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ABSTRACT

This study examined tax planning strategies and firm
performance of listed non-financial companies in
Nigeria. It used a longitudinal research design and
secondary source of data for 36 sample non-financial
companies trading at the Nigeria Exchange Group which
makes account to 31% December each year. It covered an
eight-year period dated 2015 to 2022. The study used
descriptive methods to examine the characterization of
variables and inferential statistical analytical technique to
determine the reliability and predictive prowess of the
model in enhancing judgment of acceptance or rejection
of the null hypothesis using a panel least square
regression method. The result revealed a positive
relationship and significant impact of non-debt tax shield,
tax shield with a positive relationship and a significant
impact on firm performance. Capital intensity has a
direct relationship and a positive impact on firm
performance. Thin capitalization has an inverse
relationship and a significant impact on firm performance
of listed firms in Nigeria, Effective tax rate has a direct
relationship and a significant impact on firm
performance. Deferred tax does not have relationship
with firm performance. Book tax difference has an
inverse relationship and a significant impact on firm
performance of listed non-financial companies in
Nigeria. The study concluded that tax planning strategies
and tax avoidance determined firm performance of listed
non-financial companies in Nigeria. It also recommended
that policy makers should create policy that enhances the
subsidization of the cost of debt-financing for the
companies operating in Nigeria, and also recommended
policies to enhance corporate performance.

Keywords: Thin capitalization, Capital intensity,
Effective tax rate

INTRODUCTION

The persistent issue of multiple taxation and the absence
of a harmonized global tax structure continue to threaten
the cash flow and survival of corporate entities (Banwo
& Ighodalo, 2019). In addition, the existence of
loopholes within tax laws has encouraged legal tax
minimization practices through tax planning strategies,
resulting in beneficial tax avoidance for corporations
while simultaneously reducing public revenue among
member nations of the Organization for Economic Co-
operation and Development (OECD) (KPMG, 2020).
Taxation remains a vital component of every modern
economy because it constitutes a major source of
government revenue used to finance national
development and public expenditure (Samuel et al.,
2023). According to the European Commission (2018),
taxation is a process through which governments
generate the financial resources required to provide
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essential public services such as healthcare, education,
infrastructure, and social protection. Consequently,
taxation serves as a crucial fiscal policy instrument for
regulating economic activities and promoting sustainable
growth and development (Zhu et al., 2019; Olurankinse
& Mamidu, 2021).

Under the Constitution of the Federal Republic of
Nigeria (1999), individuals earning taxable income are
expected to contribute a portion of their earnings as tax.
Similarly, the Companies and Allied Matters Act, Cap.
C20 Laws of the Federation of Nigeria 2004, alongside
the Finance Act (2023), mandates corporate
organizations to pay company income tax based on
turnover thresholds. Large companies with turnover
exceeding ¥100,000,000 are required to pay 30%
company income tax, while medium-sized companies
with turnover between 25,000,000 and ¥100,000,000
pay 20%, whereas small companies are exempted from
company income tax. The Finance Act (2021; 2023)
further strengthened the Nigerian tax administration
system by ensuring that taxes are generated through
direct and indirect remittances by individuals and
corporate entities. Consequently, corporate managers are
expected to efficiently manage organizations in ways that
satisfy stakeholder interests while ensuring compliance
with tax regulations (Olaniun et al., 2022).

In Nigeria, tax administration is coordinated through
agencies such as the Federal Inland Revenue Service
(FIRS), which is responsible for the collection of federal
taxes; the State Inland Revenue Services (SIRS), which
collect state taxes; and the Local Government Revenue
Committees (LGRC), which administer local taxes such
as tenement rates, kiosk rates, and liquor licence fees
(Lasisi & Fijabi, 2023). At the international level, OECD
tax regulations relating to transfer pricing, anti-avoidance
provisions, country-by-country reporting, and common
reporting standards have significantly influenced global
tax administration. Nigeria’s participation in the Country-
by-Country Multilateral Competent Authority Agreement
demonstrates the country’s commitment to global tax
transparency and compliance (Banwo & Ighodalo, 2018).
As a result, corporate managers are expected to
understand both domestic and international tax laws and
strategically adopt lawful tax planning techniques
capable of reducing excessive tax burdens and multiple
taxation.

Corporate management has the responsibility of
maximizing shareholders’ wealth, yet taxation
significantly reduces corporate profitability and liquidity
(Samuel et al., 2023). Profit-oriented firms therefore seek
legal means of reducing tax liabilities in order to
conserve resources, improve cash flows, and enhance
shareholder value (Udochukwu et al., 2022). To achieve
this objective, management often adopts various tax
planning strategies designed to reduce the effective tax
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rate and increase distributable profit. Jensen and
Mechling (1976) and Igbinovia and Ekwueme (2018)
argued that corporate managers, acting as agents of
shareholders, frequently engage in tax avoidance
strategies in order to advance shareholders’ interests.
However, Desai and Dharmapala (2006) observed that
the separation of ownership from management may
create opportunities for managers to pursue personal
interests under the guise of tax planning.

Tax planning has therefore become a strategic managerial
tool aimed at minimizing tax expenses and improving
organizational performance. Mahfoudh et al. (2015)
stressed that tax managers use lawful tax planning
mechanisms to reduce corporate tax obligations in
fulfillment of their fiduciary responsibilities to
shareholders. Similarly, Madugba et al. (2020)
maintained that lower tax payments reduce cash outflows
and free additional resources for reinvestment into
profitable ventures. Given the complexities and
inefficiencies associated with the Nigerian tax system,
including multiple taxation and low compliance rates, the
Federal Government introduced reforms to improve
compliance and broaden the tax base. The FIRS (2020)
reported that tax compliance in Nigeria stood at
approximately 10%, thereby necessitating a risk-based
approach to tax administration. Consequently, the
Finance Act (2021) introduced progressive tax rates
based on turnover, although such provisions also created
opportunities for firms to engage in lawful tax avoidance
practices (Izevbekhai & Momodu, 2023).

Tax planning, often referred to as tax aggressiveness,
involves deliberate efforts by management to minimize
tax liabilities through lawful means. Olarewaju and
Olayewola (2019) defined tax planning as the effective
management of financial affairs in order to obtain desired
tax advantages while complying with statutory
provisions. Tax planning enhances financial performance
because lower tax payments improve distributable
income and increase shareholders’ returns. Ogunmakin et
al. (2020) further asserted that tax avoidance forms an
essential component of corporate financial planning
because it provides firms with opportunities to reduce tax
burdens and improve financial performance. Akintoye et
al. (2020) also emphasized that Nigerian businesses must
engage in strategic tax planning due to high tax rates,
multiple taxation, inefficient tax administration, and
unfavorable tax policies that threaten business survival
and profitability.

Otuya and Omoye (2021) argued that effective tax rates
influence firms’ investment decisions and performance,
while Ezugwu and Akubu (2014) observed that Nigeria’s
statutory corporate tax rate of 30% is considerably higher
than the OECD average of 25.32%. Consequently,
Salaudeen (2019) recommended that Nigeria adopt a
more competitive tax rate capable of attracting
investment and stimulating economic growth. Fagbemi et
al. (2019) further noted that knowledge of corporate tax
strategies enables firms to reduce tax liabilities through
legal mechanisms such as tax planning, tax
aggressiveness, and tax sheltering, while illegal practices
amount to tax evasion.

Corporate boards therefore employ strategies such as
debt tax shields, non-debt tax shields, capital intensity,
and thin capitalization to reduce tax liabilities and
improve firm performance (Samuel et al., 2023). Tax
shields arise from allowable deductions such as interest
expenses, depreciation, amortization, and charitable
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donations. Thin capitalization, which involves financing
a firm primarily through debt rather than equity, provides
tax advantages because interest payments on debt are tax
deductible (Akabom & Ejabu, 2018). Consequently,
firms with higher leverage often experience lower tax
liabilities due to increased interest deductions. Merlo et
al. (2020) also emphasized the importance of debt
financing in achieving tax-saving benefits under thin
capitalization strategies.

The Finance Act (2023) further created opportunities for
lawful tax avoidance by allowing firms to identify
technical loopholes within tax laws and use them to
minimize tax obligations (Ojo, 2008; Abata, 2014;
Ogunmakin et al., 2020). Tax avoidance is generally
viewed as a legal practice involving the exploitation of
weaknesses in tax regulations without violating the law
(Devi et al., 2022). Salawu and Adedeji (2017) described
tax avoidance as the outcome of effective tax planning
strategies. Common indicators of tax avoidance include
effective tax rates, deferred tax, book-tax differences,
transfer pricing practices, tax treaties, pension schemes,
and related-party financial payments (KPMG, 2020).
Despite the growing relevance of tax planning and tax
avoidance, prior studies in Nigeria have produced mixed
findings due to differences in methodology, sectors,
periods, and variable measurements. For instance,
Olajide (2017) examined tax planning using timing
effects and tax liabilities, while Abdullahi et al. (2021)
measured tax planning through inventory intensity,
leverage, and capital intensity. Similarly, Egbadu and
Odey (2022) and Olaniun et al. (2022) employed
different proxies for tax aggressiveness, including
effective tax rates and corporate social responsibility
measures. Previous studies also focused on different
sectors and periods, such as financial institutions,
industrial goods firms, and consumer goods firms.

This study therefore broadens the scope by examining
three major sectors of the Nigerian economy oil and gas,
industrial goods, and consumer goods using 36 listed
non-financial companies over the period 2015-2022.
Furthermore, prior studies adopted different indicators of
firm performance such as return on equity, earnings per
share, Tobin’s Q, and return on investment (Abdullahi et
al., 2021; Osamor, 2022; Wang, 2010). The
inconsistencies in empirical evidence, methodology, and
variable measurements created the need for further
investigation into corporate tax strategies, tax avoidance,
and firm performance in Nigeria. Given the increasing
pressure on firms to maintain liquidity and profitability
amidst changing tax laws, corporate managers must
adopt effective tax planning strategies capable of
enhancing  firm  performance and maximizing
shareholders’ wealth. It is against these identified
methodological and operational gaps that this study
investigates the impact of corporate tax strategies and tax
avoidance on the performance of quoted non-financial
companies in Nigeria.

