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Abstract

The paper examines the relationship between
tax planning and firm value. In this study,
attempt was made to understand how tax
payers take advantage of loopholes in tax law
with a view to enhancing the value of their
firms. The study utilizes a sample of eighty-
seven (87) firms from the population of
companies quoted on the Nigerian Stock
Exchange. The research data was a
combination of time series and cross-sectional
covering the period 2010 to 2016 with a six
hundred and time mine (609) firm-year
observation. The study utilizes panel
regression technique in estimating the
balanced panel data. The usual battery of
regression assumption tests were effected to
ensure the accuracy of the regression model.
The explanatory variables of tax planning were
measured by effective tax rate and tax saving
while firm value was measured by Tobin Q. A
negative relationship was observed between
effective tax rate and firm value, while the
variable of tax saving revealed both positive
and negative relationship with firm value. The
control variables of firm size and capital

intensity revealed a mixed result, while
leverage reported a negative result. The
moderating  variables  of institutional
ownership  also  revealed inconsistent

result. The study recommends among others
that, shareholders should be involved in the
effective monitoring of mangers so that their
intentions of diverting organizations resources
for their selfish needs will be reduced, also
firms should embrace good governance
practices so that the information asymmetry
between the managers and shareholders will
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be mitigated in order to enhance the value of
the firm.

Keywords: Tax, Tax Planning, Firm Value,
Effective Tax Rate, Tax Savings, Share Price,
Tobin Q.

Introduction

Tax planning is a significant element of
business strategies which requires attention
from managers of all functional areas in the
firm. The issue of tax planning and firm value
is gaining relevance following the recent
financial crises (banking panics, stock market
crashes, bursting of other financial bubbles,
currency crises, sovereign defaults)
(Kindleberger & Aliber, 2005) that were
followed by the worldwide economic
meltdown or economic recession which
increased the awareness of those who refused
to contribute to societal development in the
form of tax payment. Some notable financial
crises include East Asian financial crisis 1997;
Russian financial crisis 1998; USA July 2007;
and Nigeria July 2008 (Eghebamien, 2009).

The importance of taxation in the management
of a firm is enormous and fast growing.
Taxation is believed to be coercive in nature,
and this makes economic units which are
assigned tax liability never wholly intended to
bear the actual tax burden (Commonwealth
Association of Tax Administration (CATA),
2007). Accordingly, these economic units
(corporate bodies) always adopt ways to either
minimise, postpone, or avoid the payment of
tax entirely. The attempts by corporate bodies
to either reduce, postpone or avoid tax payment
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can be legal or illegal. When it is legal, it is
called tax planning, and it is called tax evasion
when it is illegal. The attendant consequences
of tax evasion make it an unattractive option
for quoted companies (Murphy, 2005).

Indeed many tax planning approaches like
transfer pricing, thin capitalisation, tax
incentives, conversion of sheltered income, tax
exempt to mention but a few have been used to
achieve this objective of maximizing after-tax
profits of firms.

Tax is a fundamental instrument for effective
fiscal policy in Nigerian tax system. Taxes are
important sources of government revenue even
though a tradeoff also exists between company
income tax and foreign direct investment.
Therefore, issues of the relationship between
tax planning and firm value are vital for both
firms’ strategic decisions and government’s
macroeconomic  policies. The corporate
objective of any organization is to maximize
shareholder’s value. Therefore, actions geared
towards reducing corporate tax burden which
will eventually increase profit is in tandem
with the corporate objective.

From extant literature, it is well documented
that different prevailing circumstances can
reduce the value of the firm and ultimately lead
to corporate collapse: management mistakes
(Dubrovski, 2007); dynossaur  dynamics
(llaboya, 2008); management incompetence
(Bangniyel, 2012). To improve the value of the
firm, different strategies have been advanced
by different researchers: Business combination
(Kouser & Saba, 2011); Research and
development (Bloom, Griffith & Vanreenen,
2002; Doraszel, Ski & Jaumandreu, 2013; and
Lach & Schankerman, 1989); and Tax planning
(Desai & Dharmapala, 2009).

Irrespective of the importance attached to
issues of taxation and tax planning, it seems to
have rested only in the domain of theoretical
expositions in most developing countries.
Studies on tax planning and firm value in the
Nigerian context are relatively sparse; this is,
therefore, a motivation for carrying out this

study. It was observed from previous studies
(Chasbiandani and Martani, 2012; Graham and
Tucker, 2006; Hanlon and Slemrod, 2009; Liu
and Ye, 2013; Mills and Newberry, 2001; and
Wang, 2012) that both positive and negative
relationship exists between tax planning and
firm value. This negative relationship is as a
result of the influence of agency cost on tax
planning and also because of the information
asymmetry associated with tax planning which
could lead to moral hazard, ethical dilemma
and other tax planning related risks such as the
reputation risk, risk of inspection or
investigation by tax authorities (Desai &
Dharmapala, 2006; Munnick & Noga, 2010).
On the other hand, in the study done by Lv
(2010), he found that with more trace-analysts,
information asymmetry will be reduced, and
this will lead to a fall in the implicit costs of
the enterprise thereby leading to more
aggressive tax avoidance behaviour which will
impact positively on firm value.

The incidence of tax avoidance and its impact
on tax revenue in Nigeria is not definitive,
principally because there are no statistics to
support any position. However, for a country
whose revenue source is rent from oil, tax as a
source of revenue has confronted challenges.
The tax culture over the years is not well
rooted, and we hypothesise that this is
translated to corporate organisations in Nigeria.
By implication, tax revenue from companies is
undermined by strategies deployed by
companies to reduce their tax expense.

Against the above backdrop, it is observed that
there is information asymmetry between
management and  shareholders  because
shareholders are not properly briefed on how
management manages the risks of the
company’s tax affairs. This makes the
shareholders unable to consider tax planning
activities in valuing their firm because they
cannot weigh the benefits of tax planning
against the associated risks. Kamau, Mutiso,
and Ngui (2012) described tax avoidance and
evasion as one of the major factors that
influence creative accounting practice in
Kenya. To help solve this information
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asymmetry problem, corporate governance is
introduced as an intervening variable which the
researchers believe will help mitigate agency
cost associated with tax planning.

The empirical literature on the tax planning-
firm value dynamics has reported mixed results
over the years. While some researchers (Amir
& Sougiannis, 1999; Desai & Hines, 2002;
Wang, 2010) reported a positive relationship
between tax planning and firm value,
Chashiandani & Martani, 2012; Dyreng,
Hanlon & Maydew, 2008, reported a negative
relationship between tax planning and firm
value. This study is aimed at doing an in-depth
analysis of these divergent views with a view
to identifying the causes of the gaps and close
the gaps by using Nigerian data.

The issue of tax planning has also been viewed
by different writers from different theoretical
frameworks: Agency theory (Desai &
Dharmapala, 2009; Munnick & Noga, 2010;
Wahab & Holland, 2012); Resource-based
theory (Wernerfelt, 1984; Rumelt, 1984;
Barney, 1991; Peteraf, 1993); Hoffman’s
theory (Hoffman, 1961); Scholes-Wolfson
theory (Scholes & Wolfson, 1992). This
different theoretic is a limitation of tax
planning which this study attempts to address.

Another problem that creates a knowledge gap
that motivated this study is different tax
planning strategies adopted by different
countries. For instance, Canada was the first
country to introduce the thin capitalisation
rules in 1971; Australia did in 1987 and the
United States of America in 1989 (Randeberg
& Selvik, 2013). The US also adopted the
Double Irish Arrangement, Dutch Sandwich,
and Delaware Loophole all with the intention
of shifting profit to tax havens where profits
will not be taxed.

