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Research on the Effects of Tax incentives on Discretionary R&D

Investment, Corporate Tax Avoidance and Firm Risks

Sun, Hongyan; U, Sio Chong; Hong, Fang'

(1. Assistant Professor, Faculty of Hospitality and Tourism Management, Macau University of
Science and Technology)

Abstract: To promote economic transition and development, tax cut and fee reduction are
essential policies implemented by State Council and regional governments. Consequently,
the effects of such tax incentives are worth of being explored. Based on a sample of listed
A-share firms from 2010 to 2019 in China, we investigate how the R&D expenses
additional deduction policy plays a role in R&D manipulation and then the related
economic consequences. It is found that the professionality and complexity of R&D
investment may facilitate R&D manipulations and the enforcement of tax authorities can
restrain it in turn. Meanwhile, R&D manipulations can be used to mask manager’s
opportunistic and self-dealing incentives and then achieve high level of corporate tax
avoidance which will increase tax and operation risks. Besides, we also provide several

suggestions on implementations of R&D expenses additional deduction to policy makers.

Keywords: R&D Tax Incentives; Discretionary R&D Investment; Tax Avoidance; Tax

Risk; Operation Risk
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®Et Hrg |08 | HEL | 2540dk | Prdk| TSAREK | B E | BLE
DisR&D 9,885 | 0.010 | 0.032 -0.009 0.005 0.019 -0.040 | 0.170
TaxEnforce | 9,885 | 0.991 | 0.361 0.731 0.928 1.136 0.468 | 2.119
ETR 9,885 | 0.167 | 0.180 0.103 0.161 0.228 -0.473 | 0.885
ETR Adj 9,885 | 0.001 | 0.177 -0.060 -0.005 0.057 -0.638 | 0.709
sdETR 5337 | 0.110 | 0.144 0.020 0.051 0.135 0.001 | 0.700
sdETR_Adj | 5,337 | 0.112 | 0.142 0.023 0.056 0.136 0.003 | 0.697
sdMonReturn | 7,071 | 0.133 | 0.064 0.090 0.119 0.160 0.044 | 0.387
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DisR&D ETR ETR_Adj sdETR sdETR_Adj
ETR 20,133
ETR_Adj -0.099%* 0.965%*
sdETR 0.046%%* 0.020 0.034%*
sdETR_Adj 0.037%%* 0.033%* 0,047 0.994%
sdMonReturn 0.180%** -0.030%* -0.033% 0.043 %5 0,037
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— DisR&D; ¢
Post;; 0.004*** 0.005%%*
(2.71) (2.90)
TaxEnforce; -0.002*
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(-1.90)
Post;xTaxEnforce; -0.006**
(-2.57)
R&D; 1 0.556%** 0.558%**
(16.80) (16.83)
Cash; . 0.027%** 0.027%**
(8.67) (8.66)
OCF;; -0.013%* -0.013***
(-2.56) (-2.60)
FinCFj; -0.002 -0.002
(-0.72) (-0.73)
PPE;; -0.001 -0.002
(-0.48) (-0.64)
Intangible;; 0.018** 0.018**
(2.13) (2.16)
EP;i; -0.056%** -0.055%**
(-8.20) (-8.19)
DP;; -0.262%** -0.263***
(-7.34) (-7.41)
Intercept -0.018%** -0.017***
(-7.26) (-5.97)
Industry £l sl
Year ol il
N 9,885 9,885
Adj. R? 0.40 0.40
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ETR, ETR_Adji,
(D (2)
DisR&D; ¢ -0.330%** -0.354 %=
(-3.30) (-3.89)
ROA;; -0.825%** -0.719%**
(-16.48) (-16.83)
MB;i; 0.032** 0.035%**
(2.51) (3.12)
OCF;; 0.031 0.015
0.98) (0.53)
Leverage; 0.028 0.024
(0.91) (0.86)
Salesgrowi -0.026%** -0.023***
(-5.51) (-5.60)
Seperation; ¢ 0.001** 0.000*
(2.12) (1.79)
AuditFee;, 0.316%** 0.271%**
(2.65) (2.58)
Deduction; 0.036 -0.013
(1.28) (-0.50)
NOL;; -0.398%** -0.362%**
(-31.94) (-34.36)
NOL_Ci; 0.037%** 0.037%**
(4.45) (5.16)
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Intercept 0.173%%* 0.036
(7.03) (1.56)

