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ABSTRACT

This study aims to investigate the relationship between certain mechanisms of corporate governance and tax aggressiveness in companies listed on the Nigeria Stock Exchange during the years 2014-2018. In this regard, the effect of some corporate governance indices (number of board members, non-duty members, managerial ownership and institutional ownership) on tax aggressiveness was investigated. The sample comprises 104 companies listed in the Nigeria Stock Exchange (NSE) out of 169 were examined. E-view software was used for analyzing the data and multiple regressions were used to test the hypotheses. Results indicated that there is no significant relationship between number of board members, proportion of non-duty members, institutional ownership and tax aggressiveness. Furthermore, there is no significant relationship between managerial ownership and tax aggressiveness.
CHAPTER ONE

INTRODUCTION

1.1
Background to the study

Taxes are the major contributor to government’s revenue and become an important issue in every country; therefore taxes are a crucial element in a firm. In maximizing shareholders’ wealth, company tries to minimize its tax burden. Shareholders would like to minimize corporate tax payments net of the private costs to maximize the firm value (Hanlon & Slemrod, 2007). The minimization of the tax payment is called tax aggressiveness or tax planning.  

Tax aggressiveness is defined by Chen and Shevlin (2008), as a downward management of taxable income through tax planning with respect to reducing tax paid to tax authority. The tax planning activities refers to legal activities which usually provides by the auditor or tax agent, or can be classified as gray area activities, as well as illegal activities (Chen, Chen, Cheng, & Shevlin, 2008). In Nigerian context, example of tax planning activities including excessive claim of tax incentives or claiming incentives which company are not entitled to. Furthermore, company also claiming unallowable expenses which are not allowed by Income Tax Act, 1967.        

Taxes and corporate governance may intercept in many angle. Corporate governance is the interplay of the governors in managing and controlling a firm; while taxes influence firm financial decision making including in determined the organisational form, restructuring decisions, payout policy, compensation policy and risk management decision (Desai and Dharmapala, 2004). In connection with that, corporate governance is view as a factor influencing tax aggressiveness since minimizing tax payment may increase company’s cash flow and the governors play major role in allocating the fund and also in decision making. 

Over the years, there are studies that examine the relationship between tax aggressiveness and corporate governance mechanism such as board of director composition (Lanis & Richardson, 2009), form of ownership (Chen & Shevlin, 2010) corporate governance and tax environment changes (Jimenez-Angueira & Eriel, 2007), the influence of ownership structure and the corporate governance mechanisms of Nigerian PLCs on tax aggressiveness (Mahenthrian & Kasipillai, 2011), equity risk incentives and tax planning activities (Rego & Wilson, 2011) and the role of executive in determining the level of tax aggressiveness (Dyreng, Hanlon, & Maydew, 2009).  

In Nigeria, the emphasis on the need for corporate governance reform sprung up with the incidence of fraudulent financial reporting as in the case of African Petroleum, Cadbury Plc., Oceanic Bank Plc. Afribank Nigeria Plc. among others. This was caused by poor management, high gearing ratios, overtrading creative accounting, and fraud. Presently, there are numerous codes of corporate governance in Nigeria such as Central Bank of Nigeria (CBN) reviewed Code 2014, for Banks established under the provision of the Bank and Other Financial Institution Act (BOFIA), Security and 

Exchange Commission (SEC) reviewed code 2011, directed at public companies with securities listed on the Stock Exchange; companies seeking to raise funds from the capital market through securities issuance or listing and all other public companies, National Insurance Commission (NAICOM) Code 2009, directed at all insurance, reinsurance, broking and loss adjusting companies in Nigeria, and Pension Commission (PENCOM) Code 2008, for all licensed pension operators.  These codes were established with the view to enhancing transparency and accountability in the financial sector, so that the Nigerian economy can forge ahead. 

Tax aggressive firms were identified by using effective tax rates (ETR) method.  Then the relationship of corporate governance mechanism and tax aggressiveness were examined using E-views statistical tools. It is expected that tax aggressiveness has negative relationship with corporate governance mechanism, hence proves that better governance deter the likelihood of tax aggressiveness. Consistent with the prediction, the empirical result appears that board size and institutional investors shows a significant negative relationship with tax aggressiveness.        

1.2 
Problem Statement 

Nigeria has beginning the new era of tax assessment by implementing a Self-assessment System (SAS) on companies in 2001. By implementation of self-assessment system, taxpayers is responsible to estimating their own income tax payable for the current year of assessment, informing the tax authorities of the estimate, paying the tax monthly, and submitting a tax return to Inland Revenue Board Nigeria (IRBN). Self-assessment has been defined as the administration of the tax regime where the tax assessment is solely based on voluntary information given by the taxpayer (Marshall, Smith, & Armstrong, 1997).  

SAS has opened a new agenda to company in planning their tax activities. In Nigeria, government takes 25 percent of company’s profit as corporate tax. According to Chen et al. (2008), the government takes a greater than one-third share of a firm’s pre-tax profits. Thus, tax aggressiveness reduces the tax paid by firm. Therefore, tax aggressiveness may have a significant tax implication because it possibly leads to tax evasion. The consequence of evasion results loss of revenue to the nation and affect public spending.  

Over the years, very few studies have been conducted pertaining to the topics in the local context. Since this study may provides more information concerning the effect of governance mechanism on tax aggressive corporation in Nigeria, more focus research attempts need to be carried out.  

In this connection, this study aim to examine the extent of tax aggressiveness in Nigerian manufacturing sector as well as to investigate the relationship between corporate governance mechanism and tax aggressiveness of listed Companies. Therefore, the need for the study becomes vital to ascertain which of the corporate governance mechanisms have the tendency to significantly moderate/reduce the probability of tax aggressiveness and agency conflicts in the manufacturing sector in Nigeria. 

1.3 
Research Questions 

In order to perform this study, the following research questions are necessary to be address:   

What is the effect of number of board members on tax aggressiveness?

What is the effect of non-duty members on tax aggressiveness?

What is the effect of managerial ownership on tax aggressiveness?

What is the effect of institutional ownership on tax aggressiveness?

1.4
Objective of the Study 

The broad objective of this study is to examine the extent of the effect of corporate governance mechanisms on tax aggressiveness in Nigeria. 

