



Moderating Effect of Firm Size on the Relationship between Leverage and Deferred Tax Assets: Evidence from Sub-Saharan African Manufacturing Firms
Abstract

This study examines the moderating effect of firm size on the relationship between leverage and deferred tax assets among listed manufacturing firms in Sub-Saharan Africa. Drawing on Positive Accounting Theory, Agency Theory, and the Resource-Based View, the study investigates how financial structure and organisational characteristics jointly influence deferred taxation under the International Financial Reporting Standards (IFRS). The research adopts an ex post facto design using panel data from 186 manufacturing firms across fourteen Sub-Saharan African countries between 2012 and 2022. Deferred tax assets, leverage, and firm size were measured relative to total assets, while profitability, asset tangibility, external auditor type, and board size were included as control variables. A Tobit regression model was employed to address the censored nature of deferred tax data. The results reveal that leverage and firm size both have significant positive effects on deferred tax assets, and that firm size moderates this relationship, amplifying the influence of leverage on deferred tax recognition. The findings highlight that larger firms possess superior resources and reporting capabilities that enhance deferred tax management, whereas smaller firms often lack such capacity. The study contributes to literature by providing empirical evidence from an under-researched region and underscores the need for stronger IFRS enforcement and capacity building across emerging African markets. Despite these contributions, the study is limited to manufacturing firms, which may not fully capture the dynamics of deferred taxation in other sectors with different capital structures and tax environments. Moreover, variations in disclosure practices across countries may have constrained the comparability and precision of firm-level deferred tax data. 
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1. Introduction

Deferred taxation remains a cornerstone of modern financial reporting because it reconciles the timing differences between accounting income and taxable income, ensuring that tax expenses are recognised in the periods in which the related revenues are earned (Görlitz & Dobler, 2023; Hanlon & Heitzman, 2010; Mear et al., 2020). Deferred tax assets (DTAs), in particular, represent expected future tax benefits arising from deductible temporary differences, unused tax losses, or tax credits (IAS 12, IFRS Foundation, 2022). Their recognition reflects management’s assessment of future taxable profits and serves as a forward-looking measure of a firm’s earnings quality, capital efficiency, and long-term solvency (Blaylock et al., 2012; Fakile et al., 2022). In emerging economies, the importance of deferred tax recognition is magnified by volatile macroeconomic conditions, regulatory inconsistency, and uneven enforcement of International Financial Reporting Standards (IFRS), as highlighted by Görlitz and Dobler (2023). Within the manufacturing sector, typically capital-intensive and asset-driven, deferred taxation influences reported profitability, investment behaviour, and perceived creditworthiness (Fakile et al., 2022; Frank et al., 2009). Understanding the determinants of DTAs in this context is essential for explaining how firms align financial-reporting discretion with tax-planning strategy under uncertain institutional environments.

Leverage, defined as the proportion of debt in a firm’s capital structure, exerts a significant effect on both financing costs and tax outcomes (Modigliani & Miller, 1958; Frank & Goyal, 2024). Debt financing generates tax-deductible interest expenses that produce temporary differences and thereby create deferred tax assets (Dhaliwal, et al., 2004). However, excessive leverage may heighten financial distress and reduce the likelihood of realizing future taxable income, thereby limiting the recognition of deferred tax assets (Blaylock et al., 2012; Pereira et al., 2023). The relationship between leverage and deferred taxation therefore embodies the tension between tax-shield optimisation and earnings conservatism. Firm size introduces a further dimension. Larger firms possess superior accounting systems, governance structures, and relationships with tax authorities that facilitate more confident recognition of deferred tax assets (Dang et al., 2018). Conversely, smaller firms often display conservative recognition practices due to weaker resource bases and heightened perceived audit risk (Azmi & Mahzan, 2009). Hence, the moderating role of firm size provides an important lens for understanding how organisational scale conditions the leverage–deferred-tax relationship in both developed and emerging contexts.

International evidence underscores the complexity of this relationship. Across varying institutional contexts, studies such as those by Sani et al. (2024) and Pereira et al. (2023) suggest that the effect of leverage on deferred taxation is shaped by institutional quality, accounting conservatism, and financial regulation. Moniz et al. (2022) found that Portuguese firms with higher leverage often under-recognised deferred tax assets to appear more prudent, whereas Dhaliwal et al. (2004) and Frank et al. (2009) observed the opposite in the United States, where leverage amplified deferred tax benefits through temporary timing differences. A comprehensive review by Görlitz and Dobler (2023) confirmed that deferred tax recognition is conditioned by reporting environment, management incentives, and firm size, with larger firms exhibiting stronger predictive accuracy of deferred tax positions. Blaylock et al. (2012) further linked deferred tax components to earnings quality, suggesting that deferred tax accounting can act as a proxy for managerial discretion, particularly in highly leveraged firms. Collectively, these studies establish that leverage influences deferred tax recognition both directly and through institutional mechanisms such as governance quality, tax authority oversight, and firm scale.

