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Abstract  

The study examined the effect of tax planning on performance of Nigerian corporate firms. 

This study employed ex post facto design. The population for this study is directed to foods 

and beverage firms in Nigeria. Simple and stratified sampling techniques were employed to 

select six foods and beverage firms in Nigeria. Regression analysis was used to test the 

hypothesis with aid of E-view 9.0. From the result of the analysis, Effective Tax Rate (ETR) 

has no significant effect on performance of Nigerian foods and beverage firms. This means 

that effective tax plan to generate firm performance; firms with high tax planning value 

perform better. On this note, the researchers recommended that Nigerian firms should 

engage the services of tax consultants in managing their tax computations and remittances. 
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Introduction  

The issue of tax evasion does not manifest only on the personal income tax, all other forms of 

taxation are included as well, companies’ income tax which is expected to be paid by a 

corporate entities. This has made both tax evasion and avoidance a household name in the 

context of tax system in Nigeria with effect on reduction in the Federal government income 

accruing from taxation. The main cause of this ugly act is corruption which has eaten deeply 

into our economic systems. Nigerians maximize whatever opportunity that comes their way, 

both positively and negatively, hence, the “I must make it syndrome” (Jibo, 2009).  

Kiabel and Akenbor (2014) opined that non-corporate firms in Nigeria, under-disclose their 

earnings on several occasions, when reporting to the appropriate tax authorities. Thus, they 

intentionally reduce company’s tax liability to government tax authorities, some under 

creative accounting does not report profit at all (Gillespine & Lewis, 2005). Notwithstanding, 

Nigerian fiscal system faced with the challenges of capturing the small and non-corporate 

firms into the tax net in a way that the required amount can be paid by them (Kiabel & 

Akenbor, 2014). The phobia many people exercise is paying a huge amount of money into 

the government coffer. Alm (2013) stated that those who benefit from successful tax evasion 

are the evaders. For instance, tax evasion by domestic assistants, such as house cleaners, baby 

sitters, and domestic workers will benefit their employers who are likely going to be high-

income households (Dada, 2017). 

Few studies in Nigeria dispel the traditional relationship between tax planning and firm 

performance. While admitting that tax planning has a positive association with firm 

performance, Akintoye, Adegbie, and Onyeka-Iheme (2020) found that tax planning 

strategies have both negative and positive effects on profitability of Quoted Manufacturing 

Companies in Nigeria. Umeh, Okegbe and Ezejiofor (2020) found that Effective tax rate 

(ETR) impact negatively on firm value, but this impact was statistically significant. Ogundajo 

and Onakoya (2016) established that aggressive tax planning such as thin capitalization, tax 

law incentives and other benefits of loopholes in Nigerian tax laws have not been fully 

utilized by the Nigerian firms. Dada (2017) concluded that tax planning has no significant 

effect on firms’ performance. This study determined the effect of tax planning on firms’ 

performance of Nigerian foods and beverage firms. 

 

Review of Related Literature  

Tax Planning 

The study of Adetola & Oke, (2016) reported that, tax planning is a tool at the disposal of tax 

payer to reduce the burden of tax paid or payable. Tax planning is the arrangement of one’s 

financial affairs in such a way that without violating the legal provisions, full advantage is 

taken to allow tax exemptions, deductions, concessions, rebates, allowances and other 

benefits permitted under the Income Tax Act (Vasanthi, 2015). Kaibel and Akenbor, (2014) 

defined tax planning as any action that must be taken by a business entity to inflate taxable 

income or reported earnings in a given period before tax loss expires. Another definition 

holds that tax planning did not involve only strategies aimed at minimization of tax liability, 

but also considers the cash flow effect on the business in terms of when it is most 
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advantageous for a business to settle tax liability without incurring any penalty (Bariyima & 

Cletus, 2014). 

