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Abstract

Purpose - This study aimed to clarify the effects of tax investigation probability on accounting transparency
in KOSDAQ firms by using financial statement. In particular, it was analyzed whether the characteristics of a
firm's listed market have a discriminatory effect on the relationship between the tax investigation selection rate
(or detection rate) and earnings management.

Design/methodology/approach - This paper examines analyzed the effect of tax investigation of the
National Tax Service on the earnings management. The sample includes 9,603 firms listed on
KOSPI and KOSDAQ from 2011 to 2018, all of which are manufacturing firms. This study
conducted correlation and multiple regression analyses to verify the relationship between tax
investigation probability and earnings management. The possibility of a tax investigation is the
selection rate and the detection rate, and the profit adjustment was estimated at discretionary
amount.

Findings - As a result of empirical analysis, both firms listed on KOSPI and KOSDAQ markets
showed that the higher the tax investigation rates, the more significant the possibility of reducing
the earnings management of discretionary accruals. Additionally it was found that in KOSDAQ
markets firms, the tax investigation detection rates had a signigicant nagative effect on discretionary
accruals.

Research implications or Originality - It can be interpreted that firms with a high rates of receiving
a tax investigation decrease earnings management consideration of expenses such as additional tax
amount due to the tax audit or a decline in corporate image.
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Ehgs Slshlet. AlFEARE e 719S e R A4S AR AR3(2007)2 A A S 7
2 2AF ol IRkl olfxA o] frelol QIARE, AlFEAL o] F-9] oA 2 FAHOR Fo5tA|
5 ATk A2 ATR AFAbel A 39 o] #Edd dis) ASe Asdl, 7, AV
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Table 1. Annual Tax Investigation Performance
(Unit: KRW 10 million)

Year Numbe_r of Numbe_ar of Tax Investigation Assessed
Operation Audits Rate (%) Tax Amount
2010 440,514 4,430 1.01 355,009
2011 467,401 4,689 1.00 444,377
2012 499 599 4,549 0.91 493,771
2013 538,134 5,128 0.95 661,284
2014 576,138 5,443 0.94 643,080
2015 623,411 5,577 0.89 551,173
2016 673,374 5,445 0.81 538,368
2017 726,701 5,147 0.71 450,470
2018 769,684 4,795 0.62 455,663

7192 Aol wiel FMARES Alaselr s, AL 7S Al AF3iAle] 2o} A5 A1
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ETeka Baro]os 2 frelo] e, oF cldAAELS olEet JAEA AP e BT aEd
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Table 2. Sample Selection

Sample Criteria

Firms that settle accounts at the end of December among listed on KOSPI and KOSDAQ

from 2011 to 2018 15,051
(=) negative pre-tax income (4,707)
(=) Corporate cannot obtain corresponding data (547)
(-) outlier (194)

Total 9,603
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g o] 5284 (KOSDAQAUDITEXPO)E AB-dste] Aw2 A DA viA= = A5
A3k9ith. KOSDAQ A9 5402 KOSDAQ Aol 48 71450 AF-2AF 7FsAo] =obd s
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(Table 3)& WFEQ 7|&F5AHS AT Q).

Table 3. Descriptive Statistics on Variables(n=9,603)

Mean S D Minimum Median Maximum
Value Value
DA 0.017 0.074 -0.208 0.010 0.369
AUDITPROB 0.451 0.364 0.001 0.191 0.964
AUDITEXPO 0.540 0.320 0.000 0.716 0.964
KOSDAQ 0.579 0.494 0.000 1.000 1.000
SIZE 26.025 1.381 22.765 25.771 33.020
LEV 0.358 0.190 0.001 0.352 0.962
ROA 0.056 0.051 -0.291 0.044 0.914
FS 0.073 0.116 0.000 0.023 0.897
CS 0.131 0.181 0.000 0.040 1.000
BIG4 0.563 0.496 0.000 1.000 1.000

Notes: See the bottom of the equation (1) for the variable definition.