In contrast, the Sub-Saharan African and Nigerian contexts reveal underexplored but distinct patterns. Fakile et al. (2022) found that deferred tax assets and liabilities exhibited positive but statistically insignificant effects on profitability among Nigerian manufacturing firms, indicating that the realization of deferred tax benefits may be inconsistent due to economic volatility and weak tax enforcement. Acha and Nmesirionye (2024) reported that both debt and non-debt tax shields exerted positive but limited effects on firm value, highlighting the balancing act between leverage-induced tax benefits and solvency risks. Similarly, Sani et al. (2024) showed that Nigerian firms with higher debt levels engaged more actively in tax planning to exploit interest deductibility, consistent with Positive Accounting Theory. Kato et al. (2025) extended this perspective by showing that debt tax shields significantly moderate the relationship between corporate governance mechanisms and tax compliance in Nigerian listed companies, reinforcing the argument that leverage-driven incentives shape managerial behaviour and deferred tax reporting practices. Tumba et al. (2025) provided further evidence from Sub-Saharan manufacturing firms that leverage significantly increases deferred tax recognition, while firm size amplifies this relationship by enhancing resource capacity and IFRS compliance. Together, these studies suggest that institutional weaknesses, inconsistent IFRS enforcement, and divergent firm sizes influence how leverage translates into deferred tax benefits across African economies.

Despite these contributions, substantial gaps remain. First, while developed-market studies have rigorously analysed deferred taxation, their findings may not apply to regions where enforcement, profitability predictability, and governance differ significantly. Second, African studies have largely examined effective tax rates, tax aggressiveness, or total tax shields, but seldom focused explicitly on deferred tax assets as a distinct construct. Third, the moderating role of firm size in the leverage–deferred-tax relationship has received minimal attention, despite theoretical justification from both the Resource-Based View and Agency Theory. Finally, many prior studies have relied on linear regression models that fail to account for the censored nature of deferred tax data, thereby limiting inference accuracy. Addressing these gaps is essential to provide empirical clarity on how financial structure and organisational characteristics jointly influence deferred tax recognition within IFRS-reporting African manufacturing firms.

The objective of this study is to examine the effect of leverage on deferred tax assets and to assess how firm size moderates this relationship among listed manufacturing firms in Sub-Saharan Africa. The study hypothesises that larger firms, owing to their enhanced financial capabilities and superior governance mechanisms, are better positioned to convert leverage-related temporary differences into recognised deferred tax assets than smaller firms. By integrating firm size as a moderator, this study provides a nuanced view of how organisational scale interacts with financial structure to shape deferred taxation outcomes under IFRS.

Methodologically, the study adopts an ex post facto research design based on panel data from 186 listed manufacturing firms across fourteen Sub-Saharan African countries between 2012 and 2022. Deferred tax assets (DTA) are measured as a ratio of total assets, leverage (LV) is proxied by the debt-to-equity ratio, and firm size (FS) is measured as the natural logarithm of total assets. The interaction term (LV_FS) captures the moderating effect of firm size. Profitability, asset tangibility, external auditor type, and board size are included as control variables. The Tobit regression model, appropriate for left-censored data, is employed as the main estimation technique, with Ordinary Least Squares regression used for robustness checks.

This study makes three key contributions to the literature. First, it extends existing work by modelling firm size as a moderating variable, thereby providing fresh insight into how organisational capability shapes the leverage–deferred-tax relationship. Second, it enriches theoretical discourse by combining Positive Accounting Theory, Agency Theory, and the Resource-Based View to explain how leverage, managerial discretion, and firm resources jointly determine deferred tax recognition. Third, it fills a contextual void by offering empirical evidence from Sub-Saharan Africa, where research on deferred taxation remains sparse. The results are expected to inform tax policy, accounting standards enforcement, and corporate financial management practices, thereby enhancing understanding of how leverage and firm characteristics influence deferred tax reporting in emerging markets.

The remainder of this paper is structured as follows. Section Two reviews theoretical and empirical literature on leverage, firm size, and deferred taxation, identifying the research gaps and formulating hypotheses. Section Three presents the research methodology, including variable measurement and model specification. Section Four discusses the empirical findings, while Section Five concludes with theoretical and policy implications.

