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<H 6> A

Variables Mean Median SD MIN Max
In(TAX/TAX-1) 0.0989 0.0737 1.2944 —12.8867 18.6952
In(EBT/EBT,-) 0.0409 0.0649 0.7913 —5.9152 5.1706

DEC, 0.4426 0.0000 0.4968 0.0000 1.0000
ALLOWDIFF;- 0.0094 0.0027 0.0195 0.0000 0.3166
ENTDIFF,—; 0.0015 0.0004 0.0036 0.0000 0.0634
ALLOW,—, 0.1120 0.0000 0.3154 0.0000 1.0000
ENT, 0.2115 0.0000 0.4084 0.0000 1.0000
In(ASSETy) 19.6562 19.3554 1.4949 16.2010 25.6156
In(LEVy) —1.0229 —0.8844 0.5892 —7.5761 —0.0601
In(ROA,) —2.7374 —2.5752 0.8947 —8.8332 —0.6665
In(GROSS/GROSS;-1) 0.0626 0.0644 0.3252 —3.5321 2.8754

F) M5 g9
In(TAX/TAX,1)
In(EBT/EBT,- )
DEC,
ALLOWDIFF,- |

ENTDIFF,,
ALLOW,_,

ENT._,

In(ASSET))

In(LEV))

In(ROA,)
In(GROSS/GROSS; )

InCHAA A AN R, )

In(H A A H) &2} 7R g20] ] E QA B B 2p A $20] 9 )
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ALLOWDIFF,-;<0.0001¢1 7% 1, o}™ 0
ENTDIFF;-;<0.0001¢1 7% 1, o)™ 0
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In(WjEF1 vl EF1 )
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<¥E &2 HA BEL o R R2F(2)S AFgaste] 3] A 0] w2 WA
o] M| A o2 Yep A= HA5e 3|ARA Adfelth. s|Ae| o] Frtet= A
skl w2 HAAFHY ] M&S oJnlal= S|AAT f.E 049124 1% &

H+)9 #= Hola glom, s|Aole] A Al MM HA] skEn AAH 3]AAT B
o B —02798A 1% FEAA 798 (- )4 %k" Holx itk F, F]Ae]¢e] Z.&i%vt—

B 8 HAUMTEN Hslg9 HFHol tiet 2724 2o 1)

. IN(TAX/TAX—1)
Variables -
Estimate t—stat p—value
Intercept ( 5 o) —0.543 —1.63 0.104
DEC (1) —0.135 —2.44" 0.015
In(EBT/EBT:-1) (82) 0.491 9.87" <.0001
DEC#*In(EBT/EBT—1) (£83) —0.279 —3.60"" 0.000
In(ASSET) (84) 0.023 1.59 0.111
In(LEV) (B5) 0.036 0.94 0.346
In(ROA) (Be) 0.040 1.31 0.199
In(GROSS) (87) 0.591 8.13™ <.0001
YR Included
IND Included
F—Value 21.03™
R*—Adj 0.1459
N 3,518

1) WMol Hele <E 6 B
2) s, wn, i 22} 1%, 5%, 10% 2 el e ot

o1 Az B u] Ao]ol3t L5 el vl EAe BE HAT F A,
ol Aol e] Zyt HAaEe] Fhe Folshl LHAGE AL tekilch mebd Ao
oo FALES AR 5 Yt FEE ol weh Jrol §AE A LS P JRE
gokz ANsA e Bk 3 SA0| 3t Salz5e Aols] FAE A1gde] ol 2 &
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& 2483 $€ YPvhn ek YRl §AE & RUHYSA 2T 0]
3, 10 Wt 7)o ole)2 Ee 2435 B A9t F74E sl ATk ey
Aug hsd Aol £ w9 uwmb ALl 34259 319 Shae 4 3}‘:

