, sales growth, market 

debt ratio, long-term debt ratio and total debt ratio cluster around the mean. The middle horizontal 

lines in Figure 1 are the least squares estimate, while the two dash horizontal lines are the 

confidence interval. While the lower and upper quartiles are within the least square estimates for 

size, return on assets and sales growth, they are slightly beyond the least squares estimate for

tangibility, labour intensity, market to book value, market debt, long-term debt and total debt. 

 
Discussion of Findings 

The results from series of estimation on quantile regressions show that the impact of each of the 

components of firm attributes on the entire distribution of tax aggressiveness is not uniform across 

the entire tax aggressiveness distribution. This is because the estimate of various quantile 

regressions shows lack of uniformity in the pattern of the relationship. However, consistent with 
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the findings reported by Armstrong et al. (2015), Huseynov et al. (2017) and Huang and Zhang 

(2019), this study observes the significant impact of five (5) explanatory variables in different 

quantiles of tax aggressiveness as against five (4) reported from the estimation of conditional mean 

level of tax aggressiveness.  

 
The systematic insignificant influence of firm size, market to book ratio, sales growth and market 

debt ratio across the entire distribution is consistent with the findings of Hassan (2010) who report 

lack of significant association in his study. It is also evident in the analysis that total debt ratio that 

was hitherto of little relevance in determining variation in tax aggressiveness can influence tax

aggressiveness in NSE 30 firms in Nigeria. A unique finding here is that of negative significant 

influence of total debt ratio at the 10th quantile of tax aggressiveness, which differs remarkably

from REM estimates where the variable does relate significantly with tax aggressiveness. 

 
The results obtained from the estimation of series of quantile regressions suggest that relationship 

between firm attributes and tax aggressiveness is non-uniform across the entire distribution of tax 

aggressiveness in NSE 30 firms between 2007 and 2018. It is also evident that the findings from 

the quantile regressions extend the findings from the REM estimates by confirming the earlier 

findings and incremental influence of firm total debt that was insignificant in the parsimonious 

model. This indicates that the quantile regression furthers the findings in the random effects 

estimates and that the models were appropriately specified. Therefore, the study fails to reject its 

null hypothesis 2 and conclude that the impact of firm attributes is not uniform across entire 

distribution of tax aggressiveness among NSE 30 firms in Nigeria. 

 
In summary, the magnitude of influence that firm size has on tax aggressiveness fluctuates as its 

incidence rises from the 10th quantile to the 90th quantile. It is also noticeable that firm size does 

not impact significantly on tax aggressiveness in its entire distribution. The effect of tangibility on 

the conditional quantiles of tax aggressiveness show that it impacts significantly across its entire 

distribution, however, the impact is less pronounced at the 10th quantile. The coefficients obtained 

on labour intensity also show that it has non-monotic influence on tax aggressiveness at its 

conditional quantiles. For instance, while it possesses explanatory power to explain changes in tax 
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aggressiveness at the 75th quantile, it lacks explanatory power to alter changes in other quantiles 

of tax aggressiveness.  

The observed positive significant relation in coefficients between 10th and 75th quantile of tax 

aggressiveness distribution is consistent with the significant positive relation depicted by the REM 

estimates. Thus, the quantile regression estimates in tandem with the REM estimation jointly 

reveal that return on assets is not only a determinant of tax aggressiveness, but also a factor that is 

capable of magnifying tax savings because of its positive and highly significant coefficients across 

entire tax aggressiveness distribution. Invariably, the agreement in the findings in REM estimates 

and the quantile estimates are indication of relevance of resource dependence theory, because the 

higher the profit earned the more the resources at the disposal of the management and the more 

their potential to increase savings from tax.  

 
This finding is not surprising because the sampled firms do not experience revenue growth 

consistently from one period to the other in the reporting period. This is manifest in the descriptive 

statistics that shows negative minimum value across all the sectors examined. The negative 

revenue growth is also an indication of reduction in sampled firms’ revenue from an accounting 

period to a succeeding accounting period. This is also consistent with minimum negative return on 

assets reported across sectors in the sampled firms. Although, loss relief can be carried forward 

indefinitely according to the Company Income Tax Act in Nigeria to alleviate hardship on poor 

performing firms, inability to generate assessable profit and mandatory payment of minimum tax 

will likely deprive such firm benefits such as capital allowance (Sobande et al., 2014). In summary, 

performance attributes exhibit divergence in their influence on conditional quantiles of tax 

aggressiveness in NSE 30 between 2007 and 2018. The impact of return on assets on tax 

aggressiveness is more pronounced in the lower and upper quantiles with p value < 0.001, while 

less impactful at the 25 and 50th quantiles with p value < 0.05. On the contrary, the market to book 

value and sales growth lack power to explain variation in entire tax aggressiveness distribution.  