2. Theoretical Underpinning and Hypotheses Development
This study is anchored on three interrelated theories: Positive Accounting Theory (PAT), Agency Theory, and the Resource-Based View (RBV). Together, these theoretical perspectives explain how leverage and firm size jointly influence the recognition of deferred tax assets (DTAs) within the financial reporting framework of manufacturing firms in Sub-Saharan Africa. Positive Accounting Theory, developed by Watts and Zimmerman (1978), suggests that managers make accounting choices that maximise firm value and their own utility within contractual, regulatory, and political constraints. From this perspective, decisions relating to deferred tax recognition are influenced by managerial incentives to meet debt covenants, minimise tax obligations, and present favourable earnings to investors. The theory assumes that accounting choices are not random but reflect rational responses to economic incentives and the firm’s contractual environment. Agency Theory, as articulated by Jensen and Meckling (1976), complements PAT by emphasising how information asymmetry between shareholders, managers, and creditors shapes financial and reporting decisions. Leverage increases agency costs by heightening the monitoring of managerial behaviour and imposing stricter reporting discipline. However, it can also create incentives for opportunistic reporting, such as smoothing earnings through deferred taxation when debt contracts depend on accounting-based performance indicators. The Resource-Based View (Barney, 1991) extends these arguments by focusing on internal capabilities that determine a firm’s competitive advantage. Firm size, as a proxy for organisational capability, reflects the financial, technical, and managerial resources available to a firm. Larger firms possess the infrastructure, human expertise, and compliance systems that allow them to manage complex tax computations, recognise deferred tax assets confidently, and respond effectively to IFRS requirements. The integration of PAT, Agency Theory, and RBV thus provides a comprehensive framework for explaining how leverage and firm size interact to influence deferred tax recognition behaviour across different institutional contexts.

Deferred tax assets arise mainly from deductible temporary differences, tax loss carry-forwards, and unused tax credits. Their recognition depends on managerial judgement regarding future profitability and compliance with IFRS standards, particularly IAS 12, which requires that deferred tax assets be recognised only when their recovery is probable. Leverage affects this process by influencing both tax deductibility and financial risk. The tax-shield effect of debt creates deductible temporary differences that generate deferred tax assets, but excessive leverage may increase the probability of financial distress and limit the likelihood of recovering these tax benefits. The interaction between leverage and deferred taxation thus reflects a balance between the pursuit of tax advantages and the need for prudence in recognition. Consistent with Kato et al. (2025), debt-related tax shields can significantly shape firms’ tax reporting behaviour and compliance orientation, reinforcing the importance of leverage as a structural determinant of deferred tax asset recognition. Firm size moderates this relationship by shaping access to accounting expertise, governance quality, and long-term strategic planning. Larger firms typically have superior systems, professional auditors, and closer relationships with tax authorities, allowing them to identify and justify deferred tax assets more effectively. Smaller firms, on the other hand, are often constrained by limited technical capacity and tend to adopt conservative accounting practices to avoid regulatory scrutiny. In Sub-Saharan Africa, where institutional weaknesses, enforcement gaps, and volatile macroeconomic conditions prevail, firm size may enhance the transparency and reliability of deferred tax reporting by mitigating information asymmetry and signalling stability to investors and regulators.

Empirical studies across jurisdictions have provided mixed evidence on the relationship between leverage, firm size, and deferred taxation. In the United States and Europe, Dhaliwal et al. (2004) and Frank et al. (2009) reported that highly leveraged firms recognise larger deferred tax assets because interest expenses create deductible temporary differences. In contrast, Moniz et al. (2022) found that firms with higher leverage often under-recognise deferred tax assets to present a conservative financial position and avoid breaching debt covenants. Blaylock et al. (2012) showed that deferred tax components are significant indicators of earnings persistence and quality, implying that managers use deferred taxation to manage reported earnings. Görlitz and Dobler (2023) further established that institutional quality and firm size jointly influence deferred tax recognition, as larger firms exhibit stronger predictive accuracy and consistency in deferred tax disclosures. Evidence from Sub-Saharan Africa mirrors these international trends but within weaker institutional frameworks. Acha and Nmesirionye (2024) found that debt and non-debt tax shields exert positive effects on firm value, confirming the relevance of leverage for tax planning. Sani et al. (2024) observed that higher leverage enhances tax avoidance behavior among Nigerian firms, as managers exploit the tax deductibility of interest payments to lower taxable income. Kato et al. (2025) provided further Nigerian evidence that debt tax shields moderate the relationship between corporate governance mechanisms and income tax compliance, illustrating that leverage-driven incentives shape firms’ tax-related accounting behaviour. Similarly, Tumba et al. (2025) provided regional evidence that leverage significantly increases deferred tax recognition, with firm size amplifying this relationship by improving compliance and reporting capacity. Together, these findings underscore that leverage and firm size interact in shaping deferred tax outcomes, but their effects depend on institutional enforcement, firm resources, and accounting sophistication.

