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Abstract

Lack of consensus on the multifaceted concept of tax avoidance has caused us to witness
a plethora of proxies that have been developed to measure and capture tax avoidance for
the sake of empirical analysis. Therefore, this study contributes to the literature on tax
avoidance as it seeks to find out the similarity or differences between tax avoidance
measures with specific emphasis on effective tax rate based measures. Conducting the
ANOVA and the Games Howell multiple comparison tests on a sample of 673
unbalanced firm-year observations of Nigerian companies, the study found that there is
a significant difference between the examined measures while the Games Howell test
further showed that the H & S measure differs significantly from the ETR based
measures. Researchers are hereby advised to consider their research objectives before
deciding on the measure of tax avoidance to use in their study.

Keywords: Corporate Tax Avoidance, Effective Tax Rate, Henry and Sansing Measure,
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INTRODUCTION

Tox avoidonce hos been ot the forefront of academic research in recent times especially
os o result of the increosing oworeness amongst stokeholders ond government to the
threat ossocioted with tox avoidence such os loss of revenue ond public benefits to the
society. It's o known foct thot government rely on the revenue generated from the
toxpoyers to fund their activities such os providing the necessary infrostructurol focilities
for the citizenry, therefore activities thot reduce the tox burdens of the toxpayers maoke it
difficult for the government to get sufficient fund to provide their mondate to the citizens.

Tox avoidonce is procticed globally with events such os the Luxembourg leaks in 2014,
the Ponomo popers in 2016, ond recently the Paradise leok in 2017 (Fitzgibbon &
Starkmomn, 2017) further reiterating enormous tox avoidence by individual ond corporote
toxpayers. In the developed countries, the issue of tox avoidonce hos token centre stoge
especially with the loss of tax revenue needed by the government to execute their
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mondates. In the United States of America for instonce, the loss of tox revenue is reported
to be close to 70 billion dollars onnually, which is close to 20% of the corporate tox
revenue collected onnuolly (Zucmon, 2017). Also, in developing economies, tox
avoidonce is not anew trend with on estimated amount of up to 9.6 billion dollors o yeor
being lost by the West Africon region in generol ond Nigeria losing on estimoted 2.9
billion dollars in particulor (Action Aid and Tox Justice Network, 2015).

Despite the attention in the media, academia, ond reseorch environ, there seems to be no
generolly ogreed definition for tox avoidonce (Dunbor, Higgins, Phillips, & Plesko,
2010; Gebhort, 2017; Honlon & Heitzmon, 2010) ond this may account for the numerous
proxies ond meosurements for tox ovoidonce (Salihu, Obid, & Annuor, 2013). Put
differently, conceptualizing tox avoidonce is riddled with bottlenecks ond
disagreements. This may be as aresult of the multidimensional noture of tox avoidance.
Dunbor et al. (2010) opined that the challenge of a lack of generally occepted definition
for tax avoidonce mokes its measurement challenging for empirical reseorchers. In
addition, Blouin (2014:875) asserts that this lock of consensus also creates confusion ond
inconsistency in tox avoidonce meosurements by reseorchers such thot “ad-hoc
approaches to developing and testing ony hypotheses” bothering on tox avoidonce has to
be employed.

The commonly cited definition in literature for tox avoidonce is thot it is on oct cimed ot
reducing explicit tox liobility (Honlon & Heitzmon, 2010). Such on oct moy broodly
include investment in bonds, use of tox reliefs ond exemptions, lobbying activities, ond
other uncertain tox positions (Honlon & Heitzmon, 2010). Slemrod ond Yitzhoki (2002)
assert that when tox avoidonce is aggressively done, it con be described os employing o
wide ronge of reporting proctices whose real intent is to reduce a.tox liobility without ony
real business octivity. In addition, Chen, Chen, Cheng, ond Shevlin (2010) portroy tox
avoidonce os ony orrongement to reduce tox liobility ond these orrongements when
scrutinized, form a.continuum of legitimate, grey, or unlawful activities. They olso opine
that those oarrongements thot ore grouped os grey orrongements better portroay the
aggressive proctice of tox avoidonce. Therefore, tox avoidonce however legitimate,
could end up being unlowful when it is done aggressively, which in the words of Honlon
ond Heitzmon (2010:137) is "pushing the envelope of tox law™.