 
Conclusion 

In the light of the summary of the major findings of the study concludes that the lower the value 

of property, plant and equipment, the lower the amount incurred on personnel related costs, the 
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more profitable firms are, and the more they contract long-term debt the higher the opportunity for 

listed firms in Nigeria to minimise tax expenses. Relationship between firm attributes and tax 

aggressiveness vary across entire distribution of the latter. 

 
Recommendations 

The study thus recommends that to improve after tax savings, the directors of listed firms in 

Nigeria should reduce their investment in property, plant and equipment, minimise personnel cost, 

increase profitability and contract more long-term debt. They should also pay attention to impact 

of each of the firm attributes on tax aggressiveness with a view to match them with appropriate 

level of tax aggressiveness that generates optimum tax savings for their firms. 
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Appendix 
Test of equality of coefficients 

. test [q10=q25=q50=q75=q90] 
 ( 1)  [q10]size - [q25]size = 0 
 ( 2)  [q10]tan - [q25]tan = 0 
 ( 3)  [q10]lai - [q25]lai = 0 
 ( 4)  [q10]roa - [q25]roa = 0 
 ( 5)  [q10]mtb - [q25]mtb = 0 
 ( 6)  [q10]sgw - [q25]sgw = 0 
 ( 7)  [q10]mdr - [q25]mdr = 0 
 ( 8)  [q10]ldr - [q25]ldr = 0 
 ( 9)  [q10]tdr - [q25]tdr = 0 

 (10)  [q10]size - [q50]size = 0 

(11)  [q10]tan - [q50]tan = 0 
 (12)  [q10]lai - [q50]lai = 0 
 (13)  [q10]roa - [q50]roa = 0 
 (14)  [q10]mtb - [q50]mtb = 0 
 (15)  [q10]sgw - [q50]sgw = 0 
(16) [q10]mdr - [q50]mdr = 0

 (17)  [q10]ldr - [q50]ldr = 0 
 (18)  [q10]tdr - [q50]tdr = 0 
 (19)  [q10]size - [q75]size = 0 

(20)  [q10]tan - [q75]tan = 0 
 (21)  [q10]lai - [q75]lai = 0 
 (22)  [q10]roa - [q75]roa = 0 
 (23)  [q10]mtb - [q75]mtb = 0 
 (24)  [q10]sgw - [q75]sgw = 0 
 (25)  [q10]mdr - [q75]mdr = 0 
 (26)  [q10]ldr - [q75]ldr = 0 
 (27)  [q10]tdr - [q75]tdr = 0 
 (28)  [q10]size - [q90]size = 0 

(29)  [q10]tan - [q90]tan = 0 
 (30)  [q10]lai - [q90]lai = 0 
 (31)  [q10]roa - [q90]roa = 0 
 (32)  [q10]mtb - [q90]mtb = 0 
 (33)  [q10]sgw - [q90]sgw = 0 
 (34)  [q10]mdr - [q90]mdr = 0 
 (35)  [q10]ldr - [q90]ldr = 0 
 (36)  [q10]tdr - [q90]tdr = 0 

       F( 19,   298) =   28.08 

            Prob > F =    0.0000 
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Figure 11. Comparison of coefficients between Random Effects and Quantile Regression 

Estimates 
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ABSTRACT 
The aim of this study was to explore the effect of corporate governance attributes on tax sheltering of 
sampled non-financial listed firms in Nigeria for the period 2010 to 2019. Corporate governance attributes 
that were employed in this study included; Board Independence, Board Ownership, and Firm Age which 
also represented the independent variables. Non-Debt Tax Shield (a proxy for tax shelter) as seen in prior 
related literature was employed as the dependent variable. Ex-post facto and descriptive research design 
were both employed in the methodology. Specifically, the study employed Robust Standard Error 
Regression Analyses estimator with major emphases on its marginal effect to test the study hypotheses. The 
findings supports that Board Ownership is a strong and significant indicator necessary to drive down tax 
sheltering activities in Nigeria. Therefore, in line with the outcome obtained, this study recommended that 
stakeholders of non-financial listed companies seeking to lower tax shelter practices may need to consider 
introducing more equity ownership for its Directors suggesting that encouraging greater managerial 
shareholding will mitigate aggressive practices of tax planning thereby reducing owner-manager conflict 
within listed non-financial firms in Nigeria. 
 

