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Abstract

The purpose of this study is to examine the relationship between financial reporting and
tax issues in Nigeria. The objective of the study is to examine the relationship between
deferred taxation, tax planning and financial reporting in Nigeria. The study adopts a
longitudinal research design for the collection of secondary data for the period of 2012
to 2016 where thirty-two (32) quoted non-service company are randomly selected and
employs Logistic regression for the empirical analysis. The empirical evidence shows
that deferred taxation has a positive and a significant relationship with financial
reporting at 1% level of significant across the models (Probit, Logit and Extreme value
regressions), tax planning measured by cash effective tax rate has a positive and
insignificant relationship with financial reporting even at 10% level of significant across
the models (Probit, Logit and Extreme value regressions). And tax planning measured by
income effective tax rate has a negative and insignificant relationship with financial
reporting even at 10% level of significant across the models (Probit, Logit and Extreme
value regressions). The study therefore recommends that financial managers and
accountants should consolidate deferred tax liabilities for the intended purpose because
it help to generate more cash flow to the organization for meeting operation activities.
The study also suggests that management of quoted firms in Nigeria should employ
stringent tax measures to cushion the incidence of cash effective tax rate and income
effective tax rate.
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INTRODUCTION

The Nigerion tox system has undergone series of reforms ond amendments geared
towards enhoncing tox collection ond administration with minimol enforcement cost ond
high level of toxx complionce from tox payers in Nigeria.(Adedeji & Oboh, 2012). Ezeoha
ond Ogomba (2010:5), “oargue that the Nigerion tox system hos on inherent delinquent
that hos been amojor impediment to economic growth, where tox evasion ond avoidonce
ore the meons employed by tax payers not to comply with the payment of tox”. Torgler
(2007) argues thot toxpayers are willing to cooperate with the tox authority will increase,
if they sees itself as a service institution ond provides a quality service ond meets the
toxpoyers expectotion. This shows that toxpayers are willing to cooperate with the tox
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authority leads to credible financiol reporting. The quality of finonciol reporting has to be
maintained in order to ensure good measure of credibility on the information disclosed to
the general public of the finoncial health of the componies ot the end of the finoncial
period (Adeyemi, Okpala &Dabor, 2012). Financiol reporting credibility is reflected in
the confidence of users in oudited finonciol reports (Watkins, Hillison & Morecroft,
2004).

Tox administration is o very crucial ond bases for ony economic development of mony
notions ond society over along period of time (Guroma & Monsor, 2015). However, this
fundomental ond basic source of capacity ond economic building is related with vorious
problems which need urgent ottention by the stokeholders ond policy mokers in
maintaining quolity finonciol reporting. Muhrtola ond Ogundeji (2013:35), “ore of the
view that foctors that influence shorp proctices in the tox system include the presence of
high tox burden, non-availobility of comprehensive tox poyers dotobose, lack of
accountobility for tox revenue, lack of clority ond foirness on toxotion powers of
government, lock of skilled monpower ond inodequate funding, oggressive ond
unorthodox tax collection methods, non-—refund of excess toxes paid by economic ogents,
non-review of tax legislations guiding the operotion of toxes in Nigeric’. In addition, the
corruption is paramount among tox officials in a society where there is poor tox policy
ond weok tox administration. This issue has led to poor finoncial reporting quality in
public ond privote sector of the Nigerion economy. In order to fill the gop in knowledge,
this study tried to find out the tox issues that influence credible finoncial reporting. The
study contributed to the body of knowledge the possible effect of deferred toxation ond
tox plonning on finonciol reporting in Nigerio.

Objective of the Study

The broad objective of this study is to examine the relationship between finonciol

reporting quality ond tox issues in Nigerio. The specific objective is:

(1) to exomine the relotionship between deferred toxotion ond finonciol reporting
quality in Nigerio.

(i1) to examine the relationship between tox plonning ond finoncial reporting quality in
Nigerio.