B ATl T S ARRAPFsAol A gate] ARFA NS o] &gk o] 2Ad nAE
ét‘M & 7AZsh= o] AR KOSPI®F KOSDAQ A7y H2 5+ 9 6527110]1:} WA Zmso]
A AN (DA)S] HEgh2 0.01722 vepyitt, Sfweed AF-2A A% E(AUDITPROB)L H1
0.451=, 9,60370] 7181 5 °F 4,329749] 7]Jo] AF-ZAt G o2 HAE 770l s 2oz Kol

o
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AEzA A8 (AUDITEXPO)S it 0.5400.2 ATEZAF U1 AA Al 7199 FAASe] Ato)
X*HM g2 sk Floz Helth FARte] Alzaz 43 7| YFE(SIZE) 2] Hit 26.0259]
I, B EOCEV)F A ROA)Y] FiS 242}t 0,358, 0.0568] FX2 UERH AL i}, = FFA =
g(FS)-O— Hit 7.3%, HAWNFFAEE(CS)E FiT 13.1%0]c}. P gAHAL] AAE vH=Ad gk

2 JehE BIG4 HFE F 0.5639] A2 52719 oF 56%7} thE 3 Al oA 5 AES
H]—ﬁ /J\‘_—-_ 740 =2 14_1—;].1/1-1—4_

(Table 4)= W<E 7] Pearson 4##AEAS Yehd Holu}, 4 Ays *U%Efﬂ A2 Ay
HA(DA)T MFZAF A E(AUDITPROB) o4t 2 fofdk &) A5 EYou} AlFzAL AdE
(AUDITEXPO)L -9J8F oF(+)e] Al U= Ao = Vebytth, Az ‘:‘E“M(DA)% KOSDAQU] 1]
(KOSDAQ), +94(ROA)FE Fofst F(+)o] #HAFe Bt vl 7Y (SIZE), FAv&
(LEV), 9|5 AFFAEE&(FS), E 3| A o] AR (BIGA) = 723t ()9 BAE 7HAE e
2 el olF B3l KOSDAQZIHUFE, £ #S5E A4 YA o] 8t o]z o]
gor, 7|ATEI S5, B &) BE5E, AAFTAEEC] E55F, dF AU A
E e VIY9YFE oldxAS AA st

=

Table 4. Result for Correlation Analysis of Variables(n=9,603)

DA AUDITO  AUDITE  KOSDA  SIZE LEV ROA FS cs
POB XPO Q
AUDITPR -0.115
0B <.0001
AUDITEX 0078  -0.941
PO <0001  <.0001
KOSDAQ 0099  -0.984 0.979
<0001 <0001  <.0001
- -0.154 0658  -0513  -0.587
<0001 <0001 <0001  <.0001
LBV -0.020 0.158  -0.054  -0.104 0.188
0048 <0001 <0001 <0001  <.0001
ROA 0175  -0.133 0.145 0144  -0.119  -0.237
<0001 <0001 <0001 <0001 <0001  <.0001
-0.111 0294  -0226  -0.257 0492  -0.109 0.127
FS <0001 <0001 <0001 <0001 <0001 <0001  <.0001
cs -0013  -0.009 0.010 0008 -003 -0019 -0006 -0.006
0.195 0.379 0.336 0.423 0.000 0.061 0.556 0.549
BIGA -0.073 0281  -0245  -0.259 0.356 0.058 0.029 0223  -0.007

<.0001 <.0001 <.0001 <.0001 <.0001 <.0001 0.005 <.0001 0.494

Notes: 1. See the bottom of the equation (1) for the variable definition.
2. The number at the top means the correlation coefficient, and the number at the bottom means
the significance level.

2. 37

AR ] AFZEAL 7Fedo] A Yol ofw
o, (Table 5) = AF-2AL AAES AlF-2AE 4
9 RS FAHEA FolH
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Table 5. Result for the Effect of Tax Investigation Probability on Discretional Accruals 1(n=9,603)

H1 H2
Coeff. t-stat. Coeff. t-stat.
Intercept 0.086 *** 4013 0.097 *xx 4565
AUDITPROB -0.044 **x -2 647
AUDITEXPO -0.071 =x* -2.859
KOSDAQ -0.002 -0.173 0.062 **xx 5225
QSSSEEOB* -0.176 *ex -7.187
%SSAESPO* 0019 -0.482
SIZE -0.002 =+ -2.140 -0.003 *** -3.865
LEV 0.022 *x* 5169 0.019 === 4388
ROA 0.284 ==+ 18.608 0.276 *xx 18,127
FS -0.053 ***x -6.904 -0.052 *x*x -6752
CS -0.005 -1.213 -0.006 -1.352
BIG4 -0.005 *** -3239 -0.005 *** -3.365
F-Value 75.390 *#x 69.230 **x
Adj. R? 0.065 0.060

Notes: 1. See the bottom of the equation (1) for the variable definition.
2. p: **x<0.01, *x<0.05 and *<0.10.