Specifically, the study will:  
Examine the effect of number of board members on tax aggressiveness.

Examine the effect of non-duty members on tax aggressiveness.

Assess the effect of managerial ownership on tax aggressiveness.

Examine the effect of institutional ownership on tax aggressiveness.

 1.5
Hypotheses of the Study 

Based on the theoretical principles and research objectives, the following hypotheses are raised:

H1: There is a significant relationship between the number of board members and tax aggressiveness.

H2: There is a significant relationship between non-duty members and tax aggressiveness.

H3: There is a significant relationship between managerial ownership and tax aggressiveness.

H4: There is a significant relationship between institutional ownership and tax aggressiveness.

1.6

Significance of the Study  

Taxes are the major contributor to government’s revenue. In 2009, the government has collected a gross amount in direct taxes totaling N88.40 billion. This amount is a decrease of N2.25 billion from the previous year as a result of the global economic crisis beginning from the third quarter of 2008. In year 2008, the collection was N90.651 billion and N74.703 billion was collected in 2007. The collection of direct taxes contributed 54.53% from the total income of the Federal Government of N162.10 billion in year 2009 and 56.11% of N161.558 billion of the Federal Government's overall revenue for 2008  (Lembaga Hasil Dalam Negeri Nigeria, 2010a, 2010b). 

The study provides useful information to the tax authority in understanding more about tax aggressive corporation. In Nigeria, tax audit are perform by the tax authority to improve tax compliances and on the other hand to detect tax evasion or tax aggressiveness. Various audit programs is implemented to ensure the taxpayers comply with the legal provisions and the current tax regulations within Self-Assessment System.  

In connection with that, corporate governance are view as an important factor that influencing tax aggressiveness. Thus, this study can provides greater understanding on the role of corporate governance to tax matters. In addition, since the tax department is an important financial statement user, this study can provides them better understandings on information stated in the annual report. Besides that corporate information such as board of directors, shareholders, statement on corporate governance and others can be use as a new channel to run the risk analysis in detecting tax aggressiveness and to perform tax audit.     

1.7
Scope of the study

This study was carried out on the impact of governance mechanism on tax aggressiveness. All required data was extracted from the real data of companies included in the report of the Nigerian Stock Exchange. The time domain of this study is the years 2014-2018.

1.8

Definition of Key Terms 

The following section provides explanation on the variables used in the study and how they are used for the purpose of this study.

Tax Aggressiveness: Tax aggressiveness refers to the tax planning activities which is legal, illegal or activities that fall into gray area (Chen, et al., 2010), includes tax aggressiveness (Desai & Dharmapala, 2004), tax sheltering (Yeung, 2010) and tax cheating (Hanlon & Slemrod, 2007) .  

Corporate Governance: Corporate governance is the process and structure used to direct and manage the business and affairs of the company in order to maximize the shareholder value as well as consider the stakeholders‟ interest (MCCG, 2007).  

Duality: Duality exist when a single persons hold position as the CEO of the firm and also the chairman of board of directors (Wan Mohamad & Sulong, 2010). 

Board Independence: Board independent refers to non-executive directors. Independence directors can be describe as independence from management and independence from the significant shareholders (Zulkafli, Samad, & Ismail, 2006). 

Board Size: Board size represents the number of directors on the board. 

Institutional Investors: Institutional investors refers to the major investors in Nigerian public listed companies which are Employee Provident Fund (EPF), Permodalan Nasional Berhad (PNB), Lembaga Tabung Angkatan Tentera (LTAT), Lembaga Tabung Haji (LTH) and Social Security Organisation (SOCSO) (E.A. Abdul Wahab, 2010). 

External Auditor: External auditor used in this study refers to big six firm which are Arthur Andersen, Coopers & Lybrand, Deloitte Touche, Ernst & Young, KPMG Peat Marwick, Price Waterhouse. 

1.9
Organization of Study

The study is divided into five chapters. Chapter one deals with the study’s introduction and gives a background to the study. Chapter two reviewed related and relevant literature. The chapter three gives the research methodology while the chapter four gives the study’s analysis and interpretation of data. The study concludes with chapter five which deals on the summary, conclusion and recommendation.

CHAPTER TWO

REVIEW OF RELATED LITERATURE

2.1
Conceptual Review

2.1.1 Concept of Tax aggressiveness 

Many studies have allowed us to detect the different definitions of tax aggressiveness. According to Chen et al. (2010), tax aggressiveness is defined as the effort of the company to minimize tax payments using aggressive tax planning activities and tax aggressiveness. It seems to Frank et al. (2009) that the aggressive tax returns is the manipulation to lower tax income due to a kind of tax planning that can be considered as tax management. 

This concept may have multiple conceptualizations, references and even different ways to measure, but most of them have the same meaning and the same purpose but differs in their repercussions on the companies‟ health. Tax aggressiveness can be seen as simple trigger tax management activities that are used for tax planning and have an arrival point for tax evasion. 

Bruce et al. (2007) report that the tax aggressiveness seen by their fervent as a set of actions taken by companies to reduce their public debts from shaping and affecting only their scheme financial strategy. Aggressive tax represents different handling activities to lower taxable income that can be legal or illegal. At this stage, we can consider that tax aggressiveness is a strategy deployed by managers, a set of processes, practices, resources and choices whose objective is to maximize income after all company’s liabilities owed to the state and other stakeholders. 

In particular, it is admitted that tax aggressiveness is not only the reduction of the tax due. However, the implementation of such strategies to reduce the tax base allows the generation high potential non-tax cost that arises from agency conflicts or tax-authority, such as penalties and rent extraction. For that, tax aggressiveness is a very specific and complex range of activities because it is always being surrounded by chaotic economics transactions whose primary organized by managers and have the objective of reducing the corporate tax income and consequently increase the net income. In the same order of idea, Desai and Dharmapala (2006) indicate that tax aggressiveness activities are characterized by complexity and obfuscation, which is practically difficult to detect. In fact the most significant goal is to increase the net income of the company which creates a positive signal to foreign investors. (Chen et al., 2010). 