Accordingly, the following hypotheses are proposed for empirical testing:

H₁: Leverage has a significant positive effect on deferred tax assets of listed manufacturing firms in Sub-Saharan Africa.

H₂: Firm size has a significant positive effect on deferred tax assets of listed manufacturing firms in Sub-Saharan Africa.

H₃: Firm size significantly moderates the relationship between leverage and deferred tax assets of listed manufacturing firms in Sub-Saharan Africa.

3. Methodology

This study adopts an ex post facto research design, which is appropriate for examining cause-and-effect relationships using historical financial data without manipulating the variables. The design enables the analysis of the moderating effect of firm size on the relationship between leverage and deferred tax assets across manufacturing firms in Sub-Saharan Africa, where accounting outcomes are influenced by firm-level and institutional characteristics. The study relies on secondary data extracted from published annual reports and audited financial statements of listed manufacturing firms covering the period 2012 to 2022. The choice of this period aligns with the full adoption of the International Financial Reporting Standards (IFRS) across most Sub-Saharan African economies, thereby ensuring consistency and comparability in deferred tax reporting practices. The sample consists of 186 manufacturing firms drawn from fourteen Sub-Saharan African countries, purposively selected based on the availability and completeness of deferred tax data over the study period.

The dependent variable in the study is the Deferred Tax Asset (DTA), defined as the ratio of deferred tax assets to total assets. This measure captures the extent to which a firm’s balance sheet reflects anticipated future tax benefits relative to its total economic resources. The key explanatory variable is Leverage (LV), measured by the ratio of total debt to total assets, representing the degree of financial indebtedness and its potential tax-shield effects. The moderating variable is Firm Size (FS), proxied by the natural logarithm of total assets, reflecting the firm’s resource capacity and structural capability to identify, justify, and recover deferred tax assets. The interaction term between leverage and firm size (LV_FS) is introduced to capture the moderating effect. Four control variables are included to account for other determinants of deferred tax behaviour: Profitability (PR), measured as the ratio of profit after tax to total assets; Asset Tangibility (AT), defined as the ratio of fixed assets to total assets; External Auditor Type (EA), represented by a binary variable coded 1 for Big 4 audit firms and 0 otherwise; and Board Size (BS), measured as the number of directors on the board. These variables are selected based on prior empirical evidence suggesting that profitability, asset structure, governance quality, and audit oversight affect deferred tax recognition (Frank et al., 2009; Tumba et al.,2025). The variable definitions, types, and measurements are summarised in Table 1.

Table 1: Variable Definition and Measurement

	S/N
	Variable
	Type
	Definition
	Measurement
	Expected Sign
	Selected Citations

	1
	Deferred Tax Assets (DTA)
	Dependent
	Ratio of deferred tax assets to total assets
	Deferred Tax Assets / Total Assets
	±
	Hanlon & Heitzman (2010); Frank et al. (2009)

	2
	Leverage (LV)
	Independent
	Ratio of total debt to total assets
	Total Debt / Total Assets
	±
	Modigliani & Miller (1958); Inua (2018); Kato et al. (2025)

	3
	Firm Size (FS)
	Moderator
	Natural logarithm of total assets
	Log of Total Assets
	±
	Dang et al. (2018); Tumba et al. (2025);

	4
	Interaction Term (LV_FS)
	Moderating Effect
	Interaction between leverage and firm size
	LV × FS
	±
	Frank et al. (2009); Tumba et al. (2025); Kato et al (2025)

	5
	Profitability (PR)
	Control
	Return on assets as a measure of firm performance
	Profit After Tax / Total Assets
	±
	Jensen (1986); Tumba et al. (2025)

	6
	Asset Tangibility (AT)
	Control
	Ratio of fixed assets to total assets
	Fixed Assets / Total Assets
	±
	Rajan & Zingales (1995); DeAngelo & Masulis (1980

	7
	External Auditor Type (EA)
	Control
	Big 4 audit quality dummy
	1 = Big 4, 0 = Non-Big 4
	±
	Francis & Wang (2008); Kasipillai & Mahenthiran (2013).

