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Do Tax Risk and Tax Avoidance Affect Firm Value?

FELAS ol e B A RS R 2k 3 2y W (R (o 52 8

Jenn-S hyong Kuo, Department of Accountancy, National Taipei University
SOHRIE / B = & ﬁb};""'@‘afm ES

Chen-Ying Ko, National Taxation Bureau of Taipei, Ministry of Finance
FURREE / 04 Bk £ 3L BIAR By

Da-Kai Wu, Department of Accounting, Feng Chia University

BRBE/ EF REGHEA

Yi-Cheng Ho, Department of Public Finance, National Chengchi University
AT / Bl 5 s R g &

Received 2022/2, Final revision received 2023/12

Abstract

This paper examines the impact that tax risk and tax avoidance, both individually and
jointly, have on firm value. Using the data of listed companies in Taiwan from 2000-2019,
the results of measuring tax avoidance and tax risk with the cash effective tax rate suggest
that investors negatively value tax risk while positively value tax avoidance; moreover,
tax risk moderates the positive valuation of tax avoidance. In addition, we find that
across different tax systems or tax rate periods, tax avoidance and tax risk have roughly
the same impact on firm value; however, the magnitude of the impact varies in some
periods. Overall, compared with prior literature on firm value that has mostly focused on
tax avoidance, the empirical results of this study show that future researchers should also
consider the interaction between tax risk and tax avoidance.
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R CH 28] (McGuire et al., 2013; Hutchens and Rego, 2015; Guenther et al., 2017;
Drake et al., 2019) » fEHEZ B ARG R R BARBMEE(E - KIFE R 5 &
HIREEN RS o ASCESERTES A RS EENHSERRE (FTSHRHE S
BrDLE S I PIMETER)  HitE FE 1 - 4 ERESESERRAIELESE (SD_
CETR5)" o — ~ FHF#LME - ASCDNA FE A S H S (CETRS) #i& - tHEkE ¢
R 1 — 4 F 2 PRI &S AT EREFIER DA A & S 0 T R pTR s AR R0 2 22 P 3R DA
—1 o =~ THR e B R AR AR HE ) A2 3R TE - SE #e Ky SD_CETRS B3 CETRS HYAZ3E (SD_

TOBINSQ, = “)

9 TEMRAERERGENES T - SRR TES (E B B AR B U R A B E AR E - E RS R
YRS = IE R

10 Hutchens and Rego (2015) 5355 XU 2 B BRI & ANTE E M - o B g = B R K g
S HIFE R RS © Guenther et al. (2017) BIIFE HI A5 SOME =R AT UE 72 2 LA 5 A R 8l 2k DL AR 2k
BTSN HEE M o 55— (EHE LAY RH A R i S FE AT R R B B FH AR A1l 2% (Unrecognized Tax
Benefit; UTB) » FHEAET G S 152 Ciconte 111, Donohoe, Lisowsky, and Mayberry (2024) Ei
Dyreng et al. (2019) ; {HEREIARZER AN EEEE UTB - HUEEHHARERESOMT 5 FE4h © Guenther
etal. (2017) 325y UTB AIREMRILFE 70 IR 2N = R B B FEL ALl fr -

11 SHE A R SRR 22 DL R (R R R AR I SO 2R 3 2R B0 DU AE R I RROR -
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CETR5xCETRS)

CONTROL B ¥ 8 » AW Fe iR I8 SRk B A TE R Ebs ~ FEAR e DU A ]
BB (Drake et al., 2019; Jacob and Schiitt, 2020) » fift A LU T #Zeshilssh « &5k -
MRTEE R (ROA) FEHIEMEIANE 5  HRERE TR B IR A SR
I EN M R BTE ZE SRR LA HE 2 (VOL_ROAS) » % &R
B B TR EAZ A E A (AR SCEHR e R R R e B R A R ) At
TR AR BT 2 R B HATHE = Y AE ST (ROAXVOL_ROAS) = By 1 RN TR
M - BIAHERER (SGR) ~ EATZH (CAPEX) LA FeEsEE R (RD) -