This concept have the same meaning as tax planning, tax aggressiveness and tax shelters in terms that they meet the legal and ethical provisions established by the tax authorities.  The extreme level of tax aggressiveness is tax aggressiveness, it should not exceed. But obviously tax aggressiveness is characterized by an excessive use of tax aggressiveness’s acts. Tax aggressiveness is a concept that does not hinder the regulation. English term "tax evasion" embraces the French term "tax fraud", while the concept "tax aggressiveness" in all cases point the intention to avoid or reduce tax in a legal way. According to CRA tax evasion is the act of deliberately ignoring a specific part of law, unlike tax aggressiveness, it can affect the criminal plan. However, tax aggressiveness may create tax risks due to the exposure of the business to unexpected results and may also create an incentive for management opportunity and misappropriation of rent extraction (Khurana & Moser, 2013). 

2.1.2 Corporate governance  

Corporate governance examines whether the financiers earn a return on their investments. One of the most important issues in a company is the separation of ownership and management, which leads to agency problems (Shleifer and Vishny, 1997). The latter will be discussed broadly in the theoretical background section. With corporate governance, the agency issue is mitigated. Bhagat and Bolton (2008) found there is a relationship between better corporate governance and better firm performance. They suggested board characteristics are an effective measure of corporate governance because corporate boards have input into all important decisions in a firm, such as investments policies, management compensation policies, and the board governance itself. The role of the board of directors is the protection of shareholders by monitoring the management. Johnson, Daily, and Ellstrand (1996) classified the board of directors’ responsibilities into three broadly defined roles: control, service, and resource dependence. 

The control role serves as a monitoring mechanism of the management to ensure the shareholders’ interests are not harmed. Also, in this role, the board hires/fires top management and determines executives’ pay. The service role concerns advising top management on managerial and administrative issues and initiating and formulating the firm’s strategy. Finally, the resource dependence role focuses on facilitating recourses to keep the firm successful.  

Several studies have been conducted to examine the relationship between corporate governance and corporate tax aggressiveness. Minnick and Noga (2010) examined how corporate governance mechanisms influence tax management. They limited corporate governance in their research to four areas: board composition, executive compensation, board compensation, and managerial entrenchment. Board composition includes the size of the board and the number of independent directors on the board. Managerial entrenchment refers to whether the CEO also serves as a chairman of the board. Both board composition and executive compensation focus on the long-term sensitivity to performance. 

The relationship between corporate tax aggressiveness and corporate governance is of interest for two reasons. First, tax planning could lead to managerial optimism, which is why the role of governance is important. Second, the benefits of tax planning serve as a long-term investment rather than a short term because tax planning involves certain amounts of uncertainty and the benefits of it are not directly observed. Understanding how tax aggressiveness and governance are interrelated helps in understanding how governance works in both the long and short term. The findings of this paper suggest that governance plays an important role in tax management because the tax planning strategy depends on the structure of the corporate governance. When directors and executives have compensation contracts, these contracts might motivate them to reduce long-term taxes. Board independence affects domestic taxes differently than foreign taxes. An increase of 1% of board independence will lead to a decrease of foreign taxes by 0.054% and to an increase of domestic taxes by 0.137%. 

According to the authors, this is because political costs are associated with domestic taxes. Therefore, independent directors would focus more on foreign taxes to persevere their reputational capital Minnick and Noga (2010).  

Desai, Dyck, and Zingales (2007) found a relationship between corporate governance and the response to changes of taxes. The findings of this paper suggest that when the governance is weak, an increase in the tax rate results in lowering the corporate tax revenues. In the case of strong corporate governance, an increase in the corporate tax rates will lead to higher corporate tax revenues. The composition of the board of directors refers to the size of the board and the percentage of insiders on the board. Previous studies showed the size and the composition of the board of directors influences the effectiveness of monitoring. Also, more financially sophisticated boards will be able to better monitor their firms’ tax positions (Armstrong, Blouin, and Jagolinzer, 2015).  

2.1.3
 Determinants of firms’ tax aggressiveness
The literature on tax aggressiveness approached tax planning from a company focus, particularly targeting the link between firm characteristics and fiscal aggressiveness in corporate tax matters (Armstrong, Blouin, Jagolinzer & Larcker, 2015; Armstrong, Blouin & Larcker, 2012). Systematically, they can be classified in the following categories of determinants proposed by Wilde & Wilson (2017): (1) characteristics of firms; (2) environmental attributes of where firms act; (3) gatekeepers’ restrictions; and (4) firm-level incentives for tax aggressiveness.

2.1.3.1 Characteristics of firms
Previous research has already examined several characteristics and particularities of firms and their association with fiscal aggressiveness, including firm size, cost planning and international operations (Desai & Dharmapala, 2006, 2009; Dyreng, Hanlon & Maydew, 2008).

More recent work has highlighted the influence of some characteristics of the company on its fiscal aggressiveness profile, namely: the quality of the company’s informational environment (Gallemore & Labro, 2015); the delay in the publication of the statements (Rodrigues, 2017); the predisposition for the re-elaboration of financial statements (Ramos, 2017); the efficiency of the internal control mechanisms (Martinez, Ribeiro & Funchal, 2015; De Simone, Ege & Stomberg, 2015; Bauer, 2016), business efficiency in the use of resources (Paste Junior, 2017); business strategies and company lifecycles (Higgins, Omer & Phillips, 2015; Silva & Rezende, 2017); the financial constraints to which firms are subject (Law & Mills, 2015; Edwards, Schwab & Shevlin, 2016; Da Silva & Martinez, 2017; Richardson, Taylor & Lanis, 2015); transactions with related parties abroad (Silva & Martinez, 2017); and the use of tax havens as a mechanism for reducing explicit taxation (Lee, 2017; Dyreng & Lindsey, 2009, Dyreng, Lindsey, Markle & Shackelford, 2015; Taylor & Richardson, 2012). These studies seek to identify characteristics of the firms that lead to a greater or lesser degree of tax aggressiveness.

There is also contemporary research that associates tax aggressiveness with characteristics such as corporate social responsibility and reputation (Davis et al., 2016; Hoi, Wu & Zhang, 2013); brands of valuable consumption (Watson, 2015); political connections (Brown, Drake & Wellman, 2015; Mills, Nutter & Schwab, 2013); use of derivative financial instruments (Donohoe, 2015); acting in diversified business (Zheng, 2017); and facing difficulties in pension plans (Chaudhry, Au Yong & Veld, 2017).