Keywords; Corporate Governance, Tax Sheltering, Non-Debt Tax Shield, Theory, Robust Standard Error 
Regression 

 

INTRODUCTION 

Taxation occupies a central place in economic development of an economy as it provides revenue 

for government to fund her activities, ensures resources redistribution, and generates employment. 

Despite the obvious benefits of taxes, tax non-compliance is an issue prevalent in every society 

where taxes are levied (Fagbemi, Uadiale and Noah, 2010).  Also, Hundal (2011) asserted that tax 

non-compliance practices are especially prevalent at the corporate level especially in Nigeria, a 

developing economy. The menace of tax avoidance remains rampant among corporate taxpayers 

as income taxes is adjudged to take away greater proportion of the firm pre-tax earnings and 

subsequently reduce their distributable profits, (Christensen & Murphy, 2004). In the views of 

Zhang, Ma, and Pan (2019) companies do employ tax experts who assist in arranging their 
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activities, taking advantage of the loop-holes in the tax laws; thereby paying less taxes to prevent 

reduction in profitability, However, in all of these, a key question that lingers in the tax literature 

is the extent to which corporate governance systems influence tax reporting behaviour of large 

corporations. In this regard, Desai and Dharmapala (2005) put forth the argument that tax systems 

and the prevailing corporate governance environment (weak versus strong governance systems) 

interact to shape tax reporting and tax sheltering behaviour of corporations. They hypothesized 

that internal governance mechanisms put in place by firms are meant to ameliorate agency conflicts 

between managers (who are the insiders) and shareholders who drive management to take actions 

to engage in tax sheltering practices. Zeng, Cai, and Wu (2018) noted that concealment involved 

in tax sheltering obscures a company’s financial affairs to outside investors which in turn, makes 

it more difficult for outside investors to control insiders and as a consequence, tax sheltering 

induced practices worsens corporate governance practices. The converse is also true in that better 

corporate governance practice implies more transparency which makes it more difficult for 

managers to shelter income to the extent that better corporate governance can reduce tax sheltering. 

 
Harvey (2014) documented that companies have converted their tax departments to profit centres 

where management incentives are tied to the volume of tax saved; leading to the adoption of tax 

management strategies at the expense of possible penalties and reputational risk which the 

company may be exposed to in the event that the company is caught. Therefore, tax sheltering 

represents one of the most challenging issues of our generation as it represents a serious loss of 

revenue to government. Specifically, when a company conducts tax sheltering activities, investors 

may not be the benefactors (Martinez, Ribeiro, and Funchal, 2015) as the complicated transactions 

and professional cost employed to shelter taxes can be so expensive and produces additional cost 

to the company. In some instances, it had caused negative effects on the level of provision of public 

goods (Hanlon & Slemrod, 2007). Information asymmetry as evidenced in Henderson Global 

Investors (2005), revealed considerable reluctance by management to disclose tax governance

related information to their shareholders, and such actions may have opened up opportunities for 

agency problems since the interest of the Board of Directors may not align with those of 

shareholders (investors), thereby making the tax issues complicated (Duke & Kankpang, 2011).  
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Furthermore, as corporate scandal became proliferated across the globe, investors gradually lost 

confidence in the Capital Markets; which on average led to a decline in company’s stock prices. 

This is particular to the news about Henderson Global Investors involvement in tax sheltering 

(Hanlon, & Slemrod, 2007). Also, Klein and Leffler (1981) opined that business customers and 

supplier might become wary of dealing with firms associated with tax shelters, thereby increasing 

future transaction costs and perhaps causing customers and suppliers to switch patronage. This is 

because; engagement in tax sheltering activities could lead to prosecution and associated costs 

(Khurana & Moser 2012). Desai and Dharmapala (2009) suggested that tax aggressive actions may 

signal dishonesty which will be reflected in financial accounting statements.  

 
Against these backdrops, the need for effective corporate governance as a mechanism for 

mitigating wide spread corporate scandals, resolve agency problem and also restore investors 

confidence became imperative. A number of high-profile corporate failures such as those of Enron 

Corporation and WorldCom ushered in corporate governance reforms to protect stakeholder’s 

interest, ensure accountability and shareholders wealth maximization (Gompers, Ishii, & Metrick, 

2003). Lanis and Richardson, (2011) noted that the enactment of the Sarbanes-Oxley Act (SOX 

2002) in the US was to protect investors by improving the precision and reliability of financial 

information disclosed by listed companies. The enactment imposed stricter rules on executive 

compensation and accountability and induced more conservative behaviour by managers, 

mitigating negligent behaviour and moral hazard, such as inhibiting risky investment decisions 

with the aim of increasing personal gains. Therefore, due to the connection between tax 

aggressiveness and corporate governance, the provisions of the SOX Act 2002 which established 

a more rigorous overall governance rules, could have a significant impact on corporate tax 

sheltering (Armstrong, Blouin, Jagolinzer, & Larcker, 2015).  