LITERATURE REVIEW

Conceptual Review

Firm Performance

An entities financial and operational performance is
critical to its health, liquidity, solvency, resource
utilization and survival (Kurawa & Saidu, 2018).
According to Ilesanmi (2011) and Samuel et al. (2023),
Performance is described as the outcome or results of
actions taken in connection to the goals that are being
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accomplished; with the aim of boosting the extent to each
organization achieve their objectives. Firm performance
is referred to as the manner in which a business entity's
goals and financial targets have been or will be met
(Abdullahi et al., 2021). Corporate performance is a
composite assessment of how well a company efficiently
and effectively executes its critical tasks, which often
include financial, market, and shareholder performance
(Akadakpo & Akogo, 2022). The efficiency and
effectiveness of management efficient utilization of
resources for appreciated performance requires
comparing an entity's actual output to its planned results
(or goals and objectives) (Olaniun et al., 2022), and is
based on meeting or exceeding stated targets. Corporate
performance is concerned with the "health" of a
company, which has historically been measured in terms
of financial success

However, different indicators of performance have been
used in studies, and the most prevalent performance
measures were incorporated in stock market and
accounting measures, such as Tobin's Q or the ratio of
market-to-book values, stock market measures, such as
cumulative abnormal returns (CAR), earnings per share,
and accounting-based measures, such as absolute figures
(cash profit or accounting profit) and financial statement
ratios, such as return-on-equity (ROE), return

Yadav et al. (2022) is of the view that firm performance
is the criteria for identifying corporate entities that
perform well in terms of asset returns, investment
returns, and equity returns. It is the capacity of a legal
corporate concern to employ its limited resources to
produce cash inflow in the form of revenue that exceeds
its costs (Lasisi & Fijabi, 2023). The major accounting-
based indicators of performance are return on assets
(ROA), which is an indicator of the profitable that a
company is in relation to its total financial assets, return
on equity (ROE), which at first is the amount of net
income returned as a percentage of shareholders' equity,
and return on capital employed (ROCE), which can be
utilized for assessing the corresponding profitability of
companies after taking into account the amount of capital
used (Oeta & Muchirir, 2019). In general, objective
measurement is based on past financial facts, and
subjective evaluation is established by managerial
assessments  (Osamor, 2022). While objective
measurements were generally based on financial facts,
subjective  measurements relied on managerial
assessments.

Return on Asset (ROA)

Akadakpo and Akogo (2022) is of the opinion that a
firm's operational and financial performance is
determined by how well it uses its assets in its primary
job of conducting business and generating cash flows.
Financial performance can also be referred to as the
principal goal that companies, particularly profit-driven
entities, seek to achieve

The return on assets (ROA) is a statistic that calculates
the amount of earnings generated by invested capital,
representing the number of kobo earned per naira of
assets (Abiahu M.C. 2020). It allows users, stakeholders,
and monitoring authorities to determine the most
effective tax management techniques for ensuring and
motivating efficient firm management.

Furthermore, this assesses the operational efficiency and
intensity of short-term management behavior based on
asset returns, and its metrics are provided by the formula:
[Net profit (before interest and taxes)/Total Assets] x100.
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It is represented as the organization’s ratio of profitability
to total assets which is a crucial performance measure.
Tax Planning Strategies

The impact of tax planning strategic metrics of non-debt
tax shield, capital intensity, thin capitalization on the firm
performance is extremely vital in extant literature.
Therefore, this section constructively conceptualize the
independent variables. Tax is generally seen as a
compulsory levy charged directly on income of
individual, corporate entities, institutions and indirectly
on goods and services, paid or payable to the government
through statutory authority empowered by the law to
account for such remittances (Sweet williams et al,
.2023). States that taxes is the required transfer or money
(or, in certain cases, commodity) from private persons,
institutions, or groups to governments. Due to the fact
that taxes are collected on both individuals and firms, the
understanding of the corporate tax mix of an entity will
enhance manager’s legal manipulation strategy through a
process of tax planning (Abdullahi et al., 2021).

Ogbodo, et al, (2017) opine that corporate tax is a
statutory transfer or payment paid to the government by
private individuals, institutions, or groupings. These
scholars felt that corporation taxes are mostly levied on
companies' operational earnings after deducting expenses
from sales. Tax planning enables a company to employ
legal procedures to identify tax loopholes with the
purpose of reducing tax bills. Thus, tax planning
comprises the legal and competent arrangement of a
company's financial operations in order to reduce its tax
burden or liabilities.

Tax planning enables corporations to employ appropriate
incentive provisions in conjunction with legislative
provisions to change earnings and expenditures in order
to lower their tax liability. According to Nwaobia and
Jayeoba (2016), tax rules that reduce the tax burden are
classified as "commencing rule, cessation rule, allowance
on investment, tax exemptions, and interest tax
deduction, which tax managers of organizations explore."
To efficiently prepare taxes, a tax manager or consultant
must have a deep understanding of an organization and
how it works in conjunction with a company's numerous
tax requirements. Effective tax planning goes beyond
enforcing tax regulations to coordinating many parties
with disparate interests and information, including
managing local and international activities.

Lormbagah and Abiahu, (2021) stress that corporate tax
strategies encompass all public finance-related liabilities
incurred by a firm, including not only profit taxes but
also non-profit taxes such as real estate taxes and labor-
related taxes such as social security payments. According
to Lormbagah & Abiahu, (2021) and Hamilton et al.
(1998), the tax mix can be further classified as personal
tax mix for individuals and corporate tax mix for
corporations. Personal tax mix entails taking advantage
of tax reliefs such as the consolidated relief allowance to
reduce the burden of tax borne by individuals, whereas
corporate tax mix involves taking advantage of tax
incentives such as timing of remittance, allowable tax
expenses, cashflow engineering, and deferred tax to
reduce the burden of tax borne by corporations
(Akadakpo & Akogo, 2022). Corporate tax mix is a
financial planning activity for tax that combines the
mixture of corporate income tax to be paid, tax benefits
to be enjoyed, and deferred tax for the firm's effective tax
rate ( Abiahu, 2020).
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The (2012) described tax incentives as a planned
decrease in the government's responsibility offered to
encourage a firm's specific commercial activity Tax
incentives in Nigeria include, but are not limited to:
pioneer legislation, capital allowance, initial allowance,
loss reliefs, zero taxes for export trade zones, rural
incentives, export credit certificates, gas utilization
incentives, tourism incentives, and interest incentives
(Price-water-coopers, 2023). Abdullahi et al., (2021) also
asserted that prudent managers also create tax incentives
from that use of financial skills of allowable expenses,
debt financing tax shield, tax savings strategies, tax
avoidance strategy and investment in non-current asset
strategy to enhance entity’s cash flow position and
optimize tax liability. The effective utilization of
corporate specific tax mix is directly related to the
managerial efficiency and prowess of tax planner to
optimize all legal avenues within the tax laws and
finance operationalization horizon to reduce tax liabilities
(Osamor, 2022). As a result, tax planning or proactive
techniques, which reflect multiple templates employed
by enterprises to reduce tax payable to the government,
resulting in a reduced effective tax rate (Olaniun et al,,
2022), must be prioritized by corporate management. Tax
planning is also known as sophisticated tax mix
strategies employed by company executives to take
advantage of tax loopholes and pay little or no taxes,
resulting in a lower effective tax rate.

The significance of using the most effective corporate tax
mix when creating tax strategies for corporate
management cannot be emphasized. Firm managers in
the business sector have faced the challenge of
establishing the best model and method of corporate tax
mix for promoting an effective tax strategy..

Non-debt Tax Shield (NDTS)

A tax shield is a reduction in taxable income that an
individual or organization obtains by claiming allowable
deductions such as medical expenses, charitable
contributions, amortization, depreciation, and mortgage
interest. These deductions reduce a taxpayer's taxable
income for the current year or postpone income taxes
until later years. Furthermore, Ezeoha and Ogamba
(2010) defined a tax shield as a reduction in taxable
income obtained by deducting allowable deductions
based on the deliberate use of taxable expenses to
balance taxable income with the purpose of deferring or
eliminating a tax burden. This can minimize the effective
tax rate of a firm or individual, which is especially
important when their reported income is relatively large
(Olaniun et al., 2022). Kliestik and Michalkova (2018) is
of the opinion that tax shields appreciate the volume of
cash flow without affecting the income of the entity
adversely.

According to Samuel et al. (2023), tax shields are
referred to as non-debt tax shields, which consist of
charitable and donation tax shields (the one who pays out
funds for charitable contributions in order to deduct the
contributions as a taxable expense), medical expense tax
shields (deducting payments as a taxable expense), and
depreciation and amortization tax shields. The term tax
shield denotes a deduction's ability to shelter certain
elements of a taxpayer's income from taxation. This
study concentrated on non-debt tax shield through the use
of depreciation and amortization tax shield due to the fact
that investment in non-current assets is expected to yield
future economic benefit that impacts performance
positively.
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Depreciation is the systematic allocation of the cost of
long-lived non-current assets to the period during which
they are used (Madugba et al., 2020). The acquisition of
non-current assets for company usage is viewed as an
investment since it represents a monetary outflow with
the potential to yield future advantages (Yusuf, 2021). It
has also been demonstrated that a tax plan can involve
non-monetary savings, such as depreciation, to reduce
the amount of taxes paid by firms. This suggests that
investing in fixed assets is a viable strategy that can be
implemented successfully: Nnubia & Okolo, 2018.
Legally, this outflow of investment is frequently
compensated with non-taxable capital allowance
deductions, which approach the depreciation charge. Tax
policy makers, over the years in different country has
created concrete policies in unifying depreciation
calculation as capital allowance due to various method
used by entities to accounts for it in financial statements.
Section 21(g) of the Personal Income Tax Act of 1993, as
amended to date, treats depreciation as non-allowable
expenditure, whereas the 5th Schedule of the same Act
provides for capital allowance in place of depreciation as
compensation for the acquisition and use of non-current
assets in business (Madugba, 2020). In their study, Abbas
et al. (2013) discovered that depreciation and other non-
debt tax sheltering measures that businesses can
efficiently deploy have a considerable impact on firm
performance and tax savings tactics. Non-debt tax shield
refers to items other than interest expenses that contribute
to a decrease in tax payment obligations. In light of this,
businesses that invest heavily in fixed assets might
choose to use depreciation as a tax shield rather than
interest expense to maximize a company's performance.
This financial decision-making may be motivated by a
desire to minimize the risk of insolvency or bankruptcy
that arises from using more debt when entities are highly
geared (Sweetwilliams et al., 2023).

Debt Tax Shield (DTS)

The term "debt tax shield" describes the decrease in
taxable income resulting from the deduction of interest
on loan expenses (Samuel et al., 2023). Theories like
Modigliani and Miller's Agency Theory (1979),
Modigliani and Miller's Irrelevance Theory (1958), and
Mayer's Trade-Off Theory (1984) have all addressed this
idea and how it affects the company. In addition to being
utilized to save expenses, debt can be employed by
corporations as a tax shield while ignoring their financing
concerns because debt is risk-free through arbitrage
channels, according to Modigliani and Miller (1967).
Samuel et al. (2023) believe that a debt tax shield
suggests efficient company performance, as evidenced by
an improved firm asset base and a tax deduction on
interest charges. As a result, the more debt interest
payments made by Nigerian non-financial listed
enterprises, the more probable it is to have an impact on
firm performance through increased productive capacity
and operational cash flows. Tax deductibility of business
expenses reduces an individual's or corporation's taxable
income by allowing them to deduct certain expenses, like
mortgage interest (Olajide, 2017). This results in a debt
tax shield. These deductions either postpone income
taxes to later years or lower a taxpayer's taxable income
for a predetermined amount of time. Debt tax shield is
considered important since it affects the amount of debt
held, which facilitates better tax evasion. Interest
multiplied by the corporate tax rate provides the
calculation (Izevbekhai & Momodu, 2023). According to
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Samuel et al. (2023), companies that have larger debt tax
shields are more likely to use debt, while those that have
higher non-debt tax shields are less likely to do so.
Capital Intensity

Masset and Weisskopf (2016) conceptualized asset
intensity as the total value of property, plant, equipment
and non-liquid assets utilized to generate a certain
amount of revenue. Asset intensity can either be static
that is the proportion of the firm investment, invested on
non-current assets or the proportion of sales revenue that
result from asset usage (Wahal & McConnell, 2000) or
dynamic asset intensity which evaluate the total
proportion of the residue of non-current assets after its
economic life has yielded all the required returns with
respect to investment on such assets (Masse &
Weisskopf, 2016). Furthermore, Prastyatini and Sartika
(2023) and Abdullahi et al., (2021) view asset intensity
from two perspective which are capital intensity and
inventory intensity. Furthermore, Syifa and Aloysius
(2021), Dwiyanti and Jati (2019), and Syamsuddin and
Suryarini (2020) saw inventory intensity as being related
to how much an entity invests in inventory, and the more
the firm's inventory, the more storage and maintenance
costs will reduce the company's profits, resulting in a
decrease in the entity's tax liabilities.