LITERATURE REVIEWAND HYPOTHESIS DEVELOPMENT

Financial Reporting Quality

The finoncial reporting is on importont element necessory for corporate governonce
system to function effectively, that is, it provide quality information about o business
entity that is useful to a wide ronge of users (i.e., Creditors, Shareholders, Finonciol
Institutions, e.t.c) to moke economic decisions obout their resources (Osisioma &
Endhoro, 2006; Appoh & Emeh, 2013). According to Ogbaisi, [zedonmi, ond Dobor
(2016:75), “financial stotements is aimed to provide information obout the finonciol
position, performonce ond chonges in finoncial position of on enterprise that is useful to o
wide ronge of users in moking economic decisions”. Finoncial stotements should be
understondoble, relevont, relioble ond comporoble. The need for credible finonciol
reporting hos become imperative due to the increosing exposure of Nigerion business
orgonizations to internotional capitol morkets ond the adoption of International Finonciol
Reporting Stondords (IFRS). Adeyemi (2016) stotes that IFRS concept is bases on

Financial Reporting and Tax Issues in Nigeria 35



Journal of Taxation and Economic Development ISSN 1118-6017 Vol. 18, (1), March 2019

estoblishing a set of accounting stondords issued by the Internationol Accounting
Stondords Board (IASB) which wos estoblished to achieve the objective of developing o
single set of high quality globally accepted accounting stondords boased upon clearly
articulated principles. Adzis, Tripe ond Dunmore (2012) odd thot the general overview of
International Finoncial Reporting Stondords (IFRS) is to estoblish o common set of
accounting stondords to promote the comporability of financiol statements oround the
globe. In addition, the adoption of IFRS was expected to improve the quality of finoncial
reporting, increose the tronsporency of financial informotion due to increased disclosure
requirements, ond increose access to international copitol morkets.

Tax Issues in Nigeria

Toxation has been o concern of global significonce as it affects every economy
irrespective of national differences. Therefore, on efficient ond robust tox system is the
cornerstone to ottoining the Nigeria's ambition of becoming one of the most ropidly
developing economies of the world (Adedeji & Oboh, 2012). Total tox expense reflects
the tox expenses over the tox benefits that are attributable to pre-tox book income but that
are not reflected in current tox expense of the period (Astrid, 2011). “The purpose of
deferred tox accounting is to inform about future tox benefits ond future tox liobilities, on
onolysis of the relation of currently disclosed deferred toxes to actual future tox cash flow
is crucial for assessing whether deferred tox occounting actuolly meets its intended
purpose,” (Beechy, 2007:221). Deferred tox occounting is the recognition of the tox
consequences of an item reported within the finoncial stotements in the same occounting
period os the item itself.

Tax Planning

Tox plonning is on orrongement of the finoncial offoirs in such a woy thot without
violating in ony way the legal provisions, full advontoge is token of all tox exemptions,
rebates, allowonces ond other reliefs or benefits permitted under the Act for improved
financial reporting (Taylor, & Richordson, 2014). Hence, “tox plonning is seen os the
methods employed by o tox payer to reduce the burden of toxes in o legol monner.
Avoidonce is normally employed to minimize tox liobility” (Cowell, 1990b:231).
However, avoidonce is encouroged by legislation gronting favouroble tox treotment to
specific activities in controst to general toxation principles. As for os economic function
is concerned, however, evosion ond avoidonce obviously have very strong similarities;
sometimes, indeed, they con hardly be distinguished (Cowell, 1990b). “Tox avoidance is
acost benefit to the compony becouseplonning of tox costs implies higher cash flows ond
net income for the firm ond residually for its shareholders”(Blouin, 2014:875).

Effective tox rote is used os ameosure of tox plonning because both effective tox rate ond
tox savings figures yield the same result since stotutory tox rote is constont over the yeors
of the study, Taylor ond Richordson (2014:1), “corried out on empirical study on
incentives for corporate tox plonning ond reporting”. The study mode use of 200 publicly
listed Austrolion firms for the period of 2006 to 2010 period for the empirical onalysis.
“The study revealed that reported uncertointy of o firm's tox position, the tox expertise of
its directors, ond the performonce-bosed remuneration incentives of key monagement
personnel had significantly positively ossociated with tox avoidonce while tox-related
affiliotion wos significontly negatively associated with tox avoidonce™.
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Deferred Tax Asset

Tox on extroordinary item ond prior yeor adjustment should be deducted or added to the
related item ond disclosed by way of notes. Deferred tax should be shown separately
from the items ond disclosed by way of note. Tox should be recognized os expense or
income, ond included in the profit ond loss account of the period, as a separate line item
(SAS 19). In addition, the chonges in deferred tox assets ore based on income tox expense
which directly affecting net income; deferred tox assets may be on ottroctive account to
monogeearnings. Therefore, “reseorch on recognition of deferred tox ossets has
primorily focused onwhether discretion in recognition is used for eornings monogement
purposes,” (Christensen, Paik & Stice, 2008: 601). According to Zee, Stotsky ond Ley
(2002:1497), “investment tax credit os arecognized measured of deferred tox asset in o
new monufocturing plont ond equipment purchosed for first-time use in monufocturing
or processing”. Therefore, “the componies earn 10% non-refundoble tox credit which
con be applied ogainst compony income tox in the yeor earned, with unused credits
usuolly avoiloble for either 10-yeor corry forword or 3-yeor corry backword”. Gugl ond
Zodrow (2006:167), “odd that investment tox credit as o recognized meosured of
deferred tox asset is only earned in the year that the property was octually acquired, ond
only opplies to new properties in ac.compony”.

