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Abstract—This paper aims to examine the association of tax
planning (hereafter called TP) on financial performance
(hereafter called FP) in the Stock Exchange of Thailand during
the year 2014-2016. The sample size, which excludes the
financial sector, consists of 873 firm-years. The TP is measured
by effective tax rate (hereafter called ETR) and the ratio of tax
expenses to total assets (hereafter called TAX/ASSET), while the
FP is measured by return on equity. This paper finds that the TP
has both effects on the FP. The effect is positive when measured
by ETR, while it is negative if measurement is TAX/ASSET.
Regarding to control variables, the BIG4 auditors have positive
effects on the FP. The results further indicate that the
relationship between the FP and TP (measured by TAX/ASSET)
is significantly negative for non-BI1G4 auditors. The relationship
is thus weak and insignificant for BIG4 auditors. The results are,
therefore, useful to provide guideline for listed companies in
managing capital and resources more efficiently.

Index Terms—Effective tax rate, financial performance,
listed companies, tax planning.

I. INTRODUCTION

The tax planning (hereafter called TP) is where along the
continuum depending upon how aggressive companies’
activities are in reducing corporate income tax. The tax
avoidance (hereafter called TA) is also within the legal
framework of the tax law. It consists in exploiting loopholes
in the tax law in order to reduce companies’ tax liabilities or
anything that reduces companies’ cash effective tax rate over
a long time period [1]. Taxes represent significant costs to
companies and shareholders; therefore, the TA is a part of TP.
It is generally expected that shareholders prefer the TP. Many
companies are generally looking for means to reduce their
corporate income tax [2]. Accordingly, the corporate TP
represents wealth transfer from the government to corporates
and should increase their financial performance (hereafter
called FP).

Empirical researches on the effect of TP on the FP are
mixed. Many previous papers, including References [3]-[8],
show that the TP has a positively significant impact on the
increasing of FP. Reference [4], for example, show that the
TP has a significantly positive relationship on the FP in listed
companies in Indonesia. Moreover, board diversities (e.g.,
age, education, and background of member director in
economics and business aspects) could increase a positive
influence of TP into the FP. Reference [7] also finds that the
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relationship between TA and firm value (measured by
Tobin’s Q [9]) is positively significant, especially in
developed and common law countries. However, some prior
papers, including References [10]-[15], show that the TA has
a negatively significant impact on the FP. Reference [11], for
instance, reveals that the TA has a negatively significant
effect on companies’ value in China. Reference [12] further
shows that the TA and companies’ value are negatively
related in Brazil. Reference [14] also shows that the corporate
TA has a significantly negative direct relationship on market
value of companies. Reference [8] finds that the top-ten
shareholders are positively and significantly associated with
the corporate TP. Nevertheless, Reference [16] shows that the
TP has no significant effect on the FP in Nigeria. Reference
[17] further shows that the TA does not have a significant
effect on the FP in the US; however, the interaction between
TA and corporate governance has a positive effect on the FP.