2.1.3.2 Environmental Attributes

The environmental attributes the firm operates in are a determinant of tax aggressiveness, such as product market competition (Kubick, Lynch, Mayberry & Omer, 2015), customer concentration (Huang, Lobo, Wang, & Xie, 2016), and the set of investment opportunities (McGuire, Omer & Wilde, 2014) - all of these are environmental factors that also condition tax aggressiveness.

There is evidence of links between tax aggressiveness and potential political costs (Mills et al., 2013) and the effects of repeated tax amnesties (Shevlin, Thornock & Williams, 2017). With increasing global competition, technological developments, rules and the dynamic evolution of the environment companies operate in, there are opportunities to understand the role of these conditions in the decision on the degree of tax aggressiveness (Wilde & Wilson, 2017).

The background for much of the tax aggressiveness literature encompasses accounting and financial reporting considerations. Previous research has provided consistent evidence of a positive association between capital market incentives and tax planning (Lisowsky, 2010; McGuire, Omer & Wilde, 2014; Wilson, 2009). With the ever-present capital market pressures and in a dynamic financial reporting environment, this area will probably be promising for future research (Dyreng, Hanlon, Maydew & Thornock, 2017). In that sense, studies should be highlighted that identify the effects of the adoption of international accounting standards and tax aggressiveness (De Simone, 2016).

2.1.3.3 Restrictions of gatekeepers

As another research modality, we highlight studies that evaluate the role of the gatekeepers in monitoring tax aggressiveness. Studies have documented that some gatekeepers, such as corporate networks (Brown & Drake, 2013), industry expert accounts (McGuire, Omer & Wang, 2012), activist hedge funds (Cheng, Huang, Yinghua Li & Stanfield, 2012) and institutional investors (Khan, Srinivasan & Tan, 2017) facilitate or inhibit tax aggressiveness in certain settings. In addition, the evidence suggests that the existence of internal tax departments and the hiring of specialized tax advisors are associated with higher tax aggressiveness (Klassen et al., 2016).

Other research highlights the role of gatekeepers in deterring fiscal aggressiveness in specific contexts, such as unions (Chyz, Ching Leung, Zhen Li & Meng Rui, 2013), coverage of capital market analysts (Allen, Francis, Wu & Zhao, 2016), institutional investors (Khurana & Moser, 2013) and employees as complainants (Wilde, 2017).

What is the role of regulators in limiting tax aggressiveness? In this review, both theoretical investigations (De Simone, Sansing & Seidman, 2013) and empirical studies (Bozanic, Hoopes, Thornock & Williams, 2017) are identified. The research focuses predominantly on the role of tax authorities in inhibiting tax aggressiveness (Hoopes, Mescall & Pittman, 2012), the distance between the tax authority and the physical headquarters of the taxpayer (Kubick, Lockhart, Mills & Robinson, 2017), the role of fiscal regulators, such as SEC monitoring (Hope, Ma & Thomas, 2013; Kubick et al., 2017) and the role of fiscal transparency (Beck and Lisowsky, 2014; Henry, Massel & Towery, 2016). 

2.1.3.4 Firm-level incentives

Although much of the research focused on monetary incentives, directly linked to tax savings, recent work has analyzed the reputational costs associated with tax aggressiveness. Reputation concerns are a critical incentive, but studies with empirical evidence are still limited (Graham, Hanlon, Shevlin & Shroff, 2014).

In a questionnaire applied to international executives, 69% of them classify reputation as important, but financial accounting incentives play a more relevant role - 84% of publicly traded companies respond that the top management of the company cares about GAAP ETR and 57% of publicly-held companies claim that increasing earnings per share is an important outcome of a tax planning strategy (Graham et al., 2014).

2.1.4
 Corporate governance and tax aggression

The international literature is lavish in identifying aspects of corporate governance that can interact with the practice of tax aggressiveness. As a mechanism that may mitigate its effects, in these aspects, we note several studies that relate corporate governance, property structure and compensation incentives, all interacting to encourage the manager to make optimal tax planning decisions (Badertscher, Katz & Rego, 2013; Chan, Phyllis Lai Lan Mo & Tanya Tang, 2016; Chen, Chen, Cheng & Shevlin, 2010; Richardson, Wang & Zhang, 2016; Salihu, Annuar & Sheikh Obid, 2015).

In Brazil, some research has already related aspects of governance and tax aggressiveness. We highlight the research that evaluates the following points: the relationship between family-owned companies and Tax Aggressiveness (Cabello & Gaio, 2017; Martinez & Ramalho, 2014); control over public capital (Motta & Martinez, 2015); control over foreign capital (Bis & Martinez, 2017); influence of control structure (Fonseca & Martinez, 2017); controlled or controlling company (Martinez & Dalfior, 2016); and the general corporate governance characteristics, such as remuneration paid to executive board, seggregation between chairman and CEO and independence and composition of Board of Administrators (Gomes, 2016).

2.2
Theoretical Review

Studies prior to corporate tax aggressiveness and corporate governance have highlighted the agency theory and the theory of corporate responsibility as important theories in explaining the relationship between corporate governance mechanisms on tax aggressiveness.

2.2.1 Agency theory  
Fama and Jensen (1983) introduced a framework in which they explained a separation between ownership and control in an organization. According to the authors, the agency issue is the result of the separation between ownership and control. Both the principal (shareholder) and the agent (manager) want to maximize their own utility. Because of the owners’ lack of information, and especially when both interests are not aligned, the owners’ interest might be harmed by the managers’ opportunistic behavior. With agreements and contracts, it is possible to solve this issue. For example, when the organization’s profits increase, this will also lead to an increase in the managers’ bonuses. Thus, the interests of the managers and shareholders could be aligned. The authors further stressed the composition of the board of directors is an important factor to determine whether the actions of the management are monitored in an effective manner. The combination of both inside (management) and outside (non-managers) board members are a function of the effectives in monitoring the management. As previously described, the board of directors is one of the corporate governance mechanism to monitor the managers. Therefore, the number of inside managers needs to be limited; because of the information asymmetry and opportunistic behavior of managers, managers might use the board as a tool for their own needs and ignore the shareholders’ interests. Nevertheless, the managers possess the most valuable information of the organization as they are the ones in charge of making decisions. Therefore, it is of great importance that managers are included as members of the board of directors (Williamson, 1984). To reduce the problem of opportunistic managers on the board, outside directors should also be included in the board of directors. A higher proportion of outside directors should increase the effectiveness of monitoring the management and improve corporate compliance. One of the main task of the outside directors is to act as mediators during disagreements between internal managers and to oversee competition among the top management. Another important function of the outside directors is to avoid decision making by the management that involves agency problems (Fama & Jensen, 1983). 