Deferred Tax Liability

Tox consequences of business tromsoctions ore recognized in that period when they are
recognized by tox authorities, which may be before or after the period when the event
itself is recognized in the finoncial stotements. It violates the relationship between
accounting income ond income tox expense in the income statement ond leads to
distortions in net profit ofter tox. Therefore, deferred tox liobility is not recognized for the
initial recognition of the assets in atronsoction that is not abusiness combination ond thot
affects neither accounting or toxoble profit or loss and differences relating to investment
in subsidiaries, jointly controlled entities ond goodwill to the extent that it is proboble
that they will not reverse in the foreseeoble future (Hoskins & Simko, 2011). Meonwhile,
deferred tox liobility is measured ot the tox rates thot are expected to be applied to
temporary differences when they reverse based on the laws that have been enacted or
substontively enocted by the reporting dote. A deferred tox liobility is the estimoted
future tox increose related to book income. It is created when on expense is deductible for
tox purposes in the current period but is not deductible for book income until some future
period, or when revenue is includible for book purposes but not for taxoble income until o
future period. Therefore, deferred tox liobilities include book-tox depreciotion
differences (occelerated for tox purposes), instollment soles, ond undistributed or
reinvested foreign earnings (Poterba, Roo & Seidmon, 2007). Astrid (2011) argued that
the informative volue of deferred toxes is only low due to highly uncertoin cosh flow
implications. Meonwhile, the mojor port of deferred toxes is not expected to be realized
in the near future os a.consequence of arising from operating ond, therefore, periodicolly
recurring octivities, which results in on effectively permonent deferral of the associated
tax cosh flow. In other words, the lack of relevonce of deferred tox information is seen as
a consequence of lacking cosh flow implications would challenge the usefulness of
deferred tox occounting in a given reporting entity. Chludek (2011:1), “conducted a
study on the impact of deferred tox on firm value”. The study showed that deferred toxes
are not significontly related to actual tox cash flow of 67.25 percent of the sample firms.
Also, “firms with significont deferred tox information tend to perform poorly bosed on
the averoge volue, less growth (of sales, operating cash flow, and total ossets), lower
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ROA, ond significontly less multinational octivity (as measured by percent of foreign to
total pre-tox income) as compared to the total somple™.

METHODOLOGY

The study employed longitudinal reseorch design in the collection of doto. The
population of this study consists of all non—finonciol quoted ond non-service firms in
Nigeria Stock Exchange for the period of 2012 to 2016. The population is mode up of
componies whose shares ore quoted on the floor of the Nigerion Stock Exchonge ond
must have finished its obligation in delivery onnuol reports for the yeor ended 2016. The
sompled firms were simple rondomly from the following sectors, Agriculture,
Breweries, Building/ Materiols, Health Core, Industriol ond Domestic products,
Food/Breverages ond Tobacco, Petroleum morketing componies etc. In considering
sample size, Saunders, Lewis and Thornhill (2003) suggested that o minimum number of
thirty (30) for statisticol onalyses provide o useful rule of thumb. However, the study
used thirty-two (32) saompled non-service firms in the Nigerion Stock Exchonge. The
estimations were carried out with the aid of E-views version 8.0.

Model Specification and Measurement

In the light of the above methodology and theoretical framework deduced to adequotely
capture ond empiricolly onolyze the finoncial reporting ond tox issues in Nigerio. A
logistic regression econometric model specified in equation (11) will be employed for
model. This assumption is that, the dependent vorioble is o dummy variable. The model
below is adopted from McFadden Logistic Regression Model (1974) os measured in
recent prior study (Adeniye & Mieseigha, 2013). Itis express os:

FRP=F (DTL, TPL) .. enttitiii i (1)
The binary regressions with error term (et) is express in equation (2)
FRP=0,+ 0, DTL+ 0, TPL+€.....cciiiiiiiiii e, (2)

Where;

FRP=Financiol reporting
TPL =Tox plonning
DTA=Deferred tox osset
g=error term

Dependent Variable
Finonciol reporting is measured by adummy varioble: “1”” Big 4 or otherwise “0”

Independent Variable

Tox plonning is proxy by cosh effective tox rate (CTR) ond income effective tox rate
(ITR) which is measured by corporate income tox expense (excluding deferred tox
expense)/ profit before tox) (Kowor & Kportorgbi, 2014).

