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Abstract

The objective of this study is to ascertain the relationship between corporate social
responsibility and aggressive tax behaviour of Nigerian firms. The study was restricted
to the manufacturing sub-sector with the time scope of eleven years (2007-2017). A
sample of thirty firms was selected using random sampling technique. The study
employed the Least Square statistical technique to ascertain the relationship between the
dependent and independent variables. The result shows that there is a positive
relationship between corporate social responsibility and aggressive tax behaviour of the
Nigerian manufacturing firms. This study recommended that researchers that intend to
veer in this area of study should examine the impact of CSR on tax aggressiveness in the
presence of earnings manipulation.

Keywords: Tax Aggressiveness, Risk Management Strategy theory, Corporate Social
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INTRODUCTION

The primory motive for corrying out ony business orgonizotion is to moke o profit ond to
achieve this motive manogers strategicolly lookout for woys to minimize cost in order to
moximize profit. One area that monaogers strotegically reduce cost is on areo of toxotion.
Klossen, Lisowsky ond Mescall (2016) document that monogers in recent times hove
marsholled out legal meons to whittle down cost via reduction of tox expenses. One
omong mony mechonisms that monogers con use to reduce tox expenses is oggressive tox
mechonism. Frongo, Moroes ond Moartinez (2015) report thot tox aggressiveness is on
integral part of the overall business plon which is geared toword the reduction of tox
expenses.

An oggressive firm will always go for on option that permits minimoal tox burden when

tronsoctions are mode. Lonis, Richardson ond Taylor (2017) opined thot when
structuring tromsoctions, monogers olwoys look for the forms ond olternatives that
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guarontee the greatest tox sovings. In certain cloms, this conduct is assumed to be legally
dubious. However prior studies have shown thot tox aggressiveness con be used os o tox—
saving vehicle for cutting costs in order increase shareholders' wealth (Grohom &
Tucker, 2006; Honlon & Heitzmon, 2010; Honlon & Slemrod, 2009).

The determinonts of oggressive tox behaviour ore not certain. Various foctors have been
suggested by different researchers in extont literature to be responsible for aggressive tox
behaviour. Some scholars (Desai & Dharmopala, 2006, 2009; Dyreng, Honlon &
Maydew, 2008) suggest that firm chorocteristics are the mojor determinonts of tox
oggressive behavior of monogers while on the controry other scholors (Kubick, Lynch,
Mayberry & Omer, 2015; Huong,L.obo, Wong, & Xie, 2016; McGuire, Omer & Wilde,
2014) orguethat the ottributes of firms' operating environment (environmentol foctors
like product morket competition, customer concentration ond the set of investment
opportunities) are key determinonts of monagers' oggressive tox behaviour. The
modality school of thought (Brown & Droke, 2013; Cheng, Huong, Yinghua Li &
Stonfield, 2012; McGuire, Omer & Wong, 2012; Klossen et ol., 2016; Khon,Srinivason
,2017) argues that some gotekeepers, such os corporote networks industry expert
accounts  octivities hedge funds ond institutional investors focilitote or inhibit
aggressive tox behaviour in certoin settings.

Logical reasoning suggests thot there is a link between aggressive tox behaviours ond
Corporate Social Responsibility (CSR). However, prior studies hoave not been oble to
establish the relationship between tox oggressiveness ond CSR. Some outhors suggest
that CSR impocts tox oggressiveness while others orgued thot oggressive tox
aggressiveness impacts CSR. Some studies suggest thot firms use CSR os tox shelters
while other scholars argue thaot firms that toke advontoge of tox shelter are socially
irresponsible (Erle, 2008; Schon, 2008; Lonis & Richardson, 2012). The argument thot is
brought to the fore is that tox shelter reduces tox revenue which in turn result to lower the
provision for public goods by government. Very few works have done on the relationship
between Corporate Social ond tox oggressiveness in the Nigerion content. Agoinst this
backdrop, this study is aimed ot ascertoining the relationship between CSR ond tox
aggressiveness in the Nigerion Monufocturing sector.

LITERATURE REVIEW

Conceptual Framework

Corporate Social Responsibility

The EU (2016) sees corporate social responsibility a situation whereby componies
voluntarily go beyond what is required by the low to ochieve the social ond
environmental objective in the course of corrying out their doily business activities.
Knuutinen (2016) document that the concept CSR refers to the operations or actions of
componies that are above or independent of the limit or minimum requirement set by
legislation Society expects componies to oct in sociolly responsible ways. In other
words, society sets the expectation for business to reflect its ethical norms. McWillioms
ond Siegel (2001) define CSR os actions that appear to further some social good beyond
the interests of the firm ond thot which is required by law. The World Business Council
for Sustainoble Development (2000) defines CSR os the continuing commitment by
business to behave ethically ond contribute to economic development while improving
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the quality of life of the workforce ond their fomilies os well as of the locol community
ond the society ot lorge.