Lately, tax executives have assumed changing their firms tax function focus from managing 

effective tax rates (ETRs) and tax planning to compliance and accurate financial reporting 

(Ernst & Young, 2006). Desai and Dharmapala (2006) posited that, tax planning can lead to a 

decrease in firm performance when managers have both the opportunity to undervalue 

reported accounting profit and the incentive to reduce company income tax liability by 

understating taxable income. Managers may tend to satisfy their cardinal interest when there 

is an information asymmetry between managers and shareholders with respect to tax 

planning. This may lead to a negative association between tax planning and firm value. 

Corporate governance is one of the measures that can moderate the potential implications of a 

tax related shareholder-manager information asymmetry (Dessai & Dharmapala, 2006). 

 

Effective Tax Rate 

The effective tax rate is the average taxation rate for a corporation or individual. The 

effective tax rate for individuals is the average rate at which their earned income is taxed, and 

the effective tax rate for a corporation is the average rate at which its pre-tax profits are taxed 

(Jon, 2012). The effective tax rate is the average rate at which an individual is taxed on 

earned income, or the average rate at which a corporation is taxed on pre-tax profits. 

Return on Asset 

Notwithstanding, some other previous studies found a negative relationship between ETR and 

ROA. It indicated that highly profitable companies bear lower income tax burdens since they 

utilized tax incentives and other tax provisions to reduce their taxable (Rohaya, 

NurSyazwani, & Nor’Azam, 2020). It is defined as: 

ROA = PBT/TA 

Where; 

ROA = Return On Capital; 

PBT = Profit Before Tax 

TA = Total Assets. 

Related Studies  

Umeh Okegbe and Ezejiofor (2020) determined the effect of tax planning on firm value in 

quoted consumer goods manufacturing firms in Nigeria. Ex-post facto research design was 

adopted for the study. Data for the study were obtained from annual published financial 

statement covering a period of ten years from 2009-2018. Ordinary least square regression 

was used to test the three formulated hypotheses with the aid of E-View 9.0. The study found 

that Effective tax rate (ETR) impact negatively on firm value, but this impact was statistically 

significant. Akintoye, Adegbie and Onyeka-Iheme (2020) focused on effect of Tax Planning 

Strategies on Profitability of manufacturing firms in Nigeria. They adopted Ex-post facto 

research design. The main objective of the study was to examine the effect of Tax Planning 
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Strategies on Profitability of Quoted Manufacturing Companies in Nigeria. Data were 

collected from the audited annual reports of the sampled companies for a period of 10 years 

(2008 – 2017). The validity and reliability were based on the statutory audit of the financial 

statements. Descriptive and inferential statistics were used to analyze the data. The Study 

concluded that tax planning strategies have both negative and positive effects on profitability 

of Quoted Manufacturing Companies in Nigeria. Ogundajo and Onakoya (2016) examined 

the influence of corporate tax planning on the financial performance of manufacturing firms 

quoted on Nigerian Stock Exchange using annual reports and accounts of selected firms 

under consumer goods sector. The study employed Generalized Least Square (GLS) method 

of regression based on the outcome of Hausman’s model estimation test. The study 

established that aggressive tax planning such as thin capitalization, tax law incentives and 

other benefits of loopholes in Nigerian tax laws have not been fully utilized by the Nigerian 

firms. Seyram and Holy (2014) sought to ascertain the level of tax planning of firms and to 

explore the relationship between tax planning and firms’ market performance. Longitudinal 

correlative design was used. The study revealed that, tax planning has a neutral influence on 

firms’ performance. Dada (2017) examined the impact of tax planning on firms’ performance 

of listed companies in Nigeria. The research adopted survey and ex post-facto research 

design. The population of the study made up of 240 listed companies on the Nigerian Stock 

Exchange market as at April, 2012. Simple and stratified sampling techniques, fifteen 

companies were sampled for the study, five companies from each of the sectors under study. 