Eisenhardt (1989) explained, because of the owners’ lack of information and the managers’ conflict of interest, a contractual relationship problem between the managers and the shareholders arises, which leads to agency costs. Agency costs are the total amount of monitoring costs, bonding costs, and residual costs. Residual costs result from the monitoring and bonding costs. High monitoring or bonding costs will lead to a residual loss. Another contractual problem between the managers and owners is their attitude regarding risks. Usually, shareholders tend to be more concerned about the future than the managers. Where shareholders are risk averse, to avoid their stock value declining, managers often are concerned with the short-time results. Usually, the managers’ bonuses depend on short-time profits. Additionally, managers are often concerned with the short-term because of their limited tenure; thus, they are oriented on the results of the current period rather than on investments, which might result in profits in five or ten years. 

Desai and Dharmapala (2006) argued, through tax aggressiveness, it is possible for managers to conceal rent extractions. This might be a conflict of interest for managers because this leads to agency costs for the shareholders, which in turn, leads to a price discount on the share price.  

Desai, Dyck, and Zingales (2007) explained that opportunistic managers will structure the corporation in a way to reduce the corporate taxes. Thus, they will manipulate after-tax earnings for private gains. In this situation, the monitoring of managers by tax authorities will increase. Thus, the incentive of both tax authorities and the board of directors will be aligned to reduce the self-interest of the managers.  

Overall, there are two competing views on corporate tax aggressiveness. The traditional view argues that managers’ and shareholders’ interests are closely aligned. Thus, managers engaging in tax aggressiveness transactions are solely driven by their incentives to reduce the firm’s tax liability. However, the agency perspective of corporate tax aggressiveness argues that tax aggressiveness activities can create a new agency problem: masking rent extraction through the opaqueness of tax aggressiveness activities by opportunistic managers. 

Nevertheless, the agency theory is not able to provide a complete explanation of the relationship between tax aggressiveness and corporate governance because the agency theory focuses mainly on the shareholders and managers. This theory covers the area of the board of directors to align the interests of the managers and shareholders. Whereas the agency theory emphasizes the relationship between shareholders and managers, the theory of corporate social responsibility covers the relationship between shareholders and other stakeholders in the society. In the next section, I will explain the theory of corporate responsibility.  

2.2.2 Corporate social responsibility theory  
Like tax aggressiveness, a clear definition of corporate social responsibility is absent. In this study, I will use Waller and Lanis’s (2009) definition. The social responsibility theory states the existence of an implicit contract between the corporations and society, and this contract is based on expectations of several groups in the society. Another important aspect of social corporate responsibility is that organizations seek legitimacy from various stakeholders within the society. One way to gain legitimacy is to conduct operations in a socially responsible manner, which is determined by the stakeholders of corporations. The greater the influence and power of the reference groups, the more willing the organization to make changes to legitimatize itself to the relevant groups.  

An organization can gain legitimacy within the society if it complies with the law and regulations. In the case of tax aggressiveness, the organization can maintain a good standing with the tax authorities and can gain legitimacy from the society if it complies with the tax regulations. Additionally, stakeholders view tax aggressiveness as an unethical act. When a company avoids its corporate taxes, the stakeholders view this as the corporation not wanting to pay its “fair share” of taxes to contribute to the government to ensure the financing of public goods. Thus, the theory of corporate social responsibly suggests that an organization should comply with its corporate taxes to gain legitimacy within the society. Therefore, corporate governance mechanisms, such as the board of directors, should promote compliance with tax regulations (Lanis and Richardson, 2012). According to Ibrahim, Howard, and Angelidis (2003), the composition of the board of directors influences the responsiveness of the corporation to the needs of the stakeholders. Outside directors tend to be more focused on the needs of the stakeholders. Also, outside directors have a broader definition of firm performance. Where inside directors focus mainly on financial performance, while outside directors put more emphasize on the needs of the society.  

2.3
Empirical Review

Quite a number of studies have examined corporate governance on tax aggressiveness, earnings manipulation and a host of other variables in developed and developing countries; however, few studies have been conducted using the manufacturing sector in Nigeria.

Ying, (2010) using 229 publicly quoted firms in China, investigated the effect of corporate governance on tax aggressiveness by adopting the agency perspective of the firm based upon the nexus of institutional arrangements in place in China.  The study period was between 2006-2012 period (1080 firm-year observations). This study advanced a new, refined method of separating company book-tax differences (BTDs) rates (ETRs).  The study estimated regression using Generalized Least Squares (GLS) cross-section weights with time fixed effects via the inclusion of year dummy variables.  The findings showed that firms’ specific characteristics have influence on ETRs.  Also, that larger and more profit Table firms have higher ETRs. Unlike size and profitability, there is a negative relation between leverage, capital intensity, research and development expenses and ETRs. 

Boussaidi and Hamed (2009) examined the influence of some governance measures on corporate tax aggressiveness in Tunisia.  The study was based on the analysis of a sample of Tunisian quoted companies for the period 20062012.  The study adopted a regression model and the regression model was based on diversity in gender on corporate board, managerial and concentration ownership and tax aggressiveness activities.  The findings suggested that board diversity and managerial ownership exhibit a positive relation with the effective tax rate while increases in concentration ownership tend to affect it negatively.  In addition, there was no significant effect of corporate board size and external auditors profile on the tax aggressiveness activities. 

A study was carried by Mulyadi, Anwar and Erminus (2016) on corporate governance corporate tax management in Indonesia. This study measured corporate tax management by using effective tax rate (ETR and current ETR) while corporate governance by board size, independent directors, board compensation to sales and control variables, leverage and return on assets.  By using several other control variables, the study utilized regression analysis and conducted the statistical analysis to examine the association between corporate governance and corporate tax management.  The findings showed that corporate governance have a significant relationship to corporate tax management. 