In Thailand, BIG4 auditors are employed by listed
companies since they could produce higher auditing quality
than non-Big4 auditors do [18]. In addition, auditors play an
important role in the areas of internal control and financial
reporting of companies. Several empirical papers, including
References [19]-[23], focus on the relationship between
auditing quality and the FP. References [19], [20], for
example, suggest that BIG4 auditors are expected to have
more incentives to preserve their independence and provide
high-quality auditing services to maintain their reputation and
enlarge their portfolio. Reference [21] further investigates the
effect of auditing quality and financial statement quality for
32 listed companies in Taiwan for the period of 1996-20009.
Auditing quality is also measured by the auditor size (BIG4
versus non-B1G4 auditors). The results show that the earnings
and book value of equity, which are audited by BIG4 auditors,
could explain more variations in the stock return of
companies than non-BlG4 auditors do. Reference [22] also
reveals that market participants highly value BIG4 auditors
with industrial experience. BIG4 auditors are, therefore,
associated with higher companies’ value. Reference [23]
further finds that the auditing quality positively and
significantly affects the value relevance of accounting
measures to market participants. Many previous results also
show that auditor type is positively associated with the FP. On
the other hand, some prior studies report that BIG4 auditors
are not associated with the FP. Reference [24], for example,
investigates the effect of auditing quality on the FP for
Malaysian listed companies for the period of 2003-2012. The
results show that auditing quality has an insignificant effect on
the FP. This paper, therefore, aims to search the benefit of TA
and audit quality implementations to the FP in Thai listed
companies.
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The population of this paper are listed companies, which
are excluded financial sectors (around 58 companies), in the
Stock Exchange of Thailand (hereafter called SET) during the
years 2014-2016. The sample selection technique is the
purposive sampling method, where the sample is chosen in
accordance with companies those publish their information
(such as financial statements, annual report, and Form 56-1)
on their website, and SETSMART database with completed
year period of 2014-2016. Based on the above criteria, there
are only 873 firm-years those could be a sample for this paper.
These companies are in seven industries according to the SET
categorisation, which are (1) agro and food industry 103
firm-years, (2) consumer products 76 firm-years, (3)
industrials 160 firm-years, (4) property and construction 189
firm-years, (5) resources 72 firm-years, (6) services 195
firm-years, and (7) technology 78 firm-years, respectively.

For the purpose of this paper, the TP is defined as the
ability to reduce tax expenses by reducing taxable income
without reducing book income, as popular measured by
effective tax rate (hereafter called ETR), while a new
measurement is purposed by Reference [25], which is
measured by the ratio of tax expenses to total assets (hereafter
called TAX/ASSET). The dependent variable of this paper is
the FP, measured by the natural logarithm of return on equity
(hereafter called ROE), which is calculated as the net income
for the year divided by the total equity. This paper also
includes some control variables that have been shown to have
a significant impact on the FP (see References [26]-[30]).
Following References [28], [29], this paper uses firm size
(hereafter called SIZE) as one of the main control variables
measured by the natural logarithm of total assets. Financial
leverage (hereafter called LEV) is also calculated as the
percentage of total debt to total assets for the differences in
the financial structure of companies. This paper includes the
return on assets (hereafter called ROA) by dividing the net
income to total assets as an indicator of FP. In addition, this
paper uses capital intensity (hereafter called CAP) by dividing

RESEARCH METHODOLOGY

the property, plant, and equipment to total assets as an
indicator of companies’ working capital management.
Moreover, this paper uses BIG4 auditors (such as Deloitte,
Pwc, Ernst & Young, and KPMG) as a proxy for auditors’
reputation, and assigns a value of one when companies
employ BIG4 auditors and zero otherwise. The last variable is
an industrial index (hereafter called IND), which is a dummy
variable, according to the SET categorisation.

This paper uses multiple regression analysis technique to
determine the relationship between TP and FP. Based on the
purpose of this paper, there will be a regression on full sample
model as follows:

FPit= fo + B1TPic + BoSIZEi + BsLEV + f.ROA + fsCAP; +
12 14
feBIGA+ Y. BIND + Y. BYEAR, @)
k=7 k=13
Additionally, this paper divides the full sample model into
two sub-groups (BIG4 and non-BIG4 auditors) to examine
whether there are any differences in TP on the FP among
BIG4 and non-BIG4 auditors (Models 2.1 and 2.2).

FPit=Po * S1TPic + BSIZEj + f3LEVii + faROAi + fsCAPy;

13
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I1l. RESULTS AND DISCUSSION

TABLE | presents descriptive statistics for the full and two
sub-samples (BIG4 and non-BIG4 auditors). It also reports
the mean value of all variables and the t-statistics of mean
differences between BIG4 and non-BIG4 auditors. It shows a
mean value of ETR for the full sample of 0.168, while the
mean for BIG4 and non-BIG4 auditors are 0.162 and 0.177,
respectively. It also presents that the ETR value is not
statistically significant differences between BIG4 and
non-BIG4 auditors. The ETR value of BIG4 auditors is,
therefore, the same as that of non-BIG4 auditors.