Capital Intensity, on the other hand, refers to how much a
corporation invests in non-current assets. Due to usage
and wear and tear, almost all non-current assets will
eventually lose value. This will result in annual
depreciation expense, which is a model for capital
allowances in the financial statements of the
organization. To lessen the tax burden on the corporate
entity, this depreciation charge is subtracted from pre-tax
profit (Dwiyanti & Jati 2019). The amount of money a
company invests in non-current assets is known as
capital intensity, and it directly relates to the amount of
capital asset-related incentives that company may be
eligible for ( Nwaobia & Jayeoba, 2020). Businesses
with high capital intensity or a high ratio of tangible non-
current assets to total assets usually use the allowed basic
depreciation deduction to reduce their tax liability
(Onyeka-Theme, 2021Capital intensity is measured as
non-current assets divided by total assets. Capital
intensity is the amount of money invested to produce one
Naira output, and a firm is regarded as more capital-
intensive when larger capital is employed to generate the
same unit (Salawu et al., 2017; Zhu et al., 2019; Oeta et
al., 2019).

The quantity invested in non-current assets is known as
capital intensity, and Ilaboya et al. (2016) claim that it is
positively correlated with firm value. Capital intensity
was described by Nwaobia et al. (2016) as the amount of
tangible assets associated with a firm's tax benefits, as
well as the investment made by the firm in non-current
assets. The quantity of Plant Properties and Equipment
(PPE) or non-current assets that organizations have
accessible for use in production activities is referred to as
capital intensity. Before imposing taxes on earnings, tax
authorities offer a deduction for capital allowances,
amortization, or depreciation (Otuya & Omoye, 2021).
Capital-intensive businesses effectively utilize these
exemptions by determining the optimal investment
strategy to raise after-tax earnings and production quality.
Thin Capitalization

Thin capitalization refers to a scenario in which a
corporate organization is heavily leveraged or financed
with a high degree of debt relative to equity. Corporate
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entities with a high level of leverage are considered
thinly capitalized (Merlo et al. 2013). The favourable
benefit of highly geared entities is the corporate tax
shield, which is interest paid on borrowed funds or debt
finance expenses is a tax-deductible expense, implying
that financial risk is being compensated for as the debt of
the corporate entity increases in volume, resulting in less
tax remittance (Akabom & Ejabu, 2018). Generally
speaking, a thin capitalization policy includes all
strategic measures implemented to limit the tax
deductibility of debt, whether they originate from within
or outside the company, or whether the base threshold is
based on metrics related to profits or the debt-to-equity
ratio (Ruf & Schindler, 2015). The purpose behind thin
capitalisation is to reduce taxable earnings by deducting
interest on debt capital. This can be further done when a
multinational company funds its associates through loan
financing rather than floating through share capital
provisions (Junaidu, 2018).

According to Fagbemi et al. (2019), organizations that
employ thin capitalization organize their finances by
maintaining a high debt-to-equity ratio. Businesses that
use tax planning techniques would rather pay large
interest rates (Organisation for Economic Cooperation
and Development, 2012). Therefore, thin capitalization
can be defined as the strategy used by corporate entities
to take on a substantial amount of debt relative to equity
in order to fully profit from the tax regulations that
consider loan interest to be an acceptable expense.
Graham ,et al. (2014) considered thin capitalisation as a
tax planning or aggressive strategy that is utilized by
entities to structure their capital structure in such a way
that will influence the utilization of more debt than
equity through a country’s tax legislation or fiscal policy
scrutiny.

Otuya and Omoye (2021) asserted that anti-thin
capitalization laws are enforced by nations and tax
authorities, which set a cap on the total amount of debt or
the amount of debt interest that can be written off. They
continued by saying that there were two ways to limit the
amount of debt that corporate entities might have: the
arm's length technique, which considers a transaction to
be attainable if it were carried out by an independent
person, or the ratio method, which uses a predefined
debt-to-equity ratio. The second tactic, sometimes
referred to as the "earnings stripping approach,” involves
capping interest on loan capital. This is implemented by
applying a percentage of interest paid to operational
income, as is the case in countries such as Germany and
Italy (OECD, 2012; Gbonjubola,). Nigeria currently has
no thin capitalization rules or policy but France, Belgium
and Austria have regulated limit for debt funding of
entities to avoid insolvency or liquidation (Osamor,
2022).

Tax Avoidance

Tax avoidance refers to an attempt by taxpayers to
legally evade paying taxes, in compliance with tax laws
and regulations, by employing strategies and tactics that
tend to exploit the flaws in the tax laws and regulations
themselves, thereby reducing the total amount of taxes
owed (Chude, 2015). According to Abdul et al. (2012),
the phrase "corporate tax avoidance" refers to any
activity that businesses do in in order to reduce their tax
liability or maximize their tax efficiency. Since tax
planning seeks to reduce expenses and boost after-tax
earnings, it is customarily seen as being in the best
interests of shareholders. On this idea, there have been
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divergent opinions, nevertheless. Weisbach (2001) also
referred to this as the "under sheltering puzzle." This
suggests that the relationship between tax avoidance and
firm performance is not a straight-line type of
relationship, whereby firm value increases in the form of
positive net benefits (short-term cash savings).Tax
avoidance is also seen as the result of tax planning
strategies that yield a tax benefit, either in the form of
permanent tax benefits or temporal tax benefits
(Temporal Differences). The majority of firms prefer a
permanent difference because, while producing short-
term cash flow benefits, temporal differences do not have
a long-term effect on the firm's tax burden (Abdul, et al.,
2012). (Maydew & Shackelford, 2005; Wilson, 2009)
According to Armstrong et al. (2015), the benefits of tax
avoidance are not linear and can be attained to an ideal
degree, above and beyond the costs associated with tax
avoidance (such as the expenses associated with
arranging intricate tax transactions and the costs
associated with regulatory and reputational issues). Desai
and Dhamapala (2006) contend that managers cover up
and often conceal their self-serving intentions to engage
in corporate tax avoidance in a firm where there is
information asymmetry (moral hazard), which raises
agency costs in addition to salaries and fees associated
with the tax avoidance activities..

There is no apparent separation between the legality of a
firm's tax reduction decision or plan and the judicial
interpretation of the relevant tax statute (Hanlon &
Heitzman, 2010). The study defined tax avoidance as tax
savings, effective tax rate, and deferred tax.

Effective Tax Rate

The amount of a company's tax burden that can be
decreased without having a detrimental effect on
accounting income is known as the effective tax rate. The
ratio of tax expense to earnings before tax is used to
calculate real corporate tax loads, which are used to
assess how well companies pay their fair share of taxes.
The firm's aggressive tax planning strategy was reflected
in the effective tax rate. The average tax rate for an
individual or business is known as the effective tax rate.
An individual's effective tax rate is the average tax rate
on earned income; a corporation's effective tax rate is the
average tax rate on pre-tax revenue. The corporate
effective tax rate serves as a gauge for a company's tax
efficiency. According to Rafiu et al. (2017), the effective
tax rate is a common statistic used to estimate a
company's tax burden. The income tax tariff percentage
is defined by Waluyo and Wirawan (2013) as the total of
the marginal and effective tax rates. The marginal tax rate
is the percentage of the applicable rate that rises as the
tax base expands, whereas the effective tax rate is the
portion of the effective tax rate that must be imposed
based on certain tax rates. The agency hypothesis will
incentivize managers to boost revenue in their
companies. Income tax paid automatically increases in
proportion to the company's profitability. The key aspect
determining corporate income tax assessment is the
amount of income received. Compared to the OECD
average of 25.32%, Nigeria's 30% corporate income tax
rate is considered excessive (Ezugwu & Akubu, 2014).
Research like (Salaudeen, 2018; Jacob & Spengel, 1999;
Nicodeme, 2001) suggests that while choosing
investments, one should consider the effective tax rate as
opposed to the statutory tax rate. The average tax rate
applied to a business's pre-tax profits is known as the
effective tax rate.
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Wang et al. (2014) claim that since paying taxes has a
negative impact on earnings, businesses with higher
effective tax rates are more likely to have worse financial
performance. In addition, Ezugwu and Akubu (2014)
suggested that, to prevent the long-term negative
economic effects of high corporate income tax, Nigeria's
statutory tax rate be lowered below the OECD average.
These recommendations were put into practice by the
Finance Acts of 2021 and 2023.

Deferred Tax

Deferred taxes, in particular, represent the taxes that, in
the event that the entity's assets and liabilities were
retrieved or resolved at their current carrying level,
would be due or payable (Hanlon, 2010). Deferred taxes
happen when a revenue or expense item is reported on
the income tax return in a year different from the year it
appears on the financial statements, according to Ogbodo
et al. (2017). The matching principle's result is deferred
tax accounting, which compares the tax impacts of an
item reported in the current financial statements to a
future measurement and recognition of the same item
(Ogbodo, et al., 2017). The actual income tax expense
that matches accounting revenues and expenses can be
documented through the expense on deferred income tax
(Uwaigbe, 2016). The concept of temporary book-tax
differences between an asset or liability's book value and
its tax base that will result in taxable amounts when the
asset or liability's book value is recovered is defined by
IAS 12 on deferred tax accounting as the amounts of
income taxes payable or recoverable in future periods
(Halim et al., 2015). Haskins and Simko (2011) state that
deferred tax obligations are frequently a result of income
that has been recorded but has not yet been subject to
taxation, such as accelerated tax depreciation, in which
taxable revenue is postponed by tax depreciation rates
that are higher than book depreciation rates.

Citron (2011) emphasize that deferred tax liability arises
from the initial recognition of goodwill or an asset or
liability in a transaction that is not a business
combination and, at the time of the transaction, affects
neither the accounting profit nor the taxable profit or
loss. Deferred tax liabilities are recognized for all taxable
temporary differences. In addition, deferred taxes are
offset if the deferred taxes are owed to the same taxable
entity and taxing authority and there is only a legally
enforceable entitlement to set off current tax assets
against current income tax liabilities.