Armstrong et al. (2015) examined the impact of governance on tax aggressiveness. They found a positive relationship between the percentage of non-duty members and tax aggressiveness. They also found that companies with greater institutional ownership have more tax aggressiveness.

Richardson et al. (2014) examined whether or not incentives granted to managers lead to reduction in tax aggressiveness. The results of their study indicated that the company’s financial status, tax allocation of managers and rewards and incentives tied to the performance of managers is positively and significantly associated with tax aggressiveness.

Armstrong et al. (2015) investigated the relationship between corporate governance ownership, management incentives and tax aggressiveness. The results of their study indicated that there is a positive relationship between the independence of board members and financial complexity with a lower level of tax aggressiveness.
Dhaliwal et al. (2011) conducted a study to investigate the relationship between tax aggressiveness and the amount of cash held in the company. The results of their study indicated that there is a negative relationship between tax aggressiveness and the amount of cash. They also found that this negative correlation is weaker in companies with stronger governance mechanisms.

Lanis and Richardson (2011) concluded that the number of non-duty members of the board have a negative and significant relationship with aggressive tax policies. In other words, the greater the number of non-duty board members, the lower the company is inclined to financial management.
Minnick and Noga (2010) conducted a study in which they looked for the effects of features of corporate governance principles on tax management. They indicated that rewards act as incentives for managers to invest in long-term and tax-reducing plans. The findings also indicated that tax management has benefits for the shareholders, and tax management is positively associated with increased profit of shareholders.
Mashaiekhi and Seyyedi (2015) conducted a study and investigated corporate governance and tax aggressiveness in companies listed on Nigerian Stock Exchange. The relationship between some important standards of corporate governance including institutional ownership, board independence and board size with tax aggressiveness were studied. For this purpose, 146 companies listed on Nigerian Stock Exchange during 1992-2012 were investigated. The results indicate that there is no significant relationship between corporate governance and tax aggressiveness.

Rezaei and Azimi (2015) conducted a study to investigate the relationship between corporate governance mechanisms and tax management in companies listed on Nigerian Stock Exchange. In order to test the hypothesis, 80 companies were selected during 2004-2011. The results indicated a significant relationship between independence of board members and the variables of effective cash tax rate, long-term effective cash tax rate, effective commitment tax rate and effective long-term commitment tax rate.

Babajani and Abdi (2010) conducted a study to investigate the relationship between corporate governance and companies’ taxable profits in which the relationship between corporate governance and taxable profits was investigated. This investigation was conducted through investigating the relationship between some of the most important criteria for corporate governance including the number of non-duty members in the board, the combinational role of the executive (duality of the tasks of the executive) and institutional shareholders by examining the percentage difference between expressed and certain taxable profit. The results indicated that there is no significant difference between the average percentage difference of expressed and certain taxable profit in companies that meet the standards of corporate governance principles compared to those that do not have corporate governance standards in place. Whereas, in both companies, the percentage difference has been significant between the expressed and certain taxable profit.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
Research design

Considering the research objectives, this study is an applied and quasi-experimental research in its nature. Multivariate linear regression equation was used for data analysis and hypotheses testing. All required data was extracted from the real data of companies included in the report of the Nigerian Stock Exchange. 
3.2
Population and Sample

The population of the study is the accepted companies listed in Nigerian Stock Exchange. The time domain of this study is the years 2014-2018.
3.3
Sampling and sampling technique

Systematic elimination method has been used for sampling and the companies that possessed all the following conditions were selected as samples:

In order to increase comparability, the financial period should end in March.

The company should have be listed on Nigerian Stock Exchange before 2014.
The required information related to these companies should be available.

The companies should not include banks and financial institutions (investment companies, financial intermediaries, holding and leasing companies), because their financial disclosures and structures are different.

The company should not have a year change or activity change within the time domain.

By applying the above-mentioned conditions among the companies listed on Nigerian Stock Exchange, 103 companies were selected as samples of this study.

3.4
 Variables

Features of corporate governance principles including the number of board members, non-duty board members, managerial ownership and institutional ownership are the independent variables in this study. Tax aggressiveness is considered as dependent variable. Specific features of the company including company size and financial lever have been considered as control variables that we will be discussed in later sections.

3.4.1
Dependent Variable

Tax aggressiveness: Represents tax aggressiveness of company i in year t. The pattern used to operationalize tax aggressiveness is the pattern introduced by Mehrani and Seyyedi (2014), which is as follows.
Statutory rate of tax - actual rate of tax = tax aggressiveness.

3.4.2
Independent Variables

Corporate governance principles including the number of board members, non-duty board members, managerial ownership and institutional ownership are independent variables in this study.

Board size (BZ): Total number of company board members.
Percentage of non-duty board members (ND) is equal to the number of non-duty board members divided by the total number of board members.

Percentage of managerial ownership (CMP) is equal to the percentage of shares held by members of the board.

Percentage of institutional stock ownership (INSINV) equals the percentage of shares held by state and public corporations.

3.4.3
Control Variables

Specific features of the companies including size and financial leverage have been considered as control variables in this study.

Size of the company (SIZEi,t) is obtained through natural logarithm of the company’s market value.

Financial leverage (LEVi,t) is obtained by dividing the company’s total debt to total assets. Jensen (1986) indicated that high debt levels cause problems of representative. We used the division of total debts by book value of equities as the debt ratio.

3.5
Method of Data Analysis

In order to test the hypothesis, the multivariate linear regression model was used in this study.

Tax aggressivenessit=α1+α2BZit+α3NDit+α4CMPit+α5INSINVit+ α6SIZEit+α7LEVit+έ
Eviews software was used to analyze the data.

CHAPTER FOUR

RESULTS AND DISCUSSION

4.1
Results of Descriptive Statistics

Table 1 represents the descriptive statistics of the data used in this study. Results of data analysis indicate that average tax aggressiveness is equal to 0.181 and its standard deviation is 0.0637; the average number of board members equals 5.805 and its standard deviation is 0.554; the mean of the ratio of non-duty members is equal to 0.489 and the standard deviation is 0.256; the average managerial ownership is 5.271 and the standard deviations is 15.39; the mean of institutional ownership is equal to 7.586 and the standard deviation is 58.51; the average size of the company is 6.093 and the standard deviation is 0.577, and the mean of financial leverage is equal to 0.618 and the standard deviation is 0.245. The results of Jarque and Bera test for all variables indicate abnormality of the variables. According to abnormality of variables, the researcher used mathematical function for the parity of data.

