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A study on the characteristics of

companies subject to tax investigation

Moon Sang Hyun

Department of Business administration, The Graduate School,

Pukyung National University
Abstract

The tax investigation shall be conducted on the questions to be
investigated or questions to be examined in each tax law, the tax
punishment law, and the taxpayers or those who are deemed to have
transactions with taxpayers. The tax investigation refers to carrying out
by inquiry plan as an act to question, examine, investigate book,
documents so on. Tax evasion acts directly against national finances.
And it causes the national welfare spending to decrease, which is a
social problem of the state. And the tax investigation firm has different
characteristics from other companies.

This study categorizes the characteristics of tax avoidance measures and the
financial characteristics of tax investigation companies. The purpose of the
analysis is to provide information that enables investors, creditors, credit rating

agencies, and nations to make rational decisions by analyzing the difference



between tax investigation companies and non-tax Investigation companies.
Thus, by studying various characteristics, it is analysing tax evasion tendency
and tax evasion means.

The analysis method of this study compares tax survey companies with
non-tax survey companies through t-test and logistic regression analysis. It
also examines the difference between before and after the tax investigation of
the tax investigation company.

First, we examine whether there is a significant difference in financial
characteristics and corporate governance between tax investigation
companies and non - tax investigation companies. Second, we examine
whether the tax avoidance measures of the tax investigation companies
are significantly different after the tax audit period and during the tax
audit.

The results of this study are as follows: First, the variables of the
characteristics of the tax investigation firm were the 7 wvariables: the
quick ratio, the gross profit margin, the short - term borrowing ratio,
the debt ratio, the current debt ratio, the total asset turnover rate and
the inventory turnover rate.

Second, BIG4, external directors ratio, tax professionals’ variables are
significant in the characteristics of corporate governance of tax investigation
companies and non - tax investigation companies. Third, discretionary
accruals increased after tax audit compared to tax audit year. The reason for
this is that executives adjust profit by judging that tax audit and taxpayer ’'s
interest is low for a certain period after tax audit. Fourth, the measure of tax

avoidance showed the same result as the discretionary accrual.

_iv_



Companies that received periodic tax audit were excluded from the sample.
In selecting the responding company, it may be a company that can be subject
to tax investigation later due to the fact that the duration of the national tax
1s not completed. And it could be that the tax evasion act has not been
detected at present. There is a possibility that among the responding
companies a tax investigation company is included.

There is no general definition of tax avoidance measures in the selection.
There is a limit that there are no measures that can accurately capture tax
avoidance measures.

Despite these limitations, this study classified the financial characteristics of
firms and the characteristics of corporate governance, and then analyzed the
difference between the firms surveyed and non - surveyed firms. this paper
analyzed the differences of discretionary accruals and tax avoidance
measure(BTD) between the tax audit period and after tax audit. Unlike
previous studies, various measurement variables were included by
region, type, and structure. Thus, the result of the paper can provide
investors, creditors, credit rating agencies, and taxpayers with basic decision
making information. Companies also understand the behavior of tax planning
and tax investigation in the tax strategy and tax administration through the
result of the paper. Therefore, it is expected that it will be able to provide
rationale to contribute to efficient tax administration. In addition, the results
of analysis by each governance structure are expected to provide a
basic base for analyzing the investment propensity of foreign investors

and large shareholders.
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QR @ F&H & [/ 553 x 100]
LEVE : d W2 A H]&(Leverage ratio)
NCR : B fr&H & [H] F&2AL/ZFAAE < 100]
SDEBT : @73+ Hl& [@7] AYg=/14 Ad= x 100]
LEV @ Faju]& [FA/27]1 22 x 100]
CDR : f&5F-Aul& [F&5 /27122 x 100]

r
PROF : <4 4] & (Profitability ratio)

ROA : AT ol 98 [R37]7 o 97150l 2/FA%  100]

ROE : #7172k ol ol & [Ha7]3 & g 7)ol /A7 x 100]