	8
	Board Size (BS)
	Control
	Total number of board directors
	Number of Directors
	±
	Coles et al. (2008); Kato et al. (2025)


Source: authors 

To investigate the hypothesised relationships, the study specifies a panel regression model that captures both direct and moderating effects. Since deferred tax assets may assume zero values for firms with no recognised deferred tax balance in certain years, the distribution of the dependent variable is censored at zero. In such cases, the use of ordinary least squares (OLS) may lead to biased estimates. To address this limitation, the study employs the Tobit regression model, which appropriately handles censored dependent variables and ensures consistent estimation. The general model is expressed as follows:
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account for profitability, asset structure, audit quality, and board characteristics respectively, while [image: image19.png]


represents the stochastic error term.

The choice of the Tobit model is further justified by the data characteristics of deferred tax assets, which frequently include left-censored observations due to firms without recognised deferred tax balances in specific years. This approach has been validated in prior studies on deferred taxation (Görlitz & Dobler, 2023; Tumba et al., 2025). For robustness, the study also estimates an OLS model with heteroskedasticity-consistent standard errors to verify the consistency of the Tobit results. The model parameters are evaluated using Stata 19.5, and diagnostic tests such as variance inflation factors (VIF), heteroskedasticity, and serial correlation tests are conducted to ensure reliability and validity of results.

Overall, this methodological framework enables a rigorous assessment of the moderating influence of firm size on the leverage–deferred-tax relationship. By accounting for both institutional and firm-level heterogeneity across Sub-Saharan African manufacturing firms, the study provides a comprehensive and contextually grounded explanation of how financial structure and organisational capacity interact to determine deferred tax recognition behaviour under IFRS-based reporting environments.
4. Results and Discussion

4.1 Descriptive Statistics

Table 2 presents the descriptive statistics of the variables used in the study. The mean value of Deferred Tax Assets (DTA) is 0.043 with a standard deviation of 0.072, indicating that, on average, deferred tax assets account for approximately 4.3 per cent of total assets among Sub-Saharan African manufacturing firms, though with wide variation across firms and countries. The minimum value of 0.000 suggests that several firms reported no deferred tax assets during the study period, confirming the left-censored nature of the data and the appropriateness of the Tobit model. Leverage (LV) has a mean of 0.512 and a standard deviation of 0.287, suggesting moderate use of debt financing across the sampled firms. The mean firm size (FS) is 8.613 with a standard deviation of 0.732, indicating a relatively high concentration of medium to large-sized firms in the sample. Profitability (PR) exhibits a mean of 0.067 and a standard deviation of 0.089, reflecting substantial differences in return on assets across firms and time. Asset Tangibility (AT) averages 0.411, signifying that approximately 41 per cent of total assets are composed of tangible fixed assets. The mean for External Auditor Type (EA) is 0.47, showing that 47 per cent of the firms are audited by Big Four auditors, while Board Size (BS) has an average of 8.95 members, consistent with corporate governance codes in the region.

Table 2: Descriptive Statistics
	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	DTA
	1,800
	0.043
	0.072
	0.000
	0.312

	LV
	1,800
	0.512
	0.287
	0.032
	1.572

	FS
	1,800
	8.613
	0.732
	6.245
	10.192

	PR
	1,800
	0.067
	0.089
	-0.154
	0.287

	AT
	1,800
	0.411
	0.198
	0.071
	0.891

	EA
	1,800
	0.470
	0.499
	0
	1

	BS
	1,800
	8.950
	2.103
	4
	16


Source: Author’s computation using Stata 19.5 (2025)

The descriptive statistics highlight the structural diversity of Sub-Saharan manufacturing firms, where variations in asset composition, profitability, and leverage reflect differences in capital structure management, institutional enforcement, and IFRS implementation across the sampled countries. The presence of zero DTA values in a significant number of firms validates the study’s decision to employ a censored Tobit model.

4.2 Correlation Matrix

Table 3 shows the pairwise correlation coefficients among the study variables. The correlation between DTA and LV is 0.362, suggesting a moderate positive association, implying that firms with higher leverage tend to recognise greater deferred tax assets. Firm Size (FS) also correlates positively with DTA (r = 0.427), indicating that larger firms are more likely to record deferred tax assets, consistent with the Resource-Based View which emphasises the role of internal capabilities in accounting recognition. The interaction term LV_FS shows a positive but relatively weaker correlation (r = 0.219), implying that the moderating effect of size exists but is conditional upon leverage levels. Profitability (PR) exhibits a positive correlation with DTA (r = 0.251), suggesting that profitable firms are better positioned to utilise deferred tax benefits. Asset Tangibility (AT) and DTA show a weaker positive correlation (r = 0.128), while EA and BS are positively but insignificantly correlated with DTA. Importantly, the correlation coefficients among independent variables are below 0.70, confirming the absence of multicollinearity.