The result shows that tax planning has no significant effect on firms’ performance. Chen, 

Dhahwal and Trombley (2007) ascertained the effect of tax planning and earnings 

management on book and taxable income. Two different sets of test were carried out on 

documenting the incremental effect of tax planning and earnings management on book and 

taxable income and the relationship between voluntary conformity and book and taxable 

income of entities. It was concluded that book and taxable income is affected by tax planning 

and earnings quality.  

Ayers and Laplante, (2009) came up with evidence that taxable income becomes less 

informative for high tax-planning firms and more informative for firms with low earnings 

quality and also that investors, can distinguish sources of book-tax differences. The study 

found that tax-planning and low earnings-quality proxies are sufficiently powerful to detect 

settings where book-tax differences are likely attributable to discretion in reporting taxable 

income. Kawor and Kportorgbi (2014) examined the level of tax planning of firms and to find 

whether there is relationship between tax planning and firms’ market performance. They 

employed 22 non-financial companies in Ghana Stock Exchange market over a twelve year 

period from 2000 using the longitudinal correlative design. It was found that firms’ tax 

savings decrease as tax authorities reduce the statutory corporate income tax. Rohaya, and 

Nor’ (2010) are of the opinion that larger companies endure higher effective tax rates (ETR) 

in the examination of Malaysian public companies listed on Bursa Malaysia. This conclusion 

was established during official assessment system and self-assessment system tax regimes. 

The study also concluded that lower ETRs are significantly related to highly leverage 

companies, greater investment in fixed assets and lower investment in inventory. The results 

of the investigation by Abdul-Wahab and Holland (2012) which sought to know the 

relationship between tax planning savings of firms and their value utilized the regression 

model was negative. Indeed, relationship between firm value and tax planning activities from 

the perception that as tax planning activities increase, the tax costs and risks outweighs the 

benefits.  Kawor & Kportorgbi (2014) found that tax savings enhanced after tax earnings of 
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Ghanaian firms but does not reflect in the firm’s value. The result is consistent with the 

Agency theory notion that not all management strategies tends towards the achievement of 

wealth maximization objectives. Ftouhi, Ayed, and Zemzem (2014) determined the 

relationship between firms’ value and tax planning with firm size, leverage, capital intensity, 

and dividend and earnings management as control variables. The study adopted the 

Generalized Least Squares (GLS) regression model and found a significant and negative 

relationship between firm value and tax planning also supports the Agency cost theory of tax 

planning.  Goh, Lee, and Shevlin, (2013) determined the relationship between the firm cost of 

equity and corporate tax avoidance was examined by using three measures that capture less 

extreme forms of corporate tax avoidance: long-run cash effective tax rates, permanent book-

tax differences, and book-tax differences. The study found that less aggressive forms of 

corporate tax avoidance significantly reduces a firm’s cost of equity. Further analysis reveals 

that this effect is stronger for firms with better outside monitoring. It is also applicable to 

firms that likely realize higher marginal benefits from tax savings, and firms with better 

information quality. Heitzman & Ogneva (2015) evaluated the relationship between 

Corporate Tax Planning and Stock Returns of all U.S. firms traded on NYSE, AMEX or 

Nasdaq from 1988 to 2013 using panel regression analysis; they concluded that high tax 

planning firms do indeed earn higher returns, but only during periods when tax enforcement 

is low; the study also discovered that small firms have less diversified tax strategies than 

large, complex firms due to: lack of scale and complexity, high exposure to adverse 

consequences of government actions inability to finance high fixed costs of tax planning 

strategies. The study found that large firms are less exposed to tax policy risk due because 

they are consistently audited. The study suggested that boards and managers should primarily 

focus on the expected incremental cash flows from tax planning. Similarly, the study of 

Armstrong,  

 

Methodology 

This study adopted Ex Post facto design. The population for this study consist Nigerian foods 

and beverage firms for a period of 11 years (2009-2019). Simple and stratified sampling 

techniques were employed to select six Nigerian foods and beverage firms. Data were 

collected from audited annual reports and accounts of the sampled firms. Data was analyzed 

with regression using E-view i9.0. 