TABLE I: DESCRIPTIVE STATISTICS

Full sample BIG4 Non-BIG4
(n = 866) (n =554) (n=312) t-statistics of mean

Variables Mean SD Mean SD Mean SD difference
ROE -2.389 1.047 -2.283 0.985 -2.578 1.127 3.872**
ETR 0.168 0.145 0.162 0.128 0.177 0.171 1.398
TAX/ASSET 0.014 0.015 0.014 0.014 0.014 0.154 0.671
SIZE 22.654 1.469 23.035 1.494 21.977 1.145 11.667**
LEV 0.417 0.198 0.447 0.195 0.362 0.192 6.172**
ROA 0.096 0.079 0.097 0.064 0.096 0.100 0.099
CAP 0.334 0.289 0.335 0.314 0.332 0.236 0.131
BIG4 0.640 0.480

Notes: ROE is the natural logarithm of the percentage of net income to equity; ETR is the tax expenses for the year divided by earnings before taxes;
TAX/ASSET is tax expenses for the year divided by the total assets; SIZE is the natural logarithm of total assets; LEV is the percentage of total debt to total
assets; ROA is the percentage of the earnings before taxes to total assets; CAP is the percentage of the net property, plant, and equipment to total assets; BIG4
has the value of one when the firm has BIG4 auditors and zero otherwise; One and two asterisks indicate statistical significance at the 0.05 level and 0.01 level,

respectively.

The descriptive statistics in TABLE | show that the average
value of TAX/ASSET for the full sample, the means for BIG4
and non-BIG4 auditors are 0.014. In addition, the t-statistics
for the mean differences of TP between BIG4 and non-BIG4
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auditors is not statistical significance. The results also show
that BIG4 auditors have better TP than non-BIG4 auditors do
because either ETR or TAX/ASSET is low, resulting that the
level of TP is higher. Additionally, the mean value of SIZE for
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the full sample is 22.654, while the means for BIG4 and
non-BIG4 auditors are 23.035 and 21.977, respectively. The
results for the t-statistics of the mean differences between
BIG4 and non-BIG4 auditors are statistically significant at the
0.05 level, which indicates that SIZE for BIG4 auditors is
greater than in non-BIG4 auditors. Moreover, the average
value of LEV for the full sample is 0.417, while the means for
BIG4 and non-BIG4 auditors are 0.447 and 0.362,
respectively. However, the average value of ROA for the full
sample is 0.096, while the means for BIG4 and non-BIG4
auditors are 0.097 and 0.096, respectively. Furthermore, the
mean value of CAP for the full sample is 0.334, while the
means for BIG4 and non-BIG4 auditors are 0.335 and 0.332,
respectively. Furthermore, the mean value of BIG4 for the full
sample is 0.640. This indicates that most companies prefer
high quality audit services.

Pearson product-moment correlation, as shown in Table I,
is computed to examine the correlation of all variables. The

correlation value between ROE and TP (measured by ETR),
for example, is 0.243, which is statistically and negatively
significant at the 0.05 level. The ROE, however, has a
statistically negative relationship (the value of -0.489) with
the TP (measured by TAX/ASSET) at the 0.05 level. The
correlations between explanatory variables also are between
0.001 and 0.686. These values are relatively low, which are
below #0.700, indicating that the multicollinearity problem is
not exist during the multiple regression analysis [31]. For
instance, the correlation value between SIZE and LEV is
0.447, which is statistically significant at the 0.05 level. This
paper further considers whether the data has a normal
distribution or not. According to Reference [32] statement,
the sampling distribution become almost normal, regardless
of the shape of population since the sample size is large
enough, which is normally greater than 30 observations. The
data of this paper, therefore, has a normal distribution.