The opinion of Chen et al. (2010) may account for why various concepts have been
introduced in the literature to explain the act of reducing tox liobility. These terms os used
interchongeobly include tox avoidonce; tox minimizotion; tox plonning; tox
oggressiveness; tox monogement; ond tox sheltering (Boussaidi & Homed, 2015;
Grohom, Honlon, Shevlin, & Shroff, 2014; Richardson, Taylor, & Lomis, 2013). Also,
Homlon ond Heitzmon (2010) observed that aggressiveness is avery relative term ond the
real research interest is usuolly on excessive exploitation of loopholes in the tox system
(aggressive tox avoidance, evasion, sheltering, ond haven).

Bosed on the foregoing, there is obviously a debate on the concept of tox avoidonce os
deduced from the various related terms used in literature. This debate olso confirms the
position of Dunbor et al. (2010) ond Blouin (2014) on the lack of consensus on the
definition of tox ovoidonce ond inconsistency in tox oavoidonce meosurements.
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Furthermore, there are numerous meosures developed ond used by researchers in
exploring tax avoidonce practices ond according to Honlon and Heitzmon (2010), these
measures ore lorgely similor in thot they copture non-eonform tox avoidonce through
their assertion wos not backed by empirical onalysis. Conversely, Salihu et ol. (2013)
using Malaysion doto found that effective tox rate based measures ore significontly not
the same based on the outcome of the ANOVA. In addition, Gebhart (2017) investigate
tox avoidence meosures in terms of their similorities using doto avoiloble on Compustot
ond found that “olthough the different measures of corporate tox avoidonce do exhibit
differences and those differences persist over time; meosures based on the some rationole
(such os Effective Tox Rote meosures) ore subject to lorge correlotion omong one
onother”. In other words, his findings reveal differences between the brood cotegories of
tox avoidonce measures but similarities within eoch category. These further buttresses
the meosurement issue ossocioted with reseorches on tox avoidonce ond the findings on
the similarities ond differences of tox avoidonce meosures are inconclusive ond lorgely
under-researched especially in developing countries.

Also, in conducting empirical researches, it is importont thot the variobles of interest ore
properly meosured because foilure to ensure this may lead to poor inferences, which are
most likely to be biased. Nachmios ond Nochmios (2009) exploined thot to properly
measure o concept, both the operational ond conceptual definitions must be correctly
spelt out. While the conceptual definition involves defining o concept based on what is
generally agreed, the operational definition involves defining a concept with reference
to the procedures or processes that are conducted in order to relote on obstroct concept to
reality. We believe that the link between these two definitions is thot if o concept con be
conceptualized properly, providing on operational definition should not be difficult.

Therefore, it is ogainst the obove boackdrop thot this study seeks to find out the similarity
or differences between tox avoidonce measures with specific emphaosis on effective tox
rate bosed measures. In actualizing the objective of the study, three ETR bosed meosures
ond the Henry & Sonsing measure [orgued to be superior to ETR bosed measure os it
avoids dota truncotion bios ond is proposed by Henry & Sonsing (2014) to copture
conforming tox avoideonce] were compored using the ANOVA ond the Games Howell
multiple comporison test. The result of the ANOVA revealed a significont difference
between the examined meosures while the Games Howell test further showed that the H
& S meosure differs significontly from the ETR based measures. Thus, this study
contributes to knowledge on the issue of measuring tox avoidonce in this regords. It is
also relevont as it provides empiricol evidence to show that ETR boased meosures ore
lorgely similor except for ETR derived by dividing cosh tox by cosh flow from
operotions. Therefore, it may just likely copture a different ospect of tox avoidonce not
captured by the other ETR bosed measures.

The structure of this study is as follows: section 2 coptures the review of literature ond
hypotheses formulation; section 3 provides information on the methodology; section 4
bothers on the discussion of findings; section 5 horps on the conclusion,
recommendations ond limitation of the study.
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LITERATURE REVIEWAND HYPOTHESES FORMULATION
Operationalizing Tax Avoidance

Most studies on tox avoidance have focused more on the non-conforming ospect thon the
conforming due to the relative eose of measurement ond source of information
(Badertscher et al., 2016). Non-conforming tox avoidonce involves reducing toxoble
income without reducing accounting income while conforming involves o reduction in
both incomes. In addition, studies that have investigated the practice of tox avoidonce
con be grouped into three (Annuor, Salihu, & Obid, 2014). These three groups are (1)
those that measure tox avoidonce using the rotio of tax to income (effective tox rote), (2)
those that meosure tox avoidonce using the gap between book ond toxable income (book—
tox gop), ond (3) those thot used other measures osides these first two measures.
However, this study focuses on just the first group (effective tox rote) due to the
avoilobility of doto, ond the high frequency of its usoge in literature.