The model for the study is: ROAit =  β0 +β1ETRit + β3FRMSIZEit + εit ERT  

ETR = Effective Tax Rate  

ROA = Return on Assets = profit before tax/total assets  

FRMSIZ = Natural Logarithm of Total Assets (control variable) 
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Result and Discussion of Findings 

Table 1: Descriptive Analysis 

 ETR ROA FRMSIZE 

 Mean  1.070000  0.021182  1353401. 

 Median  1.060000  0.020000  945967.0 

 Maximum  2.750000  0.034000  3094961. 

 Minimum  0.110000  0.012000  542098.0 

 Std. Dev.  0.845044  0.006809  859424.0 

 Skewness  0.640862  0.558481  0.806201 

 Kurtosis  2.647093  2.443465  2.414664 

 Jarque-Bera  0.810041  0.713779  1.348626 

 Probability  0.666963  0.699850  0.509506 

 Sum  11.77000  0.233000  14887415 

 Sum Sq. Dev.  7.141000  0.000464  7.39E+12 

 Observations  11  11  11 

Source: Researcher’s computation (2020) 

Table 1 shows the mean (average) for each of the variables, their maximum values, minimum 

values, standard deviation and Jarque-Bera (JB) Statistics (normality test). The results in table 

1 provided some insight into the nature of the selected Nigerian foods and beverage firms that 

were used in this study. 

Firstly, it was observed that on the average over the eleven (11) years periods (2009-2019), 

the sampled quoted foods and beverage firms in Nigeria were characterized by positive firm 

performance (ROA = 0.021182). Also, the large difference between the maximum and 

minimum value of the tax planning; effective tax rate (ETR), and firm size (FRMSIZ) show 

that the sampled firms in this study are not dominated by firms with large tax planning.  

Table 2: Ordinary Least Square 

Dependent Variable: ETR   

Method: Least Squares   

Date: 09/29/20   Time: 08:14   

Sample: 2009 2019   

Included observations: 11   

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     C 1.170979 1.015570 1.153026 0.2822 

ROA 18.35631 40.19483 0.456683 0.6600 

FRMSIZE -3.62E-07 3.18E-07 -1.136423 0.2887 

     
     R-squared 0.165208     Mean dependent var 1.070000 

Adjusted R-squared -0.043490     S.D. dependent var 0.845044 

S.E. of regression 0.863224     Akaike info criterion 2.770716 

Sum squared resid 5.961248     Schwarz criterion 2.879233 

Log likelihood -12.23894     Hannan-Quinn criter. 2.702312 

F-statistic 0.791614     Durbin-Watson stat 1.573417 

Prob(F-statistic) 0.485638    

     
     

Source: Researcher’s computation through E-view 9.0 statistical package 

In Table 2, R-squared and adjusted Squared values were (0.17) and (-0.04) respectively. This 

indicates that all the independent variable jointly explain about 17% of the systematic 

variations in firm performance (ROA) of our sampled firms over the eleven years periods 
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(2009-2019). The F-statistics (0.79) and its P-value (0.66) show that the firm performance 

(ROA) regression model is well specified. 

Test of Autocorrelation: using Durbin-Waston (DW) statistics which we obtained from the 

regression result in table 2, it is observed that DW statistics is 1.57 and an Akika Info 

Criterion and Schwarz Criterion which are 2.77 and 2.88 respectively also further confirms 

that our model is well specified. In addition to the above, the specific findings from each 

explanatory variable are provided as follows: 

Hypothesis One  

H01: Effective Tax Rate (ETR) has no significant effect on return on assets of Nigerian foods 

and beverage firms. 