Book Tax Difference

Book-tax differences (BTDs) are the difference between
pre-tax income in financial reporting and the estimated
taxable income (Hanlon, 2005; Mills, 1998). BTDs may
appear due to the different rules applied for financial
reporting and tax reporting. Beyond that, BTDs represent
firms' tax avoidance policy and reflect the quality of the
reported earnings (Frank & Rego, 2006; Dyussembina &
Park, 2024). This process starts with manipulating the
earnings of the company in such a way that the lowest
amount of tax can be paid while making the financial
stance of the firm look stable. The aftermath of the
earnings manipulation is that the firm’s taxable profits
calculated by tax authority will be different from the pre-
tax profits calculated by the firm and this difference is
termed boot tax differences (BTDs) (Orji & John-
Akamelu, 2023).

Economic events are recorded differently for financial
accounting ("book") and tax income purposes, which
leads to book tax differences BTDs (Brummer, 2017).
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These discrepancies result emanate from the fact that tax
revenue is calculated in accordance with the relevant tax
laws and regulations; while book income is computed in
accordance with a specific standard, such as International
Accounting Standards (IAS), International Financial
Reporting Standards (IFRS). These accounting standards
are based on prudency concept that strives to prevent
overstating income and assets to protect creditors,
whereas tax accounting has a fiscal objective and seeks
to prevent understatement of income; this assertion is the
major cause of book tax difference (Orji & John-
Akamelu, 2023).

Wahab and Holland (2015) conceptualized book tax
difference (BTD) as the discrepancy between accounting
income and the anticipated taxable income. In simpler
terms, BTDs are the differences between the taxable
incomes reported to tax authorities and the pre-tax
incomes displayed in the published financial statement.
Total BTDs consists of temporary and permanent
differences and tax accruals. Book tax difference is a
term used to explain the gap between pre-tax incomes, as
shown in a company’s published financial statement, and
the taxable incomes reported to tax authorities (Tang,
2000).

Prior studies, BTDs have been subdivided into three
components which reflect variations of BTD sources,
namely permanent differences, temporary differences and
statutory tax rates differences (Ofor & Akaegbobi, 2022;
Tye & Wahab, 2018). However, Miiller and Martinez
(2016) opine that book tax difference can be broken
down into two portions: the non-discretionary part of the
permanent differences between the financial numbers
according to tax and accounting rules (NBTD — normal
book-tax differences); and the discretionary part of those
differences (ABTD — abnormal book-tax differences).
This second portion can be caused by earnings
management (EM) and tax management (TM) (Koubaa
& Anis, 2015). Permanent differences arise from income
and expenses transactions that are recognized by
accounting principles but not by tax rules, whereas
temporary differences are caused by the difference in
recognition time between the accounting principles and
rules.

Wahab (2016) stressed that book-tax difference (BTD) at
firm-level can also be called tax gap because it can
measure the differences between tax theoretically due
and tax actually paid. BTDs are attributed to tax planning
and the measures of BTDs reveal the extent to which
taxable income deviates from the accounting income.
The main factors that determine book tax differences
stem from different accounting standards and tax
treatment of revenue and expense items (Orji & John-
Akamelu, 2023). The regulations guiding conventional
accounting procedures and those guiding taxation of
companies, although share similar concepts, are often in
disagreement as to how to treat revenue and expenses in
the books of the accounts (Koubaa & Anis, 2015). Total
BTDs represent the most comprehensive measure and
capture both temporary and permanent BTD. et al., 2016)
Hoffman’s Tax Planning Theory

This theory, proposed by William Hoffman in 1961,
holds that firms should engage in tax planning activities
only when there is a tendency to reduce taxable income
to the bare minimum so that it does not negatively impair
accounting income, as the firm is assessed by the
appropriate tax authority based on taxable profit rather
than accounting income. Ishola et al., (2020) pined that
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Hoffman tax planning theory encourages the employment
of tax planning activities by firms as it is legal
Therefore, corporate managers should lay emphasis on
tax planning strategies that reduce taxable income rather
than accounting profit. Hoffman (1961) claimed that
there is a direct link between tax planning efforts and an
entity's corporate performance to the extent the gains of
tax planning or tax mix strategies exceed its expenses.
Hoffman theory is based on four key factors which
include; firstly, tax planning strategies is not a sampling
technique but a conducted practical process; Secondly,
tax planning has significant benefits when executed;
thirdly, many tax planners do not use tax planning to its
full potential; and lastly, tax planning might assist many
taxpayers, but few are aware of its meritorious benefits.
This study is underpinned on Hoffman tax planning
theory because the researcher believes that if corporate
entities use the prerequisite tool of in proper tax planning
strategies; this will enhance the combination of optimal
corporate tax mix that it will reduce corporate tax
liabilities and chargeable income which will lead to
optimal corporate performance.

Empirical Review

Non-debt tax Shield and Firm performance

Samuel et al. (2023) assessed the impact of a tax shield
on the 2012-2021 performance of a subset of Nigerian
manufacturing businesses. Using SPSS Version 20 as the
statistical tool package, the study employed an ex post
facto research approach, secondary data, and the ordinary
least square regression procedure. The results showed
that the performance of particular industrial firms in
Nigeria is significantly impacted by the charitable
contribution tax shield and the depreciation tax shield.
According to the study's conclusions, managers of
manufacturing companies should make charitable
contributions to enhance the company's reputation and
keep the right amount of tax shields in place, which
would benefit both current and potential shareholders.
Izevbekhai and Momodu (2023) looked into the
relationship between share price performance and
business tax-saving tactics. It looked into the impact of
the non-debt tax shield on the performance of share
prices. The study employed a secondary data collection
approach, and a sample size of twelve (12) listed
industrial goods businesses in Nigeria was chosen using
the purposive selection methodology. Ordinary Least
Squares regression analysis was used in this study and
the findings demonstrated a significant impact of the
non-debt tax shield on the share price performance of
listed industrial products companies in Nigeria. The
report suggested that stakeholders create financial
markets and make it simpler for businesses to get long-
term funding for economic development, as well as that
the Nigerian government subsidize the cost of debt-
financing for businesses engaged in the nation's capital
market. Caleb et al. (2020) analyzed Nigerian enterprises'
tax-saving activity in order to determine its impact on
performance. Secondary data was taken from the
financial statements of listed Nigerian firms, and the ex-
post facto research design was applied. Panel data
regression tests were used to collect and evaluate the data
using both descriptive and inferential statistics. The
results indicate a significant negative correlation between
depreciation savings behavior and the performance of the
business. By enabling tax-saving strategies, the research
recommends that tax authorities should take small
enterprises' aggressive tax strategies into consideration.
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Debt tax Shield and Firm Performance

Izevbekhai and Momodu (2023) looked into the
relationship between share price performance and
business tax-saving tactics. It looked into how share price
performance is impacted by the debt tax shield.
According to the research, Nigeria's listed industrial
product manufacturers' share price performance is
significantly impacted by the debt tax shield. The report
suggested that stakeholders create financial markets and
make it simpler for businesses to get long-term funding
for economic development, as well as that the Nigerian
government subsidize the cost of debt-financing for
businesses engaged in the nation's capital market. Samuel
et al. (2023) assessed the impact of a tax shield on the
2012-2021 performance of a subset of Nigerian
manufacturing businesses. The results showed that the
performance of particular Nigerian industrial businesses
was significantly impacted by the debt tax shield. The
study's conclusions suggest that management of
manufacturing companies should think about borrowing
more money, putting more money into non-current
assets, and keeping the right combination of tax shelters
inside the company to maximize returns for both present
and potential investors.

The impact of thin capitalization on the performance of
multinational businesses operating in Nigeria was
examined in Otuya and Omoye's (2021) study. The study
discovered a positive but negligible correlation between
interest expense rates and the financial performance of
multinational firms. The study also discovered a small
but negative correlation between financial performance
and management effectiveness. According to the
research, tax authorities should enact tax reforms in order
to lower the corporation tax rate that is set in statute.
Caleb et al. (2020) examined the tax-saving practices of
Nigerian businesses to ascertain how they affected their
output. Using secondary data from listed Nigerian firms'
financial accounts, an ex-post facto research design was
employed. Descriptive statistics and inferential statistics
using panel data regression tests were used to analyze the
data. The results show a negative but significant
correlation between interest tax savings behavior and
corporate performance. According to the paper, tax
authorities ought to be more cognizant of small
enterprises' tax aggressiveness by permitting tax-saving
strategies.

Capital Intensity and Firm Performance

Prastyatini and Sartika (2023) looked into how political
ties and fixed asset intensity affected tax aggression.
With a sample size of 25, the population of this study
consists of multinational firms that registered on the
Indonesia Stock Exchange between 2017 and 2021.
Financial reports were the source of the data. Multiple
linear regression analysis was used to examine the data.
The research demonstrates that investing in fixed assets
has a beneficial impact on tax aggressiveness. The
political connections have no bearing on tax evasion.
Therefore, the study recommends investment in cash
generating unit of corporate entities.

Additionally, Egbadju and Odey (2022) investigated how
tax aggression affected the financial results of publicly
traded Nigerian businesses. 2009-2019 is the study's
time frame. Information was gathered from the yearly
reports of fifteen consumer goods businesses that are
listed on the Nigerian Exchange Group Ltd. The results
of the Random Effect Ordinary Least Squares
demonstrate that capital intensity (CAPINT) is negatively
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and insignificantly connected to firm performance as
measured by ROE. It advocates ongoing investment in
non-current  assets, which  improves  business
performance. Olurankinse and Mamidu (2021) looked
into how tax planning affected the development banks in
Nigeria financially. The study was conducted between
2012 and 2019 (after Nigeria adopted IFRS). The
information was taken from the annual reports of the
designated development banks in Nigeria. Using a
technique called pooled regression analysis, it was
demonstrated that capital intensity and firm size
positively and significantly correlated with return on
equity. Therefore, in order to lower tax burden or
responsibility, Nigerian Development Banks must
actively look into tax planning strategies in areas like
effective tax rates and tax savings.

Abdullahi et al. (2021) use secondary data from
Thompson Reuters DataStream and the financial
statements of stated corporations to examine the impact
of corporate tax planning on the financial performance of
the companies listed on the Nigeria Stock Exchange
(NSE). Over a nine-year period, from 2010 to 2018, the
study analyzed 84 publicly traded companies using
multiple regression. The study found that ROA is
significantly impacted negatively by capital intensity. On
the other hand, the analysis also shows that leverage
significantly and favorably affects ROA. To improve
their financial performance, the research advises
businesses to hire tax consultants and implement
healthier tax planning techniques. An empirical study on
the connection between tax preparation strategies and the
financial results of Nigerian listed banks is carried out by
Erasmus and Uwikor (2021). Twelve money deposit
banks were selected for the study's sample size using
judgmental selection techniques, and secondary data
were obtained from the yearly financial reports of money
deposit banks that are listed on the Nigerian stock
exchange between 2006 and 2019. The study, which is
aided by E-view 10 econometric software, uses the
descriptive and inferential statistics of the ordinary least
square regression statistical technique. The results
showed that the return on equity of Nigerian listed banks
is negatively impacted, however somewhat, by the
effective tax rate, thin -capitalization, and capital
intensity. Research indicates that the earnings per share
of Nigeria's listed banks are negatively and marginally
impacted by capital intensity. It also shows that the net
interest margin of Nigeria's listed banks is positively and
significantly impacted by effective capital intensity. The
study concluded that banks could enhance their financial
performance by using effective tax rates as a tax planning
strategy.