GPS : W& FololE [wEFole/mE x 100]
ACT : &34 v &(Activity ratio)
TAT @ 24 3d& [ZAEs] & = v & d/Z A4t
INVT @ A az2it 3148 [ZAEs] & = v & /A 224t
ART : &4 A& [AF3] A& = viEd/mE24]
CG : 714 A ¥ +=(Corporate Governance)

EXTCG : ¢ FA] 8]+ % (External Corporate Governance)

FOR : ¢ Zo¥22} F24 B &1 &
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TAX © AlFHER] o 5
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HOLD : 55 F4 KB fHl&
ONEHOLD : 155 A& &
AUDIT : ZHAF9] 3] A x| of 5
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DETECT, , = 3+ 3,DA + B,CONT+ ¢ <2 2>

DETECT,, = 3+ B, TAXAV + 3,CONT + ¢ <2 2-1>
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B Ao EEHHERE o] &5 E Desai and Dharmapala(2006)¢] &3+
of wel &3 o] HASVHFE F43TEY Ao HAALF A
o]l BTD7} Z=A3]3] wjitol vk A3t o] ofye} o] JxA 9o 9
A= WA sr] wfitol BTDAA oldxA ez Qe e v 55

A B EANE 2437 9dske] BIDS SRARE <4 5>F o] 43

FAAINAZ Fo A (y)2 FHE FE(TAXAV,)°] BID & &3
Adoz HdHEX g FRoEZN A ST FA Yot} <] 5> FAE

A4S Eo 2ol dolA s miE EAGs] At 14

aEge] IAEAe ARSI TY Tl <A 5-1>0] 2A|E Y] FAA
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o] o] &1L glovt o}A7A] A 39 E A&t EZE F = FAXE 9l A &
Al Al gl7] W] AFFAd wel e SA4XE] o8 vk FEHY
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AN AT TEAES ARl 93] LAstE HelE 9 4 901, cash ETRO A= HsAS
g 5= gl Aol glo AVEAAE 83 ETRS AlFo|deo] s T+ e AdE vdst
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BTD,, = 3,TACC,, + v, <2 5>

BTD,: B A0} A 2T ol
racc,: 7190 tAE FRANS N2FAL0Z Y g
vt AAEA QLG EHE BAT V1 2AE T F A

TAXAV,, =v;, <2 5-1>

AFR o]y Al F-H 1ol el o] (BTD)E A(6)3 #o] =AY
BTD ¢ At&& of# o} 2t}

BTD, = (BI — TI,) / Asset, <2 6>
Bl 1t A% HAA A A ol
TL : t A% FAESCHIEE - 2238 20089 HHE o8& 4%

Asset, | : t QX 7] 2F A4t

TL -t = FAAaSe] AtelA A4S « HAAE = HAAFEdolunr
. 0] A Bk ol
FARA LS = W% Z|Eo R el on, ofgfe] WHow gy
2} 1999978 2017d7bA] 2F sEd=e] MdAE B FARA LSS e o
$ol (% 219 2oh

= ol Azl e] af axkE FAE] flske] A E kR (firm fixed effect model)& AHE-3)
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[¥ 4] E&9 4dE 2%
7147 A = v | &
spetAlE Az 6 7%
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T3 F=95E 22 01213 01252 eI, FFHEXE 016982 Y

th A8 SAHABTD)Y HdH} FAFE 242 -06437% - 00322
UElskon FEAAE 92442 UERSE

[¥ 5] 7leBA#F

Bt FEAA gk 5 w9 ERikn 25 94 H gk
CR 163.934 124.227 262.740 189.820 132.020 95.440 2.300

_58_
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A2d AFZAVGY AFH EA

9] fFeAd vHE(LIGQ)S Fol7F & Ao
[7FE1-118 #AZA7 548 0IGQ)E F5H)&(t=-3.043, p=0.003)°

2 1% o9l #el@ AvhE marh

54 1189 FHH & (t=-3.037, p=0.003) o= FA] 1% o] ol
T Ad¥E B =A4, AFEAIQE v AFEA 7o 94