Effective Tax Rate (ETR), based on the t-value of 0.46 and p-value of 0.66, was found to 

have a negative influence on our sampled Nigerian foods and beverage firms performance 

and this influence is statistically significant as its p-value is higher than 0.05. This result, 

therefore suggests that we should accept our alternative hypothesis one (Ho1) which states 

that Effective Tax Rate (ETR) has no significant effect on firm performance of Nigerian 

commercial banks. This means that on the basis of effective tax plan to generate firm 

performance, firms with high tax planning value performs better. However, this result is not 

statistically significant. 

The result is in line with Dada (2017) whose study concluded that tax planning has no 

significant effect on firms’ performance. Akintoye, Adegbie and Onyeka-Iheme (2020) found 

that tax planning strategies have both negative and positive effects on profitability of Quoted 

Manufacturing Companies in Nigeria. In contrary, Umeh Okegbe and Ezejiofor (2020) found 

that Effective tax rate (ETR) impact negatively on firm value, but this impact was statistically 

significant.  
 

Conclusion and recommendations 

The study examined the effect of tax planning on firm performance of Nigerian foods and 

beverage firms. From the result of the analysis, Effective Tax Rate (ETR) has not 

significantly affected performance of Nigerian firms. This means that on the basis of effective 

tax plan to generate firm performance, firms with high tax planning value perform better. 

However, this result is not statistically significant. However, most of Nigerian firms lacked 

tax planning; this has led to high tax liabilities, in an attempt to avoid tax, they may end up 

paying higher tax than what is statutorily required because they lack adequate knowledge of 

tax planning. 

Moreover, most of Nigerian firms do not engage the service of tax consultants in their tax 

management and this has led to inefficiently utilizing various tax benefits accrued to them 

under the Nigeria tax laws and instead of having savings in their tax rates, the computations 

of the effective tax rate revealed that the firms have tax loss as against tax savings when 

compared to the corporate tax with the effective tax rate computed.  

On this note, the study recommended the followings: 

1. Nigerian firms should engage the services of tax consultants in managing their tax 

computations and remittances;  

2. Firms should ensure effective management of their assets as this positively will 

influence their performance.  



Research Journal of Management Practice | ISSN: 2782-7674 

Vol. 1, Issue 2 (February, 2021) | www.ijaar.org  

Journal DOI: 10.46654/RJMP 

Article DOI: 10.46654/RJMP.1222 

 

15 

 

References  

Abdul-Wahab, N.S., & Holland, K. (2012) Tax planning, corporate governance and equity 

value. The British Accounting Review, 44, 1-14. 

Abdul-Wahab, N. S. (2010). Tax planning and corporate governance: Effect on shareholders’ 

valuation. Retrieved from Unpublished Ph.D Thesis: http://eprints.soton.ac.uk.  

Adetola, R. & Oke, O. O. (2016). Tax planning and information content of taxable income of 

listed companies in Nigeria. Academic Conference proceedings of 2016 Institute of 

Chartered Accountants of Nigeria (pp. 82-98). Lagos,Nigeria.  

Akintoye, I. R., Adegbie, F. F. & Onyeka-Iheme, C. V. (2020). Tax planning strategies and 

profitability of quoted manufacturing companies in Nigeria. Journal of Finance and 

Accounting. 8(3), pp. 148-157. doi: 10.11648/j.jfa.20200803.16 

Alm, J. & Finlay, K. (2013). Measuring, explaining and controlling tax evasion: Lesson from 

theory, experiments and field studies . International Tax and Public Finance.  

Ayers, N., Jiang, R., & Laplante, N. (2009). Taxable Income As a performance Measure: The 

effect of tax lanning and earnings quality. Contemporary Accounting Research,26 (1), 

15-54.  

Bariyima, D. K. & Cletus, O. A. (2014). Tax planning and corporate governance in Nigerian 

banks. European Journal of Business and Management, 6 (19), 235 – 243 

Chen, L. H., Dhaliwal, D. S. & Trombley, K. (2007). The impact of earnings management 

and tax planning on the information content of earnings. Arizona: university of 

Arizona.  