Effective Tax Rate (ETR) Measure of Tax Avoidance

This measure is used to copture tox avoidonce proctices by dividing the tox expense in the
finonciol statement by pre-tox occounting income or cosh (Honlon & Heitzmon, 2010).
This gives a figure which ordinarily should lie between 0 ond 1. In performing this
calculation, the intention of the researcher is poromount. When the researcher is
interested in the distribution of tox burden across componies ond industries, or the
fairness of the tox system, the average ETR should be colculated; while if the interest is
on the evoluation of new investment, the morginol ETR should be colculoted (Gupta &
Newberry, 1997). In addition, from atime perspective, if the researcher is interested in o
yearly rote of tox avoidonce which is usually susceptible to time variotions, the onnual
ETR should be calculated. However, if the interest is on several yeors, the long-run ETR
is the more appropriote rate (Gebhart, 2017). The long-run meosure of ETR was
propounded by Dyreng, Honlon, ond Maydew (2008) to address the issue of volatility. It
is more or less the some with the onnual meosure except thot it is meosured os the
cumulotive tox expense/current expense/cash tax over aperiod of years divided by pre—
tox accounting income over the some number of years (Zeng, 2010).

Aside from the above-mentioned broad categorises of the ETR, specific varionts of the
ETR include accounting ETR, current ETR, cash ETR, ond cash flow ETR. They ore
subsequently discussed below.

Accounting ETR

Accounting ETR is the ratio of tox expense to pre-tox income as reported in the income
statement (Honlon & Heitzmon, 2010). As aresult of the accruol concept, tox expense is
usuolly acombination of both current ond deferred tox liability. Current tox is the portion
of tax payoble by applying the current tox rote on the profit for the yeor while deferred tox
is the portion of tox expenses resulting from temporal timing difference (the difference
between the carrying amount ond tox bose of on osset/liobility).

One of the limitotions of this meosure is thot it fails to copture deferral tox strotegies
[strotegies by o compony to minimise tox liobility using monagement discretion ond
choice of accounting policies] (Honlon & Heitzmon, 2010). The reoson for this is not
farfetched since deferred tox is aportion of total tox expense ond increoses [decreoses] in
the current tox expense are offset by corresponding decreases [increases] in the deferred
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tox expense. Another limitation is that it does not capture conforming tox avoidonce ond
it suffers from truncation bios in a situotion where the pre-tox occounting income is
negotive [loss] (Henry & Sansing, 2014).

Current ETR

This is avariont of the accounting ETR developed to capture deferral tox strategy which
is the reason for its superiority over the accounting ETR (Oyeleke, Erin, & Emeni, 2016).
It is derived from the rotio of current tox expense to pre-tox accounting income. Despite
being oble to capture the deferral tox strategy, it suffers other limitations. For example, if
computed os on onnual meosure, it is subject to yeorly volatility (Salihu, Obid, & Annuar,
2014). Also, itis likely to understate the level of aggressive tox avoidonce if uncertoin tox
benefits are included in the pre-tox occounting income (Dunbor, Higgins, Phillips, &
Plesko, 2010). Uncertoin tox benefits are tox positions upheld by a.compony thot is likely
to be disallowed by the relevont tox authority upon conducting a.tox oudit.

Cash ETR

Finonciol reporting is done in line with Generolly Accepted Accounting Principles
(GAAP). One such principle is the accrual principle that allows for the recognition of
expenses (incomes) when they are incurred (earned) ond not when payment is mode
(received). This principle, therefore, mokes ony ETR derived from the tox expense
recorded in the income statement prone to occrual monogement such as voluation
allowonce ond monogement discretions (Lee et ol., 2015).