&2 Zol7b s Aolge [FHE1-2]¢ ATAH} FTAL woldE
(ROA)(t=1.475, p=0.141) #7122 =01 9} & (ROE)(t=1.721, p=0.084) v = <}
o] E(GPS)(t=3.268, p=0.001)¢] A7} et A7|AHE #0] 9 & (ROE)
= 10% olliel FEolA frold Aoz yeta v wiEe Folds
(GPS)2 1% ol o3t o 24345 Bvh 22y = H& ¥sel
AL £oldEROA)E Fo8HA B2 23S Bt
AR, AF2AZIG 2 B AF2AE 714 @ 2R BlE(LIGQ) Ao
7b s Aoldhe [ZHE1-3]14 AT A3 H  +5H & (CR)(t=-1.584,
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WoH] AFEAF 7140 EEd H&e zbolvt
NS Aot [FME1-4lE ATAY  FAE I HAE(TAT(t=1.259,
p=-0.209), ALAA 3 AL&ANVT)(t=1.416, p=-0.158), "WE&=AA 33 H&
(ART)(t=1.416, p=-0.158)2] ZA=}7} e} &54 H|
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[ 7] AF2AZIFY AFH 549 t2T 24

ASEAR 71D E] Al ERATY
T LA Bdel | A
B B
-3.0437
CR 160.21 307.33 AL e
LIQU 3037
QR 12557 272.37 ~146.79
(0.003)
1.259
TAT 1456 1.020 0.435
(0.209)
1416
ACT | INVT 492.30 318.33 17397
(0.158)
1416
ART 376.96 9.246 367.72
(0.158)
~1584
NCR 125.83 139.69 -13.86
(0.113)
258"
SDEBT 0.499 0.563 -0.63
LEVE (0.01)
-1.847"
LEV 129.28 151.62 ~22.33
(0.065)
~1.434
CDR 89.55 102.89 ~13.34
(0.152)
1475
ROA A71 3.88 0.82
(0.141)
L721°
PROF | ROE 8.24 547 2.76
(0.084)
32687
GPS 2853 23.85 468
(0.001)
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[ 8] AlF=A 714 AFH 549 =AY 394 (Logistic
Regression) #% ZA3}oltl. Hosmer ¢+ Lemeshow S olAE Zhol A+
e 6378 (p=0605)= EFHo AHIdE+= Fodoz e ol FTH
Ao AR oF o 52 7he] Apolrh Arpar B o glou g ofd ik &
ol ARErt 8T FEUS HoFub),

G=Hle] gholAly @ AYAE w:a BAA F94(1291.763,
p=0.060)%= gr st At AA AFZAZIGI Bl AFEA 7199 Fs
4 HELIGQ)S AFel7t e Aolgte [HE1-11E A543 fFredils
(LIGQ)2 f&H]&(WALD=0452, p=050)2o2 felst AxE Holx ¢
Uk E HUE Fed HES FHHE(WALD=0.365, p=0.056)°] Z3=
Hol 10% ol Fo3 #7o A5 Bt =4, AFEAZIG 3
AFZAE 7199 A Bl &2 zol7t Y= Aolgte [7HE1-2]¢ HS4
I} FZE £l E(ROA)(WALD=0.745, p=0.383) A7|AE ol &
(ROE)(WALD=0.887, p=0.356)¢] A& Ho fFo3t 79 ZIYE Hol
A gtk 2y mjEd F o] E(GPS)(WALD=4.971, p=0.026)¢] 2}
£ Hol 5% ol FFolA fFolg A¥e s B

AR, AF2AZI G B AlFERAR 71D} dH g A v & (LIGQ)S Ao
7F s Aeoldke PHE1-3]19 HE 23 ¥ &4 & (NCR)Y(WALD=0.476,
p=0.490)> o % A= 1 o] 4] ek et AR =

(CDR)I(WALD=18.891, p=0.000)= 1% olWe] o3 F+o Z34E KA
o @71Ad = Bl & (SDEBT)(WALD=5.909, p=0.015)2 5% o] ] 2]
g Y AdE BEAv FAH &S (LEV)(WALD=2.744, p=0.098)< 10%
ojufe] #eJ3 F5o AdE HAh