More worrisome is the paucity of indigenous
research that addressed developing countries
with Nigeria as a reference point. Researches
on tax planning and firm value have been
carried out in the developed economies, and
their results are used to draw conclusions on
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developing economies. This juxtaposition
could create a multiplicity of problem as their
findings may negate the Nigerian situation
(llaboya, Izevbekhai & Ohiokha, 2016).

Tax planning activities ultimately manifest in
an effective tax rate (ETR) different from the
statutory company income tax rate. The ability
of a firm to conduct effective tax planning is
seen in its eventual ETR. Thus, the ETR is a
function of effective tax planning. Therefore, it
can be inferred that tax planning can be
effectively measured by the effective tax rate
(ETR). Also, to clearly understand how tax
planning impacts on firm value, some firm-
level characteristics were introduced as control
variables (Firm size, Leverage and Capital
intensity). Finally, to reduce the information
asymmetry that occurs between fund providers
(shareholders) and fund managers
(management), institutional ownership was
introduced as a moderating variable. The rest
of the paper proceeds as follows: Section Two
reviews relevant literatures on tax planning and
firm value, section three focuses on the
methodology with emphasis on analytical
framework, model specification and estimation
techniques, section four is on estimation results
and discussion of findings and section five is
the conclusion.

Literature Review

Firm Value

Firm value represents the assets owned by a
company. It is crucial because it describes the
prosperity of the company’s owners. The
manager being the representative of the owners
of the business is responsible for optimal
maximization of the value of the firm which
forms the fundamental objective of any
organization. A high firm value indicates that
the company is profitable and hence the
shareholders’ wealth is maximized. Investors
also perceive the company through its firm
value, and this is related to the stock price.
According to Ftouhi, Ayed, and Zemzem
(2010), high stock price will make a higher
firm value.
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Firm value can be measured from two
perspectives: from accounting measure of
profitability and the stock market perspective.
From accounting measure of profitability, firm
value is measured using return on assets
(ROA), return on equity (ROE), Tobin Q, net
profit margin and from the stock market
perspective, we used the share prices from the
Stock Exchange market. We used Tobin Q
from the standpoint of accounting measure of
profitability while share price was adopted
from stock market perspective.

Tobin Q as a measure of firm value

Most empirical studies in tax planning,
measure firm value using Tobin Q (Allayannis
& Weston, 2001; Bhabra, 2007; Desai &
Dharmapala, 2009; McConnel & Servaes,
1990; and Morck, Shleifer & Vishny, 1988).
Tobin Q is the ratio of the market value of a
firm to the replacement cost or book value of
assets at year end (Allayannis & Weston,
2001). Tobin Q measures a firm value by
scaling the market value of a firm’s assets with
the costs that would be incurred to replace the
asset at the current marketplace (Lewellen &
Badrinath, 1997). Tobin Q is used as a proxy
for firm value because it can be seen as amount
of value existent, usually in monetary units.
That is, per monetary unit invested in a firm
(Desai & Dharmapala, 2009). Tobin Q is also
widely used as a measure of firm value because
of its usefulness in studies of tax avoidance
(Desai & Dharmapala, 2009).

Share price as a measure of firm value

The interest of shareholders in a company is
measured in terms of the market value of their
shareholdings, which is a reflection of their
involvement in that company. Several
researchers have used share price or market
value of equity as a proxy for firm value (Bao
and Bao, 1989) since changes in security prices
could be inferred to mean that, market
participants have predicted the future earnings
of a company (Beaver, Lambert & Morese,
1980).

Liao, Lu and Chen (2009), observed that
market will react positively to the

announcement of stock bonuses which is an
indication that the firm is doing well.

As a measure of the firm value, a rise in stock
price shows that the firm value is increasing.
This position assumes that the investors are
rational, and this makes it a fundamental aspect
of the assessment. Schulz, Tubbs and Frye
(2006) found that stock option has a positive
and significant influence in return on assets
(ROA). Kerr and Kren (1992) observed a
significant  relationship ~ between  cash
compensation and ROA and stock returns.

Tax Planning

Tax planning is any arrangement aimed at
reducing the tax liability of an individual, a
firm or a corporate body with the aim of
increasing its after-tax profits. The practice of
tax planning dates back to early 1990s. But in
1947, when Learned Judge Hand, in the
celebrated case of Commissioner Vs Newman,
where it was held that there is nothing criminal
when one arranges his affairs to reduce his tax
burden. The Hoffman (1961) tax planning
theory supported this argument by suggesting
that firms should have a grasp on the prevailing
tax laws and apply them so that their tax
liabilities can be minimised. Scholes and
Wolfson (1992) emphasised the need for
corporate bodies to engage in tax planning
because their success could be determined by
how well attuned they are to their tax
environment. According to Lakhotia and
Lakhotia (1998), tax planning takes maximum
advantage of the exemptions, deductions,
rebates, reliefs and other tax concessions
allowed by tax statues, leading to the reduction
of the tax liability of the taxpayers.

In many accounting literature, tax planning, tax
avoidance and tax optimisation are used
interchangeably because they all involve legal
means adopted by a tax payer to reduce his or
her tax liabilities. Tiley (2005) opined that tax
planning is what sensible people do to reduce
their tax liabilities.

Tax planning could be “active or passive”. It is
active when the transactions are carried out
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with the intention of reducing tax liability, but
it becomes passive when the transactions are
carried out without initially intending to reduce
the tax burden (Lymer & Oaths, 2008).

In Nigeria, the issue of tax planning has not
received much attention because oil has been
its main source of revenue. Though this is not
to say the practice has been completely absent.
The interest granted to firm’s tax situation and
the controversy surrounding the firm’s tax
burdens (the tax rate is about 30% in Nigeria)
and the firm’s growth motivated the
researchers to examine the relationship
between tax planning and firm value. The
granting of tax incentives (tax planning
strategy) in Nigeria can be traced to when the
country was still under British control. Britain
granted reliefs of different kinds, allowances,
tax holdings to both their companies and those
owned by Nigerian citizens as a way to
establish trade links with them.

Measures of Tax Planning
Tax planning can be measured using tax
savings and effective tax rates.

Tax Savings

Tax savings is the difference between statutory
tax rate and effective tax rate. In a situation
where a firm operates across some jurisdictions
with different statutory tax rates, differences in
these tax rates can provide a tax saving
recognised in firm value. Tax savings used as a
proxy for tax planning shows that managers
have incentives to reduce financial statement
tax expense because, tax planning is considered
as a mechanism through which firms generate
permanent tax savings and/or temporary tax
savings achieved through deferrals (Ftouhi,
Ayed & Zemzem, 2010).

Effective Tax Rates

Different authors define the concept ‘effective
tax rate (ETR)’ in different ways. Mendoza,
Razin and Tesar (1994) see effective tax rate as
an effective income that aggregates all income
sources and an effective tax burden that
combines all different burdens of tax from
various sources of income. Gouveia and
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Strauss (1994) estimated an effective tax
function by relating actual tax burden to
economic income.

According to Johnson, Rosenberg and
Williams (2012), effective tax rate is used to
measure how much individuals, firms or
corporate bodies pay in taxes as a percentage of
their pre-tax incomes. In other words, it is the
average rate at which entities are taxed. The
effective tax rate of individuals is the average
rate at which their earned income is taxed and
it is calculated by dividing total tax expenses
by the taxable income. While the effective tax
rate for a corporation is the average rate at
which its pre-tax profits are taxed. It is
computed by dividing the total tax expenses by
the firm’s profit before taxes.

In summary, effective tax rate is the net rate
that a tax payer pays when all forms of taxes
are added and divided by the taxable income.