Fixed Effects FE~ER FE~EH
N 9,885 9,885
Adj. R? 0.31 0.30
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sdETR; sdETR_Adji; sdMonthReturn; ¢+
(D) (2) DisR&Dj; 0.159%%x*
DisR&D:; 0.123** 0.103* (5.60)
(2.11) (1.80) sdMonthReturn 0.078%**
ROA;; -0.199%** -0.178%** (5.68)
(-6.44) (-5.80) ROA;; -0.111%%**
MBi; 0.062%** 0.064*** (-7.72)
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(6.58) (6.91) MB;; -0.019%***
OCFj; -0.004 -0.010 (-5.35)
(-0.19) (-0.45) OCFi; -0.024**
Leveragei 0.027 0.029 (-2.28)
(1.30) (1.42) Leveragei -0.009
Salesgrowi 0.006* 0.005 (-1.10)
(1.76) (1.58) Salesgrowi 0.002
Seperation; ¢ 0.000* 0.000%* (0.99)
(1.96) (2.02) Turnover; 0.001 ***
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(4.92) (5.02) YearReturn; ¢ 0.007%**
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(2.65) (1.97) Intercept 0.118%**%*
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Fixed Effects | 7% -~ & i» FESEDR Fixed Effects FESNER
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DID) 4%

WFBCHS ~ BB AR IR & T80y <R Se 35 i 78 B g 2 AT AT &t
HBRBORIGEAD (W (2015) 119 5%) FISE T 6 [/~ 58 FH i 48 2 H s HHnBRECkE
[AT2E > RIS 3 ~ (EE IR ~ SR EE - S - HEMRIH MR
W52~ IREEZE o ASUMEERAMEA TR (Treat=1) > FIFE R Lk 6 17360
AnEESE A (Treat=0) A > HHEEEE57E (DID) #HRE Hla BT -

7 8 IR T IS YRR U R S B B E 22 4 (DID) B4R o 7648 (1) %
Wi SEIRIH Postx Treat YRR 0.117 » BEE A2y 5% » 3u B BELASE TR 38 st
FBREUR R A R » Al BIAE 2013 (BB ERAD K- REETR S - Mok > A0
AR AIARSG 2 2010-2015 4F (WRESIIETFIBRBUR R R CEMERTE =) MBREUE
R BB AL RARIES (2) % > PostxTreat [F/ZSHBIIZE A TE o LA EBFR4L 51
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8 FERAFPAREFORELLL (DID) &1

DisR&D;,
(1) (2)
Posti; 0.130%* -0.134**
(2.42) (-2.01)
Treati -0.192%*%* -0.151**
(:3.21) (-2.09)
Post; xTreat; 0.117** 0.131%*
(2.32) (2.00)
Control variables ol £
Fixed Effects FESNER TFENER
N 10,110 5,233
Adj. R? 0.28 0.38
AT IEELY R tiE o ‘?"Eﬁ"‘é‘-‘;t f S AL B RARAR R ¥¥F SRk xS wld T ¥
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DisR&D;, DisR&D;,

Post;; 0.002** 0.001* Post;; 0.004*** 0.003**

(2.52) (1.75) (2.71) (2.02)
TaxEnforce;, -0.002%** TaxEnforce;; -0.002*
(-3.57) (-1.84)
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(-2.28) (-1.71)
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N 9,885 9,885 N 9,885 9,885

Adj. R? 0.33 0.33 Adj. R? 0.40 0.40
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29 Laplante. K., Skaife, A., Swenson, A., Wangerin, D. “Limits of tax regulation: Evidence from strategic
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—3 5 855 TaxEnforce FIAZIEVH Post x TaxEnforce WA EAE R E > B H1b
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7
DisR&D,, SsdETR;, | sdETR Adj,
Post;, 0.005%** 0.006%** DisR&D;, 0.154%** 0.145%*
(4.59) (5.57) (2.65) @.51)
TaxEnforce;, -0.001*
(-1.73)
Post; ;< TaxEnforce;, -0.004***
(-2.75)
Control variables ol ol Control variables ol o
Industry Eaat 1 ol Industry a1l ol
Year 4 ol Year a1l ol
N 6,027 6,027 N 3,599 3,599
Adj. R? 0.43 0.43 Adj. R? 0.31 0.30
Panel B @ #74 3 53 o 7 e Panel D : P {43 2 P 53 b e
ETR;, ETR_Adj;, sdMonthReturn; s+,
DisR&D;, -0.237%%* -0.260%*** DisR&D;, 0.160%**
(-3.29) (:3.61) (8.17)
Control variables ol ol Control variables ol
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