DATAPRESENTATION AND DISCUSSION OF RESULTS

To study examined the relationship between finoncial reporting ond tox issues in Nigerio.
The study employed Correlation Motrix, Logistic Regression; Table 1 shows the
correlation motrix result which meosures the degree of lineor relotionship between the
given variobles for the study. The result of the correlation coefficient reveoled thot
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deferred tox liobility (DTL) wos positive ond moderately correlated with finonciol
reporting (FRP=0.2191). Tox plonning (TPL) meosured by cash effective tox rate (CTR)
wos negative ond weokly correlated with financial reporting (FRP =-0.1063). Also, tox
plonning (TPL) meosured by income effective tox rate (ITR) wos negative ond weokly
correlated with finoncial reporting (FRP =-0.0035). This meons thot there is the absence
of multicolinearity problem in our model. Multicollinearity between explonatory
variobles may result to wrong signs or implousible mognitudes, in the estimoted model
coefficients, ond the bias of the stondord errors of the coefficients. The correlotion result

is presented in toble 1 below;

Table 1: Correlations Result

Voriable FRP DTL CIR ITR
FRP 1
DTL 0.2191 1
CRR -0.1063 -0.0013 1
ITR -0.0035 -0.0027 0.1220 1

Source: Author’s Computation (2018)

The study employed Logistic regression techniques to examine the relationship between
the finoncial reporting ond tox issues ond to test the formulated hypotheses. The

regression results obtoined were presented in toble 2 below.

Table 2: Logistic Regression Results

PROBIT LOGIT EXTREME VALUE
C 0.19 0.24 0.53
(0.10) (0.77) (2.25)
[0.30] [0.44] [0.02]**
DTL 9.48 1.88 1.76
(2.55) (2.37) (2.33)
[0.01]* [0.01]* [0.01]*
CTR 0.007 0.01 0.009
(1.61) (1.55) (0.60)
[0.11] [0.11] [0.11]
ITR 0.0008 -0.001 -0.001
(-0.62) (-0.75) (-0.82)
[0.52] [0.44] [0.41]
McFaden R2 0.096648 0.099873 0.101768
LR stotistic 14.81 15.31 15.60
Prob (LR-Stot) 0.001981 0.001569 0.001369

Note: (1) Parentheses () are z-statistic while brocket [ ] are p-volues
(2) *, and ** were, 1% oand 5% level of significance respectively.
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It would be revealed from the obove that the study employed oo dummy meosure for the

dependent variobles to proxy financiol reporting. The Logistic regression showed that
the McFodden R2 value Probit regression (0.096648), Logit regression (0.099873) ond
Extreme volue regression (0.101768) ond its associated probobility volues of 0.001

across the models showed obout 10% of the chonces in variation of finoncial reporting
(FRP) was jointly explained by the independent voriables (deferred toxotion, ond tox
plonning). Therefore, thot the model on overall is statisticolly significont. The LR—
statistic volue of 14.81, 15.31 ond 15.60 showed that the model on overall was

statistically significont. This meons thot there exists a significont lineor relationship

between the dependent varioble ond the independent variables.

Following the results in the table above, deferred toxation (DTL) had a positive ond o
significont relationship with finoncial reporting (FRP) at 1% level of significont across
the models (Probit, Logit ond Extreme volue regressions). This meons that presence of
quolity finonciol reporting hos the tendency of increosing deferred toxation in the
Balonce Sheet of the componies. Tox plonning meosured by cash effective tox rate (CTR)
has a positive and insignificont relotionship with finoncial reporting (FRP) even ot 10%
level of significont ocross the models (Probit, Logit ond Extreme volue regressions).
This meons that presence of quality finoncial reporting hos the tendency of increosing tox
plonning issues but wos statistically insignificont. More so, Tox plonning meosured by
income effective tox rate (ITR) hos o negative ond insignificont relationship with
finoncial reporting (FRP) even ot 10% level of significont across the models (Probit,
Logit ond Extreme volue regressions). This meons that presence of quality finonciol
reporting hos the tendency of decreosing tox plomning issues but was statistically
insignificont.