Tax Savings and Firm Value

Cash savings is the most benefit derivable from
taxes avoided. This cash savings leads to an
increase in the cash flow of the firm and this
offers the firm the opportunities for
investments which will crystalise to increased
firm value. The wealth of the shareholders will
also be enhanced in terms of more dividends
and high share value.

Abdul-Wahab (2010) carried out a study on the
relationship between tax planning savings and
firm value with corporate governance as an
intervening variable. Tax planning was proxied
by tax savings and Tobin Q proxied firm value.
It was observed that a negative relationship
exits between tax planning activities and firm
value because of the costs and risks associated
with tax planning activities.

Inspite of the positive relationship observed
between tax savings and firm value as observed
by Philips (2003) and Robinson et al. (2010)
which increases the value of the firm, negative
relationship also exists between tax savings and
firm value because the way and manner the
contract of compensation between the owners
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of funds (shareholders) and the managers of the

funds executed appears unclear (Annuar,
Salihu & Obid, 2014).
Armstrong, Blouin and Larcker (2012),

observed a negative relationship between tax
saving and firm value because fund owners do
not have the full knowledge of the tax planning
activities of the managers of the funds. Croker
and Slemrod (2005) opined that this non-
transparent action as noticed by Armstrong et
al. (2012) could be inimical to the existence of
the firm.

Lisowsky,Lennox and Pitman. (2013) found a
positive relationship between tax savings
achieved through tax planning and business
performance. This is because the cost of tax
planning does not exceed the savings tax
planning.

Koester (2011) observed a positive association
between tax savings and share prices because
investors could view aggressive tax planning as
value increasing. Because the liability reserve
for uncertain tax benefits will lead to an
increase in share prices. These mixed results
create a knowledge gap, hence we proposed
that:

Hi: There is an insignificant relationship
between tax planning and firm value.

Effective Tax Rates and Firm Value

Effective tax rate as a measure of tax planning
decreases the tax liability of a firm without
necessarily decreasing its accounting income
(Derashid & Zhang, 2003). Many a time, ETRs
have been used by policymakers and interest
groups in tax reform debates, especially those
related to corporate tax provisions, the reason
being that they summarise conveniently in one
statistic, the cumulative effect of various tax
preferences (Richardson & Lanis, 2015).

ETR as a proxy for TP is mainly aimed at
creating firm’s value and this has a direct link
with the planning and quality of the firm’s
managerial organisation. Managers are looking
for ways to reduce their tax burden so that they

could generate tax benefits or shareholders’
wealth (Abdul Wahab & Holland, 2012).
According to Chadefaux and Rossignol (2006),
tax optimization will help increase the value of
the firm either by minimising a firm’s tax
burden or through the disclosure of good
information.

Effective tax rates are determined by some
firms’ characteristics like size, leverage, capital
intensity) which impact on the value of the
firm. Zimmerman (1983) opined that larger
firms are associated with higher effective tax
rate. The author proxied effective tax rate by a
firm’s political cost because taxes paid by
firms reduce their wealth to government.
Hanlon and Slemrod (2009) observed that firm
size is positively related to with a firm’s
effective tax rate, this is because as the size of
a firm increases, its political cost increases in
managing taxes.

Zimmerman (1983) also proxied firm’s success
for ETR because as firms grow larger, it
presupposes that they are successful and this
exposes them to more political scrutiny. As a
result of this scrutiny which could come from
tax authorities, larger firms would usually be
reluctant to reduce their effective tax rates. As
a result of this, larger firms do have higher tax
burden than smaller firms because taxes they
pay represent political costs which the firms
bear.

Conversely, the political power theory argue
that larger firms have more power and
resources to manage taxes and this will reduce
their effective tax rate, hence will enhance the
value of the firm (Siegfried, 1972).

As a result of the controversy surrounding the
relationship between effective tax rate and firm
value, we propose:

H, : There is no significant relationship
between effective tax rate and firm value.

Effective Tax Rates and Share Prices
The stock prices of a company would decline
when the news of its involvement in tax
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aggressiveness is heard through public media
(Hanlon & Slemrod, 2009). The reaction of the
shareholders to tax aggressiveness would be
different depending on the ownership structure
of the firm.

Swenson (1999) found a negative relationship
between ETR and share price because of the
significant impact of a long-term sustainable
reduction in ETR on market capitalization and
shareholders’ value. This finding is in tandem
with the saying that a penny of tax savings
could have a multiplying effect on the market
value (Mintz, 1999). Slemrod (2004), argued
that shareholders could discipline management
when the ETR is high because this high ETR
could have a detrimental effect on share price.
Bauman and Shaw (2005) found that
shareholders do not appear to impinge fully the
earnings implication of interim ETR into share
prices. Abarbanell and Bushee (1997) found a
negative relationship between ETR and share
prices because there are constraints on
analysts’ forecast in conveying earnings
information in the short-run, which leads to
omission of value related information in the
forecast. There is also failure on the part of the
analyst to include the information that will

influence investors’ decision. Also, the
problem of little attention on financial
statement information  which influences

investors general analysis or decision.
Effective Tax Rates and
(Profitability)

Tobin Q is a measure of firm value as used by
several writers while effective tax rates is a
measure of tax planning. Desai and Hines
(2002) investigated the relationship between
firm performance (profitability) and tax
planning (ETR) behaviour of firms. The study
also looked at the effect of a tightened tax
system on the value of a firm. The authors
opined that, intensive tax planning is related to
higher firm performance. The study also
revealed that, a tightened tax system is
positively related to a higher market
performance of a firm.

Tobin Q
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Desai and Dharmapala (2007) did a detailed
study where tax planning, corporate
governance and firm performance were
incorporated. Tobin Q was used as a proxy for
firm performance and institutional ownership
was used to proxy corporate governance
quality. The authors adopted two models (the
OLS model and the IV estimation model) to
analyse the data collected. The OLS result
revealed that, there is no relationship between
tax planning and firm value, but a positive
relationship between tax planning savings and
performance for well-governed firms. Desali
and Dharmapala (2007) opined that corporate
governance intervenes between tax planning
and firm performance. The IV estimation
model revealed that corporate governance
impacts greatly on firm performance.

According to llaboya,lzevbekhai and Ohiokha
(2016), a negative relationship exists between
profitability and effective tax rate because
firms that are profitable have enough resources
to hire the services of a reputable tax consultant
who will help them plan their tax affairs to take
advantage of all available legal loopholes.
According to Gupta and Newberry (1997),
Richardson and Lanis (2015), Munnick and
Noga (2010) and Armstrong et al. (2012), a
positive relationship exists between
profitability and effective tax rate.

Tax Planning and Firm Value

In a work done by Ftouhi,Ayed and Zemzem
(2010) it was observed that tax savings and
effective tax rates (ETRs) were proxies for tax
planning. According to Graham and Tucker
(2006), the firm value will increase through tax
planning when cost reduction is achieved that
will crystallise into increased cash flow and
wealth of the shareholders. However, the value
of the firm will be affected negatively when
they (firms) care forced by tax authorities to
pay additional taxes or interest and penalties,
this the firms will do to avoid reputational
damage and hence reduce their cash flow and
wealth of the shareholders.
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Corporate Governance as a Moderating
Variable

The wealth of shareholders is the same as the
value of the firm. Firm value for listed firms is
indicated by share values. The wealth
conserved by tax planning can eventually be
reflected in firm value where the cost of agency
conflict is mitigated. This is where corporate
governance is an important intervening
variable in tax planning-firm value relationship
(Desai & Dharmapala, 2009). Tax planning
activities will make more meaning to
shareholders when they have a good
knowledge of how the company is being
governed, because, the risks involved in tax
planning might be reduced when a good
corporate governance practice is put in place.
In this situation, corporate governance will
play a moderating role in influencing
shareholders’ valuation of tax planning
activities (Desai & Dharmapala, 2009). Desai
and Dharmapala (2009) and Wilson (2009)
found significant and positive relationship
between tax avoidance and good corporate
governance practice, because their relationship
brings higher abnormal profits and value to
firms.