 
In Nigeria, emphasis on the need for corporate governance reforms began with the incidence of 

fraudulent financial reporting concerning Cadbury Nigeria Plc, in 2002, Afribank Nigeria Plc in 

2006 and other financial failures caused by poor management, high gearing ratios, overtrading, 

creative accounting, and fraudulent activities (Osemeke, 2012). However, in mitigating such

incidences from reoccurring, a number of corporate governance Codes have been put in place 
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including: Central Bank of Nigeria (CBN) Reviewed Code 2014, Bank and Other Financial 

Institution Act 2020 (BOFIA), Security and Exchange Commission (SEC) Reviewed Code 2011, 

National Insurance Commission (NAICOM) Code 2009 and Pension Commission (PENCOM) 

Code 2008 with a view of enhancing transparency and accountability in the real sector. As opined 

by Bebeji, Mohammed, and Tanko (2015), despite these corporate governance Codes, the role 

played by Board members in the collapse of some financial institutions; Oceanic Bank, 

Intercontinental Bank, Afribank and most recently the case of Skye Bank sternly suggest that 

corporate Board attributes is related to the magnitude of tax sheltering carried out in most 

organizations. In the light of the foregoing, Croson and Gneezy (2009) opined that Board Gender 

diversity can directly or indirectly impact an organisations’ tax sheltering behaviour while Lanis 

and Richardson (2011) showed that the inclusion of a higher proportion of outside members on 

the Board reduces the likelihood of tax aggressiveness. Several related studies have been 

conducted in developed countries and some countries in North Africa. For instance, Deslandes, 

Fortin and Landry (2019) and Zemzem and Khaoula (2013) in America, Aliani and Zarai (2012)

in Tunisia examined Board characteristics and tax aggressiveness, but in Sub-Sahara African 

countries; Nigeria in particular, these concepts have not been adequately addressed but for a few 

studies which includes that of Osemeke (2012) and (Aminu, Aisha & Tanko, 2015).  

 
Hence, this study is conducted to represent a tool for expanding the academic frontier of the subject 

matter (Corporate governance tax shelter nexus) and also for securing companies ‘going concern. 

The outcome of this study will assist tax agencies and authorities gain insight into which corporate 

Board characteristic should be monitored in the event that tax shelter practices is being suspected. 

Furthermore, the exigency of this study is justified on the need to ascertain which Board 

characteristic has a statistically significant potential of reducing the size of tax shelter activities 

consequently mitigating agency problems of listed non-financial firms in Nigeria. This present 

study is timely since the need to improve government revenue generation is imperative as prices

of crude oil has continuously nosedived; making economic diversification (improvement on 

corporate income tax) very pertinent. The objective of the study was to examine the effect of 

corporate governance attributes on tax sheltering.  In line with the objective, the study 

hypothesized that corporate governance attributes have no significant effect on tax sheltering of 
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non-financial firms in Nigeria with the aim that the outcome will serve as policy directives for 

regulators, government, shareholders and practitioners. This paper was structured into five 

sections.  Section one, the introduction, section two, a review of related literature on the issues on 

corporate governance attributes and tax sheltering.  Section three captured the methodology 

employed.  Section four presented analysis and discussion of findings while section five proffered 

conclusion and recommendations.   

 
LITERATURE REVIEW 

Conceptual Literature 

Tax Sheltering 

Tax is the contribution of society to the state in a bid to accomplish two objectives; Administrative 

Objective and Economic Objective. Administrative objective means that tax is employed to 

achieve government policies in social and economic choices while as an economic objective taxes 

are employed to fund government schemes that will also be helpful for the society (Sonia & Haryo, 

2018). Taxes have been considered a material cost for firms, a tool that reduces cash flow available 

for owners (Suranta, Midiastudy and Hasibuan, 2020) and a stimulant for managers to reduce tax 

expense through tax sheltering strategies (Chen, Chen, Cheng & Sherlin, 2010). However, as 

documented by Suranta, Midiastudy and Hasibuan (2020); Surnasih and Oktaviani (2018) tax 

sheltering is a taxpayer effort to reduce tax encumbrance carried out through legitimate avenues 

while Napitupulu, Situngkir and Edelia (2019) contended that tax sheltering represents the effort 

of taxpayers to avoid paying taxes via a secure and legitimate way that will in no way obfuscate 

taxation law. Tax shelters are ways individuals and corporations reduce their tax liability. Tax 

sheltering provides valuable benefits for firm's shareholders first; by acting as a mutual practice to 

mitigate a reduction in firm's dividend (Annuar, Aromide and Normala, 2014) second, practices 

of tax avoidance phenomenon may create cash flows which can generate a chain of investments

that will finally result in a rise in the company's value (Alkurdi and Mardini, 2020) and third, 

management can benefit from tax sheltering by maximizing its rewards (Alkurdi & Mardini, 2020). 