CONCLUSIONAND RECOMMENDATIONS

Tox system is one of the most effective meons of mobilizing resources for ony given
country ond creating on environment conducive to the promotion of business
orgonizotions that would enhonce economic growth. Taxotion might chonge the ronking
of different alternatives, i.e. it is relevont for decision-moking. Business monogers might
increase post-tox performance by considering different levels of toxation on different
decision olternatives for improve finoncial reporting quolity. The study therefore
recommends thot:

(1) Financiol monogers ond accountonts should consolidate deferred tox liobilities for
the intended purpose becouse it helps to generote more cosh flow to the orgonization
for meeting operation octivities.

(i1) The study olso suggests thot monogement of quoted firms in Nigerio.should employ

stringent toxx measures to cushion the incidence of cash effective tox rate ond income
effective tox rote.
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APPENDIX: RESULTS

CORRELATION MATRIX
FRP DTL
FRP 1.000000 0.219183
DTL 0219183 1.000000
CTR 0.106380  -0.001356

ITR -0.003595  -0.002794

Dependent Varioble: FRP

CTR ITR
0.106380  -0.003595
-0.001356  -0.002794
1.000000 0.122068
0.122068 1.000000

Method: ML —Binary Probit (Quodratic hill climbing)

Daote: 06/19/18 Time: 10:18
Somple: 1134
Included observotions: 133

Convergence achieved after 10 iterations
Covarionce motrix computed using second derivatives

Voarioble Coefficient  Std. Error  z-Statistic Prob.

C 0.190355  0.185418  1.026625 0.3046

DTL 9.48E-08  3.71E-68  2.557221 0.0106

CTR 0.007461  0.004632  1.610862 0.1072

ITR -0.000834  0.001324 -0.629836 0.5288

McFodden R-squored 0.096646 Meon dependent vor 0.736842

S.D. dependent vor 0.442012 S.E. of regression 0.423670

Akaike info criterion 1.101418 Sum squored resid 23.15501

Schworz criterion 1.188346 Log likelihood -69.24431

HonnonQuinn criter. 1.136742 Devionce 138.4886

Restr. deviance 153.3049 Restr. log likelihood —76.65244

LR stotistic 14.81625 Avg. log likelihood -0.520634
Prob(LR stotistic) 0.001981

Obs with Dep=0 35 Totol obs 133
Obs with Dep=1 98
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Dependent Varioble: FRP

Method: ML —Binary Logit (Quadratic hill climbing)

Dote: 06/19/18 Time: 10:19
Somple: 1134
Included observations: 133

Convergence achieved ofter 10 iterations
Covarionce motrix computed using second derivatives

Varioble Coefficient Std. Eror  zStatistic Prob.
C 0.243071  0.315310  0.770896 0.4408
DTL 1.88E-07  7.93E-08 2375709 0.0175
CTR 0.013110  0.008421  1.556755 0.1195
ITR -9.001660  0.002194 -0.756658 0.4493
McFodden R-squared 0.099877 Meon dependent vor 0.736842
S.D. dependent var 0.442012 S.E. of regression 0.421999
Akaike info criterion 1.097694 Sum squored resid 22.97276
Schwaorz criterion 1.184622 Loglikelihood -68.99666
Honnon€Quinn criter. 1.133018 Deviance 137.9933
Restr. devionce 153.3049 Restr. log likelihood —76.65244
LR stotistic 15.31156 Avg. log likelihood -0.518772
Prob(LR stotistic) 0.001569
Obs with Dep=0 35 Totol obs 133
Obs with Dep=1 98
Dependent Varioble: FRP
Method: ML —Binary Extreme Volue (Quadratic hill climbing)
Date: 06/19/18 Time: 10:19
Somple: 1 134
Included observations: 133
Convergence achieved ofter 9 iterations
Covarionce motrix computed using second derivatives
Voarioble Coefficient  Std. Error  z-Stotistic Prob.
C 0.531832  0.235393 2259333 0.0239
DTL L.76E-07  7.54E-08 2334940 0.0195
CTR 0.009941  0.006188  1.606500 0.1082
ITR -0.001437  0.001745 -0.823514 0.4102
McFodden R-squared 0.101768 Meon dependent vor 0.736842
S.D. dependent vor 0.442012 S.E. of regression 0.421207
Akaoike info criterion 1.095514 Sum squored resid 22.88655
Schworz criterion 1.182442 Log likelihood -68.85168
Honnon-Quinn criter. 1.130838 Devionce 137.7034
Restr. deviance 153.3049 Restr. log likelihood -76.65244
LR stotistic 15.60151 Avg. log likelihood -0.517682
Prob(LR stotistic) 0.001369
Obs with Dep=0 35 Totol obs 133
Obs with Dep=1 R
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