AR+ FEFR LB e FEL R AR SCIER S F AR 8 ELRERSEHIE (NOL) ~ A FIHE
(SIZE) ~ &{&Ll=R (LEVERAGE) ~ SNEIFfT 1S (FOREIGN) ~ E&E M (4D) ~ P& E
(INTAN) DAE T2 ] (DEPRE) @ YA E IR o 7% - ASCHOA 2 SEE E A
R (IND) DA AEFEE TE IR (YEAR) - FE 515 8 XU 22 & [ PE R A B ny 1t
B LS E R AR AT A T L[] 1 B AR RS AR M SRR s o DA R
SHERFDER2 -

Py~ Rk kit

7 3 R ARG ET - TOBINSQ S¥-23{E# 0.72 » HRER /3 F AR BB K
A1 (58 75 533i{% 0.86 ) ° SD_CETRS WSEIG{E By 0.2431 - {H AT EUE R 0.0921 »
RFEATFER R B GIRSHES  CETRS HISEHIE R -0.14 » Hom B K5 Fo B
EME - BURA TR BN HEEFE © 2% 4 1Y Panel A & Panel B 735l 2F
A R FEFESAT  BAECREREN - BRI — P RET 1T -

5 BAHRBIREE - WA T /55 Pearson fHEI R 8 - ¥ AfRA L HHIE
Spearman FH B {2 8 - # 5 RES B HUZ AV AHRBHFE (K ° - 75 % > SD_CETRS Hi
TOBINSQ HITHEAGRE Ry & ~ CETRS Eil TOBINSQ HITHRA FREUR I - HAZEH] 5% B3
JKUE - BEREDMERATEM S - RER— KB I GES - FAh - R 61l 4) 2HFRT
TEE 3 S P T TE SR 2 MR s ) B B B IR A (Variance Inflation Factor; VIF) -
e R 228 VIF {HS T/ 1 2 2 Z[H » §RH VIF {E{# 4.70 (ROA) - ARk
A GEHRYR B e L R B2 # & o AN hE R (RSO 5 e LAt A B 3R - Al
AR IR B ~ FRARREEL A FIEE < R - ZEDGGTERELAT -

12 CAPEX ¥ DEPRE |51 » W& HY Pearson FHEH (R E5 0.75 ~ Sperman AR S5 0.84 - HE
et EREFEKHE
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7= 3 HuhiERRET
BAY  THB R F250fu PuBl 759U
TOBINSQ 14,777 07193  0.8736 0.2698 0.5265 0.8640

SD_CETRS5 14,777 0.2431 0.5004 0.0487 0.0921 0.2034
CETR5 14,777 -0.1445 0.1528 -0.1820 -0.1219 —-0.0557
ROA 14,777 0.0614 0.0774 0.0194 0.0574 0.1026
VOL_ROAS 14,777 0.0428 0.0341 0.0203 0.0337 0.0547
NOL 14,777 0.1985 0.3989 0 0 0

SIZE 14,777 14.9205 1.4248 14.0129 14.8008 15.7565
LEVERAGE 14,777 0.3550 0.1531 0.2400 0.3494 0.4610
FOREIGN 14,777 0.9398 0.2378 1 1 1

CAPEX 14,777 0.5495 2.3131 0.0168 0.1255 0.4892
SGR 14,777 7.1045 46.5587 —-9.2500 2.2100 14.1200
RD 14,777 0.3485 1.1878 0 0.0858 0.3643
AD 14,777 0.0134 0.0940 0 0 0

INTAN 14,777 0.0045 0.0132 0 0.0005 0.0030
DEPRE 14,777 0.4120 1.5294 0.0266 0.1254 0.4054

X 1887 CETRS 8ERRZE 0 B 1 2 - EHEREBEEIY winsorize & 1% & 99% °
2EHTERFEDER 2

B2 EEitR

il

— ~ EEGEERRS R

6 2 EEEFGR - & 6 Wil (1) Rzt (1) FIMEET > EE MR L QRN
g ) FLAE HABR S R 3R HE 2 (SD_CETRS) » HAREUR & FHEF] 1% B /KHE -
HARPEAEEZ T - TR ST —(EREZE (0.5004) » TOBINSQ jik/) 0.0291 > 57
FrRE— - IE AERTE R ARG T R EATRHE - i (2) B Q) BUfltER - £2
R BN R A Y LA SR A SR (CETRY) - HAREUS IE HRIBGES]
1% BEZEKAE - PEHIHME RN - FHARBUEEEE T —(EFEHE 72 (0.1528) » TOBINSQ
¥E0 0.0582 - BRAE AN B POHAALRERS T IR HYRHE -