The impact of thin capitalization on the performance of
multinational businesses operating in Nigeria was
examined in Otuya and Omoye's (2021) study. According
to the studies, the financial success of multinational firms
is positively but marginally correlated with thin
capitalization and capital intensity. The study also
discovered a small but negative correlation between
financial performance and management effectiveness.
According to the research, tax authorities should enact
tax reforms in order to lower the corporation tax rate that
is set in statute. The impact of corporate tax planning on
the financial performance of Nigeria's systemically
important banks was examined by Fagbemi et al. (2019).
The research design employed in this study was ex-post
facto, and Pooled Ordinary Least Squares was utilized
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for data analysis. This analysis shows that the financial
performance of Nigeria's Systematically Important Banks
is mostly unaffected by capital intensity and lease
options. The research recommended that tax authorities
implement tax reforms that alter tax rates to improve
bank cash flow.

Between 2004 and 2014, Salawu and Adedeji (2017)
looked into how corporate governance affected tax
planning at non-financial quoted enterprises in Nigeria. A
sample of fifty publicly traded corporations provided
data from their annual reports, which were then analyzed
using the generalized method of moments (GMM). The
findings demonstrate that capital intensity (CIN)
significantly and favorably affects the value of a
company. The report proposes that firms implement more
healthy tax planning procedures and hire expert tax
consultants to increase firm value. Oeta et al. (2019) the
effect of tax planning on the financial performance of
industrial companies listed on the Nairobi Securities
Exchange between 2010 and 2017. An explanatory
research design and positivistic research philosophy were
employed in the investigation. The data was analyzed
using SPSS version 23, and the multiple linear regression
technique was utilized to apply both descriptive and
inferential ~statistics to panel data. The study's
conclusions showed that the financial performance of
manufacturing companies listed on the Nairobi Securities
Exchange and tax planning do not statistically
significantly correlate. The results of the study showed
that firm size, capital intensity, and R&D spending all
had a small but favorable effect on financial success.
Investing in tax-deductible critical non-current assets is
also advised by the research.

Thin Capitalization and Firm Performance

Prastyatini and Sartika (2023) examined how leverage
affects tax aggression. With a sample size of 25, the
population of this study consists of multinational firms
that registered on the Indonesia Stock Exchange between
2017 and 2021. Financial reports were the source of the
data. Multiple linear regression analysis was used to
examine the data. The test's findings show that tax
aggressiveness is not much impacted by leverage. It
proposes that financial managers utilize more debt to
support the organization because of the tax benefits that
come from the debt shield.

Osamor (2022) looked into how thin capitalization
affected the return on capital invested in both
multinational ~and  non-multinational ~ businesses.
Secondary data were obtained from the audited financial
statements of the companies during the years of 2006 and
2020. The data were analyzed using panel data regression
inferential statistics, co-integration, unit root test, and
descriptive statistics. The results show that low
capitalization affected the financial success of Nigerian
multinational and local businesses alike. Therefore, in
order to guarantee that both multinational and non-
multinational firms pay an effective tax rate, it
recommends that the Nigerian government enact thin
capitalization requirements and tax avoidance strategies.
The effect of corporation tax planning on the firm value
of Nigerian consumer goods companies that are listed
was assessed by Omesi and Appah (2021) between 2015
and 2019. Ex post facto and correlational research
designs were employed in the study. Using information
from annual reports and Taro Yamen's algorithm, the
study's sample consisted of 26 listed businesses. To
analyze the data, pooled ordinary least squares were
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employed. The findings demonstrated a weak and
negative relationship between capital intensity and
corporate company value. Leverage and firm size also
have a positive, albeit marginal, effect on firm value.
Therefore, in order to help reduce tax costs and boost
overall corporate value, the research advises corporations
to use appropriate tax planning methods.

Erasmus and Uwikor (2021) carried out an empirical
study on the connection between tax preparation
strategies and the financial results of Nigerian listed
banks. The results showed that the return on equity of
Nigerian listed banks is negatively and marginally
impacted by thin capitalization. It also shows that the net
interest margin of Nigeria's listed banks is positively and
significantly impacted by thin capitalization. According
to the paper, banks can enhance their financial
performance by utilizing thin capitalization as a tax
strategy. Otuya and Omoye (2021) examined the impact
of thin capitalization on the performance of multinational
businesses operating in Nigeria. Using an ex post facto
research design, the study obtained relevant data from the
2014 to 2018 financial statements of a sample of
multinational firms. The study employed descriptive,
correlation, and inferential regression analytic statistics.
According to the studies, there is a slight but positive
correlation between thin capitalization and the financial
success of multinational corporations. According to the
research, tax authorities should enact tax reforms in order
to lower the corporation tax rate that is set in statute.
Fagbemi et al. (2019) investigated the impact of
corporate tax planning on the financial performance of
Nigeria's systemically important banks. The research
design employed in this study was ex-post facto, and
Pooled Ordinary Least Squares was utilized for data
analysis. The study finds that thin capitalization
significantly and favorably affects the financial
performance of Nigerian Systematically Important Banks
(SIB). According to the report, tax authorities should
enact tax reforms that change tax rates in order to
increase bank cash flow. Between 2004 and 2014,
Salawu and Adedeji (2017) looked into how corporate
governance affected tax planning at non-financial quoted
enterprises in Nigeria.

A sample of fifty publicly traded corporations provided
data from their annual reports, which were then analyzed
using the generalized method of moments (GMM). The
results showed that there is a substantial and positive
correlation between company value (TobinQ) and
leverage (LEV). The report proposes that firms
implement more healthy tax planning procedures and
hire expert tax consultants to increase firm value.

Using audited annual reports and accounts from ten of
the 28 consumer goods companies, Ogundajo and
Onakoya (2016) examined the effect of corporate tax
planning on the financial performance of manufacturing
firms listed on the Nigerian Stock Exchange. Based on
the outcomes of the Hausman's model estimation test, the
study employed the Generalized Least Squares (GLS)
regression approach. According to the survey, Nigerian
businesses are not effectively utilizing aggressive tax
planning techniques such thin capitalization, tax law
incentives, and other advantages of loopholes in Nigerian
tax regulations. Because Nigerian tax laws are dynamic
and complex, the study advised Nigerian manufacturing
firms to hire tax practice experts, integrate tax planning
into their strategic financial planning, and make effective
use of all available tax planning strategies to boost
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financial performance. Nwaobia et al. (2016) looked into
how tax planning affected corporate value as well. The
study design employed was ex post facto. Fifty firm-year
data from 2010 to 2014 are included in the study. Using a
predetermined panel regression model as the basis,
descriptive and inferential statistics were used to examine
data that were taken from the published financial
statements of the sampled companies.

Tax planning proxies were shown to have a substantial
combined influence on company value with tangibility
and leverage having a negative effect. The study found
that an ideal combination of tax planning tactics and a
comprehensive approach to tax planning are significant
factors in determining their impact on firm value (Oeta et
al., 2019). To observe a significant improvement in
financial performance, the report advises manufacturing
businesses to spend more on research and development
and to invest more in non-current assets. They should
also manage their debt-to-equity ratios to prevent
incurring excessive financing expenses, which can lead
to a capital structure imbalance and a detrimental impact
on financial performance.

Effective Tax Rate and Firm Performance

Izevbekhai and Momodu (2023) looked into the
relationship between share price performance and
business tax-saving tactics. It looked into the relationship
between share price performance and the effective tax
rate. The results showed that the performance of the
share prices of Nigeria's listed industrial goods producers
is significantly influenced by the effective tax rate. The
study suggested that in order to increase cash flow and
lower tax obligations, company managers should always
employ tax planning techniques.

Egbadju and Odey (2022) examined the impact of tax
aggression on the financial performance of Nigerian
listed firms. The statistical significance of the negative
correlation between the effective tax rate (ETR) and
business performance, as measured by return on equity
(ROE), is established by the Random Effect Ordinary
Least Squares results. This proves that the tax rate is less
than the statutory rate in effect. According to the report,
Nigeria should update its tax code to consider the
country's current economic competitiveness and
collaborative environment. The impact of tax aggression
on the financial performance of publicly traded Nigerian
industrial goods businesses was examined by (Olaniun et
al. 2022). Every listed industrial products company in
Nigeria is included in the study's population. A sample of
ten businesses was selected using a census sampling
technique, and information was gathered from secondary
sources including the financial statements of the chosen
businesses. Using STATA 13 statistical software, both
descriptive and inferential methods were used to evaluate
the data. According to the study, return on assets is
significantly benefited by the GAAP effective tax rate.
Nonetheless, the return on assets is adversely affected by
the cash effective tax rate. Based on this, the research
suggests utilizing tax planning options and shows that tax
aggression has a notable effect on the financial
performance of Nigerian listed industrial products
businesses.

Olurankinse and Mamidu (2021) looked into how tax
planning affected the development banks in Nigeria
financially. The study was conducted between 2012 and
2019 (after Nigeria adopted IFRS). The information was
taken from the annual reports of the designated

https://ijmss.edouniversity.edu.ng

Volume 2 Issue 1
March 2026

development banks in Nigeria. The effective tax rate was
found to have a negative and negligible impact on the
return on equity using the pooled regression analysis
technique. Therefore, in order to lower tax burden or
liability, Nigerian Development Banks must aggressively
pursue tax planning strategies in areas with effective tax
rates. The effect of corporation tax planning on the firm
value of Nigerian consumer goods companies that are
listed was assessed by Omesi and Appah (2021) between
2015 and 2019. The results showed that effective tax
rates had a negligible and adverse effect on the value of
corporate companies. Therefore, in order to help reduce
tax costs and boost overall corporate value, the research
advises corporations to use appropriate tax planning
methods.

An empirical study on the connection between tax
preparation strategies and the financial results of
Nigerian listed banks is carried out by Erasmus and
Uwikor (2021). The results indicate that the return on
equity of Nigerian listed banks is negatively and
marginally impacted by the effective tax rate. It also
shows that the net interest margin of the aforementioned
Nigerian banks is positively and significantly impacted
by the effective tax rate. According to the report, banks
can enhance their financial performance by using
effective tax rates when budgeting their taxes. The
impact of thin capitalization on the performance of
multinational businesses operating in Nigeria was
examined in Otuya and Omoye's (2021) study. The study
discovered a positive but negligible correlation between
the financial success of multinational firms and the
effective tax rate. According to the research, tax
authorities should enact tax reforms that lower the
statutory corporation tax rate by utilizing credit schemes,
exemptions, and tax incentives. Caleb et al. (2020)
examined the tax-saving practices of Nigerian businesses
to ascertain how they affected their output. Using
secondary data from listed Nigerian firms' financial
accounts, an ex-post facto research design was employed.
Descriptive statistics and inferential statistics using panel
data regression tests were used to analyze the data. The
results show a statistically insignificant negative
relationship between firm performance and the effective
tax rate. The paper suggests that by allowing for tax-
saving strategies, tax regulatory bodies should focus
more on how aggressively small-sized businesses pursue
taxation.