6) o]stAl - AX]E, 2013, spss 18.0 Uj < pp:352
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A, AFZARZIG 3 v AlFRAR 7199 &EA HlEe Aolvt s
Aoltt=  [Hl1-4ls ASAId  FTAL 3 A&(TAT)H(WALD=4.921,
p=0.027)°] A#}E Ho] 5% o|Ho] FoJg FFe] A}E HATh Az
A 3 A (INVT)(WALD=4.934, p=0.026)¢] Z3= Hol Zx4 34 &
ol 5% ol Fog o ARE HArh 1wy wEAA A&
(ART)(WALD=0.025, p=0.125)¢] ZA3}7} veol fFo3 =52 A3E Ko

F7 RAh oY ANE wgom ATEAIAY S BF FI%
il

[E 8] AFZAIGY ATH 549 oF 2A29 AALH AR

TR | 2gws | dE3z | As 29 N Frolohe
Chisq
CR + -0.001 0.452 0.501
LIQU
QR + 0.004 3.650 0.056
TAT + 0.309 4921 0.027
ACT INVT + 0.000 4934 0.026
ART + 0.001 0.025 0.125
NCR + 0.001 0.476 0.490
SDEBT + - 0.829 18.891 0.000
LEVE
LEV - 0.003 2.744 0.098
CDR - -0.005 5.909 0.015
ROA + 0.015 0.745 0.388
PROF ROE + -0.007 0.887 0.356
GPS + -0.008 4971 0.026
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SIZE + 0.127 7.661 0.006
BAH
CFO - -0.008 1.133 0.287
Hosmer ¢ Lememsho 7% F}ol A ¥ 6.378(p=0.605)
2 Log Likelihood Fhol Al ¥ 1291.763(P=0.060)

F) AEe] ol <& 4>9] a2

A3E AF2AZIH4 S 7dA T 54

[ 912 AFZAF 7193 H] AFZRAZIG e Z1gA %2 549 t4
% Ayoltt. 1A AFRAZIGH H] MFERAF 719 71gA T E
(Corporate Governance)< zkol7F QL& Zolgt= [7HA42]9] HS5ZA G

BIGA(10% ol $reD), AFSl ol Abul & (1% olu] o)), AFAES] o (1%

o He) #Ee) ATE BTk A g AFZAIIE ¥ AT

zA171g0el w3l BIGA 9 AbelolAl ]

ZAPE 15} ALl o] Abul go] 2 A 8] 3 of

2 AgAete] fRom

. 2 AFATAL W 719 ] AFEAIe Hal ol
3

e EE R IR

[& 9] AIFZAZIAY Z1gA 729 tHS 23

W ARENE | AT | g | cns
BiG+4 — -
0.7519 0.7094 0.0425 0.058"
AR
36.5625 35.4498 1.1127 0.398
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1374 12.36 1334 0.662
Ao
0.3522 03710 01831 0.464
——Fstebiug
N 0.3641 0.3373 00267 | 0.000™
AT 0.1134 0.1674 ~0.0540 | 0.004™

F) o owx sk = ZHZF o 0.1, 0.05, 0.0100A4 7214 9.

[3 1012 A=A 7143 A=A g o) ZIdA w72 549 =24

Fz2AF 719 719 Aul i Z(Corporate Governance)< #}o] 7} 18 Zlo]
= [7HE2]9) A5 23 BIGA(WALD=2.813, p=0.093), T+ AL
(WALD=5.906, p=0.015), A}F¢]o]AF8]-&(WALD=9.518, p=0.002), A7 &<l
o] -(WALD=7.443, p=0.006) 0.2 &gt A3E Hola gl
SHARE 9=l A& (WALD=0.950, p=0.330), #HAFAE3 AA /5
(WALD=0.515, p=0473)= frold Z3tE HolA gFof A=A
AFARZIG e 719A T2 B4 ApEA 2A3E BAY AlFEA
7193 Bl AlF-Z2ALZI ] 7] A
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W - & A2 0|8 mA 2 AT AT
g v 006 Waldy ghisq 435
BiG4 =1.480 2813 093
o= b 027 950 330
il '
Tz AL OJAHH] & 2.145 9.518 .002
+
ﬂ] 2] 2 o]
B = -.616 7.443 .006
Ul HFFAEE .066 5.906 015
h raLol :
Z 7\4 }\l (')I (‘)——SI —
TE ] i 141 515 473
5K 001 4774 029
SIZE + 020 036 850
CEQ e - 046 204 588
ROA % 004 181 671
Hosmer ¢} Lememsho 7% Fhol Al 19.225(p=0.014)
2 Log Likelihood Z}ol Al 23.852(p=0.001)
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[£ 10-1] 9% AGARTFEA BE ATH 549 Zo] ZARH DS