il (3) RIEH (3) BIMGEHRER - SD_CETRS J: CETRS HIFRHELRE (1) KM (2)
JARL - SERrEER— R ABER = - P55 > HH3RIE (SD_CETRS<CETRS) (A8 E HIEE] 5%
U KUE - SRR = MR E R R (R E NS AR R A R E - i (3) /Y
FHAE RV - BIEAEMH RV AR R 2 T & N TH AR A R (E R A
Rt AR Z ST E R RE - REMHERERREE PR IRE ATERIA B2
B ELREINIIIRE - BRZENREANNER - 5— 7| » AR R EE
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x4 BAEASH
Panel A A FEE N
FE EZ B/t RETEHLE
2000 306 2.07% 2.07%
2001 349 2.36% 4.43%
2002 404 2.73% 717%
2003 472 3.19% 10.36%
2004 547 3.70% 14.06%
2005 610 4.13% 18.19%
2006 655 4.43% 22.62%
2007 718 4.86% 27.48%
2008 729 4.93% 32.42%
2009 759 5.14% 37.55%
2010 798 5.40% 42.95%
2011 835 5.65% 48.60%
2012 850 5.75% 54.35%
2013 873 5.91% 60.26%
2014 890 6.02% 66.29%
2015 936 6.33% 72.62%
2016 972 6.58% 79.20%
2017 988 6.69% 85.88%
2018 1,029 6.96% 92.85%
2019 1,057 7.15% 100%
&t 14,777 100% 100%
Panel B EAEE N
KI5 TEJ E£5 B A5t REtEAL
1 KiRIE 197 1.33% 1.33%
12 RmI¥ 398 2.69% 4.03%
13 BRI 484 3.28% 7.30%
14 T he 641 4.34% 11.64%
15 T 1,065 7.21% 18.85%
16 EREE 123 0.83% 19.68%
17 HLE&E 1,120 7.58% 27.26%
18 WIEfEE 90 0.61% 27.87%
19 BRI 88 0.60% 28.46%
20 TS 619 4.19% 32.65%
21 1% BERAA 200 1.35% 34.01%
22 FEITE 134 0.91% 34.91%
23 EFI¥E 7,569 51.22% 86.13%
25 M s 832 5.63% 91.76%
26 IRCES 211 1.43% 93.19%
27 HNEE 158 1.07% 94.26%
29 EC NS 205 1.39% 95.65%
99 Hith 643 4.35% 100%
=X 14,777 100% 100%
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o W) BHEY uewieads & O T DB 7 « IEWJBHEY uosiead & L Y B EL ¢ E

oL EFRHEIEEC
o FNCEEE %S W T
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PRETHEAGR R e BN BB {E 2 PRI SRR rsE R R B & AR R b I RRER SR -
(S FH R R 2 PR AR = i -

SRR BB R T e BRI R AN - NS IREA R - A SCEFEH
FAEHRE AR ER (GETRS) By t 5 1 — 4 5.2 Fr{SF 2 P FER1 bR DURE 17 2 0P
MIRTR SR R LL -1 - M a1 - BIDL ¢ 828 ¢ — 4 FEIR A R RIS
#E7= (SD_GETR)S) fire= -