To remedy the oforementioned issue of accruol monogement, the cosh ETR was
introduced. The cash ETR is gotten by dividing the actuol omount of tox paid (tox
expense recorded in the cosh flow statement) by pre-tox income. Thus, it measures the
actual tox avoided per unit of income. Nonetheless, it suffers from o mismotch between
the numerotor ond the denominator. The numerator (cosh tox expense) is devoid of
accruals ond is the actual tox poid while the denominator (pre—tox accounting income) is
sourced from the income stotement prepored in line with the accrual principle.
Therefore, the ratio derived is reflective of both accruol monogement ond tox avoidonce
schemes. In addition, since cash basis deals with movement of cosh when it is received or
spent notwithstonding the originating period (Honlon & Heitzmon, 2010), the cash tox
poid may be poyment relating to current tox liobilities ond liobilities deferred from
previous yeors, thus, moking the resulting ETR not necessarily on onnual or long—run
measure of tox avoidonce. Be that os it may, to address the mismatch issue, the use of net
cash flow from operating octivities has been suggested (Honlon & Heitzmon, 2010;
Salihuetal.,2013).

Cash flow ETR

As pointed out obove, the use of cash ETR creates oo mismatch issue that moy offect the
interpretation of findings. This issue con be eosily be solved by comparing o numerotor
ond oodenominator that are both cash based. Hence the use of cosh flow ETR. The cash
flow ETR is derived by dividing tox expense by net cash flow from operating octivities
(Zimmermon, 1983) or by dividing cash tox poid by net cosh flow from operating
activities. According to Gebhart (2017), the cosh flow varionts of ETR is o recent
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meosure while Honlon and Heitzmon (2010) suggest that it differs from all other ETRs
becouse of its capability to meosure conforming tox ovoidonce. The suggestion by
Honlon ond Heitzmon (2010) is however opposed by Badertscher et ol. (2016:10) who
argue that cash flow ETR would not suffices in capturing conforming tox avoidonce os it
“excludes book-tax conforming tox strategies involving the acceleration of expenses or
deferral of revenue that affect cosh flow from operations”. In our opinion, Honlon ond
Heitzmon (2010) may be right os inferences based on the onalysis corried out in this
study to compore cash flow ETR with other varionts of ETRs reveoled a significont
difference.

Furthermore, oside from the issue of the capobility of the cosh flow ETR in copturing
conforming tox avoidonce, it is equally possible for the cash flow ETR to lead to dota
truncation bias in asituation where the net operating cash flow is negative. According to
the Henry ond Sonsing (2014), dato truncation bios occurs when o denominator is
negative ond consequently, yields anegative quotient that has to be assumed os zero for
the purpose of anolysis. This bios may create ambiguity in interpretotion though; it may
be avoided if the focus is on just componies with positive cash flow.

Henry and Sansing's Measure

To address the issue of truncation bias especiolly when the focus goes beyond profitoble
componies, Henry ond Sonsing's Measure (H & S) hos been developed. According to
Henry ond Sonsing (2014), discoarding loss years during onalysis, when the focus goes
beyond profitoble componies, is usually not rondom ond this con lead to spurious
findings. Also, they noted that comparison is to be made across componies ond industries
when moking inferences ond that the use of pre-tox occounting income os the
denominator does not effectively achieve this objective. According to them, using pre—
tox accounting income os the denominator especially when the componies have different
sizes creates on exoggerated effect on componies with low but positive pre-tox
accounting income. To remedy this, they suggest the use of a cosh tox non-conformity
measure (hereafter referred to os H & S meosure).

The H & S meosure is derived by performing two bosic operations. First is to get the
difference between the cosh tox poid ond the product of pre-tox income ond the stotutory
rate. Second, the onswer from the first operation is then divided by the market value of
assets (Henry & Sonsing, 2014). The final onswer is whot is referred to os the H & S
meosure. [ts volue is either positive, zero or negative. Componies thot pay exactly whot is
expected by the tox authority will have avolue of zero (no tox avoidonce); those that poud
higher will have o positive H & S volue; while companies that pay lower will have o
negative H & S value (Henry & Sonsing, 2014; Gebhart, 2017). In addition, Bodertscher
et ol. (2016) document that the H & S meosure captures more thon just non-conforming
tox avoidonce proctices. This study aligns with this summation as it wos observed bosed
on the onalysis done that the H & S measure significontly differs from the other ETR
measures that are generolly ogreed to capture non-conforming tox avoidonce.