B 9 eEsSYm Y FHuie(7 242 Y & &5 MURs SHEA fASHH AldE 82
HOIM R EAH HotEo| HILHE G0l Chet 3l Z2a(IH 2)
, H&EE3 Model () HoiH] Model (4)
Variables - -
Estimate —stat p—value | Estimate t—stat p—value
Intercept (30) —0.543  —1.63 0.104 | —0593 —1.72° 0.086
DEC (B1) —0.125 —2.15" 0.032 | —0.130 —2.097 0.037
In(EBT/EBT:1) (82) 0.458 8.84™ <0001 0.449 7.94™ <0001
DEC*In(EBT/EBT:-1) (83) —0217 =270 0.007 | —0.186 —2.16™ 0.031
ALLOW (B4) —0.179  —1.50 0.133
ALLOW*DEC (35) —0.039 —022 0.823
In(EBT/EBT;- 1)*ALLOW ( 8) 0.388 220 0.028
In(EBT/EBT, )*ALLOW*DEC (f37) | —0.691 —2.94™" 0.003
ENT (f84) —0.146  —1.60 0.109
ENT+*DEC (85) —0.020 —0.15 0.880
In(EBT/EBT,— )*ENT ( 86) 0.186 1.65 0.100
In(EBT/EBT, 1)*ENT*DEC (37) —0.416 —2.56" 0.011
In(ASSET) (85) 0.024 1.64 0.100 0.027 1.78" 0.074
In(LEV) (89) 0.032 0.83 0.407 0.034 0.91 0.364
In(ROA) (8 10) 0.042 135 0.178 0.040 1.30 0.194
In(GROSS) (B 11) 0.606 8317 <0001 0.591 8.14™ <0001
8ot 8,=0 F=3.84 F=3.89
(p—value=0.0502) (p—value=0.0485)
YR Included Included
IND Included Included
F—Value 18.84™ 18.79™
R>—Adj 0.1471 0.1467
N 3518 3518

1) W] PO <& 6> Fx
2) wwk wx k2 2 1%, 5%, 10% FaolA oA g ovgt
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<E 10> tiE3S=2 o7 25 MY o &5 MEs St FASH AdE 82
.‘

HelM Y Hatg HIWEYo et 272y 21t

T e [ o o
Variables , INTAX/ TAX, )
Estimate t—stat p—value
Intercept (S0) —0.554 —1.65 0.100
DEC (81) —0.126 —225" 0.025
In(EBT/EBT—1) (52) 0.474 9.45™ <.0001
DEC+*In(EBT/EBTi—1) (83) —0.231 —297™ 0.003
LIMIT (84) —0.463 —2.13" 0.033
LIMIT*DEC (35) —0.145 —0.48 0.634
In(EBT/EBT.—1)*LIMIT ( 85¢) 0.617 1.63 0.104
In(EBT/EBT;—,)*LIMIT*DEC ( 87) —1.884 —3.93" <.0001
In(ASSET) (B5) 0.024 1.68 0.094
In(LEV) (B9) 0.045 1.16 0.245
In(ROA) (8 10) 0.042 1.37 0.172
In(GROSS) (8 11) 0.616 8.48™" <.0001
Bs+ B7=0 F=18.67"" (p—value <.0001)
YR Included
IND Included
F—Value 19.35°
R*—Adj 0.1507
N 3518

1) LIMIT,-;=ALLOWDIFF,-, <0.00019} ENTDIFF,-;<0.0001¢! % 1, o}49 0
T;]-_E__ 517‘9,] X—]Q,]L‘ <TL 6> 7‘(]-2
2) #xx, wx, x2 ZHZE 1%, 5%, 10% FollA Fo8dS o)t