Desai, M. A. & Dharmapala, D. (2006). Corporate tax and avoidance and high-powered 

incentives. Journal of Financial Economics,79(1), 145-179.  

Dada, S. O., (2017). Tax planning and firms’ performance in Nigeria.  International Journal 

Advanced Research 5(5), 1950-1956 DOI URL: 

http://dx.doi.org/10.21474/IJAR01/4600 

Ernst & Young (2006). Tax risk: External change, internal challenge. Retrieved from 

http;//www.ey.com/Global/assets.nsf/international/Tax_TARAS_Global_Tax_Risk_2

006/$file/Tax_TARAS_Global_Tax_Risk_2006.pdf.  

Ftouhi, K., Ayed, A., & Zemzem, A. (2014). Tax planning and firm value: evidence from 

European companies. International Journal Economics and Strategic Management of 

Business Process. 2nd International Conference on Business, Economics, Marketing 

and Management Research (BEMM’14). Vol.4 

Gillespines, I. & Lewis, R. (2005). Principles of financial accounting: Financial times. 

Prentice.  

Goh, B.W., Lee, J., Lim, C. Y., & Shevlin, T. (2013). The effect of corporate tax avoidance 

on the cost of equity. European Accounting Association Annual Congress. Research 

Collection School of Accountancy. Available at: 



Research Journal of Management Practice | ISSN: 2782-7674 

Vol. 1, Issue 2 (February, 2021) | www.ijaar.org  

Journal DOI: 10.46654/RJMP 

Article DOI: 10.46654/RJMP.1222 

 

16 

 

http://ink.library.smu.edu.sg/soa_research/1212. 

http://dx.doi.org/10.2139/ssrn.2237742 

Jibo, M. (2009). Global economic meltdown: “Roadmap to recovery” a paper presented 

during 2009 annual conference of ANAN at international conference centre Abuja. 

14th – 30th Nov.  

Jon N. K. (2012). The Real Effects of Opacity: Evidence from Tax Avoidance. Current 

Version: November 2012. 

Kaibel, D. B. & Akenbor, C. O. (2014). Tax planning and corporate governance in Nigerian 

banks. European Journal of Business and Management, 6 (19), 235 – 243. Retrieved 

from: www.iiste.org. Retrieved: 17/01/2019.  

Kawor, S. & Kportorgbi, H. K. (2014). Effect of tax planning on firms market performance: 

Evidence from listed firms in China. International Journal of Economics and 

Finance, 6(3), 2-5.  

Ogundajo, G. O. & Onakoya, A. B., (2016).Tax planning and financial performance of 

Nigerian manufacturing companies. International Journal of Advanced Academic 

Research | Social & Management Sciences | ISSN: 2488-9849 2(67). 

Rohaya, M. N., NurSyazwani, M. F. & Nor’Azam, M. (2010). Corporate tax planning: A 

study on corporate effective rates of Malaysian listed companies. International 

Journal of Trade, Economics and Finance, 1 (2), 189-193, 

Seyram K. & Holy, K. K. (2014). Effect of tax planning on firms market performance: 

evidence from listed firms in Ghana. International Journal of Economics and 

Finance; 6(3), ISSN 1916-971X E-ISSN 1916-9728 Published by Canadian Center of 

Science and Education. 

Umeh, V. C., Okegbe, T. O. & Ezejiofor. R. A. (2020). Effect of Tax Planning on Firm Value 

of Quoted Consumer Goods Manufacturing Firms in Nigeria. International Journal of 

Finance and Banking Research. 6(1), pp. 1-10. doi: 10.11648/j.ijfbr.20200601.11 

Vasanthi, R. (2015). A study of tax planning pattern of salaried assesse. Research Journal of 

Finance and Accounting, 6 (1),170 – 174. 

 

 