Hypotheses Formulation

So for, we have seen that vorious measures for tox avoidonce have been used by various
researchers. However, the extent to which these measures converge or disperse moy
account for differences in findings. Honlon ond Heitzmon (2010), Gebhart (2017),
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Lisowsky et al. (2013) and Salihu et al. (2013) oll opine that the vorious measures of tox
avoidonce have similorities ond differences with respect to the nature of tox avoidonce
they capture. This leods us to hypothesize that:
1. Thereisasignificont difference between the ETR boased meosures
2. Thereis asignificont difference between the ETR based meosures ond the H & S
meosure.

METHODOLOGY

Using a descriptive research design to test the hypotheses raised, o total of 673
unbalonced firm-yeor observotions of 88 componies quoted on the Nigerion Stock
Exchange between 2008 and 2015 was used. Both onnuoal ond 3 yeors long-run vorionts
of cash ETR, cosh flow ETR, pretax cosh flow ETR ond H & S meosures were
computed.

Table 1: Descriptive Statistics

N  Minimum Moximum  Meon Std. D
Cosh ETR 673 0 1 01436 0.20817
Cosh flow ETR 673 0 I 01189 0.20912
Pre Tox Cosh flow ETR 673 0 1 0.1009 0.17438
H&S 673 .19 0.19 -0.0107 0.02736
Long-run Cosh ETR 517 0 1 0.154 0.19124
Long-run Cosh flow ETR 517 0 1 0.1447 0.21825
Long-—run Pre Tox Cosh flow ETR 517 0 1 01169 0.16795

Source: Researcher’s computation (2018)

Table 1 depicts the descriptive statistics of the measures of tox avoidonce. Bosed on the
onnual meosures, cosh ETR hos the highest meon of 14.36%. This is followed by cash
flow ETR, pre-tox cosh flow ETR, ond H & S having meons of 11.89%, 10.09%, ond —
1.07% respectively. As expected, cash flow based ETRs have lower meons thon cash
ETR because of the absence of accrual monogement in both the numerotor ond
denominator and its possible ability to capture conforming tox avoidance. Pre-tox cash
flow ETR (onother variont of cash flow ETR) is olso lower than cosh flow ETR as
expected since cash tox poid is added bock to the denominator to account for its presence
in the numerator. The H & S measure hos anegative meon revealing that componies have
anegative tax preference. The stondord deviation which meosures voriobility is o bit
high ond lies between 17% ond 21% for the onnual meosures. This supports the orgument
that onnual meosures are subject to yeorly volatility.

Looking ot the long run meosures, it is observed that the meons for all the long-run
measures increosed, thus, giving a better picture of tox avoidonce. The increase os time
progresses show that companies tend to be less tox ovoidont os time passes. However,
since the meons of the ETRs are well below the stotutory rate of 30%, it suggests o low
tox burden by componies.
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Table 2: Correlation matrix

Longtun
Annuol meosures Measures
Pre Tox Pre Tox
Cosh Cosh Cosh Cosh
Cosh flow flow Cosh flow flow
ETR ETR ETR H&S ETR ETR ETR
Cash ETR Correlotion 1 AS5TR* S58*%*% 0 0.032 1 Ad4%* 414%*
Sig. 0.000 0.000  0.405 0.000 0.000
Cash flow ETR ~ Correlotion .457** 1 J740%*  0.036  .444%** 1 798%*
Sig. 0.000 0.000  0.357 0.000 0.000
Pre Tox Cash
flow ETR Correlotion .558*%*  740%* 1 0.022 .414%*  798** 1
Sig. 0.000 0.000 0.575 0.000 0.000
H&S Correlotion  0.032 0.036 0.022 1

Sig. 0.405 0.357 0.575
** Correlotion is significont at the 0.01 level (2-toiled).

Source: Researcher’s computation (2018)

Focusing on both the onnual ond long-run meosures, on one hond, it is observed from
Toble 2 that oll the ETRs have strong associotions with one onother ond this is equally
significont ond positive. This is not surprising os they shore similarities in computotion
ond logical argument. However, cash flow ETRs have a stronger ossociation thon cash
ETR as predicted in extont studies due to the orgument of the nature of tox avoidonce it
captures. On the other hond, there is a weak ossociation between the ETR measures and
the H & S measure through the ossociation is positive. This may be based on the
difference in the computationol approach ond rationole os H & S is argued to copture o
higher level of conforming tox avoidonce.