Table 3: Correlation Matrix
	Variable
	DTA
	LV
	FS
	LV_FS
	PR
	AT
	EA
	BS

	DTA
	1.000
	
	
	
	
	
	
	

	LV
	0.362
	1.000
	
	
	
	
	
	

	FS
	0.427
	0.396
	1.000
	
	
	
	
	

	LV_FS
	0.219
	0.635
	0.542
	1.000
	
	
	
	

	PR
	0.251
	0.233
	0.318
	0.221
	1.000
	
	
	

	AT
	0.128
	0.179
	0.263
	0.157
	0.209
	1.000
	
	

	EA
	0.104
	0.092
	0.171
	0.119
	0.106
	0.067
	1.000
	

	BS
	0.118
	0.133
	0.215
	0.169
	0.142
	0.113
	0.094
	1.000


Source: Author’s computation using Stata 19.5 (2025)

The correlation results confirm theoretical expectations and support the inclusion of both leverage and firm size as explanatory factors. The moderate associations further justify the model specification, as multicollinearity does not distort coefficient estimates.

4.3 Diagnostic Tests

Table 4 presents the results of the diagnostic tests conducted to ensure the validity of the model. The mean Variance Inflation Factor (VIF) is 2.87, indicating that multicollinearity is not a concern since all values fall well below the threshold of ten. The Breusch–Pagan/Cook–Weisberg test for heteroskedasticity reports a Chi-square statistic of 1.84 (p = 0.175), suggesting that the null hypothesis of homoskedasticity cannot be rejected, and the model exhibits constant variance. The Ramsey RESET test yields an F-statistic of 1.23 (p = 0.276), confirming that the model is correctly specified. Finally, the Tobit model residual diagnostics reveal no serial correlation after clustering by firm, indicating that the estimators are efficient and unbiased.

Table 4: Diagnostic Tests
	Test
	Statistic
	Probability
	Decision

	Mean VIF
	2.87
	—
	No multicollinearity

	Breusch–Pagan / Cook–Weisberg
	χ² = 1.84
	p = 0.175
	Homoskedasticity not rejected

	Ramsey RESET
	F = 1.23
	p = 0.276
	Model correctly specified

	Serial Correlation (Clustered SE)
	—
	—
	No serial correlation detected


Source: Author’s computation using Stata 19.5 (2025)

The diagnostic tests confirm that the model is statistically sound and that the Tobit estimation approach is appropriate for the dataset. This provides a robust foundation for interpreting the regression outcomes.

4.4 Regression Results and Discussion

The Tobit regression results are presented in Table 5. The coefficient for Leverage (LV) is positive and statistically significant at the 1 per cent level (β = 0.043, p < 0.01), confirming H₁ that leverage has a significant effect on deferred tax assets among Sub-Saharan African manufacturing firms. This finding reinforces the theoretical postulation of Positive Accounting Theory (PAT), which argues that managers act rationally to select accounting policies that enhance contractual efficiency and satisfy debt covenants (Watts & Zimmerman, 1978). Leveraged firms, therefore, have incentives to recognise higher deferred tax assets as a means of signalling financial stability and maintaining compliance with debt-related performance metrics. This behaviour aligns with the argument of Agency Theory (Jensen & Meckling, 1976), which posits that management uses accounting discretion to mitigate lender concerns arising from information asymmetry.

Table 5: Tobit Regression Results (Dependent Variable: DTA)
	Variable
	Coefficient
	Std. Error
	z-Statistic
	p-Value

	LV
	0.043***
	0.012
	3.583
	0.000

	FS
	0.027**
	0.013
	2.077
	0.038

	LV_FS
	0.016**
	0.008
	2.041
	0.042

	PR
	0.021**
	0.010
	2.100
	0.036

	AT
	-0.009
	0.009
	-1.016
	0.312

	EA
	0.004
	0.005
	0.800
	0.424

	BS
	0.002
	0.002
	1.000
	0.317

	Constant
	-0.165***
	0.048
	-3.438
	0.001

	Log Likelihood
	—
	—
	—
	-512.74

	Pseudo R²
	—
	—
	—
	0.186


Note: ***p < 0.01, **p < 0.05, *p < 0.10
Source: Author’s computation using Stata 19.5 (2025)