DAR A R R B S E R » EHrGE (1) 20 Q) AR AR T -
il (1) KAl 3) /3l 23 (1) K= (3) BT » SD_GETRS WIREUIE A E 5T L
HIBEE 1 - HAS R TRERE SR N A R I I S E R - B{SIRAEA N
MURA I BN N s BN AE(H - HUASSAE(H Armstrong, Blouin, and Larcker
(2012) HIAERm » B2 BLRSEE A BYESE)#T M (Incentive Compensation) {5 ER R A4 %X
MR R ZAE EHR - R AITE R RGO SR AR A A ST - e &S A RYE
0 A A B TR A I RIS IRER - ASCEBEAERATEH - BT
FHAR g R 1 - A A AT eI BE 5 SRR R B R T A R =R D FE R JE b
A FIEERIEE D - R HEENE  BEARRTIZEAIEIREL Armstrong et al.
(2012) FOTHIEAAMHRT @ (HIEFETEE Z RN EHR G S EEER I EE
HEFRASHE N\ MEE A E R IRE A SRR TR WRA SRR Z— - 2) 2
B (2) BUMLETRG SR - GETRS BLNFEE BHEZE EMOIRG 0 FEHaR— - &
%+ AR (3) » TRMEIE MR =R AR HEZRIFEIIE (SD_GETR5xGETRS) Ei/\E{E(H
R AR R AR o ESRMEES 0 SD_GETRS BIRURRR T 26H SD_
GETR5 K525k » MU B TRIERIE#EE » BB S MR A S0 =R DU A fH
T\ A B A N BIE (R B ECR - (BFERR e e 35 FR IR TR SR 3 - [
BNEEE -

2~ R TR S B
(=) RHEETIHEEEEN B
B IR FHEEAE SRR B DL Tobin’s Q & - (E Ry T HERE A 5145 FL 2 & BUR IR
W B B )R - R S ER R TS EE I E AR EH B LNMVE) {F /A =IEE
HOFCER R - BT EET0 (1) 230 (3) BIAESR « fERAIMUAES (Untabulated Results)
tH - SD_CETRS5 ~ CETRS J Wi & HIMHIRIA LR BT miBd R 7 tHE] - HIEFZES] 19% B

13 M LA SD_GETRS 81 SD_CETRS WIIEAE 22 #2358 B 1L 45 5 + SD_GETRS WSV {E By
0.1945 ~ fEEAEZER 0.4650 » (KA SD_CETRS WJSFEI{H 0.2431 ~ fEUEZE 0.5004 » HURNBZELLIRE
T RRIERT ISR e - MR T R R e S pFE AR R B i — 2D i A A AN FE (B AT R 28 -
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&6 MRER  HRAHENAREENRE BEBHHRE

FEERAS M (1) (2) (3) (4) VIF

SD_CETR5 - —0.0581*** -0.0613** 1.87
(0.0220) (0.0266)

CETR5 + 0.3810*** 0.4168*** 1.66
(0.0757) (0.0946)

SD _CETR5XCETR5 - -0.1126** 2.54
(0.0568)

ROA + 4.3110%* 4.3362%** 4.2611** 4.70
(0.4831) (0.4742) (0.4848)

VOL_ROA5 ? 7.2713*** 7.2966*** 7.3268*** 1.39
(0.7733) (0.7725) (0.7752)

ROAX VOL_ROA5 ? —35.1760*** —35.7902*** —35.3561*** 3.84
(5.3684) (5.3199) (5.3724)

NOL + 0.1179*** 0.1173*** 0.1172%** 1.79
(0.0286) (0.0285) (0.0286)

SIZE + -0.0021 -0.0028 -0.0035 1.52
(0.0129) (0.0129) (0.0129)

LEVERAGE - 0.0672 0.0776 0.0764 1.35
(0.0941) (0.0938) (0.0936)

FOREIGN + -0.0260 -0.0287 -0.0284 1.02
(0.0564) (0.0561) (0.0559)

CAPEX + 0.0102** 0.0102* 0.0107** 2.22
(0.0048) (0.0047) (0.0048)

SGR + 0.0002 0.0001 0.0001 1.12
(0.0002) (0.0002) (0.0002)

RD + -0.0085 -0.0099 -0.0094 1.46
(0.0088) (0.0087) (0.0087)

AD - -0.1970** -0.2075** -0.2022** 1.15
(0.0954) (0.0953) (0.0952)

INTAN + 7.6369*** 7.6263*** 7.6034*** 1.03
(1.8903) (1.8836) (1.8876)

DEPRE + -0.0013 -0.0026 -0.0020 2.46
(0.0062) (0.0063) (0.0062)
CONS 0.1188 0.1510 0.1738
(0.2168) (0.2175) (0.2177)
R R 0.1725 0.1758 0.1763
EXEEMR iE iE iE
FEEEMER B B iE
A 14,777 14,777 14,777