TABLE II: PEARSON CORRELATION MATRIX

ROE ETR TAX/ASSET SIZE LEV ROA CAP BIG4
ROE 1.000
ETR 0.243** 1.000
TAX/ASSET -0.489** -0.190** 1.000
SIZE 0.082* 0.005 0.092** 1.000
LEV 0.096** -0.093** 0.156** 0.447** 1.000
ROA 0.615** 0.103** -0.686** -0.077* -0.180** 1.000
CAP -0.033 0.045 0.022 -0.058 -0.087* 0.004 1.000
BIG4 0.136** 0.079* 0.020 0.349** 0.202** 0.009 0.001 1.000

Notes: ROE is the natural logarithm of the percentage of net income to equity; ETR is the tax expenses for the year divided by earnings before taxes;
TAX/ASSET is tax expenses for the year divided by the total assets; SIZE is the natural logarithm of total assets; LEV is the percentage of total debt to total
assets; ROA is the percentage of the earnings before taxes to total assets; CAP is the percentage of the net property, plant, and equipment to total assets; BIG4
has the value of one when the firm has BIG4 auditors and zero otherwise; One and two asterisks indicate statistical significance at the 0.05 level and 0.01 level,
respectively.

TABLE Ill: EFFECTS OF TAX PLANNING AND AUDITORS’ REPUTATION ON FINANCIAL PERFORMANCE

Dependent ETR TAX/ASSET
variable; ROE Full sample BIG4 Non-BIG4 Full sample BIG4 Non-BIG4
Independent (n = 866) (n =554) (n=312) (n =866) (n =554) (n=312)
variables: B VIF B VIF B VIF B VIF B VIF B VIF
Intercept -3.367** -3.489** -3.096** -3.987** -3.873** -4.279**
(0.484) 0.477) (1.182) (0.499) (0.504) (1.162)
TP 1.632**  1.060 1.762**  1.068 1.445** 1072 -10.554** 1,931 3.641 1.978 -25.487**  2.054
(0.182) (0.214) (0.306) (2.527) (2.786) (4.675)
SIZE 0.001 1.548 -0.008 1.333 -0.003 1.525 0.015 1.548 -0.005 1.337 0.037 1.515
(0.020) (0.021) (0.055) (0.022) (0.021) (0.054)
LEV 1.147%*  1.424 1.343** 1410 1.219**  1.523 1.030%* 1.411 1.275%*  1.407 0.984** 1472
(0.154) (0.161) (0.325) (0.159) (0.170) (0.316)
ROA 8.363** 1.075 11.319** 1.150 6.515**  1.064 7.168**  1.963 12.141**  2.117 3.863**  2.059
(0.338) (0.446) (0.522) (0.472) (0.640) (0.717)
CAP -0.183* 1.088 -0.128 1.086 -0.309 1.178 -0.119 1.086 -0.078 1.081 -0.233 1.175
(0.092) (0.087) (0.233) (0.096) (0.092) (0.210)
BIG4 0.142* 1.193 0.164**  1.191
(0.058) (0.060)
IND Included Included Included Included Included Included
YEAR Included Included Included Included Included Included
Durbin-Watson 2.018 1.991 2.192 2.060 2.036 2.200
F-value 58.522** 65.027** 15.104** 50.445** 53.438** 15.988**
R2 0.491 0.610 0.397 0.454 0.563 0.411
Adjust R? 0.482 0.601 0.371 0.445 0.552 0.385

Notes: ROE is the natural logarithm of the percentage of net income to equity; ETR is the tax expenses for the year divided by earnings before taxes;
TAX/ASSET is tax expenses for the year divided by the total assets; SIZE is the natural logarithm of total assets; LEV is the percentage of total debt to total
assets; ROA is the percentage of the earnings before taxes to total assets; CAP is the percentage of the net property, plant, and equipment to total assets; BIG4
has the value of one when the firm has BIG4 auditors and zero otherwise; Standard errors are given in parentheses; One and two asterisks indicate statistical
significance at the 0.05 level and 0.01 level, respectively.