Table 3: Test for equality of variance

Levene Statistic dfl df2 Sig.
Annuol 182.189 3 2688 0.00
Long-tun 10.515 2 1548 0.00

Source: Researcher’s computation (2018)

Apart from similarities shored by the measures of tax avoidonce, there is olso the
possibility of dissimilarity. Therefore, testing for differences in meosures beyond mere
relionce on the standord deviation is required. Before the onalysis of the difference, Table
3 depicts the test for homogeneity of varionce. Both onnual ond long—run measures hove
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significont probability values F(3, 2688) = 0.00 ond F(2, 1548) = 0.00 respectively
suggesting that the condition for equality of varionce is violated.

Table 4: Robust tests for equality of means

Stotistic dfl df2 Sig.
Annuol Welch 284.652 3 1162 0.000
Brown—Forsythe 105.959 3 1992 0.000
Longtun  Welch 6.049 2 1021 0.002
Brown—Forsythe 5.149 2 1481 0.006

Source: Researcher’s computation (2018)

The robust test for meons is normally corried out when there is a violation of equality of
varionce. For the use of ANOVA, it is expected that the varionces are equal or ot leost, one
of the means of the groups is different. Based on Toble 4, due to the significant p-volues
obtoined from the Welch test F(3, 1162) = 0.00 ond Brown—Forsythe test F(3, 1992) =
0.00 for the onnual meosures, ond the Welch test F(2, 1021) =0.002 ond Brown-Forsythe
test F(2, 1481) = 0.006 for the long run meosures, we con conclude that for both
measures, of least one (two) of the group meons is (are) different. The post hoc test
(Games Howell) in Table 6 substantiotes this conclusion.

Table 5: Analysis of Variance (ANOVA)

Sum of Meon
Squores Df Squore F Sig.
Between
Annuol Groups 9.395 3 3132 105959 0.000
Within
Groups 79.445 2688 0.03
Total 88.84 2691
Between
Long run  Groups 0.386 2 0.193 5.149 0.006
Within
Groups 58.004 1548 0.037
Total 58.39 1550

Source: Researcher’s computation (2018)

ANOVA s used to investigate the possibility of asignificont difference between three or
more groups. The onnual measures statistics F(3,2688) =0.00 and the long run measures
statistics F(2, 1548) = 0.006 show that there is o significont difference between the
various measures os seen in Toble 5. Consequently, os expected ond documented in the
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literature, we accept the first alternate hypothesis that there is a significont difference
between the ETR measures. We con also infer from the Nigerion context thot these
measures copture various ospects of tox avoidonce. However, to determine which of the
measures differs, omultiple comparisons is done in Table 6.

Table 6: Multiple comparisons (Games Howell Test)

Meon

Difference Std. 95% Confidence

(I) Group (J) Group () Error Sig Interval
Lower Upper
Bound Bound
Cash flow ETR Pre Tox Cosh flow ETR 0.018 0.010 0316  -0.009 0.045
Cosh ETR -0.025 0.011  0.133  -0.054 0.005
H&S 129* 0.008  0.000  0.109 0.151
Pre Tox Cash flow ETR Cosh flow ETR 0.018 0.010 0316 -0.045 0.009
Cosh ETR -0.004* 0.010  0.000 -0.070 .016
H&S d11* 0.007  0.000  0.094 0.129
Cash ETR Cosh flow ETR 0.025 0.011  0.133  -0.005 0.054
Pre Tox Cosh flow ETR .0426* 0.010  0.000  0.016 0.070
H&S . 1543%* 0.008  0.000 0.133 0.175
H&S Cosh flow ETR -.129* 0.008 0.000 -0.151 -0.109
Pre Tox Cosh flow ETR ©.111* 0.007  0.000 -0.129 -.094
Cosh ETR <.154* 0.008  0.000 _-0.175 4.133
Long run Cosh flow ETR Long run Pre Tax Cosh flow ETR 0.028 0.012 0057 -0.001 0.056
Long run Cosh ETR -0.009 0.013  0.745 -0.039 0.021
Long run Pre Tox Cosh flow ETR  Long run Cosh flow ETR -.028 0.012 0057 -0.056 0.001
Long run Cosh ETR -.003* 0.011  0.003  -0.063 ©.011
Long run Cosh ETR Long run Cosh flow ETR 0.009 0.013 0.745  -0.021 0.039
Long run Pre Tax Cosh flow ETR -0.003* 0.011  0.003 0.011 0.063