Desai & Dharmapala, 2009, observed that a
good corporate governance mechanism will
lead to positive effect of tax avoidance on firm
value. This is because, a good governance will
reduce the doubts shareholders have about the
value of tax planning. Also, the managers’
opportunism in pursuing their self-interest in
tax planning will be reduced because of the
tax-information asymmetry between
shareholders and managers.

Abdul-Wahab (2010) provided a contrary
result from that of Desai and Hines (2002),
Desai and Dharmapala (2009) and
Chen,Chen,Cheng and Shevlin (2010). The
author tried to find the relationship between tax
planning savings of firms and their value using

corporate governance as an intervening
variable.
According to Demiralp, D’mello,

Schlingemann and Subrammaniam (2011), a

positive and significant relationship exist

between total and active institutional
ownership and share prices because
institutional investors have information

advantage as well as monitoring powers which
will serves as a deterrent to managers who
would have the tendencies of converting the
firm’s wealth to their personal benefits. An and
Zhang (2013) opine that when investor
monitoring is weak, managers will have
opportunity to divert resources and this will
affect firms negatively and of course, the share
prices will fall.

Jin and Myers (2006) observed a negative
relationship between institutional ownership
and share price because of lack of firm-specific
information which will affect the level of risk
bearing between the inside managers and
outside investors.

Beyond tax planning which is the explanatory
variable, there are firms’ specific control
variables that also impact on firm value: firm
size, leverage, and capital intensity.

Firm Size and Firm Value

By firm size, we mean how large a company is.
There are different measures of firm size such
as the number of employees, log of revenue,
log of total assets and value added. The
relationship between firm size and firm value is
mixed. Lee (2009) found a positive association
between firm size and profitability in a study
done on firms operating in the United States of
America between 1987 and 2006. Josson
(2007) recorded a positive relationship between
firm size and firm value of firm operating in
Iceland. To them, big firms are financially
flexible. Hence, they can manipulate their cash
flow to take advantage of investment
opportunities. They equally have access to
funds, lower financial difficulties and
possibility of future growth.

On the contrary, Banchuenvijit (2012), Becker-
Blease, Kaen, Etebari and Baumann (2010)
found a negative relationship between
profitability and firm size because organization
costs increase with firm size, at some points,
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these costs will outweigh the benefits from
economies of scale and hence profitability will
fall. Studies done by Yoon (2004) and
Risseeuw (1997) revealed a non-linear
relationship between firm size and performance
because when companies grow beyond their
optimum level, performance will start to
deteriorate.

These inconsistencies in results and extant
literature present a knowledge gap which forms
a reasonable motivation for this study. Against
the above backdrop, we propose:

Hs: There is no significant
between firm size and firm value.

relationship

Leverage and Firm Value

The leverage ratio is widely used to measure
the portion of long term debts towards total
assets of business organization’s activities. It
means the capability of a business organisation
in financing its total assets with long-term debt
(Danielova & Sarka, 2011). According to Ward
and Price (2006), financial leverage is the
proportion of capital which is financed by debt
as opposed to equity. Therefore, the higher the
leverage, the higher the amount of debt in the
capital structure of a firm. Modigliani and
Miller (1958) first claimed that connection
does not exist between leverage and firm value.
However, in 1963, when they took the effect of
tax on firm value into consideration, they
concluded that debt can help increase firm
value.

DeAngelo and Masulis (1980) when they
considered financial distress cost opined that
the balance of profits and loss will lead to
optimal leverage. Fama and French (2002)
found a positive relationship between leverage
and firm value. Ward and Price (2006) opined
that an increased debt — equity ratio — increases
shareholders’ return because the firms are
profitable ones, though this result may not be
the same for not profit making organization
even if we do not have empirical justification
for this proposition.
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On the contrary, Rajan and Zingales (1995)
found a negative relationship between leverage
and profitability. The study result is consistent
with De Wet (2006) who opined that a
significant amount of value can be unlocked in
moving closer to the optimal level of gearing.
Ryan (2008) opined that the leverage level of a
business organization would result in a
negative relationship  with income tax
expenses, and this negative relationship could
be due to the interest in the long-term debts
which might be used as a tax deductible item in
business transaction activities and this will
affect the value of the firm negatively.

As a result of these inconsistent results, we
propose:

H, : There is no significant relationship
between dividend and firm value.

Capital Intensity and Firm Value

Capital intensity is the amount of money
invested in property, plants and equipment of a
business entity. The more capital invested, the
more the firm is said to be capital intense, and
this will affect the firm’s value positively. A
positive relationship exists between capital
intensity and firm value (Shahean & Malik,
2012). The reason being that, as the capital
intensity of firm increases, it will increase its
quality of production and on time production
and hence the value of the firm will increase.

A negative relationship exists between capital
intensity and firm value because, smaller firms
are faced with greater capital constraints and
this will affect their production level and hence
the firm value (Leung, Meh & Terajima, 2008).

Also, the positive relationship observed
between capital intensity and share prices was
as a result of the firm’s reliance on intangible
assets like brands, patents, licenses to enhance
their competitive advantage and hence sustain a
higher level of profitability which will impact
positively on the stock prices. According to the
author, a negative relationship also exists
between capital intensity and share prices
because when a company operates with higher
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capital intensity without reducing its capital
expenditure, profit will fall and this will affect
the stock price negatively.

Inconsistencies are observed in both extant and
empirical literature on the relationship between
capital intensity and firm value, hence, we
proposed that:

Hs : There is no significant relationship
between capital intensity and firm value.

Methodology
Analytical
Specification
The framework for the analysis of the nexus
between tax planning and firm value is the
traditional theory of tax planning.

Framework and Model

The traditional theory of tax planning (or tax
avoidance) received the widest acceptance in
literature because it increases the firms’ after-
tax profits and the interest of the shareholders
is made paramount. This is why it is embraced
in valuing firms (Desai & Dharmapala, 2009;
Wahab & Holland, 2012).

From theory and extant literature, a functional
relationship exists between effective tax rate
(ETR), tax savings, corporate governance and
firm value (Abarbanell & Bushee, 1997; Amir
& Sougiannis, 1999; Atwood & Reynolds,
2008; Bryant-Kutcher et al., 2011;Chen et
al.,2010, Desai & Hines, 2002; Desai et al.,
2007b; Lisowsky et al., 2013).