	Variables
	Index
	Average
	Standard deviation
	Skewness
	Kurtosis
	Jarque and Bera (error)

	Tax aggressiveness

Members of the board (number)
Non-duty members ratio

Managerial ownership

Institutional ownership

Company size
Financial leverage
	Tax aggressiveness

BZ
ND

CMP
INSINV

SIZE
LEV
	0.181 5.805 0.489 5.271 7.586 6.093
0.618
	0.0637
0.554 0.256 15.93 58.51 0.577
0.245
	−1.0306
−1.068
−0.702
3.205
21.106
0.731
	3.709 14.92 2.600
12.46

468.08
4.56
6.86
	102.96 (0.00)
3177.96 (0.00) 

46.22 (0.00)
2832.49 (0.00)
4755236 (0.00)
84.68 (0.00)
370.27 (0.00)


4.2
Results of the Statistical Tests of the Hypotheses

Considering that the analyzed data are combined data, we should first determine the type of model estimation using the Chow (F Limer) test. The result of Table 2 indicates that the error rate calculated for Arch test for the hypotheses is more than 0.05; therefore, this indicates that the hypotheses are not inconsistent. The results of the table indicate that the significance level of the Limer test is more than 0.05. Therefore, the pooling method is used to estimate the models in this study.

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Table 2: Limer test
	
	
	
	
	
	

	Description
	 SHAPE  \* MERGEFORMAT 



Statistic
	Dissimilarity
 SHAPE  \* MERGEFORMAT 



Significance level
	 SHAPE  \* MERGEFORMAT 



Dissimilarity
	
	
	Limer test
	

	
	
	
	
	Statistic
	
	Significance level
	Method

	1st hypothesis

2nd hypothesis

3rd hypothesis

4th hypothesis
	1.98

2.60
0.356
2.141
	0.159 0.107 0.784
             0.143
	None

None

None

None
	0.987 0.988 1.581
0.989
	
	0.539
0.538 1.00
0.534
	Pooling

Pooling

Pooling

Pooling


Table 1: Results of descriptive statistics of variables
4.3
Results of the Assumptions

There is a significant relationship between the number of board members and tax aggressiveness.

H0: There is no significant relationship between the number of board members and tax aggressiveness.

H1: There is a significant relationship between the number of board members and tax aggressiveness.

It can be observed in Table 3 that the significance level of the t-test for the variable “number of board members” is more than 5% (P > 0.05); therefore, H0 is approved and H1 is rejected. Consequently, we can say that the relationship between the two variables is rejected and the hypothesis is not confirmed. Therefore, it can be said that there is no significant relationship between the number of board members and tax aggressiveness. By increasing the number of board members, it is possible to reduce the company’s control, and thus, the board will seek to reduce tax.

There is a significant relationship between the ratio of non-duty members and tax aggressiveness.

H0: There is no significant relationship between the ratio of non-duty members and tax aggressiveness.

H1: There is a significant relationship between the ratio of non-duty members and tax aggressiveness.

It can be observed in Table 4 that the significance level of the t-test for the variable “number of non-duty members” is <5% (P < 0.01); therefore, H0 is rejected and H1 is approved. Therefore, it can be said that the relationship between the two variables is rejected and the hypothesis is not confirmed. Therefore, it can be said that there is no significant relationship between non-duty members and tax aggressiveness. The reason for this could be because the role of non-duty members regarding corporate governance and supervision of managers assigned to Nigeriaian companies has only remained as a name, and or the simultaneous membership of non-duty board members in several companies may lead to the reduction in their effectiveness.

There is a significant relationship between managerial ownership and tax aggressiveness.

H0: There is no significant relationship between managerial ownership and tax aggressiveness.

H1: There is a significant relationship between managerial ownership and tax aggressiveness.

It can be observed in Table 5 that the significance level of the t-test for the variable of managerial ownership is more than 5% (P > 0.05); therefore, H0 is rejected and H1 is approved. Therefore, we can be 99% sure that tax aggressiveness is affected by managerial ownership, or in other words, managerial ownership has a significant relationship with tax aggressiveness. T-test results indicate that the relationship is negative and this means the reversal effect of the independent variable on the dependent variable, so that the rising managerial ownership would lead to reduction of the ratio of tax aggressiveness. This means that companies with higher managerial ownership have higher tax aggressiveness. Shareholders are usually expected to prefer tax aggressiveness. Nevertheless, research results suggest that family owners are more concerned than others are about the potential fines and damage to reputation arising from governmental audits and have less inclined toward tax aggressiveness (Chen et al., 2010).
There is a significant relationship between institutional ownership and tax aggressiveness.

H0: There is no significant relationship between institutional ownership and tax aggressiveness.

H1: There is a significant relationship between institutional ownership and tax aggressiveness.

	
	Tax aggressivenessit=α1+α2BZit+α3SIZEit+α4LEVit+έ
	
	

	Description
	Coefficient
	Standard deviation
	t-statistic
	Significance level

	Members of the board (number)
	0.0106
	0.0243
	0.418
	0.676

	Company size
	−0.0547
	0.029
	−1.85
	0.064

	Financial leverage
	0.067
	0.0134
	5.014
	0.00

	Constant value
	0.253
	0.0914
	2.76
	0.0059

	Coefficient of determination
	0.048
	
	
	

	F statistic
	8.85
	
	
	

	F significance level
	0.00
	
	
	

	Durbin–Watson statistic
	2.00
	
	
	

	Table 4: Estimation of the model for t
	he second hypothesis
	
	
	

	
	Tax aggressivenessit=α1+α2NDit+α3SIZEit+α4LEVit+έ
	
	

	Description
	Coefficient
	Standard deviation
	t statistic
	Significance level

	Non-duty members ratio
	0.019
	0.0117
	1.622
	0.105

	Company size
	−0.0556
	0.0294
	−1.88
	0.059

	Financial leverage
	0.0724
	0.0138
	5.24
	0.00

	Constant value
	0.268
	0.0732
	3.67
	0.00

	Coefficient of determination
	0.053
	
	
	

	F statistic
	9.71
	
	
	

	F significance level
	0.00
	
	
	

	Durbin–Watson statistic
	1.98
	
	
	


Table 3: Estimation of the model for the first hypothesis

It can be observed in Table 6 that the significance level of the t-test for the variable of institutional ownership is <5% (P < 0.01); therefore, H0 is confirmed and H1 is rejected. Therefore, it can be said that the relationship between the two variables is rejected and the hypothesis is not confirmed. Thus, it can be said that there is no significant relationship between institutional ownership and tax aggressiveness. Perhaps it would be justified in such a way that the lack of adequate supervising performance of institutional owners is probably due to the fact that institutional owners in Nigeria are mostly companies and governmental institutions (Pourheydari and Amininia, 2014).