Empirically, the result aligns with the findings of Dhaliwal, Gleason and Mills (2004) and Frank et al. (2009), who demonstrated that higher debt levels amplify deferred tax recognition through interest-deductible temporary differences. Similarly, Hanlon and Heitzman (2010) found that deferred tax assets often increase with leverage, as debt financing magnifies the scope of deductible temporary differences. In contrast, studies such as Moniz et al. (2022) reported that firms in conservative reporting environments may under-recognise deferred tax assets to avoid breaching debt covenants. The present result supports the more aggressive recognition behaviour observed in emerging markets, reflecting management’s incentive to enhance firm valuation under limited creditor scrutiny. Within the Sub-Saharan African context, where tax enforcement and covenant monitoring are relatively weak, the positive leverage effect suggests that firms utilise deferred taxation strategically to balance financing costs and earnings management objectives. This outcome is consistent with Nigerian evidence by Sani et al. (2024), who found that highly leveraged firms engage in greater tax planning and deferred tax utilization to exploit the deductibility of interest payments.

Firm Size (FS) exhibits a positive and statistically significant coefficient (β = 0.027, p < 0.05), confirming H₂ that larger firms are more likely to recognise deferred tax assets than smaller ones. This result supports the Resource-Based View (RBV) (Barney, 1991), which attributes organisational outcomes to firm-specific capabilities such as financial strength, technical expertise, and internal control quality. Larger firms possess more sophisticated accounting systems, experienced tax professionals, and stronger relationships with regulators, enabling them to identify and substantiate deferred tax benefits more effectively than smaller firms. This finding corroborates the conclusions of Görlitz and Dobler (2023), who demonstrate that larger firms tend to exhibit more persistent earnings and more informative deferred tax disclosures, underscoring the role of firm scale in enhancing IFRS compliance and financial reporting quality, particularly in emerging markets. From a practical standpoint, this result suggests that resource availability and institutional embeddedness play a pivotal role in shaping the recognition of deferred tax assets in emerging economies.

The positive and significant coefficient of the interaction term between Leverage and Firm Size (LV_FS) (β = 0.016, p = 0.042) confirms H₃, indicating that firm size significantly moderates the leverage–deferred tax asset relationship. This implies that the positive effect of leverage on deferred tax asset recognition is more pronounced in larger firms. The moderating effect provides empirical evidence that organisational capacity strengthens the link between financing structure and deferred tax reporting, consistent with the combined expectations of Agency Theory and the Resource-Based View. From an agency perspective, larger firms are subject to more external scrutiny, which encourages transparent recognition of deferred tax items to maintain reputational credibility and investor confidence. From the RBV perspective, firm size represents a strategic asset that enhances tax management capability, allowing well-resourced firms to transform leverage-induced temporary differences into realisable deferred tax benefits. This finding aligns with Tumba et al. (2025), who documented that firm size amplifies the positive influence of leverage on deferred tax recognition across Sub-Saharan manufacturing firms. 

Among the control variables, Profitability (PR) is positive and statistically significant (β = 0.021, p < 0.05), implying that profitable firms are more confident in recognising deferred tax assets because they expect sufficient future taxable income to realise these benefits. This finding agrees with the results of Frank et al. (2009) who argued that profitability enhances deferred tax recognition since it signals higher recoverability of deductible temporary differences. Asset Tangibility (AT) shows a negative but insignificant coefficient (β = -0.009, p = 0.312), suggesting that a higher proportion of fixed assets does not necessarily translate into greater deferred tax recognition. This may be attributed to the fact that tangible assets in many African firms attract accelerated depreciation, thereby reducing the scope for deferred tax accumulation. The results for External Auditor Type (EA) and Board Size (BS) are positive but statistically insignificant, implying that audit quality and governance size have limited direct influence on deferred tax decisions. This aligns with Kasipillai and Mahenthiran (2013), who emphasize governance's role in weak institutional settings. In contrast, Wahab et al. (2024) find governance mechanisms ineffective in curbing tax avoidance among military-connected firms, highlighting the limits of governance when political entrenchment is present.
Overall, the regression results provide strong empirical support for the study’s theoretical propositions and confirm that both leverage and firm size are key determinants of deferred tax asset recognition in Sub-Saharan Africa. The findings are consistent with prior evidence from developed markets (Dhaliwal et al., 2004; Görlitz & Dobler, 2023) but add new insights into the regional context, where financial reporting behaviour is shaped by weaker enforcement and heterogeneous IFRS adoption. The moderating role of firm size illustrates that deferred tax accounting is not purely a compliance-driven process but a strategic financial decision influenced by resource endowment, reporting sophistication, and leverage structure. These findings validate the argument advanced in Positive Accounting Theory that managers use accounting discretion to manage reported performance under financial constraints, and they extend the Resource-Based View by demonstrating that firm size enhances the ability to convert leverage-related tax advantages into measurable financial benefits. In essence, deferred taxation in Sub-Saharan Africa reflects both the institutional realities of emerging economies and the strategic behaviour of firms seeking to optimise tax positions while sustaining investor confidence.
5. Conclusion and Policy Implications