The general form of the linear relationship is represented as:

Yie= o+ BXit + e - - - -

R ¢

The functional form of the relationship between tax planning and firm value is expressed as:

FMV = o, + o4 Tax Planning - - - - - - -(2)
Introducing the control variables, equation (2) is transformed as:
FMV = o + oy Control Variables + a, Tax Planning - - - - (3)

Introducing the intervening variable into equation (3), we have:
FMV = ap + o4 Control Variables + o Intervening Variable + o3 Tax Planning - (4)

The dependent variable of firm value (FMV) will be disintegrated into two:

1. Tobin’s Q
2. Share prices (SPR)

Measure of firm value from the perspective of Tobin’s Q
The econometric transformation of equation (4) is expressed as:
Tobin’s Qjit = Bo+ P1ETRi: + BZFSIZE.tJr BgLEV|t+ [34CINT.t+ Bs ETRi*INSOWN;;

T Mt - -

- - - (5)

Tobin’s Qit = Po+ B1TSAV;, + BZFSIZE.pL BgLEV,tJr [34CINT,t+ Bs TSAVi*INSOWNj;

i - - - -

N

Measure of firm value from the perspective of share prices
SPRit = Bo+ B1ETR;; + BZFSIZE,tJr B3LEV.t+ [34CINT,t+ Bs ETR;7*OWNCONC;;

+ Ui -

-(7)

SPRit = Bo+ BLTSAV;, + BZFSIZE.pL BgLEV.t+ [34CINT.t+ [35 TSAV;*OWNCONC;

+ i - - - -

)

Apriori expectation: From extant I|terature and theory of tax planning, it is presumptively expected

that: ﬂl, ﬂz, e ﬂs > 0.
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Where: FMV = Firm value; SPR = Share
prices; ETR = Effective Tax Rate; TSAV =
Tax Savings; FSIZE = Firm Size; LEV =
Leverage; CINT = Capital Intensity; INSOWN
= Institutional Ownership as a measure of
corporate governance; Bi, B2 ... Bs = Unknown
coefficient of the variables; t = Period covered

Table 1: Operationalisation of VVariables

by the study (2010 — 2016); i = Companies
sampled (96 companies); u = Error term;
Apriori expectation: From extant literature and
theory of tax planning, it is presumptively
expected that: B4, B, ..., s> 0.

Variable Variable Measurements Sources Expected
Definition Name Sign
Regressand: FMV Market value of firm’s | Allayannis & Weston
Tobin’s Q total assets divided by | (2001); Lewellen &
the replacement cost of | Badrinath (1997).
assets.
Share Prices Share prices as Bao & Bao (1989);
December of every Beaver et al. (1980).
year.
Regressors: ETR Total tax expenses/pre- | Derashid & Zhang (2003); | +
Effective Tax tax accounting income. | Abarbanell & Bushee
Rate (1997).
Tax Savings TSAV Statutory tax rate- Lisowsky et al. (2013); +
Effective tax rate. Atwood & Reynolds
(2008).
Firm Size FSIZE Firm size was Lee (2009); Josson +
measured as log of (2007).
industry total assets.
Leverage LEV Total debt/total asset. Danielova & Sarka +
(2011); Ward & Price
(2006); Rajan & Zingales
(1985).
Capital CINT Non-current assets/total | Shahean & Malik (2012); | +
Intensity assets. Leung, et.al. (2008).
Institutional INSOWN Percentage of shares Desai & Dharmapala +
Ownership held by shareholders. (2009); Wilson (2009);
Chen et al. (2010).

Source: Researcher’s compilation, 2018.

Sample and Data

Secondary data were used for this study
because of its reliability and ease of
accessibility and availability. The data were
retrieved from annual reports of companies
quoted on the Nigerian Stock Exchange from
2010 — 2016 financial years. Content analysis
was used in extracting information on tax
planning and firm value, because, it is
generally considered the best method used in
extracting information from corporate annual
reports (Milne, 1999). This also enables data
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collected to be easily classified and compared
(Hackston & Milne, 1996; Ng, 1985).

Estimation Results and Discussion of
Findings

Descriptive Statistics (see appendix)

The result of the descriptive statistics on Table
2 shows an average effective tax rate of 27%
which is below the statutory tax rate of 30%.
The average tax savings of 2% shows that the
average difference between the effective and
statutory tax rate is 2%. The average share
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prices for the selected companies is N25.00
while the leverage ratio is about 58%, which
means the selected companies are moderately
leveraged. The average investment in non-
current assets is 32% and this signifies that the
sampled companies are not highly capital
intensive.

The large Jarque-Bera (JB) statistics and the
associated probability values are indicative of
the Gaussian normal distribution of the
regression variables. The variable of effective
tax rate (ETR) reported a JB statistic of
186.0834 (0.000000), tax savings (TSAV)
reported a JB statistic of 324.2454 (0.000000),
institutional ownership (INSOWN) reported a
JB statistic of 33.90069 (0.0000009). The
variable of capital intensity (CINT) reported a
JB statistic of 47.84684 (0.000000).

The result of the Jarque-Bera test of normality
is further strengthened by the result of the
histogram normality in Figure 1, with an
average JB statistic and associated probability
value of 881874.7 (0.000000). The standard
deviations are relatively low with the exception
of Tobing and share prices. The low values of
standard deviation is indicative of the quality
of regression data

The results of the coefficient of correlation
(see appendix)

The results of the coefficient of correlation
report a mixed correlation of positive and
negative  coefficients.  The  correlation
coefficients are relatively low and indicative of
the absence of multicollinearity. The highest
coefficient of 0.177952, is between the variable
of capital intensity (CINT) and share prices
(SPR). Even though it does not pose a threat of
multicollinearity. The correlation between
TOBINQ and effective tax rate is -0.082827,
while that between TOBINQ and capital
intensity (CINT) is 0.008701. The correlation
between TOBINQ and company size is -
0.014617. According to Saunders, Lewis and
Thornhill (2016) only correlation coefficients
in excess of 0.90 are considered problematic
and indicative of the presence of
multicollinearity. The result of the correlation

coefficient is further strengthened by the result
of the test of variance inflation factor (VIF).

Regression Diagnostics

The regression analysis is preceded by the
classical regression assumption tests of
heteroskedasticity (using the Breusch-Pagan-
Godfrey test), test of serial correlation (using
the Breusch-Godfrey of Test), and test of
model misspecification (using the Ramsey
RESET test). The results of the diagnostics are
presented in Table 3.

The result of the classical regression
diagnostics (see appendix).
The result of the classical regression

diagnostics (Table 4) could not sustain the null
hypothesis of serial correlation,
heteroskedasticity, and model misspecification.
The F-statistic of 32.4702 and the probability
value of 0.0600 shows that the variables are not
serially correlated. Hence, the alternate
hypothesis is accepted.

Regression Result of Effective Tax Rate and
Tobin Q (See Appendix)

The estimation result in Table 5 shows
preference for the fixed effect model. The
result of the Hausman test with a probability
value of 0.0125, rejects the null hypothesis of
equality of coefficients between the random
effect model and the fixed effect model. The
adjusted R-squared of 0.432547 shows that
about 43% of the cross-sectional systematic
variation in the dependent variable of Tobin g
is accounted for by the explanatory variable of
effective tax rate, the moderating variable of
the interaction between effective tax rate and
institutional ownership and the control
variables of firm size, leverage, and capital
intensity. The F-statistic of 6.092905 and the
associated probability value of 0.000000 is
positive and statistically significant and
indicative of the presence of a robust linear
relationship between the dependent variable of
Tobin g, the explanatory variables, control
variables and moderating variable of the
interaction between institutional ownership and
effective tax rate.
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The relationship between the explanatory
variable of effective tax rate and firm value is
contrary to our apriori expectation of a positive
relationship. The estimation results revealed a
negative relationship between effective tax rate
and firm value. The regression result is
consistent with the findings of Bryant-Kutcher
et al. (2011); MacNaughton and Mawani
(1997); Nanik and Ratna (2015); Desai and
Dharmapala (2006) who reported a negative
relationship between Tobin g and effective tax
rate. The negative relationship is further
explained by the concept of information
asymmetry between the resource owners and
the management of the organization. The
information asymmetry leads management to
pursue their selfish interest from the result of
the tax planning exercise thereby leading to a
negative relationship between effective tax rate
and firm value. The negative relationship
contradicts the positive relationship in extant
literature (Derashid & Zhang, 2003; Gupta &
Newberry, 1997; Richardson & Lanis (2007);
Minnick & Noga, 2010; and Rego, 2003).