A ] PFL AFIAL AR E o] AFH B oAuFt JFE MA=A AT Aol 4
A}, A7 AR E(AUDITPROB)O] frofdh 5()e] J&FS mlale Aes yeht AlFzAL A4 gl
EETE A oS HaAle 2RE s S ridt ol AlFEAL AAEC] 2555
ZA Aol tigk 39S dAskaL 2A3EE EQivke Ay ATek 22 gt s sME 5 v,

2012; A9 5, 2019; Hoopes et al., 2012), KOSDAQ $gof-oF AlF-zAL A& a8
A fofdt ()] FAALE B2 2R KOSDAQO “34H 71ollA AlFEZ2A tide] d 7Hs/de
FolAFE AFH DANE 2T YAt
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Table 6. Result for the Effect of Tax Investigation Probability on Discretional Accruals in
KOSDAQ 1(n=5,563)

H1 H2
Coeff. t-stat. Coeff. t-stat.
Intercept 0.182 *xx 4473 0.278 *xx 7491
AUDITPROB -0.181 #xx -6.476
AUDITEXPO -0.053 **x -3.021
SIZE -0.006 **x -3530 -0.009 *xx -5315
LEV 0.024 === 3832 0.019 =xx 2947
ROA 0.269 **xx 12459 0.255 == 11819
FS -0.063 **x -4.858 -0.061 *xx  -4.727
CS -0.005 -0.738 -0.006 -0.889
BIG4 -0.006 **  -2545 -0.006 *+ -2559
F-Value 45506 **x* 40.587 xx
Adj. R? 0.053 0.047

Notes: 1. See the bottom of the equation (1) for the variable definition.
2. p: **x<0.01, **<0.05 and *<0.10.

KOSDAQ " eInts o g g 4 oA SAldae] FH&(LEV)F 24 (ROA) Al
el frofdh F(+)e] Ars THY. B 71 ATRSIZE), A= AdFFAREFS) T hE 3 A<l

APAF(BIGH) = A LAY Fofdt &9 FFE vAE Ao Yt o= 792t
T, AAFFATE] BEFE, WAL e Be 7IPEFE 09 oldx2Ae
ool E&FE F(H)9 oldxAe s e & F o
AFZAL 7Fs gl tall S| #S AE5HsT) obd AR e Aoy Hd Ths el e 719
S2 719 i Hvl(dummy)dg S48ke] £43F A= (Table 7) o At} of7]olA =
AFEAL AR ES s HEE 44 SAFE 7IE2® Wrol I ghol 2 71l 19] 3E, %A
&2 7190l 09 #E Fof A3t AFolM AAE HvisTE froldt 09 F5E EYoEA
gko] Aol viRZH A2 AlF-AL AAEC] B ZIAHGEFE A Sy o] Aol AT
AT, 2 HEd e A2 AlFERA g W A frelde 2R Rsho] 7Hd 2=

A A=A Esk et

4y e B ow

Table 7. Result for the Effect of Tax Investigation Probability on Discretional Accruals in
KOSDAQ 2(n=5,563)

H1 H2
Coeff. t-stat. Coeff. t-stat.
Intercept 0.259 *xx 6688 0.283 **xx 6969
DumAUDITPROB -0.008 *x* -3224
DumAUDITEXPO -0.003 -1.081
SIZE -0.010 *x* -6262 -0.011 #xx  -6584
LEV 0.017 #x+ 2754 0.016 == 2560
ROA 0.253 *** 11772 0.249 *xx 11569
FS -0.062 *** -4813 -0.061 *x* -4744
CS -0.006 -0.915 -0.006 -0.949
BIG4 -0.005 **  -2.431 -0.005 *x  -2.402
F-Value 40.777 *xx 39.394 xxx
Adj. R? 0.048 0.046