	
	Tax aggressivenessit=α1+α2CMPit+α3SIZEit+α4LEVit+έ
	
	

	Description
	Coefficient
	Standard deviation
	t statistic
	Significance level

	Managerial ownership

Company size
Financial leverage

Constant value
Coefficient of determination
F statistic

F significance level
Durbin–Watson statistic
	−0.0312
−0.0257
0.0376
0.239
0.520
187.04
0.00
1.94
	0.0013 

0.0209 

0.0096
0.0520
	−22.55
−1.22
3.899

4.59
	0.00
0.220
0.00
0.00

	Table 6: Estimation of the model fo
	r the fourth hypothesis
	
	
	

	
	Tax aggressivenessit=α1+α2INSINVit+α3SIZEit+α4LEVit+έ
	
	

	Description
	Coefficient
	Standard deviation
	t statistic
	Significance level

	Institutional ownership

Company size
Financial leverage

Constant value
Coefficient of determination
F statistic

F significance level
Durbin–Watson statistic
	−0.001
−0.0509
0.0676
0.269
0.049
8.91 

0.00
2.004
	0.0018 

0.0299 

0.0134
0.0741
	−0.52
−1.702
5.013
3.63
	0.567
0.089
0.00
0.00
	


(Lanis and Richardson, 2011; Mashaiekhi and Seyyedi, 2015; Rezaei and Azimi, 2015). There is no significant relationship between managerial ownership and tax aggressiveness in testing the third hypothesis. Shareholders are usually expected to prefer tax aggressiveness. However, research results suggest that family owners are more concerned than others about the potential fines and damage to reputation arising from government audits and have less incentive for tax aggressiveness. Therefore, it can be concluded that there is no significant relationship between institutional ownership and tax aggressiveness. Perhaps it would be justified in such a way that the lack of adequate supervising performance of institutional owners is probably due to the fact that institutional owners in Nigeria are mostly companies and governmental institutions. Results of testing this hypothesis are consistent with the research conducted by Armstrong et al. (2015) and Pourheydari and Amininia (2014).
Although, a significant relationship was expected between corporate governance and tax aggressiveness, therefore, according to theoretical principles, and some empirical evidences, several reasons can be explained for the results of this study. Evidence suggests that there is a positive relationship between tax aggressiveness and diagnostic and expressed tax differences and it can be argued that the government is more willing to obtain higher tax than that of the expressed tax by the companies that avoid tax, and thus, assign higher taxes for this group of companies. As a result, tax aggressiveness may be a useful action in reducing the actual tax in these circumstances, and this is why the companies that intend to reduce their taxes look for other solutions such as conservatism, earnings management, tax evasion, etc. In addition, the market and other groups may have a negative reaction toward companies that avoid tax, and these actions lead to a negative reputation for the company.

CHAPTER FIVE

CONCLUSION AND RECOMMENDATION

5.1
Conclusion

This study sought to find the answer to the question whether the mechanisms of corporate governance affect tax aggressiveness of companies. Based on the findings of the study, the study concluded that there exist a significant relationship between corporate governance mechanisms and tax aggressiveness of quoted firms in Nigeria. Therefore, owing to the significant relationship between corporate governance mechanisms on tax aggressiveness, the role played by corporate governance in militating against tax aggressiveness cannot be over emphasized.  

In this regard, the criteria including the number of board members, percentage of non-duty members, managerial ownership and institutional ownership were used as corporate governance principles. In testing the first hypothesis, no significant relationship was observed between the number of board members and tax aggressiveness. The results of this hypothesis indicate that by an increase in the number of board members, control over the company may reduce, and therefore, board members seek to reduce their tax. The results of testing this hypothesis are consistent with the research conducted by the (Mashaiekhi and Seyyedi, 2015). There is no significant relationship between non-duty board members and tax aggressiveness in testing the second hypothesis. The reason for this could be because the role of non-duty directors in corporate governance and supervision of managers assigned to Nigeriaian companies has only remained as a name, and or the simultaneous membership of non-duty board members in several companies may lead to reduced effectiveness.

Results indicate that institutional ownership has a significant impact on tax aggressiveness. Institutional owners are recommended to more accurately monitor the activity of tax planning as it may result in opportunistic behavior of managers. Similar to other studies, conducting this study encompassed some difficulties that should be considered in the generalization of results. First, it was not possible to exercise some tax aggressiveness patterns according to environmental conditions and relevant laws. Furthermore, failure to provide certain required information such as tax rate, percentage of free floating shares and annual losses led to elimination of a considerable number of companies from our sample group, and thus, reduction in the study sample. 

5.2
Recommendations

Based on the findings of the study, the following recommendations were proffered:  

That quoted firms in Nigeria should pay less attention to the size of their board, but rather focus on the quality and integrity of the members of the board.

That quoted firms in Nigeria should give value to diversity in the board composition within the firm as diversity in the board decreases tax aggressiveness.

That quoted firms in Nigeria should adhere strictly to the SEC and CBN code of corporate governance provisions which provides that a company should have one (1) and two (2) independent directors respectively. This is necessitated as the presence of independent directors ensures independence of the board; 

That quoted firms in Nigeria should ensure the involvement of more independent non-executive directors than non-executive directors. This is vital as revealed from the study that the proportion of non-executive director to executive director has a negative significant influence on tax aggressiveness of the observed firms.  

5.3
Suggestion for further study

According to the results of this study, some suggestions for future studies can be provided as follows:

Investigating tax aggressiveness and social responsibility of companies.

Investigating the effect of other issues in corporate governance including type of auditing, and internal controls.

Investigating the effect of ownership type on tax policy and tax aggressiveness of companies.
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