Fagbemi et al. (2019) examined the impact of corporate
tax planning on the financial performance of Nigeria's
systemically important banks. The research design
employed in this study was ex-post facto, and Pooled
Ordinary Least Squares was utilized for data analysis.
According to the study, financial performance is
significantly and negatively impacted by the effective tax
rate. According to the report, tax authorities should enact
tax reforms that change tax rates in order to increase
bank cash flow. Zhu et al. (2019) assessed how corporate
tax evasion affected profitability, which is the foundation
for how well businesses performed on the Ghana Stock
Exchange (GSE). We used statistical software from SPSS
to evaluate our hypotheses using a standard Ordinary
Least Squares regression model.

Our research revealed a negative correlation between the
profitability indicator (ROA) and the tax evasion
measure (ETR). We draw the conclusion that, given the
shown balance of expertise and professionalism, tax
evasion may yield profitability or value. In order to
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achieve the intended benefits of corporate governance
procedures, we suggest that a firm establish a strong
board structure. This is because the board is in a better
position to influence management's decisions and
actions. Olajide (2017) looked into how tax planning
affected Nigerian listed companies' performance. Both a
survey and an ex post facto design were utilized in the
investigation. We looked at the yearly reports of 15
chosen traded companies on the Nigeria Exchange group
from 2003 to 2012. The study result reveals that tax
planning significantly increases reported profits. The
study suggested that businesses hire tax planning experts
and found little evidence of a significant impact of tax
planning on corporate performance.

Salawu and Adedeji (2017) examines the effect of tax
planning on corporate value at non-financial quoted
enterprises in Nigeria covering 2004 to 2014. A sample
of fifty publicly traded corporations provided data from
their annual reports, which were then analyzed using the
generalized method of moments (GMM). The results
showed a strong and positive correlation between
corporation value and effective tax rates (ETR). The
report proposes that firms implement more healthy tax
planning procedures and hire expert tax consultants to
increase firm value. Nwaobia et al. (2016) looked into
how tax planning affected corporate value as well. The
study design employed was ex post facto. Fifty firm-year
data from 2010 to 2014 are included in the study. Using a
predetermined panel regression model as the basis,
descriptive and inferential statistics were used to examine
data that were taken from the published financial
statements of the sampled companies. The F-statistic of
2.580 and the P-value of 0.032 indicate that the aggregate
impact of the studied tax planning proxies on firm value
were significant. There is a substantial and positive
correlation between business value and the effective tax
rate (ETR). According to the report, a comprehensive
strategy for tax planning and the appropriate mix of tax
planning tools are important indicators of how taxes
would affect the value of a company.

Deferred Tax and Firm performance

The impact of corporation tax policy on the financial
performance of Nigerian listed manufacturing businesses
is examined by lormbagah et al. (2021). From 2014 to
2018, information was gathered from ten manufacturing
companies that were listed on the Nigerian Exchange. Ex
post facto research design is used in this work, and
multiple linear regression and Pearson Product Moment
Correlation are used to examine the data. The results
showed that deferred tax had a negligible and
unfavorable impact on the net profits of listed Nigerian
businesses. The study's conclusion is that the tax breaks
available to manufacturing companies are insufficient to
promote business expansion and manufacturing activity,
which leads to corporate entities deferring tax payments
and accumulating deferred tax liabilities.

Nwaorgu et al. (2019) investigated the impact of deferred
tax accounting on the financial performance of four listed
agricultural companies in Nigeria using an ex post facto
study design. Simple linear regression was used to
examine the data, which covered the years 2011 through
2017. The results of the study showed a strong and
positive correlation between the list's profitability and
deferred tax accounting. Given the complexity of current
deferred tax accounting rules, it is recommended that
Nigerian enterprises integrate tax planning into their
strategic financial planning by implementing effective
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accounting for deferred tax. This is based on the study's
conclusions. Kurawa and Saidu (2018) looked at how the
corporate income tax affected the 2006—-2016 financial
results of publicly traded consumer goods companies in
Nigeria. Regression analysis was used to evaluate data
that was obtained from audited financial statements of
selected firms for the study. The analysis indicates that
the relationship between company tax and return on
assets, a proxy for financial performance, is negligible
and unfavorable. Risk and age are positively correlated,
although they have little effect on asset returns.
Conversely, size shows a positive correlation and has a
significant impact on performance. According to the
paper, in order to enhance the financial performance of
publicly traded Nigerian consumer goods, tax specialists
must engage in legal tax planning activities such transfer
pricing or intra-company debt structuring.

Book Tax Difference and Firm Performance
Dyussembina and Park (2024) examine the effect of
book-tax differences (BTDs) on firm value in the context
of publicly traded firms in Russia covering a period of 11
years (2012 to 2022). Descriptive and inferential analysis
were carried out. And a two-stage least squares (2SLS)
estimation method was use to ensure that the problem of
endogeneity was controlled. The study reveals that
BTDs are negatively related to firm value. We further
find that the negative relation between BTDs and firm
value is weaker with an increase in dividend payout. The
findings of the study are robust to endogeneity issues.
The study provides implications for investors, managers,
regulators, and standard setters that are interested in the
valuation of firms in developing and emerging markets.
Chukwudi et al. (2020) investigates tax planning and
firm value of listed consumer goods companies on the
Nigerian Stock Exchange for the period 2009 to 2018.
Their research employed ex post facto research design
and the population comprised all consumer goods sector
while a sample size of twenty-one companies. The data
for the study was obtained from secondary data from the
published financial statements and accounts for the
sampled firms. The data collected was analysed using
descriptive and inferential statistics. The inferential
statistics was guided by a panel multiple regression
model. The empirical analysis reveals that book tax
difference has a positive and significant influence on firm
value.

Anasta (2019) empirically assess the impact of tax
avoidance on firm value. The study used secondary data
sourced from 45 manufacturing firms listed on the
Indonesian Stock Exchange covering the period 2013-
2017. Two dependent variables, financial performance or
firm value represented by Tobins-Q and earnings
management represented by discretionary accruals (DA),
were used. The independent variables were return on
assets (ROA) and tax avoidance represented by book tax
difference (BTD). The regression results shows that
while ROA and BTD were positively significant with
TobinsQ, only ROA was positively significant with DA.
Razali et al. (2018) carries out an investigation of tax
planning and firm value in Malaysia for the period 2014
to 2016. The study used ex post facto and correlational
research design. The secondary data was obtained from
the financial statements of 387 sampled firms. The
dependent variable (firm value) and the independent
variables (effective tax rate and book tax differences)
while the control variables consisted of firm size,
leverage, asset tangibility, firm age and dividend.
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Descriptive and inferential statistics was employed for
the purpose of data analysis. The result of the multiple
regression analysis shows that book tax difference has a
significant negative association with value of a firm.
Their study concluded that effective tax rate suitably
influences firm value.

METHODOLOGY

The research design used for the study is the longitudinal
research design covering the period of 2015 to 2022. It is
appropriate for the study because it allows calculating
the percentage of variance in the dependent variables
that can be attributed to the variation in the independent
variable. The approach also makes it easier to evaluate
research topics and hypotheses by applying quantitative
and statistical techniques quantitative testing, inferential
testing and descriptive statistics.

The population of the study came from publicly
available annual reports and accounts of companies that
have traded on the Nigerian Exchange Group's premium
board, main board, or growth board between the end of
the 2015 fiscal year on December 31 and the end of the
2022 fiscal year on December 31. This period of 8 years
was reviewed because it falls within the period in which
recent tax reforms like the Middle Term Expenditure
Framework of (2015; 2019) and the Finance Act (2020;
2021) were instituted. As of December 31, 2022, there
were forty-three (43) non-financial listed businesses in
the consumer products, industrial goods, and oil and gas
sectors trading on the Nigeria Stock Exchange group
floor.

This sample size determination followed the method of
Taro-Yamane (1967) to determine the sample from the
population of 43 at 0.05 level of significance that gave a
value of 38.83 which is approximately 39 listed firms.
Thirty-six (36) out of the thirty-nine listed non-financial
companies representing the three sectors understudy
which are members of the Nigerian exchange group and
whose annual reports and accounts cover the years 2015
through 2022 was chosen as the sample for this study
based on the availability of data and consistency of
annual report on required data.

Model Specification

The cross-sectional panel data utilised in this inquiry
were subjected to appropriate descriptive and inferential
statistics. Since the model used by Egbadju and Odey
(2022), Samuel et al. (2023), and Olaniun et al. (2022)
had various revisions, the model specification for this
study is supplied in econometric form as follows:

The Egbadju and Odey (2022) model is described below.
ROEy = By + BLETR; + B,CSRy + B3CAPINT;, +
BLLEVy + BsLOGTA; +

Where

ETR= Effective Tax Rate, CSR= Corporate Social
Responsibility, CAPINT= Capital Intensity, LEV=
Leverage, LOGTA= Firm

ROA= Returns on Assets

The apriori expectation is B1- B5 > 0.= coefficient of the
predictor

p= Error term= unexplained variable.

t=time

BO= constant term or intercept.

However, to increase internal consistency and enable
more precise comparisons, the model of Egbadju and
Odey (2022) was modified for this research and adapted:
This provides a more exact depiction of the study's
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specific changes in the underlying microeconomic data.
The research technique is therefore described here.

This is now known as

ROA;; = By + BNDTS;, + B,DTS;; + BsCINT;, +
BsTINCyy + BsETR;y + B¢ DFTy. + B7BTDy + BgFS1Z;

+ BoTAS;; +
Where ROA= Returns on Assets measures firm
performance

This idea of a dependent variable can be stated
mathematically as follows:

ROA= Profit after Tax divided by Total Assets

NDTS= Non-Debt Tax shield measured as Depreciation
and amortization multiply by statutory corporate tax rate;
DTS= Debt Tax shield measured as Interest expenses
multiply by statutory corporate tax rate;
CINT=Capital Intensity measured as
Assets/Total Assets;

TINC=Thin Capitalization measured as Total Debt/Total
Assets;

ETR= Actual tax paid relative to pre-tax profits
DFT=Deferred Tax measured as Log of Deferred tax
liability of the firm at a time

Book Tax Difference= Profit Before Tax — (current tax
expense /Statutory tax rate)

Control Variable:

FSIZ= Firm Size measured Log of total assets value of a
financial year;

TAS= Tax Savings measured as Statutory tax rate —
Effective tax rate;

Ue = Error Terms;

t= time (2015 -2022);

Bo= constant term or intercept;

B1- o= Regressors.

Method of Data Analysis

Given that the data set has a panel structure, a panel
regression analysis was performed, and the choice of a
fixed effect model or a random effect model was
connected to the outcome of the Hausman test. To
support the analyses, descriptive statistics were used.
Both annual and long-term changes in business
performance are represented by the random effect model.
Over the course of the study period, the fixed effect
model captures the characteristics of the sampled
businesses (weber, 2017). The Breusch-Godfrey serial
correlation LM test, the variable inflation factor test of
multicollinearity, ARCH heteroskedasticity test, E-view
10 statistical application software is utilized to enhance
statistical inference and empirical evidence. These
techniques were used to increase the impact ability of the
explanatory variables on firm performance of non-
financial listed companies in Nigeria.