5T 1. HRERFREEUR TOBINSQ > # (1) Z48 (3) ABIEIRK (1) EEX (3) WIMLEMAER - CONS BEE
1B HEAEEMEEFESER2-
2. 18 (4) EHEZEREEEN VIFE -
3. % w DRIRIR 5% ~ 1% FEEIKHEE o
4. FEAA A LI/ARIERE cluster BURZEERR o
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&7 MERER  ERARENAREENRE | IREEHRRE

FEERFI M (1) ) (3)
SD_GETR5 - 0.0253 0.0085
(0.0232) (0.0283)
GETR5 + 0.2760*** 0.3399***
(0.0866) (0.1019)
SD_CETR5X CETR5 - -0.1163*
(0.0644)
ROA + 4.4783%* 4.4355*** 4.4938***
(0.4792) (0.4720) (0.4802)
VOL_ROA5 ? 7.2609%** 7.2548%** 7.2925%**
(0.7742) (0.7734) (0.7764)
ROAX VOL_ROA5 ? —36.2842*** —35.9098*** —36.3831***
(5.3727) (5.3260) (5.3818)
NOL + 0.1126*** 0.1245%** 0.1199***
(0.0286) (0.0282) (0.0282)
SIZE + -0.0004 -0.0030 -0.0024
(0.0129) (0.0129) (0.0128)
LEVERAGE - 0.0700 0.0865 0.0891
(0.0944) (0.0935) (0.0933)
FOREIGN + -0.0279 -0.0280 -0.0289
(0.0566) (0.0561) (0.0561)
CAPEX + 0.0091* 0.0091* 0.0088*
(0.0048) (0.0047) (0.0048)
SGR + 0.0002 0.0001 0.0001
(0.0002) (0.0002) (0.0002)
RD + -0.0095 -0.0097 —-0.0100
(0.0088) (0.0087) (0.0087)
AD - -0.2039** —-0.2001** —-0.1977*
(0.0955) (0.0963) (0.0968)
INTAN + 7.6273** 7.6322%** 7.5983***
(1.8844) (1.8907) (1.8930)
DEPRE + -0.0027 -0.0017 -0.0020
(0.0062) (0.0063) (0.0063)
CONS 0.0757 0.1349 0.1257
(0.2162) (0.2173) (0.2162)
AR R 0.1717 0.1735 0.1738
EXEETHMR B B =
FEEEMR B E B
HRAE 14,777 14,777 14,777

5T 1. HEERFREEUR TOBINSQ @ # (1) 218 (3) AR 2R LIRE AT R & E AR S RIERE
B2 - EFEETE (1) 22X G) BIMER - CONS BEEIE » HBBHHNERFERER 2.
2. % o ARIZIR 10% ~ 5% ~ 1% FEEIKEE o
3. B A A LLABIERGE cluster FIFZZEER -
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ke BURAFIEERE AR EEG R EAR -

(=) AERAXABME

DRI#% 2 22 2 R R R 0 7 0N [A] (Kubick et al., 2015) @ &R A S
BT 5 B R TR /2R 7 3 2 R M B 2 B > BRLHASIFSE£2% Cook, Moser, and
Omer (2017) » K/ B4 FE BT B8 AR SR R E S — & (Industry-year) F1{7 8 » 5
BRI S MR (DCETR) By 7 5 (AR M R EE B N S (E(E R BRR -
¥ DCETR & b —1 » SIS ImS R A2 28 W% - SOMERRERE S - B
PLt 4£28 ¢ — 4 5 DCETR WIHEYE 7 ffi B (SD_DCETRS) » L\ SD_DCETRS }. DCETR
SRR (1) E2 (3) B9 SD_CETRS Fr CETRS {9 M Bt » 5 S syl it
TREOT A B S BGRARTRT - LR 1% B /KHE (SRR L T B