Tax Aggressiveness

Chen et ol (2010) define tox oggressiveness os the effort of the compony to
minimize tox poyments using oggressive tox plonning octivities ond tox avoidonce. Fron
et al (2009) describe aggressive tox os the monipulotion to lower tox income using
tox plonning thot con be considered os tox monogement. Bruce ot ol (2007) report thot the
tox oggressiveness is o fervent action token by componies to reduce their public debts
from shoping ond offecting their finoncial strategy scheme. Aggressive tox represents
different hondling activities to lower toxoble income thot con be legal or illegol. Desoi
ond Dhormopal (2006) indicate thot tox oggressive octivities ore chorocterized by
complexity and obfuscation, which are proctically difficult to detect. In fact, the most
significont goal is to increase the net income of the compony which creates o positive
signal to foreign investors. Blouin (2014) explains that the lack of adefinitive measure of
tox oggressiveness is becomse there is little consensus os to how to define tox
aggressiveness. She further exploins how various types of tox plonning have differing
levels of risk, ond orgues thot only tox plonning .beyond occeptoble, legisloted or
“known” tox deductions should constitute oggressive tox plonning. This perspective
stems from the observation thot, in general, ony innovative tox plonning that capitolizes
on uncertointy in the tox code could be deemed risky until it survives challenges by the
tox authorities ond/or the courts.

THEORETICAL FRAMEWORK

Risk Management Strategy Theory

Risk monogement strategy theory believes that CSR activities con enhonce o firm's
reputation for social responsibility to avoid risks of onti-political, regulatory ond
social sonctions. Godfrey (2005) orgues thot o positive social reputation is
importont when there is o negotive event in business. This reputation helps to
improve sonctions on the compony's business, thus providing a degree of insuronce
coveroge. Some schools of thought argue that tox oggressive behaviour con lead to
negoative sonctions such os loss of corporate reputation, increased politicol pressure,
penalty imposed by tox bureous ond even consumer boycotts. They further report that
smort monoger use provision of CSR to hedge the negative effects of these sonctions.

Review of Empirical Studies

Lonis ond Richardson (2012) carried out astudy in Austral to determine the relationship
between CSR ond tox oggressiveness employing a cross-industry somple of 408 listed
Australion. Their result reveals that higher levels of CSR activities are associoted with
lower tox oggressiveness; while for the disoggregate CSR components, corporote
strategy ond sociol investment items hove negative ond significant relationship with tox
oggressiveness.

Hoi et ol. (2013) carry out a study to find out the correlation between corporote social
responsibility (CSR) ond tox oggressiveness using quoted componies on the Austrolion
stock market. Their result shows that showed CSR octivities have anegative impoct on
tox oggressiveness. Londry, Deslondes ond Fortin (2013) investigate the relationship
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between CSR ond tox oggressiveness using archivol doto for 2004—2008 on ponel doto.of
Conodion firms. Their results reveal thot fomily firms ore less tox aggressive thon non—
fomily firms. Their findings suggest thot tox behaviours are not necessorily aligned with
corporate sociol responsibility. The findings underscore the importonce of considering
corporote social responsibility dimensions seporately when investigoting the
relationship between tox aggressiveness ond corporate sociol responsibility. Loguir et ol.
(2015) researched how different octivities of social responsibility of o compony
influence the tox oggressiveness of the compony. The results showed that tox
aggressiveness of o compony depends on the noture of socially responsible octivities of
the compony. More extensive are the octivities of the sociol dimension of a sociolly
responsible compony, lower is the level of tox aggressiveness.

Mgbame, Mgbome ond Yekini, (2017) investigoted the effect of corporate social
responsibility (CSR) performonce on tox oggressiveness of quoted Nigerion firms using
cross—sectional reseorch design. They used a somple of 50 componies for the period of
2007 to 2013. Their findings reveal that there is o negative relationship between CSR
performonce ond tox oggressiveness in Nigerio. Agundu ond Siyonbola(2017) perform a
study in Nigeria to ascertain the relotionship between CSR ond tox oggressiveness
employing Ordinory Least Squore technique. Their results estoblish thot tox
aggressiveness has a positive relationship with CSR focal components (environmentaol
enhoncement ond community involvement).