Non-current

...Data An4lyyes and Interpretation

These tables provide numeric information about the
descriptive and inferential nature of the data.
Descriptive Statistics

Table 1: Descriptive Statistics

ROA NDTS ETR DFT BTD FSIZ TAS
0.057 853381 01516 29537 00047 687 00008
0029 500806 01605 EEY 00002 77 01661
[ 06512 22073 1477 [E 216 27919
236 5.93415 24919 0 42200 1096 7325
0 o701 038 2651 05017 FES] )
2111 03254 | o 13443 0684 46872 0333 6752
1057 239668 EENN I 0779 T60 ar EE) FEES) 76330
12039020 0198 5078 | 60051 7556 G533 056 1350030 10,67 6556
[ [0 [0 [ [0 0 [ 0005 [
1651 25775 16093 EEd 15027 eS| 8505 B 85T i
6466 28897 38346 12738 16567 30.125 20697 .27 1682 132
288 288 288 288 288 288 288 288 288 288

Source: Researchers’ computation (2026)
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The mean and median value of the firm performance
(ROA) of listed non-financial companies in Nigeria has a
value of 0.057 and 0.029 respectively indicating that the
average performance of listed non-financial firms in
Nigeria within the period under review is 5.7%. The
kurtosis value of 105.7 that measures the peakedness or
tailedness of a distribution tend to be leptokurtic or long
tailed that is it has extreme values or outliers because
this value is greater than the bench mark of 3. The
positive Jarque Bera value of 129390.20 expresses a
goodness of fit of firm performance distribution. The
skewness value that measures the symmetry of the
variables with positive value of 7.777 indicates small
values and since the value lies outside -2 to +2 shows
that variables are trending towards an asymmetric
distribution.

The mean and median value of the non-debt tax shield
(NDTS) of listed non-financial companies in Nigeria has
a value of 8.5 and 8.7. This implies that an average of
8.5% of the cashflow that would have been paid as tax is
saved from every sum provided for depreciation and
amortization allowance that is replaced with capital
allowance. The kurtosis value of 2.29668 that measures
the peakedness or tailedness of a distribution tend to be
platykurtic or short tailed that is it has fewer extreme
values or outliers because this value is less than the
bench mark of 3. The positive kurtosis also implies a
peaked distribution. The positive Jarque Bera value of
10.5 expresses a goodness of fit of the non-debt tax
shield distribution. The skewness value of -0.3254 that is
within the excellent region of -1 to +1 which indicate
larger values and the non-debt tax shield distribution is
trending towards a normal distribution.

The mean and median values of the debt tax shield
(DTS) of 5.5878 and 5.7296 respectively shows that the
average debt tax shield of entities listed non-financial
companies in Nigeria is approximately 5.6%. This
implies that an average of 5.6% is saved from every
amount that would have been paid as tax due the usage
interest capital financing mode. The Kurtosis value of
2.8405 and high Jarque Bera value of 3.0758 shows a
short-tailed distribution or a platykurtic distribution. The
positive kurtosis also implies a peaked distribution. The
skewness of -0.2402 that is within the excellent region of
-1 to +1 which indicate more larger values and the debt
tax shield distribution is trending towards a normal
distribution.

The capital intensity average and median value of 0.4579
and 0.4567 indicate an average capital intensity of
45.79% that create a niche for more capital allowance
that enhances firm performance through improved
cashflow. The Kurtosis value of 2.3381 with Jarque Bera
value of 6.0951 indicates a platykurtic short tailed test
without outliers or extreme values. The positive kurtosis
value implies a peaked distribution. The skewness value
of 0.1322 which is positive and lies between the
excellent region of -1 to +1 implies that the distribution
is trending towards a symmetric distribution with more
smaller values.

The thin capitalization (TINC) mean and median values
0f 0.5218 and 0.5595 shows an average high level of thin
capital utilization strategy of 52.18% that reduces tax
liability of listed non-financial companies in Nigeria.
The Jarque Bera coefficient of 755.69 and Kurtosis of
10.779 indicate a tall tailed distribution which is
Leptokurtic that have outliers or extreme values. The
positive kurtosis value implies a peaked distribution. The
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skewness value of 0.7835 which is positive and lies
between the excellent regions of -1 to +1 implies that the
distribution is trending towards a symmetric distribution.
The effective tax rate (ETR) mean and median values of
0.1516 and 0.1605 respectively which indicate the
average effective tax rate value of listed non-financial
firms in Nigeria is 15.16% that is designed to enhance
entities’ cashflow performance. This also implies that an
average of 15.16% is the tax burden of the listed non-
financial companies in Nigeria that is rather than the
statutory tax burden of 30%; a lower tax burden of
15.16% has been assumed which implies that an average
of 14.84% (30%-15.16%) tax burden was avoided within
the period understudy. The kurtosis coefficient of 25.679
and the Jarque-Bera value of 6268.60 for effective tax
rate indicate a long-tailed distribution which tends to be
leptokurtic because the Kurtosis is greater than 3. The
positive kurtosis value indicates a peaked distribution.
The negative skewness value of -1.3443 that lies within
the generally acceptable region of -2 to +2 shows that
effective tax rate data is replicating a symmetric
distribution with more larger values.

The Deferred Tax (DFT) mean and median values of
2.9534 and 3.4466 respectively which indicate the
average deferred tax value of listed non-financial firms
in Nigeria is 2.9534 that is designed to enhance entities’
cashflow performance. This also implies that an average
of 2.95 of the tax burden of the listed non-financial
companies in Nigeria is avoided through the use of
deferred tax avoidance strategy. The kurtosis coefficient
of 1.41 and the Jarque-Bera value of 30.56 for deferred
tax indicate a short-tailed distribution which tends to be
platykurtic because the Kurtosis is less than 3. The
positive kurtosis value indicates a peaked distribution.
The positive skewness value of 0.0684 that lies within
the excellent region of -1 to +1 shows that deferred tax
data is replicating a symmetric distribution with smaller
values. The Book tax difference (BTD) mean and
median values of -0.0047 and -0.0002 respectively
which indicate the average book tax difference of listed
non-financial firms in Nigeria is -0.47% which shows
that this tax avoidance strategy is not properly harnessed.
It also implies that the average accounting or book profit
before tax is less than the taxable income implying
excessive tax avoidance strategy. The kurtosis coefficient
of 99.84 and the Jarque-Bera value of 6268.60 for book
tax difference indicate a long-tailed distribution which
tends to be leptokurtic because the Kurtosis is greater
than 3. The positive kurtosis value indicates a peaked
distribution. The skewness value of 4.6872 that lies
outside the generally acceptable region of -2 to +2 shows
that book tax data is replicating an asymmetric
distribution. The control variable of firm size (FSIZ)
mean and median values of 16.87 and 17.27 respectively
which indicate the average firm size of listed non-
financial firms in Nigeria is 16.87. The kurtosis
coefficient of 2.332 and the Jarque-Bera value of 10.67
for firm size indicate a short-tailed distribution which
tends to be leptokurtic because the Kurtosis is greater
than 3. The positive kurtosis value indicates a peaked
distribution. The skewness value of -0.3333 that lies
outside the excellent region of -1 to +1 shows that book
tax data is replicating an asymmetric distribution.

The control variable of tax savings (TAS) mean and
median values of 0.0928 and 0.1661 respectively which
indicate the average tax savings value of listed non-
financial firms in Nigeria is 9.28% that is designed to
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enhance entities’ cashflow performance. This also
implies that an average of 9.28% of the cashflow that
would have been paid as tax is saved due to tax
avoidance strategies that ensure that the effective tax rate
is less than the statutory rate of tax. The kurtosis
coefficient of 76.239 and the Jarque-Bera value of 66556
for tax savings indicate a long-tailed distribution which
tend to be leptokurtic because the Kurtosis is greater
than 3. The positive kurtosis value indicates a peaked
distribution. The negative skewness value of -6.752 that
lies outside the -1 to +1 shows that tax savings data is
replicating an symmetric distribution with more larger
values.

Multicollinearity Test

This is used to examine how much the variance of an
independent variable is influenced by its correlation with
other independent variables through an econometric
method of variance inflation factor (VIF). If the value of
a variable is one (1) which implies that variable is not
correlated or if the VIF value lies between 1 and 5, it is
seen as moderate correlation but if the value is greater
than 5, it shows that variables are highly correlated. The
values are expressed in table 2 below:

Variance Inflation Factors
Coefficient Uncentered Centered

Variable Variance VIF VIF

C 0.11714 163.7095 NA
NDTS 0.056865 38.364 1.75652
DTS 0.002034 92.54562 3.78499
CINT 0.016745 5.942421 1.03587
TINC 0.014261 6.572013 1.14645
ETR 0.007565 1.349006 1.10596
DFT 0.000112 2.49859 1.12868
BTD 0.002933 1.028062 1.02797
FSI1Z 0.011175 33.638 1.18873
TAS 0.001994 1.119237 1.09526

Source: Researcher’s Computation (2026)

The center variance inflation factor values of 1.75652,
3.78499, 1.03587, 1.14645, 1.09526, 1.10596, 1.12868,
1.02797, 1.18873 with respect to non-debt tax shield
(NDTS), debt tax shield (DTS), capital intensity (CINT),
thin capitalization (TINC), tax savings (TAS), effective
tax rate (ETR), deferred tax (DFT), book tax difference
(BTD), firm size (FSIZ) and these values are less than 5
which implies that multicollinearity problem does not
exist.

Diagnostic Test

These include Breusch-Godfrey serial correlation LM
test to test autocorrelation in the errors in a regression
model. If the P-value is greater than 0.05, then there is
no evidence of autocorrelation. The heteroskedasticity
test demonstrates the model's validity by assessing
whether or not the independent variable adequately
explains the dependent variable, while leaving the
remaining variance invariant. The ARCH
heteroskedasticity test is used to assess the null
hypothesis that a series of residuals exhibit no
conditional heteroskedasticity. The autoregressive
conditional heteroskedasticity (ARCH) is used to analyse
volatility in time series in order to forecast future
volatility. if the P-value is greater than 0.05; it implies
that the model is not heteroskedastic but homoscedastic.
Table 3 Diagnostic Test Estimates

P- Significance
Diagnostic test value Level Decision
Breusch-Godfrey
Serial Correlation
LM Test: 0.0000 0.05 Autocorrelation
Heteroskedasticity
Test: ARCH 0.2820 0.05 Homoskedastic
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Source: Researcher’s Computation (2026)

The Breusch Pagan LM test with P-value of 0.000 shows
that there is auto-correlation problem which is corrected
with a panel generalized least square model. The
Heteroskedasticity ARCH test P-value of 0.2820 is
greater than the 0.05 level of significance indicate that
there the model is homoscedastic.

Hausman test for fixed or random effect model

This enables the study to choose the model that suit the
predictive reliability of the exogeneous variables on the
endogenous variable based on the criteria that if the P-
value estimated exceed the P-value critical value accept
the null hypothesis of a random effect; otherwise use the
fixed effect model. this enhances prediction of the
explained variable. The fixed effect model assumes that
the value of the independent model is fixed and any
change in the independent variables will create a
responsive change in the dependent variable.

Table 4: Hausman correlated random effect test

Correlated Random Effects - Hausman
Test

Equation: Untitled

Test cross-section random effects

Test Summary Chi-Sq. Chi- Prob.