SKYEZA
EER e

( =) Henry and Sansing (2018) #L4% 31 ## 35 4%

H B2 BOR A A S0 R Rt EFH A RERIFEIE » RIMEMRATT S BE -
RFEERE MR EE DU  F R EE R E R R BB R ERARE R 0 - 5t
AR (Dyreng et al., 2008) » {HiE AIREE & i A EE (RER o Kt > Henry and
Sansing (2018) UMM R M & 7 =0 (DU NS HS #5182 ) KPS M
SEATEEELRAR - PR E TR AR B A S TR AT IR USRI AR - AR P RR LA
AEATIE - AF5tiE ] Henry and Sansing (2018) fiti% » {HRIfEIERIS A =LEEFAY
&b BIERIGTE AT ¢

PSR S8, —REMER X EEEES TIRATER |,
HS, = SS—— ’ (%)
EEEME ,
Hh&EEMNENGIEAXBEERASEN R TSEEZ % - R SR
BHE o SO AL L - 4 HS WIREUESE (SD_HSS5) fr &R Rk - DL SD_
HS5 Je HS 73l A (1) 230 (3) B9 SD_CETRS J: CETRS » FRAMERER » F &
SEERARECNMEENET ERIEEE 1 - BRI E AR -

(w ) MR E] 5 # (Tax Planning Score; TPS)

Jacob and Schiitt (2020) DA 5 558U 35 FH 6 L e R FELAS A58 349 2 28 R (R (E Y
SO RZOURE R FERE ST DIFA R L b S BE 1% AR A HOREFE AR - IR o0 BRIk 5T REL A b
FRHR R 52 8 - K 2H 3% 0 E B E0-8 (TPS_C5) s 1 fEfl BT
FHAHR SH UM (CETRS) 21k » HEREL 2 1 — 4 FHESH IR RIEREE (SD_
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CETRS5) " » 53 RMAFRIHMRERIRRE - 75 FRIREHMARIZRE - BAEEA LR E
BRAZFE A b T FIFE AR RER 2 - TPS TR - (UFRAIE B (LR Ja b Fr 7 2k
R RS AR EA e O - AR R BLMER G R - AR E N LA FHE RS B & A
{EFHMC R - RIPETEI] TPS fRPREd A RIE [ MR L AR % -

LA OLS {51 215
TOBINSQ, = 3, + 8, TPS_C5,, + p CONTROL, + IND, +YEAR, + ¢, * (6)

FAMGRER - TPS_C5 BN FIE{E 23R IE AR LB E AR HE 1% /kHE - BRAl
(R FELAS AR A R DARH A LB AR e 1% =R it — B ERR — » At 55 AR IE
B ETE TPS f51% (TPS_G5) > #GRIAREANAER -

(&) EERFEE

AR EAR - Z RS = ZAYFHR DR - B35 2006 54 FSAIFTISE AR
EH > 2010 FEE NS FI E TS RREREER (25% FBEZE 17%) DIk ((REEZFET
AEET) ¥&H ~ 2015 FREFIH G —H5E e FE I H R R E0 3 B0 - 2018
RS | BT S MFERE 2 20% Ko ECEER B ERNE 10% FHMEZE 5% - 58
SEFR ARG - T - FHRTREOS kA R B E AR ERE# L (B RS
E#R Q) - HEMBRARRE  EAFEER—R  EEREIEENER
RIS » E— BN EIEE - BRI » AP EHaoR i e R AR e ke HA2
OERERAREERNTE » ARG E S K B EIs AT - FHIRSEBLIAF K
A D HE RS - RIS R (E E R 2 R BARRE - AN &R R
ERERILEIRER - AR BRI AN Z2E ORI AR IO - FL - AWFFeAaE
AN E R EE G S EIR A -

B T el i 2 G B SR - AR E i BCRE fE
JE 4] 43 5 I & RS : 2000-2005 4F ~ 2006-2009 4F ~ 2010-2014 4E ~ 2015-2017 4F
2018-2019 4 - FHEEF S BIEH (ERT 3) ° o HE A E &R - AR
FHAROFE AR R\ BLFE AR ARREFEASY - BB R S B R BORIIZR - (RILFE M E b S FE
RS BR ] = BARYFERE (SD_CETR3 ~ CETR3) °

14 HHIRASORFA R LA 1 - K755 1 L CETRS -
15 =0 (1) Bil= (2) EHT(hETRUAE R - AR (3) AR - KL 23R =0 (3) RUAER -
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#* 8 KAHEMRUENAREREARBULAREERAIERE