This study examined the moderating effect of firm size on the relationship between leverage and deferred tax assets among listed manufacturing firms in Sub-Saharan Africa. Grounded in Positive Accounting Theory, Agency Theory, and the Resource-Based View, the research explained how financial structure and organisational capability jointly influence deferred tax recognition under the International Financial Reporting Standards (IFRS). Using a panel of 186 manufacturing firms across fourteen Sub-Saharan African countries from 2012 to 2022, a Tobit regression model was employed to account for the left-censored nature of deferred tax asset data. The model incorporated both direct and moderating effects, providing a comprehensive perspective on how leverage and firm size interact to shape deferred taxation behaviour.

The empirical findings revealed that leverage (β = 0.043, p < 0.01) and firm size (β = 0.027, p < 0.05) each exert a positive and significant influence on deferred tax assets, while the interaction term (β = 0.016, p < 0.05) confirmed that firm size significantly moderates the leverage–deferred tax asset relationship. The results indicate that firms with higher debt levels recognise greater deferred tax benefits and that this tendency strengthens as firms become larger. These outcomes align with Positive Accounting Theory, which suggests that highly leveraged firms use deferred tax recognition to manage financial reporting outcomes and maintain compliance with debt covenants. The moderating role of firm size reflects the Resource-Based View by showing that larger firms, with their superior internal systems and technical competence, are better positioned to identify and justify deferred tax benefits under IFRS. Together, these findings affirm that leverage enhances deductible temporary differences, while firm size magnifies the ability to recognise such differences within the boundaries of regulatory discretion.

From a theoretical perspective, the findings extend Positive Accounting Theory by incorporating firm size as a conditioning factor influencing managerial accounting choices in the presence of debt-related incentives. The integration of Agency Theory further clarifies how leverage-induced monitoring pressure interacts with organisational capabilities to shape accounting discretion. The Resource-Based View complements these insights by situating firm size as a strategic enabler that transforms financial structure into reporting outcomes.

The policy implications of these findings are multifaceted. For regulators and standard setters, the results underscore the importance of strengthening enforcement of IFRS provisions on deferred tax recognition to ensure consistency and comparability across firms and jurisdictions. Regulators in Sub-Saharan Africa, particularly national accounting bodies and securities commissions, should enhance disclosure requirements for deferred taxation to improve transparency and investor confidence. For corporate managers, the results suggest that leveraging deferred taxation strategically can enhance perceived financial health, but such decisions must be guided by realistic projections of future profitability and compliance with IFRS recognition criteria. Larger firms should maintain robust internal tax management systems and periodic deferred tax asset evaluations to prevent overstatement risks, while smaller firms should invest in capacity building to improve the quality of financial reporting.

For investors and analysts, the evidence that leverage and firm size jointly influence deferred taxation provides useful insight into interpreting firms’ deferred tax positions as indicators of financial resilience and earnings sustainability. A high deferred tax asset ratio in a large, well-governed firm may reflect prudent recognition and sound future profitability expectations, while a similar ratio in a smaller or highly leveraged firm could indicate potential earnings management. Therefore, deferred tax information should be incorporated into investment analysis, credit assessment, and valuation models, particularly in emerging markets where firm-level transparency varies widely.

Nevertheless, the study acknowledges several limitations. The sample was restricted to manufacturing firms, which may limit the generalisability of findings to sectors such as banking, telecommunications, or extractive industries with distinct tax structures and accounting policies. In addition, data availability varied across countries, as deferred tax disclosures are inconsistently presented in Sub-Saharan financial reports, which may have constrained cross-country comparability. The study also focused on firm-level determinants and did not explicitly model macroeconomic or institutional variables that could influence deferred tax recognition behaviour.

Future research should therefore extend the analysis to other sectors, incorporate institutional quality and tax policy variables, and employ dynamic or non-linear estimation approaches to capture intertemporal adjustments in deferred tax behaviour.

In sum, deferred taxation functions as a strategic interface between corporate finance and financial reporting, influenced by firm-specific resources and the quality of regulatory institutions. Strengthening IFRS enforcement, enhancing firm-level reporting capability, and improving cross-country disclosure comparability will not only increase transparency but also reinforce the credibility and efficiency of capital markets across Sub-Saharan Africa.
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