The robust negative relationship between firm
size and Tobin q is beyond the likelihood of
chance. The variable reported a negative t-
value of -2.529187 and a coefficient of -
2.882535 which depicts a statistically
significant negative relationship. The import of
the result is that larger size tends to reduce the
value of the firm. The result is consistent with
those of Banchuenvijit (2012); Becker-Blease
et al (2010) Watts and Zimmerman (1986).
According to Watts and Zimmerman (1986),
larger firms are subjected to larger public
scrutiny which exposes them to stricter
government regulation, in the form of wealth
reallocation and improved social responsibility.
These activities are at a cost which collectively
reduces the value of the firm. In the same vein
from the point of view of economics of scale,
as size of the firm increases the optimum
positive effect is exceeded and the cost of size
now out ways the benefit and this will lead to
reduction in the value of the firm. The result of
our estimation deviates sharply from the
positive relationship established in extant
literature (Josson, 2007; Lee, 2009; Majumdar,
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1997; Papadogolas, 2007; Stierwald, 2009;
Vijayakumar & Tamiszhselvan, 2010).

The relationship between leverage and firm
value is negative which means highly levered
firms are less profitable compared to firms with
higher level of equity financing. The variable
reported a negative coefficient of -0.516457
and insignificant negative t-value of -0.303304.
The estimation result corroborates the findings
of Rajan and Zingales (1995); DeWet (2006);
Ruf (2008). The result is inconsistent with the
positive relationship reported in extant
literature (Fama & French, 2002 and Ward &
Price, 2006. The negative relationship between
leverage and firm value maybe attributable to
the high interest cost of debt which may
negatively affect the value of the firm. As the
company debt profile the firm increases, the
firm value decreases due to increase interest
payment (Lemonakis & Voulgaris, 2012).

Capital intensity is significant and negatively
related to firm value with a robust coefficient
of -6.934405 and a negative t-value of -
3.833246. The implication of the result is that
more investment in the operating assets of the
organization has negative influence on the
value of the firm. The estimation result is
consistent with the findings of Almeidia and
Campello (2007) and Haggar (2010). With
higher investment in the firm’ operating assets,
the cost of depreciation and other routine
maintenance costs tend to increase significantly
and this may drag down the value of the firm.
The negative relationship between capital
intensity and firm value is contrary to the
positive relationship reported by Shahen and
Malik (2012).

The moderating variable of the interaction
between effective tax rate and institutional
ownership is positively related to our
dependent variable of firm wvalue. The
interaction reported a coefficient of 0.735807
and a positive t-value of 0.166119 even though
the result is statistically insignificant at the 5%
level. The positive relationship is consistent
with the pioneer work of Desai and
Dharmapala (2009); Gompers et al (2003) and




Tax Planning and Firm Value

Wilson (2009). According to Desai and
Dharmapala  (2009), tax information
asymmetry between shareholders and managers
reduces the managers’ opportunism for self-
interest. Institutional investors have greater
strength to scrutinize the activities of
management in pursuing tax planning
activities. However, Abdul-Wahab (2010)
reported a negative relationship using corporate
governance as an intervening variable.

Model 2: Regression Results of Tax Savings
and Tobin Q (see appendix)

The result of the relationship between tax
savings and firm value as captured on Table 6
is negative and statistically insignificant,
having reported a coefficient of 0.763776 and a
t-value of 0.305119.The implication of the
result is that tax savings reduces the value of
the firm. The estimation result is consistent
with extant literature (Armstrong et al, 2012;
Chen & Chu, 2005; Croker & Slemrod, 2005
Robinson et al, 2010). According to Armstrong
et al (2012) the negative relationship between
tax savings and firm value arose from the fact
that owners of the resources lack full
knowledge of tax planning activities of fund
managers. In the same vein, there exist lack of
transparency on the part of management in the
areas of tax planning and this translates into a
negative relationship with the value of the firm.
The negative finding between tax savings and
firm value is inconsistent with some extant
findings of a positive relationship reported by
Ayers et al (2011); Kawor and Kaportorgbi
(2014) and Philips (2003).

The relationship between the interaction of tax
savings and institutional ownership is positive,
but statistically insignificant. This is in
consonance with our earlier report on the
positive relationship between Tobing and the
interaction between institutional ownership and
effective rate. The result is however different
from the findings of Abdul-Wahab (2010) who
finds a negative relationship between tax
planning activities and firm value. According
to him, the negative relationship is attributable
to high cost and high risk associated with tax
planning activities which eventually reduces

the value of the firm and by implication,
shareholders wealth.

The relationship between the control variables
of firm size, leverage, capital intensity and firm
value, is not significantly different from the
initial results reported in Model 1. The
relationship between firm size and Tobinsq in
Model 2 is negative and statistically significant
at the 5% level. The relationship between
leverage and Tobinsg is negative and
statistically insignificant, with a coefficient of -
0.529207 and t-value of -0.310397. The
variable of capital intensity is negative and
statistically significant at the 5% level, with a
robust coefficient of -6.695971 and t- value of -
3.720177.

Model 3: Regression Results of Tax Savings
and Share Prices (see appendix).

The estimation result of the relationship
between tax savings and share prices on Table
7 shows preference for the random effect
model. The result of the Hausman test reported
a value of 0.1479 which signifies that there is
no significant difference between the fixed
effect model and the random effect model. The
adjusted R-square value of 0.532868 shows
that the cross-sectional systematic variation in
the dependent variable of share prices is
accounted for by the explanatory variable of
effective tax rate, the moderating variable of
the interaction between institutional ownership
and effective tax rate and the control variables
of firm size, leverage, and capital intensity. The
F-statistic of 5.132590 and the associated
probability value of 0.000128 is significant and
shows robust linear relationship between
effective tax rate and share prices.

The variable of interest tax savings is negative
with a coefficient of -10.35079 and a t-value of
-0.367159 at the 5% level of significance. The
import of the result is that effective tax rate, a
measure of tax planning, reduces the share
prices of the firm. The negative relationship is
consistent with the results of Hanlon and
Slemrod (2009) who believed that the market
will react negatively to the news of tax
sheltering as aggressive tax planning is
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believed to be value destroying. In the same
vein, Kim,Li and Zhang (2011) believe that tax
planning in the form of excessive avoidance,
may have adverse effect on share prices.
Robinson and Schmidt (2013) believe that
uncertainties in disclosed tax benefits may
discourage investors and results in a negative
relationship between share prices and tax
savings. The result is however at variance with
the positive relationship reported in extant
literature (Frischmann et al, 2008; Gallermore
et al, 2014; Koester, 2011; and Koester et al,
2014).

The moderating variable of
governance measured by the
between tax savings and institutional
ownership is positive and statistically
insignificant, with a coefficient of 38.77819
and a t-value of 0.752267. The import of this
result is that there is effective scrutiny of the
activities of management and this tends to
reduce information asymmetry and hence,
results in a positive relationship. The positive
relationship is further explained by the
information advantage and monitoring powers
of institutional investors which help in the
efficient monitoring of managerial activities
which in turn reduces the chances of
circumventing the  resources of the
organization. This position is consistent with
extant literature (Chen et al., 2007; Demiralp-
D’mello et al, 2011; and Haggard et al., 1998).
The positive relationship is however not in
tandem with the negative relationship that
exists in extant literature (An and Zhang, 2013;
Bushee, 1998; Jin & Myers, 2006).

corporate
interaction

Result of regression of share prices and
effective tax rate(see appendix).