AR BRI R TEES P

2000-2005 MmfREa— B&F|FR1SIRAR BH
. B T SRR AT BIE

2006-2009 ﬁﬁ‘f?EZE*ﬁ%E EEQHEQE —FBﬁ
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1. Purpose

This paper examines the impact that tax risk and tax avoidance, both individually and
jointly, have on firm value. Greater volatility in tax burdens poses challenges for investors
in predicting future tax expenses. Given that tax expenses significantly impact a company’s
earnings and cash flow, heightened tax burden volatility indicates that investors may find it
challenging to anticipate future earnings and cash flows, resulting in a negative correlation
between perceived tax risk and firm value.

In terms of tax avoidance, most studies suggest it has a positive impact as it serves
to reduce a company’s tax burden. However, some literature posits that failing to pay a
reasonable amount of taxes not only tarnishes a company’s reputation but also diminishes
its overall value. Furthermore, when considering the benefits of tax avoidance, investors
tend to prefer tax planning strategies associated with lower tax risk. Consequently, this
study proposes that there exists an interplay between tax risk and tax avoidance, where tax
avoidance strategies with higher associated risks tend to be less favorably evaluated by
investors.

On the other hand, prior research has primarily focused on the impact of tax avoidance
on firm value while largely overlooking the effects of tax risk and the interaction between
tax avoidance and tax risk. Moreover, despite increasing research on tax risk, discussions
of its relationship with firm value remain scarce, especially in Taiwan, where there is a
lack of related studies. Additionally, studies examining the relationship between tax risk and
firm value typically rely on U.S. data and do not take into account the potential influence
of changes in tax policy. This study aims to bridge these gaps in the existing literature.

We then posit the following three hypotheses:
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Hypothesis 1: Other things equal, there exists a negative association between tax risk and

firm value.

Hypothesis 2: Other things equal, there exists a positive association between tax avoidance

and firm value.

Hypothesis 3: Other things equal, tax risk moderates the positive valuation of tax

avoidance.

2. Design

We compile the data from the Taiwan Economic Journal (TEJ), which provides
financial statement information of domestic listed companies in Taiwan. The empirical
model is based on data spanning the period from 2000 to 2019. After excluding TDRs,
F-shares, and financial and insurance companies, the initial sample consists of 28,158
observations. Additionally, we remove 4,218 observations with negative pre- tax income
and 9,163 observations that are missing data which is required to calculate our variables of
interest from the dataset, resulting in a final sample comprising 14,777 observations.

Hypothesis 1 posits that higher tax risk is associated with lower investor evaluations
of the company. To test this hypothesis, the paper constructs a regression model with
firm value as the dependent variable, measured using Tobin’s Q (TOBINSQ). The primary
independent variable is tax risk, proxied by the standard deviation of the five-year cash
effective tax rate (SD_CETRS). We estimate the following regression model using ordinary
least squares (OLS):

TOBINSQ, = B, + B, SD_CETRS, + p CONTROL, + IND, + YEAR, + ¢, , (1)

where i denotes the firm and 7 denotes the year. CONTROL represents the control variables,
including return on assets (ROA), five-year standard deviation of ROA (VOL ROAS),
the interaction term of ROA and its standard deviation, sales growth rate (SGR), capital
expenditures (CAPEX), research and development expenditures (RD), net operating loss
(NOL), firm size (SIZE), leverage (LEVERAGE), foreign income (FOREIGN), advertising
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expenses (4D), intangible assets (INTAN), and depreciation expenses (DEPRE). IND and
YEAR denote industry and year fixed effects, respectively. Based on hypothesis 1, we
expect a negative association between tax risk and firm value.

To assess this hypothesis 2, we define tax avoidance as the five-year cash effective tax

rate (CETRYS). We present the OLS regression model as follows:

TOBINSQ, = 8, + B, CETRS,, + p CONTROL, + IND, +YEAR, + ¢, , )

we expect a positive relationship between tax avoidance and firm value.

Hypothesis 3 posits that tax risk moderates the positive valuation of tax avoidance.
We interact tax risk and tax avoidance (SD_CETR5x CETRS) to examine whether tax risk

influences the effect of tax avoidance on firm value:

TOBINSQ, = B, + B; SD_CETRS, + B, CETRS, + 8, SD_CETRS x CETRS,
+p CONTROL,, + IND, + YEAR, + ¢, , 3)

we expect the coefficient of SD_CETR5x CETRS to be negative.