METHODOLOGY

This study opplied asimple random sampling technique to select 30 monufacturing firms
quoted on the floor of the Nigerion stock exchonge market as ot 31st December 2017.
The researcher extracted information from the finoncial report of selected companies.
This study adopted the modified version of Honlonond ond Heitzmon (2010) to express
the relationship between the dependent varioble ond the independent varioble ond it is
written below:

TAGit = B,+ B,FSZ,+B,LEV,+B,CSR,+&, ... (1)
where:
TAG = Tox Aggressiveness
CSR = Corporate Social Responsibility.
FSIZE = Firm size (proxy by notural logarithm of totol ossets),
LEV = Leveroge
& Error Term,

By, B,, B,, B,= coefficients. A Prior expectotion =3, 3,, B,, ond ,>0.
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Operation and Measurement of Variables

Variable R Measurement Source
Label
Dependent
Chen etal., (2010);
Tax TAG Effective Tax Honlon & Heitzmon,
Aggressiveness Rate (2010); Lonis &
Richordson (2012).
Independent
Corporate Social CSR Donations made ]()2%]31063 ond Dobor )
Responsibility by the firm.
Control variables
is meosured os Ferguson, Pinnuck
Leverage LEV long-term debt & Skinner, (2013) +
scaled by osset
. . Ferguson, Pinnuck,
Firm Size FISIZE  Log of total asset & Skinner, (2013) +
Source: Researcher’s Computation (2018)
PRESENTATION OF RESULT
Table 4.1: Descriptive Statistics
Mean Max Min Stv.dev JB  Prob Kurtosis Obs
TAG 0.2229 1.97 -1.99 0.37 920.2  0.000 16.45 120

CSR 21471990 1.O3E 215000 25062098 73.95 0.000 514 120
FSZ 75586 24528 160.0 6708.3 16.56  0.000 2.611 120
LEV 1.27 1657  4.1500 3.06 10922 0.000 15.90 120

Source: Researcher’s Computation (2018)

Toble 4.1 presents the descriptive statistics of the explonotory ond dependent variobles in
the sample firms. The meon ond stondord deviation of TAG is 0.22 (22.20%) ond the
stondord deviation of 0.37 showing thot the tox oggressiveness as depicted by the
effective tox rate of the sample is under the stotutory tox rate of 30%. The low average
effective tox rate by firms in the monufacturing sector implies they are hove high
aggressive tox behaviour the nature of payment of toxes in this sector foil to signify the
stotutory tox rotes disployed by the government. The averoge amount expended on CSR
is [J215000 by firms within the period understudied. This implies thot most
monufocturing firms ore committed to CSR octivities. . However, the meon of firm size
ond leveroge ore 7558.6 ond 1.27.
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Table 4.2 Pearson Correlation Results

TAG CSR FSZ LEV
TAG 1.0000
CSR 0.0799 1.000
FSZ 0.0208 0.2365 1.000
LEV -0.1024 -0.0159 -0.1834 1.000

Source: Researcher’s Computation (2018)

Table 4.2 reveadls a correlation motrix of variobles. The result shows thot there is o
positive relationship between CSR ond effective tox rate os depicted by a correlation
coefficient of 0.08. In the same vein firm size exhibit a positive correlation with on
effective tox rote os depicted by a correlation coefficient of 0.02. However, leveroge
exhibits o negotive correlotion with oggressiveness tox os depicted by -0.10.
Furthermore, CSR exhibits apositive correlation with firm size with CSR as depicted by
acorrelation coefficient of 0.237. This implies that corporate responsibility is o function
of the firm size. Finolly, the result shows that leveroge hos negative correlotion with firm
size and CSR os depicted by a.correlation coefficient of -0.015 and -0.183 respectively.

Normality Histogram
100
. Series: Residuals
Sample 1 329
a0 | Observations 326
] Mean 5.10e-17
60 - Median -0.038028
Maximum 1.976667
Minimum -0.227611
. Std. Dev 0.203968
Skewness 3.872690
Kurtosis 31.77824
s Jarque-Bera 12064 42
|/ Probability 0000000
0 — T i T

02 00 D2 D4 06 0B 10 12 14 16 18 20

Source: Researcher’s Computotion (2018) using e-views 9

The further strengthened the Jorque—Bera statistics reported in toble 1. The result
reported in figure 1 signifies a bell-shope histogrom with meon of -5.10e ond Jorque—

Bera value of 12064.0 ond associated probaobility volue of 0.000000 which signifies
normol distribution of the regression variobles.
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Table 4.3 Regression Result