B oo g BAGAE A7) EFFFEE Jhu)I Ay A @] xfo] S Fapal
o2 FFsHe grol 0.0001% T 2 A5 Al A drd fAReA AdE Aoz et
3 ALLOW(Y¥= ENT) HrsE A8kt kAR 0.00010] 2k a2 FHAY F 3lon
2 F7HEAME 2 7S OE #oZ giAste FYd B4 st 4, A
T2 A A o] zfole] FFEHE Fhol 0.0001:H T 2 A5 T35 $l8ke] 1 7
F 75 0.00005% Attt FAZ R <FE 11>9 Model (3)& A4 A 2333 A
& @ 7e] Zto] 7t 0.00005 o 2 7ol 1, obd -9~ 091 ALLOW H {5 o] &3t
2E3)S 39 A8 Aztoln, Model (4)& ZAAF A it Al A g=date] 2oz}

000052t} 28 790 1, obd 79 02 ENT Hn|HSFE o] &3le] R4S 3|7 A2 2
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Folok. A AF 42 (Bst S BF 5% FrollAl frold ()9 @& Hola slom,
ol F8 WA A} T A7) A Fdo] Al A S fALSHA AlYdE] 9
= AFolle 28R & AFol Hlgte] 3|Ao]le] i WE HAAFEY WstEo] v%
Arpe Aoz HaEn
CE 11> &EYa Eo U 242 A & &5 MRAE= St=da SASH AME 42
HOIM FEH H3lE0| HIHEFol| CHEH 3F=A ZIH(EH=H el Xt0[7t 0.000052Ct &2 ZR)
, =552 Model (3 Hoiie] Model (4)
Variables - -
Estmate t—stat p—value | Estimate t—stat p—value
Intercept (50) —0.502 —1.51 0.132 | —0.582 —1.71" 0.087
DEC (A1) —0.139 —245" 0.015 | —0.103 —1.73" 0.084
In(EBT/EBT—1) (52) 0453 894" <0001 0.508 933" <.0001
DEC*In(EBT/EBT—1) (83) —0215 —2.73  0.006 | —0.243 —2.90""  0.004
ALLOW (f4) —0.403 —2.68""  0.007
ALLOW=*DEC (85) 0.170  0.76 0.450
In(EBT/EBT;—)*ALLOW ( 85¢) 0.898  3.56"  0.000
In(EBT/EBT, 1)*ALLOW+DEC (£7) | —1.376 —4.30"" <.0001
ENT (54) —0.001 —0.01 0.989
ENT+*DEC (85) —0.176 —1.16 0.244
In(EBT/EBT,- )*ENT (3¢) —0.093 —0.73 0.466
In(EBT/EBT, 1)*ENT*DEC (37) —0219 —1.21 0.226
In(ASSET) (A5) 0.022 155 0.122 0.025 169 0.092
In(LEV) (B5) 0.037  0.96 0.335 0.038  1.00 0.316
In(ROA) (8 10) 0.041 134 0.180 0.041 134 0.179
In(GROSS) (811) 0.616 846" <0001 0.594  8.18"" <.0001
Bot B7=0 (p—\ilu: 2(()).0152) (p—\ilug 23.0143)
YR Included Included
IND Included Included
F— Value 19.19" 18.77°
R*—Adj 0.1495 0.1466
N 3518 3518

1) ALLOW,;=ALLOWDIFF,-;<0.000059! A% 1, ol 091 tujys:
ENT, | =ENTDIFF, 1 <0.00005%] 7% 1, ol4H 0 tju]¥is

2 Hge P <& o> =

Q) ewsk kR

ZY2; 1%, 5%, 10% FolA F204dS on|g
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o

ool e ALt & FHF A B F=H e zfolo] HFESHE Fho] 0.0001ET 2 BFE A
s7] Yste] 1 71 gk 0.000152 AAsith FAA o2 <F 12>9] Model (3) ZAF 4
NS A A ez xfolo] FFEsHE kol 0.000158 T 22 7 %ol 1, ofd ¢
021 ALLOW HRSE o] &3t B 3)= 371 A48 Ao, Model (4= 24t 4 A
v} Al A S phe] Zpolo] FFESHE ko] 0.00015H T 22 739 1, obd 7-9- 021 ENT
OuRFE o] &ate] 3|7 A48 Aot