*. The meon difference is significont at the 0.05 level.
Source: Researcher’s computation (2018)

Beginning with the onnuol meosures, it is observed from Toble 6 that cash ETR is
significontly different from pre-tox cash flow ETR ond H & S measure; cash flow ETR is
significontly different from H & S measure; pre-tox cash flow is significontly different
from cash ETR ond H & S meosure; while H & S measure is significontly different from
all the measures. This mokes us accept the second olternative hypothesis that H & S is
significontly different from the ETR meosures. This finding is not surprising os it
confirms casual empirics thot H & S distinctively measures conforming tox avoidonce.
For the long run measures, long run pre-tox cosh flow ETR significontly differs from
long—run cash ETR as expected since the latter hos elements of accruol monogement in its
denominator.

DISCUSSION OF FINDINGS

As expected and documented in the literature, we found bosed on the analysis in Toble 5,
that there is asignificont difference between the ETR measures. This finding ogrees with
studies like Gebhart (2017); Salihu et al. (2013); ond Dunbor et ol. (2010) who have
investigated the similarities or differences associated with measures of tox avoidonce
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within the broad clossifications. Solihu et ol. (2013) focused on Malaysion firms ond
conducted on Analysis of Varionce amongst the individual members of the ETR bosed
measures ond discovered that the vorious meosures are different ond thus, copture
various aspects of tox avoidonce. They also found that the ratio of the cosh tox paid to
cash flow from operations os o measure of tax avoidonce differs significontly from the
other ETR bosed measures. We con olso infer from the Nigerion context that these
meosures copture vorious ospects of tox avoidonce.

Bosed on the second hypothesis, we found thot H & S measure is significontly different
from oll the ETR measures (see Toble 6). This finding is not surprising os it confirms
cosuol empirics thot H & S distinctively meosures conforming tox avoidonce. It also
supports the findings of Gebhart (2017) who extended his investigation to include book—
tox—difference ond Henry ond Sonsing’s meosure. He found thot the effective tox rate
based measures that are colculated with either cash tox paid ond/or operoting cosh flow
have higher variobility thon the other ETR bosed meosures. He olso found that cash tox
paid to cash flow from operations hos the lowest meon of the ETR bosed measures ond
most likely is the only ETR bosed measure thot captures conforming tox avoidonce. The
onolyses done in this study further confirms the observations of these researchers on the
similarities ond differences associated with the broad clossifications.

CONCLUSIONAND RECOMMENDATION

The study examined various effective tox rate meosures of corporate tox avoidonce in
order to see if there is a significont difference between the measures ond provide o guide
on the selection of measures for future studies to prevent wrong inferences. In achieving
this, secondory doto were sourced from componies listed on the Nigerion Stock
Exchange (NSE) for the period 2008 — 2015 for 673 unbalanced firm-years observation
of 88 componies. The estimates from the ANOVA tests suggests thot there is asignificont
difference between the voarious varionts of the effective tox rate measures which implies
that each measure coptures different aspects of tox avoidonce ond also, the estimates
found that there is a significont difference between the H & S meosure ond the effective
tox rate based measures of tax avoidonce implying thot the H & S distinctly meosures
conforming tox avoidonce.

Bosed on these findings, we recommend thot researchers consider their reseorch
objectives before deciding on the meosure of tox avoidonce to use in their study. For
instonce, the effective tox rote voriont meosures might be most oppropriate when
considering tox avoidonce of only profitoble firms since compony tox connot be
computed on losses, while the H & S measure would be oppropriote when the study
considers tax avoidonce of profitoble ond non-profitoble componies ond when interested
in conforming tox avoidonce. The study olso recommends that further study be corried
out using other meosures of tox avoidonce different from the ETR bosed measures.

This study excludes firms in the finoncial sector as well os the oil and gos sector.

Therefore, this finding may not be applicoble to them due to differences in the regulotory
environment for both financiol ond tox purposes.
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