Dependent Variable: TAG

Variable Coefficient t-Stat Prob
C 0.2656 22.851 0.000
CSR 1.68E 6.169 0.000
FSZ ~7.98E —1.790 0.074
LEV -0.083 —12.135 0.000
R-squared 0.65  F-Stot 81.00
Adjusted R-squared 0.64 Prob 1.9

Source: Researcher’s Computation (2018)

From the regression table 4.3, the R—squore of 0.65 indicates that the independent
variobles explain 65%o0f the changes in the tox oggressive behaviour. The result shows
that CSR haos a positive relationship with tox oggressiveness ot 5% level of significonce.
The positive sign of the coefficient of the CSR implies that more firms spend on CSR
activities the lower their tox oggressive behaviour. The significont coefficient of the
control vorioble, leveroge relates to the opinion thot the high debt ratio lowers the
aggressive tox behaviour of firms. Furthermore, the result shows thot firm size is olso not
significont, this indicates thot tox aggressive behaviour is not afunction of firm size.

CONCLUSIONAND RECOMMENDATION

Tox is one of the furthermost corporate expenses expended by corporate entities. Thus,
monogers have finoncial inducements to exhibit aggressive tox behaviour. Suffices to
say thot aggressive tax behaviour con undesirobly tornish the corporate imoge of o firm.
The argument over the years is that paying toxes is on integrol part of corporote sociol
responsibility. Sociolly responsible firms go the extra mile to preserve their good
reputation by been less tox oggressive. This study examines if socially responsible firms
are less tox oggressive. The result shows thot socially responsible firms are less tox
aggressive. This study recommends thot researchers that intend to veer in this area of
study should examine the impact of CSR of tox oggressiveness in the presence of earning
monipulation.
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APPENDICES

Appendix 1: Descriptive Statistics

TAG CSR FSIZE LEV
Mean 0.188037 13659092 10548.38 0.601503
Median 0.150000 7190124. 6000.000 0.590000
Maximum 2.160000 1.03E+08 132000.0 4.930000
Minimum 0.000000 215000.0 308.0000 -0.870000
Std. Dev. 0.204458 18397511 14203.74 0.488561
Skewness 3.846769 2.505298 4.850317 2.752477
Kurtosis 31.31323 9.611115 37.12972 24.26042
Jarque-Bera  11692.93 9347087 17100.60 6551378
Probability 0.000000 0.000000 0.000000 0.000000
Sum 61.30000 4.45E+09 3438773. 196.0900
Sum Sq. Dev.  13.58594 1.10E+17 6.56E+10 77.57476
Observations 326 326 326 326
Appendix 2: Correlation Results
TAG CSR FSIZE LEV
TAG 1.000000 0.078914 0.020841 -0.102460
CSR 0.078914 1.000000 0.236524  -0.015901
FSIZE 0.020841 0236524 1.000000  -0.183453
LEV -0.102460 0015901 -0.183453 1.000000
Appendix 3: Normality Test
60
Series. Residuals
] Sample 1 120
a0+ Observations 120
4D | - Mean -2.41e-17
Median -0.017741
Maximum 1.755013
30 Minimum -2.221342
Std. Dev. 0.370522
Skewness -0.861248
2 Kurtosis 16 85832
10 Jarque-Bera  975.0998
—L_'_‘ Probabilty 0000000
D — T !_! T T T T T =
20 45 4D D5 0D 05 10 15 20
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Appendix 4: Regression Results

Dependent Variable: TAG
Method: Ponel EGLS (Cross-section SUR)
Dote: 07/20/18  Time: 10:54

Sample: 2007 2017
Periods included: 12

Cross-sections included: 11
Total ponel (balonced) observations: 132
Linear estimation ofter one-step weighting maotrix

Variable Coefficient  Std. Evror  t-Statistic ~ Prob.
C 0.265697  0.011627  22.85176  0.0000
CSR 1.68E-09  2.72E10 6.169100  0.0000
FSIZE “7.98E07  443E07 -1.799698  0.0743
LEV -0.083452  0.006877 —2.13545  0.0000
Weighted Stotistics
R-squared 0.655013 Meon dependent vor ~ 5.564418
Adjusted Rsquored  0.646928 S.D. dependent vor 7.048333
S.E. of regression 1.005155 Sum squored resid 129.3231
F-stotistic 81.00955 Durbin-Woatson stot 1.948026
Prob(F-statistic) 0.000000
Unweighted Stotistics
R-squared 0.073451 Meon dependent vor ~ 0.225000
Sum squored resid 3.355869 Durbin-Wotson stot 1.517995
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