CH 12> H&3Ya o o7t 2424 MY & &3 MUEs SH=Na SASH ANE 42

HOIN FEHA H5S80| HICHFHo| thet 3724 ZuH(BH=HIte| Xt0|7} 0.00015%Ct &2 B R)
&5 EE Model (3) Hrhe| Model (4)
Variables
Estimate t—stat p—value | Estimate t—stat p—value
Intercept (30) —0.554 —1.66" 0.097 | —0.598 —1.73" 0.084
DEC (1) —0.137 —2307 0022 | —0.139 —2.16" 0.031
In(EBT/EBT—1) (82) 0459 876 <0001 0435 7457 <0001
DEC*In(EBT/EBT—)) (83) —0225 —2.757 0006 | —0.190 —2.14" 0.033
ALLOW (84) —0.190 —1.78" 0.074
ALLOW#DEC (f5) 0.037 0.4 0.811
In(EBT/EBT,—)*ALLOW (3¢) 0290 183" 0.068
In(EBT/EBT; )*ALLOW+*DEC (87)| —0.466 —224"  0.025
ENT (f4) —0.141 —1.67" 0.096
ENT*DEC (f5) 0.015  0.12 0.901
In(EBT/EBT; 1)*ENT () 0202  1.90 0.057
In(EBT/EBT, 1)*ENT+*DEC ( 3/) -0320 —2.117 0.035
In(ASSET) (Bs) 0.024  1.69" 0.092 0.027 180 0.072
In(LEV) (Bo) 0.026  0.67 0.504 0.032  0.86 0.392
In(ROA) (8 10) 0.041 134 0.180 0.039 127 0.205
In(GROSS) (811) 0.601 825" <.0001 0.590  8.12"" <.0001
Bst B,=0 F=1.70 (p—value=0.1918) | F=1.18 (p—value=0.2771)
YR Included Included
IND Included Included
F—Value 18.74™ 18.73™
R*—Adj 0.1464 0.1464
N 3518 3518
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Asymmetry in the Change of Corporate Tax
Burden in Response to the Change

in Book Income

Hyun—Ah Lee® - Yun Sung Koh™

{Abstract>
The objective of this study is to investigate how the association between financial reporting and
tax reporting are affected by the items that are treated differently by the accounting standards and
tax laws. Such items are represented by allowance for uncollectable accounts and entertainment
expense and are considered most significant in tax adjustments of Korean firms. Since these items
are tax deductible as long as they are within the limit specified by the tax law, taxable income
would not be reduced under the circumstances where book income is decreased. More specifically,
when the allowance for uncollectable accounts or entertainment expense is increased over the tax
limit, taxable income is not decreased because it is not affected by the amount of expense over
the tax limit which is subject to the tax adjustments. Thus, we anticipate that change in corporate
tax burden is asymmetric, which implies that when the book income decreases the corporate tax
burden decreases at a lower rate than the rate at which it increases as book income increases.

We analyze listed firms from 2001 to 2012 to investigate the asymmetry in the change in
corporate tax burden by adjusting the model of cost stickiness developed by Anderson et
al.(2003). We find following empirical results. First, the percentage of decrease in tax burden for
an increase in book income is smaller than the percentage of increase in tax burden for an
equivalent increase in book income. Second, such asymmetry of change in corporate tax burden is
stronger under the circumstances where the allowance for uncollectable accounts or entertainment
expense in the prior period is recognized slightly less or more than the tax limit.

This study makes a contribution to the literature by theoretically and empirically analyzing the
asymmetric association between financial reporting and tax reporting. We expect that our findings
will cast a caveat that financial information users and stake —holders should be careful when inferring
tax information from publicly announced financial data. In addition, our findings will provide tax
authorities or policymakers with opportunities to re-consider the validity of tax limit rules.

<{Key words> Book Income, Taxable Income, Corporate Tax Burden, Asymmetry
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