oo DETECT,, = (3 + 3,FINAN + 3,CG+ <2 2-1>
- c B,FINAN* CG+ 3,CONT + ¢
Wald LR of Model
2= >~ _
v A5 Chisq p-value (p value)
CR 0.0010 0.41 HA%E
LIQU CR*xOUT 0.0015 1.27 73.075
QR 0.0040 3.65 0.056 (0.001)

_69_



0.005
QR*OUT 0.0060 10.22 o0t
SIZE 0.006 5.27 e
CFO 0.0001 0.74 o
TAT 0.2790 3.72 Q625
TAT*0OUT 0.4666 13.77 e
INVT 0.0116 3.91 QNS
ACT INVT*OUT 0.0184 13.80 T 129.143
ART 0.0010 0.03 Q4233 (0.001)
ART*OUT 0.0000 0.01 0000
SIZE -0.0016 45.27 n111
CFO -0.0001 0.84
NCR 0.0010 0.48 0499
NCR*OUT 0.0000 0.74 -
SDEBT 0.0290 18.89 999
SDEBT+*OUT 0.0256 0.296 S
LEV LEV -0.0126 2.74 B854 146.203
LEV*OUT 0.0206 0.154 (0.001)
CDR 0.0037 4.23 0.003
CDR*OUT 0.0131 0.96 0o
SIZE -0.0021 2.92 e
CFO 0.0027 0.57 -
ROA 0.0161 1.05 Q183
ROA*QUT 0.0000 0.35 i
ROE 0.0096 191 Q-R6hH
ROE*OUT 0.0058 16.76 : 89,463
PROF GPS 0.0080 497 0.026 P
U.273 .
GPS*OUT 0.0027 0.664
SIZE 0.0171 2.66 0.004
CFO 0.0012 476 i

F1) W AYE <¥ 4>9 stdm 7o
F2) DETECT: MF A1 1, v AFZ2A1Y 08 59

[3 10-2]= AFZAF 7199 A2 540 7IgA T2 s=2 W7
AWM FZRTE FEAEHTE F7HE A9 23 3434 (Logistic
Regression)d ¥o|th, 2 FAo| A% [ 10-1]a14< Zo] 7gAwl+x=
549 4 2% T FoF 234E A= WRVIGAMFR2HS] o5

%!