The relationship between share prices and
effective tax rate is explained by the random
effect model based on the result of the
Hausman test of fixed and random effect model
on Table 8. The Hausman test result reported a
value of 0.14444. The R-squared value of
0.432350 shows that about 43% of the
systematic cross-sectional variation of the
independent variable of share prices is
accounted for the explanatory variables of
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effective tax rate, control variable of firm size,
leverage, capital intensity, and the corporate
governance variable of the interaction between
institutional ownership and effective tax rate.
The F-value of 5.065223 and the associated
probability value of 0.000148 indicates a
significant linear relationship between the
dependent and independent variable.

The relationship between effective tax rate and
share prices is negative and statistically
insignificant with a coefficient of -2.756434
and a negative t-value of -1.292300. The result
signifies that increase in effective tax rate
reduces the share prices of the sampled firm.
The result is consistent with the findings of
Swenson (1999); and Mintz (1999). According
to them, the reduction in the share prices is
predicated upon the impact of tax savings on
the value of the firm. The negative relationship
is justified on the ground that there exists
bottlenecks on analysts forecast in conveying
earnings information in the short-run. Swenson
(1999) further posited that the negative
relationship between effective tax rate and
share prices, results from the significant impact
of a long-run sustainable reduction in effective
tax rate on market capitalization and
shareholders value. The result of our negative
relationship is at variance with the positive
relationship reported by Amir and Sougiannis
(1999); Bauman and Shaw (2005); and Desai
and Hines (2002). The negative relationship
however deviates from the positive relationship
established by Ababanell and Bushee (1997),
Amir and Sougannis, (1995) Bauman and
Shaw (2005).

The relationship between the control variable
of firm size and share prices is positive and
statistically significant. The result signifies that
increase in firm size increases the share prices
of the sampled firm. This is consistent with the
findings of (Serrasqueiro & Nunes, 2008;
Wong (1989); Zeitun & Tian, 2007 and
Onaolopo and Kajola, 2010). The positive
relationship is attributed to the possibility of
diversification and the tendency to take
advantage of economies of scale. However, our
findings deviate from the negative relationship
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established by Abdullah et al (2015) and
Cheung and Lilian (1992).

The control variable of leverage impacted
negatively on the prices of shares of the
sampled firms. The result reported a coefficient
of -31.32771 and a t-value of -1.726396. The
import of this findings is that highly levered
companies tend to have lower share prices. The
result is in tandem with the reports of
Mohammad,Nasir,Kuing and Arif (1994);
Black (1976); Cai and Zhang (2011); Chueng
and Lilian (1992); Dimitrov and Jin (2008);
Hussein and Gol (2011) and Meyers (1977).
The negative relationship is attributed to the
weakness in operational performance resulting
from the burden of debt. The inability of the
firm to raise additional funds for operational
activities due to high market price may also
result in a negative relationship between share
prices and firm leverage. The result deviates
from the positive relationship reported by
Bahreini, Baghbani, and Bahreini (2013);
Muradoglu and Sivaprasad (2008).

The relationship between capital intensity and
share prices is positive and statistically
significant with a correlation coefficient of
62.74053 and a t-value of 3.515797. The result
shows that increase in capital intensity
increases the share prices of the sampled firm.
The result is however consistent with the
findings of Elmasry (2007) and Titman, Wei
and Xie (2004). Increase in capital intensity
increases the operational capacity of the firm
and thereby increasing the share prices of the
sampled firm. The increase in capital intensity
increases the operational efficiency of the firm.
The result is however not in tandem with
researches  which establish a negative
relationship between capital intensity and share
prices (Abarbanell & Bushee, 1998; Chan,
Martin & Kensinger, 1990; Chung, Wright &
Charoenwong, 1998).

Conclusion and Policy Implications

This study has investigated the relationship
between tax planning and firm value. With this
objective in mind, the study carefully examined
the measures of tax planning — Effective tax

rate and tax savings and the proxies for firm
value — Tobin g and share prices. These
measures of tax planning and firm value were
variously interacted with the moderating
variable of institutional ownership — a proxy
for corporate governance. The essence of the
interaction was to find out its effects on tax
planning and firm value. Some firm-specific
characteristics of firm size, leverage and capital
intensity were introduced as control variables
and their impact on firm value (dependent
variable) were analysed.

A sample of eighty seven (87) companies was
selected with balanced panel data for the period
2010 to 2016. Six hundred and nine firm-year
observations were estimated using panel
regression technique with emphasis on Fixed
Effect Model (FEM) for model 5 and 6 and
Random Effect Model (REM) for model 7 and
8 going by the results of their respective
Hausman Test.

The explanatory variable of tax planning was
measured by effective tax rate and tax savings.
Therefore, our conclusion is that, effective tax
rate as a measure of tax planning was found to
have a negative and insignificant relationship
with firm value while tax savings as a measure
of tax planning revealed a mixed result. The
control variables of firm size and capital
intensity reported a mixed result, while
leverage reported a negative and insignificant
result with firm value.

While this study does not foreclose any further
research on the relationship between tax
planning and firm value, the following
recommendations are advanced based on the
findings of this study:

1. As a result of the information asymmetry
between the owners of the funds
(shareholders) and the management which
leads to a negative relationship between
ETR and firm value, we recommend that
the owners of the funds (shareholders)
should be involved in effective monitoring
of the activities of the managers through
effective governance practices and control
because this will reduce their evil
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tendencies of diverting the resources of the
organisation. Also, management should try
and disclose all information about the
organisation in their financial statements as
this will help increase the value of the firm
because the public will see the organisation
as being transparent.

2. Firms should endeavour to use the proceeds
of their tax savings wisely because this will
enhance the value of the firm. To sustain
the value of the firm, firms should ensure
that their operational costs and risks
associated with tax planning are well
monitored or kept as low as possible. Also,
to resolve the negative impact of tax
savings on share prices, firms should
pursue moderate tax aggressiveness.

3. Firms should embrace good governance
practices as this will help reduce the
information  asymmetry  between the
managers and shareholders.

4. Since the relationship between size and
profitability is negative, we recommend
that firms should operate within the ambit
of the law since a negative relationship
arises from public scrutiny and resource
reallocation.  Firms  should increase
diversification of operations to enhance
share prices.

5. Firms should cut down their debt burden
since a negative relationship exists between
leverage and firm value. They (firms)
should emphasise more on equity financing
so as to reduce the effect of restrictive
covenant and high interest cost of debt
capital.

6. As a result of the negative relationship
between capital intensity and profitability,
we recommend that firms should encourage
assets stripping and moderate other
investments on operational assets to reduce
the burden of depreciation and other
maintenance costs.
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Appendices
Table 2: Results of the Descriptive Statistics
Mean 0.273662 | 0.020722 | 0.466667 | 24.84310 | 0.583547 | 2.093186 | 0.316946 | 7.303383
Median 0.270000 | 0.030000 | 0.520000 | 4.960000 | 0.580000 | 1.140000 | 0.270000 | 7.120000
Maximum 1.060000 | 0.300000 | 0.910000 | 1200.000 | 1.130000 | 96.90000 | 0.980000 | 9.640000
Minimum 0.000000 | -0.890000 | 0.050000 | 0.500000 | 0.030000 | 0.140000 [ 0.000000 | 5.430000
Std. Dev. 0.165112 | 0.177130 | 0.228873 | 82.85067 | 0.203853 | 5.309064 | 0.244896 | 0.922248
Skewness 0.964000 | -1.176667 | -0.270802 | 9.165260 - 12.80839 | 0.542962 | 0.531462
0.153270
Kurtosis 4.901619 | 5.690718 | 1.978896 | 109.9444 | 2.195544 | 197.5931 | 2.159548 | 2.615330
Jarque-Bera | 186.0834 | 324.2454 | 33.90069 | 298742.7 | 18.80580 | 977513.5 | 47.84684 | 32.42366
Probability 0.000000 | 0.000000 | 0.000000 | 0.000000 | 0.000082 | 0.000000 | 0.000000 | 0.000000
Sum 166.6600 | 12.62000 | 284.2000 | 15129.45 | 355.3800 | 1274.750 | 193.0200 | 4447.760
Sum Sq. 16.57533 | 19.07608 | 31.84873 | 4173454. | 25.26614 | 17137.18 | 36.46412 | 517.1294
Dev.
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| Observations| 609 [ 609 [ 609 [ 609 | 609 | 609 | 609 | 609 |
Source: Researchers computation (E-Views 8.0) 2018.