Notes: 1. See the bottom of the equation (1) for the variable definition.
2. p: **x<0.01, **x<0.05 and *<0.10.
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B Aol ATEAL 7FsAe] taRel ARz AEE} AREo] oz vAE Je
Asimghed], o7ldlA ARzt 7FeAe AFSIEel et SEe) oz SHE Witk weA
AT K5 S el Agolelo] 0 vl A5 AT 715 o] vobd Aloleh AL
2700l )5k A sRRche iEe] 2712 Hrkg Yol AL Rk 2@ Aotk olel Alole]
o 2712 melEA 9 B 71998 dARo.E el SN S AAEslen], 1 Ht (Table 8ol

AAGTE Aelq Adolelo] 004l 719e tew BAG At sl TR HsAe
AFA ) ol $O2] AT elon, 228 Adoitsle] ATALUFE Feldt £
HAAGTE 7hch, A0E W AA 7192 deR @ BeE folat AnkE YehA) 2

Table 8. Result for the Effect of Tax Investigation Probability on Accruals 2(n=12,762)

H1 H2
Coeff. t-stat. Coeff. t-stat.
Intercept 0.018 0.960 0.049 == 2530
AUDITPROB -0.079 *x* -3132
AUDITEXPO -0.022 -1.199
KOSDAQ 0.007 1.332 0.016 0.977
AUDITPROB=*KO
SDAQ 0.071 = 2.371
AUDITEXPO=*KO
SDAQ 0.025 1.247
SIZE -0.001 -0.828 -0.001 = -1.802
LEV 0.004 1.117 0.001 0.155
ROA 0.341 #== 35320 0.334 #xx 34,643
FS -0.057 *x* -8.096 -0.055 *x* -7.750
CS -0.001 -0.251 -0.002 -0.542
NI 0.013 #xx 6239 0.013 *xx 5913
BIG4 -0.008 *** -5635 -0.008 *x*x -5663
F-Value 292870 *xx* 286.423 *xx*
Adj. R? 0.186 0.183

Notes: 1. See the bottom of the equation (1) for the variable definition.
2. p: *xx<0.01, **x<0.05 and *<0.10.
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AR A A oA 2011978 2018 d9] WA ARl F *ﬂ?é*}%— ‘?:b Hele] Hl&
TR sk, SR AFEA A E oAl ARz Iz FU=
ZAL o] F AAE FUAFA Y HER AF2A AE HrE A}%o}oi Aﬂ
g0l olojzAol vHe JFg BHIIYL,

AZPH A3}, 3, KOSPIsk KOSDAQ Al 473 719 A4S tdos 24 3¢ Azt
AR 252 foldt BEZ AL WAoo o] 2A S Foli= zlo Uehgrh, 53] KOSDAQ
Rt AT ARE Mg FEAEHSTE FlE & H3en], KOSDAQ A1l
AE 719 5,563/t o AAGE RA M AF-RAL A E e SAHCR fold ()9
HAFE 7HTE olE AIFEARE WS gE0] £ 7I9ES AIFRAR Qg FAAAYY 7Y
A9 et o] H§ BAE deete AR HT & St ol AT AF-FAL Eo
ESTE A IE SRt ATEFe} Hls=gh Hgtoln, ]T—l— bl oldjzge ddde] o=
ATATE A AR B F v A, AFRA AAHE A AlFERA ARE dFE ARSsY
AFZAL Al ZAIE| 7 Aibd GEo] o]zl WXE JEFS BHE A3, AlFEA Aol AR
wgelol folgk (9] FFE VA AR YEst oy KOSDAQ “doliels SAXH SR froléhA]
FTt. ole AA 7oA AFZA AT v A2 AFZARA] A SEo] 2 7192 AT
LAAE o] 83 o2 S AT AR HT = Stk A, KOSDAQ 737 1dts tdes
AFzAL ARET AFA AEEY SHA5E 7R I 27 2 719 EskeA oR-E tuks
2 SAste F7HEA S sk E—ﬁﬁﬂr KOSDAQ®I 73748 71X AF-zAL 7Fs/do] 2
198D drE B AR AL o] 83 o]dxH S ol ALr vehoy $AF fode
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g AlFzA ool BAIgle] ATE WA, wEbA ool A AFellA] AlF-zAL
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