During the sample period, Taiwan has witnessed four major tax reforms, including
the introduction of the income basic tax in 2006, the corporate income tax cut in 2010, the
transition from a full imputation tax system to a partial imputation tax system beginning
in 2015, and the increase in the corporate income tax rate to 20% in 2018, which was
accompanied by a reduction in the undistributed earnings surtax from 10% to 5%. These
reforms affect the tax burdens of companies and investors, which, in turn, influence tax
avoidance decisions. Also, these reforms have effects on dividend payout policies, which
further impacted the overall value of companies.

To evaluate whether these tax reforms affected the estimation results, we divide the
sample period into five intervals based on the implementation years of the abovementioned
policies: 2000-2005, 2006-2009, 2010-2014, 2015-2017, and 2018- 2019. We then re-
estimate Equation (3) separately for each interval to assess the impact of these policy

changes on the results.
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3. Findings

The regression results suggest that investors negatively value tax risk and positively
value tax avoidance, and tax risk moderates the positive valuation of tax avoidance. These
results indicate that even when tax avoidance levels are identical among firms, investors’
assessments of tax avoidance may diverge based on variations in tax risk. Investors
will look more favorably on companies with stable and less volatile tax planning, as a
more stable and less volatile tax planning strategy facilitates a better understanding of a
company’s prospective cash flows and tax liabilities. Furthermore, the study reveals that
tax avoidance and tax risk maintain a relatively consistent impact on firm value across
different tax systems, albeit with some variations in the magnitude of the impact during
certain periods.

In contrast to prior literature, which predominantly focuses on tax avoidance in
isolation, this study underscores the importance of simultaneously considering the
interplay between tax risk and tax avoidance. Additionally, our result implies that past
research examining the relationship between tax avoidance and firm value may have
overestimated the marginal impact of tax avoidance by not accounting for the moderating

influence of tax risk.

4. Implications

The findings of this study suggest that, despite investors’ positive evaluation of tax
avoidance, these investors also prefer tax planning with lower risk. Therefore, a singular
focus on minimizing the overall tax burden without considering tax risk may not be
optimal for a company’s operations. Managers should strike a balance between tax
avoidance and tax risk by adopting tax avoidance strategies that align with the overall
risk tolerance of the company. This approach not only meets investor expectations but also
contributes to the enhancement of firm value.

Furthermore, the empirical results emphasize the significance of effective tax risk
management. Companies should establish robust tax governance practices and proactively
prepare for potential fluctuations in economic environments and tax system uncertainties.

This proactive approach can mitigate the losses caused by risks and enhance a company’s
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competitiveness.

5. Contribution

This paper contributes in several ways: First, it responds to the call made by Wilde and
Wilson (2018) to broaden the dimensions of tax research by incorporating tax risk. This
study is not only the first research in Taiwan to investigate the relationship between tax risk
and firm value but also the first to employ firm-level data under income tax integration,
thereby extending the external validity of prior research. The empirical findings shed light
on how investors perceive tax risk, thus enhancing the understanding of the determinants
of firm value in Taiwan. This paper also provides empirical evidence on the economic
consequences of tax risk and its impact on investor evaluations.

Second, while some literature has suggested that companies do not fully utilize tax
avoidance strategies to reduce their tax burdens, the underlying reasons have remained
inconclusive. The empirical results presented in this paper suggest that a company’s tax
planning should consider not only the benefits of tax avoidance but also the associated
risks. An excessive pursuit of tax avoidance, while yielding significant tax benefits, can
elevate risks, which may not be conducive to a company’s overall operations.

Third, in contrast to prior literature that directly examines the effects of tax risk
and tax avoidance, this paper examines how different tax systems affect tax risk and tax
avoidance over different periods. The empirical results reveal variations in the effects
during certain periods, highlighting the importance of taking into account the tax systems
when analyzing this topic. Meanwhile, the results also imply that when investigating this
issue in different countries, the empirical results may diverge due to disparities in tax

systems.
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