Statistic Sq. d.f.
Cross-section 13.589147 9 0.1377
random

Source: Researcher’s computation (2026)

Evidence from Table 4 shows that a random effect model
will be constructed because the P-value of the hausman
test of 0.1377 is greater than P-critical value of 0.05. The
random effect implies that the unique errors are
uncorrelated with the regressors therefore random effect
helps to distribute randomly the error term across the
cross-sectional sample which impact the dependent
variable. Though the Hausman test requires the use of a
random effect panel least square model but the problem
of autocorrelation need to be corrected as exhibited in
table 4.4 base on the significant Breusch-Godfrey Serial
Correlation LM Test. Therefore, in order to resolve this
auto-correlation problem the panel generalized least
square (GLS) is used because the cross-sectional weight
imbedded in the estimator helps to correct the problem
of autocorrelation which enhances the explanatory
variables to explain the explained variable reliably.
Random Effect Panel Least Square Regression and
Panel Generalized Least Square Regression Result.
This is used to predict the behaviour of the endogenous
variables which indicate the line of best fit that enhances
prediction with significant accuracy. The rejection or
acceptance of the null hypothesis will be based on the
estimates in Table 5.

Table 5 Panel Least Squares Regression Estimates

Model 1 Random Effect Model 2 GLS
Variables Coefficient Prob. Coefficient Prob.
C -0.214716 0.5432 0.055128 0.7674
NDTS 0.592994 0.0165%* 0.157017 0.0000%*
DTS 0.170351 0.0003** 0.055239 0.0000%*
CINT 0.029511 0.825 0.059958 0.0004**
TINC -0.384412 0.002%* -0.127031 0.0001%**
ETR 0.003219 0.9714 0.026975 0.0500
DFT -0.00539 0.6222 -0.00099 0.4758
BTD 0.060547 0.279 -0.136704 0.0186%*
FSiz -0.328208 0.0028%* -0.095433 0.0000%*
TAS -0.023832 0.6049 0.001319 0.8872
Observations 288 288
R-squared 0.113971 0.664783
Adjusted R- | 0.085287 0.604085
squared
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Prob(F- 0.0000 0.0000
statistic)

Durbin- 2.422133 1.997214
Watson stat

S.E. of | 0.453954 0.303031
regression

Source: Researcher’s computation (2026)

Discussion of Result

The panel generalised least square model estimates that
corrected the problem of autocorrelation shows an
improvement in the R-squared (R?) from 0.113971 to
0.664783 which implies that the GLS model enables the
explanatory variables to explain 66.48% of the
dependent variable when compared with the random
effect model that explains just 11.40%. The adjusted R-
squared of the panel generalised least square model of
60.41% replicate a drastic improvement from 8.53%
exhibited by the random effect panel regression model.
The use of the panel generalised least square shows an
improvement in result that gave rise to seven significant
explanatory variables of non-debt tax shield, debt tax
shield, capital intensity, thin capitalization, effective tax
rate, book tax difference, firm size with p-values of
0.0000, 0.0000, 0.0004, 0.0001, 0.050, 0.0186, 0.000
compared with random effect panel regression estimates
that resulted in four explanatory variables being
significant with p-values of 0.0165, 0.0003, 0.002,
0.0028 with respect to non-debt tax shield, debt tax
shield, thin capitalization firm size. The panel
generalised least square model estimates is use in this
study to accept or reject the null hypothesis.

The Durbin-Watson statistics of 1.997214 which is close
to 2 implies that the autocorrelation is within the normal
region which aid co-integration and enhance the
relationship between the dependent and exogeneous
variables. The DW result also indicates that stochastic
dependence between successive units of the error term is
unlikely in the model. The standard error in the model is
used to control the issue of heteroskedasticity which
shows the prowess of the explanatory variable
explaining the dependent variable and the variance of the
unexplained portion remains constant or standard error is
constant. The standard error of the regression estimates
also measures the degree of uncertainty in the accuracy
of the dependent variable projected and the reduction
from 45.39% of the random effect panel least square
model to 30.30% of the panel generalised least square
model. This shows that the estimates are good enough to
make predictions therefore the panel generalised least
square regression is good model that will enhance the
explanatory variable prowess to explain the dependent
variable. Therefore, the null hypothesis will be rejected
when the P-value is less than the critical value of 0.05
level of significance and the alternative hypothesis is
accepted.

Test of Hypotheses

Hol: non-debt tax shield (NDTS) has no significant
impact of on firm performance of Nigeria quoted
non-financial companies.

The non-debt tax shield (NDTS) that measures the
utilization of tax allowable deductions to reduce tax
liabilities from the result in table 4.6 shows a positive
relationship and a significant impact on firm
performance of listed non-financial companies in Nigeria
with a coefficient value of 0.157017 and P-value
=0.0000<0.05. Base on this fact, the null hypothesis is
rejected which states that non-debt tax shield does not
determine firm performance of listed non-financial
companies in Nigeria. This implies that non-debt tax
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shield strategy of listed non-financial companies in
Nigeria is vital in determining their performance. The
positive relationship implies that an increase in non-debt
tax shield strategy of tax planning will result in improve
cash flow and improved performance.

Ho2: There is no significant impact of debt tax shield
(DTS) on firm performance of Nigeria quoted non-
financial companies.

Debt tax shield (DTS) shows a positive relationship and
a significant impact on firm performance of listed non-
financial companies in Nigeria which is exhibited by its
coefficient value of 0.055239 and P-value =0.0019<0.05.
Due to this result the null hypothesis is rejected which
state that debt tax shield does not have any significant
impact on firm performance of listed non-financial
companies in Nigeria. It also implies that the debt tax
shield strategies determine the performance of listed
non-financial entities in Nigeria. The positive
relationship implies that as debt tax shield of using
interest financing increases, this creates room for more
tax savings and corporate performance improves.

Ho3: There exists no significant impact of capital
intensity (CINT) on firm performance of Nigeria
quoted non-financial companies.

Independent variable of capital intensity (CINT) with
positive coefficient values of 0.059958 and significant P-
values = 0.0004<0.05 indicate that capital intensity has a
significance impact on firm performance of listed non-
financial companies in Nigeria. The positive relationship
between capital intensity and firm performance implies
that as investment in non-current assets increases; firm
performance appreciates.

Ho4: Thin capitalization (TINC) has no significant
effect on firm performance of Nigeria quoted non-
financial companies.

Furthermore, thin capitalization (TINC) has a negative
correlation and a significant impact on firm performance
of listed non-financial companies in Nigeria based on its
coefficient value 0f -0.127031 and P-value =0.000<0.05.
It implies that the thin capitalization determines the
performance of listed non-financial firms in Nigeria.
Ho5: There is no significant impact of effective tax
rate (ETR) on firm performance of Nigeria quoted
non-financial companies.

Independent variable of effective tax rate (ETR) with
positive coefficient values of 0.026975 and significant P-
values = 0.050<0.05 indicate that effective tax rate has a
significance impact on firm performance of listed non-
financial companies in Nigeria. The positive relationship
between effective tax rate and firm performance implies
that as the effective tax rate strategy of tax avoidance is
optimized will result in less tax burden and more cash
inflow that enhances operations and improves firm
performance.

Ho6: Deferred tax (DFT) has no significant impact of
on firm performance of Nigeria quoted non-financial
companies.

Independent variable of deferred tax (DFT) with
negative coefficient values of -0.00099 and significant P-
values = 0.4758>0.05 indicate that deferred tax has an
insignificance impact on firm performance of listed non-
financial companies in Nigeria. Therefore, deferred tax
does not determine firm performance of listed non-
financial companies in Nigeria. This result implies that
the null hypothesis which state that deferred tax does not
significantly determine firm performance of listed non-
financial companies.
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Ho7: There is no significant impact of book tax
difference (BTD) on firm performance of Nigeria
quoted non-financial companies.

Book tax difference (BTD) has inverse relationship and a
significant impact on firm performance of listed non-
financial companies with coefficient value of -0.136704
and significant P-values = 0.0186<0.05. This implies that
the null hypothesis is rejected and alternative hypothesis
which state that book tax difference significantly
determine firm performance is accepted. The negative
relationship implies that the book profit before tax is less
than the taxable income which shows that the aggressive
tax avoidance strategy has resulted in appreciated firm
performance.

Conclusion

This study examined lawful strategies for reducing tax
liabilities of individuals and corporate entities without
negatively affecting accounting income. Since one of the
primary responsibilities of corporate managers is to
maximize shareholders’ wealth, effective tax planning is
essential for reducing tax burdens, improving cash flow,
and enhancing capital appreciation.

The study covered the period from 2015 to 2022 and
utilized data obtained from the annual reports of 36
sampled listed non-financial firms in Nigeria, selected
using the Taro Yamane (1967) sampling technique.
Return on Assets (ROA) was adopted as the measure of
corporate performance. Diagnostic tests, including the
Breusch-Pagan LM test, Variance Inflation Factor, ARCH
heteroskedasticity, and Durbin-Watson tests, were
conducted to ensure the reliability of the model. The
Hausman test justified the adoption of the random effect
panel least square model. Findings revealed that tax
planning and tax avoidance strategies significantly
influence corporate performance of listed non-financial
companies in Nigeria.

Recommendations

The following recommendation are made after thorough
analyses

i.  Tax authority should advance legislative means
that permit entities to utilize tax allowable
expenses like corporate social responsibilities,
upward review of rate of capital allowances
that replaces depreciation which will enhance
corporate survival and performance.

ii. Policy makers should create deliberate policy
that enhances the subsidization of the cost of
debt-financing for the companies operating in
the Nigeria. The policy on debt usage should
be deliberate in terms of debt usage, efficient
interest rates, idle fund mopping that are tax
deductible which create improved cashflow
and corporate growth.

iii. Corporate managers should employ the optimal
capital ~ structure that optimizes firm
performance by adopting thin capital policies
that are efficient and effective in terms of value
creation. This is necessary because the study
revealed that listed entities with thin capital
have significant effect on performance.

iv. This study recommends policies to enhance
debt-financing and efficient interest rates to
promote  corporate  growth since thin
capitalization as a significant effect on firm
performance.

v. This study also recommends that listed non-
financial entities in Nigeria should invest in

https://ijmss.edouniversity.edu.ng

lyamho Journal of Management and Social Sciences (I/MSS)
ISBN: 3121-7281

Vi.

Vil.

Volume 2 Issue 1
March 2026

non-current assets because of the positive
association it has with firm performance. This
implies that, the more investment in non-
current assets, the more the capital allowance,
thereby appreciating cashflow and reducing tax
liabilities.

Corporate managers should utilize the
loopholes in the Finance Act (2021,2023) such
as claims of withholding tax and value added
tax exemption on structure not permanently
affixed to the ground that reduces tax burden
and optimizes effective tax rate

Corporate managers should optimize all
necessary legal and ethical standards with
respect to international financial reporting
standards, international accounting standards
that will help to reduce tax burden through
optimize book accounting profit that is greater
than fiscal taxable income that maximizes the
book tax difference which enhances to reduce
tax burden and increase tax avoidance which
create more liquidity and enhance corporate
performance.
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