Table 3: Results of the Coefficient of Correlation
Covariance Analysis: Ordinary

Date: 06/05/18 Time: 13:11

Sample: 2010- 2016.

Included observations: 609

Balanced sample (listwise missing value deletion)

Correlation
t-Statistic
Probability ETR TSAV INSOWN SPR LEV TOBINQ CINT SIZE
ETR 1.000000
TSAV -0.637217 1.000000
-66.21028 -
0.0000  -----
INSOWN 0.093651 -0.117761 1.000000
2.317493 -2.921650 @ -----
0.0208 0.0036  -----
SPR -0.039273 0.032018 0.127416 1.000000
-0.968335 0.789256 3.164983 @ --—---
0.3333 0.4303 0.0016 -
LEV -0.012266 0.007518 -0.083932 0.109283 1.000000
-0.302215 0.185217 -2.075177 2.708658 -----
0.7626 0.8531 0.0384 0.0069  -----
TOBINQ -0.082827 0.077337 0.071932 0.123364 0.008701 1.000000
-2.047666 1.911114 1.776807 3.062767 0.214385 -----
0.0410 0.0565 0.0761 0.0023 0.8303  -----
CINT 0.002819 -0.007202 0.158350 0.177952 -0.212015 0.008151 1.000000
0.069460 -0.177452 3.951171 4.455390 -5.345004 0.200837  -----
0.9446 0.8592 0.0001 0.0000 0.0000 0.8409  -----
SIZE -0.080539 0.056206 -0.039283 0.154664 0.536927 -0.014617 -0.387902  1.000000

-1.990739 1.386969 -0.968586 3.856936 15.68044 -0.360156 -10.36877 = -----
0.0470 0.1660 0.3331 0.0001 0.0000 0.7189 0.0000 = -----

Source: Researchers computation (E-Views 8.0) 2018.

Table 4: Result of the classical regression assumptions

Diagnostic Test F-statistic Probability
Serial Correlation 32.4702 0.0600
Heteroskedasticity 0.758444 0.6225
Ramsey RESET 3.261690 0.2131

Source: Researcher’ Computation (E-view 8) 2018.
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Model 1: Regression Results of Effective Tax Rate and Tobin g
ression of Effective tax Rate on Tobin q

Table 5: Results of Reg

Pool OLS Random Effect Fixed Effect
C 4.096631 8.945926 26.21123
(1.945284) (2.592347) (3.147193)
ETR -4,035933 -2.756434) -2.423267
(-2.056188) (-1.292300) (-0.974158)
SIZE -0.223047 0.696820 -2.882535
(-0.755711) (-1.473439) (-2.529187)
LEV 0.752894 -0.229573 -0.516457
(0.600594) (-0.157204) (-0.303304)
CINT -0.111584 -3.375157 -6.934405
(-0.115887) (-2.521866) (-3.833246)
ETR*INSOWN 2.484338 1.481528 0.735807
(0.882336) (0.413920) (0.166119)
R-Squared 0.009113 0.009113 0.517478
Adjusted R-Squared 0.000896 0.000896 0.432547
F-Statistic 1.109096 1.109096 6.092905
Prob. (F-Statistic) 0.354249 0.354249 0.000000
Durbin Watson 0.596161 0.596161 0.976570
Hausman Test 0.0125
Total Observations 609 609 609
Source: Researcher’s Computation (E-view 8) 2018.
Table 6: Results of Regression of Tax Savings on Tobin Q
Random Effect Fixed Effect OLS
C 8.002533 25.44123 2.930124
(2.361944) (3.062061) (1.444227)
TSAV 0.012395 0.763776 -1.584071
(0.005116) (0.305119) (-0.565951)
SIZE -0.654289 -2.867220 -0.176290
(-1.391107) (-2.515380) (-0.600260)
LEV -0.246032 -0.529207 0.739485
(-0.168667) (-0.310397) (0.590858)
CINT -3.165643 -6.695971 0.039614
(-2.388357) (-3.720177) (0.041579)
TSAV*INSOWN 3.227407 1.551136 8.017740
(0.728378) (0.339017) (1.567348)
R-Squared 0.14373 0.516672 0.010846
Adjusted R-Squared 0.006200 0.431599 0.002644
F-Statistics 1.758648 6.073269 1,322394
Prob. (F-Statistics) 0.119400 0.000000 0.252768
Durbin Watson 0.841823 0.977439 0.598414
Hausman Test 0.0096
Total Observations 609 609 609

Source: Researcher’ Computation (E-view 8) 2018.
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Table 7: Results of Regression of Tax Savings and Share Prices

Tax Planning and Firm Value

Random Effect Pool OLS Fixed Effect
C -199.9379 -173.9337 -320.2693
(-3.744708) (-5.747821) (-3.375449)
TSAV -10.35079 -54.96868 -5.184906
(-0.367159) (-1.316708) (-0.181378)
SIZE 30.53225 21.81867 48.2774
(4.173735) (4.980927) (3.708746)
LEV -31.36518 16.95434 -39.59764
(-1.728378) (0.908249) (-2.033771)
CINT 63.47979 94.75164 49.20641
(3.583515) (6.667708) (2.393935)
TSAV*INSOWN 38.77819 130.7089 29.10026
(0.752267) (1.713123) (0.556941)
R-Squared 0.640821 0.096418 0.741176
Adjusted R-Squared 0.532868 0.088925 0.695619
F-Statistics 5.132590 12.86877 16.26919
Prob. (F-Statistics) 0.000128 0.000000 0.000000
Durbin Watson 0.897810 0.515836 0.984282
Hausman Test 0.1479
Total Observations 609 609
Source: Researcher’ Computation (E-view 8) 2018.
Table 8: Results of Regression of Effective Tax Rate and Share Prices
Random Effect Fixed Effect Pool Effect
C -196.1358 -319.3788 -165.8819
(-3.631889) (-3.357265) (-5.280968)
ETR -2.649484 7.778728 -39.75740
(-0.100210) (0.273767) (-1.357986)
SIZE 30.43714 48.61676 21.22396
(4.146121) (3.734530) (4.821082)
LEV -31.32771 -39.34335 17.09713
(-1.726396) (-2.022827) (0.914384)
CINT 62.74053 48.69495 91.93563
(3.515797) (2.236595) (6.401419)
ETR*INSOWN -16.71949 -41.51557 57.01524
(-0.364763) (0.820560) (1.357603)
R-Squared 0.540307 0.741492 0.094786
Adjusted R-Squared 0.432350 0.695991 0.087280
F-Statistics 5.065223 16.29604 12.62821
Prob. (F-Statistic) 0.000148 0.000000 0.000000
Durbin Watson 0.900528 0.987831 0.517495
Hausman Test 0.14444
Total Observations 609 609 609

Source: Researcher’ Computation (E-view 8) 2018.
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