FARLES ST
[ 10-2] W? 7 gAM TR BE ATH SH Fo] ZALNEH
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oo DETECT, , = (+ 3,FINAN + 3,CG+ <2 2-1>
- B, FINAN* CG+ (3,CONT + ¢
- . Wald LR of Model
Ea A5 Chisq p-value (p value)
CR -0.0001 2.42 0.007
CR*OUT 0.0061 7.50 0.001
LIQU QR 0.0003 2.56 0.001 81.844
QR*OUT 0.0004 6.36 0.000
SIZE 0.0004 31.12 0.000
CFO 0.0000 4.37 0.002
TAT 0.0184 2.97 0.000
TAT*OUT 0.0308 8.33 0.000
INVT 0.0008 3.09 0.000
ACT INVT*OUT 0.0012 8.50 0.000 114.640
ART 0.0161 5.18 0.002
ART*OUT 0.0047 1.71 0.010
SIZE 0.0078 8.56 0.000
CFO 0.0191 1.07 0.005
NCR 0.0003 3.75 0.027
NCR+OUT 0.0000 0.56 0.1001
SDEBT 0.0002 9.55 0.000
SDEBT*OUT 0.0071 0.22 0.125
LEV LEV -0.0035 10.19 0.002 123.747
LEV+OUT 0.0096 1.12 0.267
CDR 0.0026 6.54 0.000
CDR+OUT 0.0002 1.25 0.126
SIZE 0.0079 0.09 0.001
CFO 0.00420 0.01 0.012
ROA 0.0126 753 0.000
ROA*QUT 0.0098 0.29 0.021
ROE 0.0174 0.92 0.128
PROF ROE*OUT 0.0092 2.40 0.006 77.199
GPS -0.0002 3.88 0.000
GPS*OUT 0.0001 0.20 0.059
SIZE -0.0172 7.29 0.000
CFO 0.0067 0.73 0.000
) A5 Ao <FE 4>9 3ty g
F2) DETECT: AlF-ZA719 1, BlAIFZ2AR1 S 08 o]
A4 AFZAZIQe] AFZAAFE o] xH 3ol
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ARz s A B 002238 ABE wolg ATEA F
A(2007)9] 917
st ARNFHA 2t ARE wAT ATEARAES] we) ATEA F

AGA gl Frhets ol AYEA F QAL AFEAS T

[E 11] A =ZFA 2AYY tHF 25

A 2Apd AFZA F (D)

3 2o -7
e Y 3 33t 2ol

=i

olN

0.0223 0.0580 -0.03573 0.039*

[F 12l AlFEAL 7199 AF2AL sl d = AlFZAE S (t+De] A
g4 BAYNDA)Y ole digt 2A] =¥ 3] 7] &4 (Logistic Regression)
HS  AFeltt. Hosmer ¢ Lemeshow AZolAE  FholAl#
13.284(p=0.102)2 R AFE+= FHo=E YEHY. ols FHUFTY
AA A &} o F2] FHe] Zpol7b AThaL & F Qlo] ¥ Y AFEUF i d
]S HolEtt
v o] FholAly gk
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& T8N ASAde FHRsta ok AFRAI e ANEA ST
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Al 4973 (4.858, p=0.183)= FH3staL 9l
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. . . o|g =x|28 37BN An
W dEFEs A Wald Clhi P
2L~ F) nn2 ar\ FataTal Sq T boh=
o T © UUO \VAV.V\V) U.J0IYU

NA 1 290 2 QAA N-ORA

TY 1.04J L. J37 V. U0V
+

RO AYA'A'wA N N7A4 N 794

\ 2 BAw U.OUT \VAVEES] U.TOU

RAOA B TAWATA= N AGQ N 404

NOTY \VAVVS) UAHUO UaI~H
+

(@) 94 NN 10011 JAWA'AY]

() Ve W) U.ZOU BAVAVEES U.OUT
+

T\ ENAYWATAY] 1 A0A N4

2 7y \VAV,VES T HUF U.Z0U

Hosmer ¢} Lememsho #H % FholAlH  13.284(p=0.102)
2 Log Likelihood F}ol Al 4.858(p=0.183)

A5E AFZAZIH S A FZALE F 2 2 A4 3] v 2} o]

[£ 13]= AlF2AL siBrd et AlfF2AR $(t+1) 24189 SAXBTD)
o] ztolol Wit tidS Adfolrt. Aol odkH 10% ol el ol 3 e
A AFEARd R = 24189 SHABTD)C] -3.29%9 2o Holu Al
F2AF F(t]) olE 004402 F718HE wolFo] Ak wkagele] A}
o &2 A¥s BAFA.

[¥ 13] A F tHS 2H
AF-ZAPAE Al AR+ Hrs
D BaAel | AT
-3.296 -0.044 3.252 0.086"

[3 14]= AF2AF 7199 AlF2AF sfddeel AlFZ2AF S+ =
Aslg SAXBTD)Y  AZolof  digk =ZAx¥ 3] 74 (Logistic
Regression) A% Z¥o|th. Hosmer ¢ Lemeshow 7 5olA & Zhol A+

e 13.173(p=0.102)0.2 mye] HI = fFojxoz e o= 2
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