 
Corporate Governance 
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Corporate governance corresponds to the mechanisms that ensure that the business finance 

providers will get a return on their investment (Shleifer & Vishny, 1997). Following an 

encompassing definition as put forward by the Organization of Economic Co-operation and 

Development (OECD, 1999), corporate governance “relates to the internal means by which 

corporations are operated and controlled”. The distribution of rights and responsibilities among 

different stakeholders in the corporation such as: The Board, managers, shareholders, customers, 

employees, among others, is specified by governance structures which also spell out the rules and 

procedures for making decisions on corporate affairs. In Shahwan and Habib (2020); Uche, (2004); 

and Akinsulire, (2006), corporate governance is viewed as a platform that provides a background

through which the companies’ objectives are set and provides the means of attaining set objectives 

and monitor performance. 

 
In the views of Nur’ainy, Nurcahyo, Sri Kurniasih and Sugiharti (2013) the term “Corporate 

Governance” is closely associated with the Agency Theory, and considers the management of the 

firm as 'agents' of shareholders, whose action do not always tally with shareholders’ expectations. 

In most related studies, corporate governance has been documented as a “factor that impacts on 

performance and reliability of financial reports of firms which is effective on accounting data and 

market value of companies. Teen (2006) considered corporate governance as a resource that 

improves performance and value of shareholders in compliance to law, order, standard, and code. 

However, Ghoniyah and Hartono (2014) noted that the basic principle of good corporate 

governance as a management tool covers fairness, transparency, accountability and responsibility. 

  

Tax Sheltering and Corporate governance 

Corporate tax shelter has been a subject of intense debate over the past few years. It is a growing 

problem, costing the federal government billions of Naira annually. Tax sheltering is difficult to 

define but connotes an arrangement where there is intention of avoiding or evading federal income 

tax. Managers at well-governed firms will engage in less aggressive tax avoidance than poorly- 

governed firms. This may be so because managers at well-governed firms have greater incentives 

to avoid tax sheltering activities (less tax avoidance). The existence of stronger governance guides 

managers’ conduct. Tax sheltering as defined may often involve the application of tax shield. This 
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is a reduction in taxable income of an individual or corporation achieved through claiming 

allowable deductions which is legal either from debt or assets. Non debt tax shield is therefore an 

apt variable to measure the relationship between corporate governance and tax sheltering in the 

organization.   

 
Theoretical Framework 

Political Power Theory 

The concept of tax sheltering otherwise termed as tax avoidance is mostly explained by the 

political power theory advanced by Siegfried (1972). This theory maintains that, larger firms 

possess superior economic power relative to small firms. It explains that larger firms have greater 

political power and resources to influence political process, develop expertise in tax sheltering and 

organise firms’ activities to achieve optimal tax savings. This implies that large firms can take 

advantage of their economies of scale and political power to minimise their tax burden and engage 

in aggressive tax sheltering and manipulate political process in their favour.   

 
Empirical Literature Review 

Mangoting, Gunadi, Tobing and Putri (2020) studied the effect of good corporate governance with 

a sample of 132 publicly listed Indonesian manufacturing firms that were listed in 2014 to 2018. 

Focal variables used were Board Size, Board Diversity, Independent Commissioners and Audit 

Committee as the independent variables while Firm Value was employed as the dependent 

variable.  Multiple regression analysis together with path analysis by a Sobel test was used for data 

analysis.  The study found that the size of independent commissioners played a significant role in 

supervising and providing consultation that had an impact on increasing firm value and tax 

avoidance.  However, board size, board diversity and audit committee did not affect firm value.   

 
Tijjani and Peter (2020) investigated the effect of ownership structure on tax planning of quoted 

non-financial companies in Nigeria for the period 2008 to 2017.  Data for the study were collected 

from annual reports and analyzed using descriptive and multiple regression. The study found that 

managerial and institutional ownerships have no significant positive effect on tax planning. Also, 

return on assets has a significant positive effect on tax planning of sampled companies while 

leverage showed no significant effect on tax planning.  