As previously mentioned, this paper uses a multiple
regression analysis technique to analyse data for both full and
two sub-samples (BIG4 and non-B1G4 auditors). According

to Reference [33], all models in TABLE I11 do not have any
problem of hetero-scedasticity. The problem of
autocorrelation also does not exist in all models, as the
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References [34], [35] statistics are between 1.50 and 2.50 [36].

All models further do not have any problem of
multicollinearity, since the values of variance inflation factor
(VIF) for all variables are less than 10 [37]. The results in
TABLE 11l show that the coefficient for TP (measured by

ETR) is statistically and positively significant at the 0.05 level.

This result is also consistent with References [3]-[8].
However, the coefficient for TP (measured by TAX/ASSET)
is statistically and negatively significant at the 0.05 level. This
result is further consistent with References [10]-[15]. It
consequently indicates that companies with a higher TP level
(measured by ETR) could achieve their higher FP through a
reduction in default risk due to a decreasing of agency
problems [4], [7]. Nevertheless, it shows that companies with
a higher TP level (measured by TAX/ASSET) might have a
lower FP because they might use debt financing methods for
the TP, accordingly their total liabilities and assets are
increased. As a result, the TAX/ASSET rate is decreased.

When dividing the full sample into two sub-groups (BIG4
and non-BIG4 auditors), the results in TABLE Il indicate
that there is an insignificantly positive relationship between
TP (measured by TAX/ASSET) and FP for BIG4 auditors.
On the other hand, the relationship between TP (measured by
TAX/ASSET) and FP for non-BIG4 auditors is statistically
and negatively significant at the 0.05 level, since non-BIG4
auditors are associated with smaller auditing quality, smaller
professional skills, and little independence than BIG4
auditors [19]-[23]. The TP (measured by TAX/ASSET),
therefore, may be able to increase the FP for BIG4 auditors.
Among the control variables, the relationships between SIZE
and FP for all models are insignificant. Furthermore, the
effects of CAP on the FP for all models are negatively
insignificant. However, the effects of LEV and ROA on the
FP for the full sample and the separate two sub-samples
(B1G4 and non-BI1G4 auditors) are statistically and positively
significant at the 0.05 level. Finally, the results indicate that
the relationship between BIG4 and FP is statistically and
positively significant at the 0.05 level.

IV. CONCLUSION

This paper investigates the impact of TP on the FP of Thai
listed companies, which exclude financial sectors, in the SET.
The sample size consists of 873 firm-years, during the year
2014-2016. The TP is measured by ETR and TAX/ASSET.
The FP is also measured by the ROE. Data analysis is utilised
by correlation analysis and multiple regression analysis
technique. The paper finds that the TP, which measured by
ETR, has a significantly positive effect on the FP, while the
TP (measured by TAX/ASSET) has a significantly negative
effect on the FP. It consequently indicates that companies
with a higher TP level (measured by ETR) could achieve their
higher FP through a reduction in default risk due to a
decreasing of agency problems. On the other hand, companies
with a higher TP level (measured by TAX/ASSET) might
have a lower FP because they might use debt financing
methods for the TP.

Regarding to control variables, the BIG4 auditors have a
significantly positive effect on the FP. The results further
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indicate that the relationship between TP (measured by
TAX/ASSET) and FP is significantly negative for non-BIG4
auditors. The relationship is, thus, weak and insignificant for
B1G4 auditors. The results are useful to provide a guideline
for listed companies in managing capital and resources more
efficiently. Listed companies should, for example, employ
BI1G4 auditors since the results indicate that the relationship
between TP and FP for BIG4 auditors is significantly positive,
while for non-BIG4 auditors the relationship is significantly
negative.
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