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Abstract. This paper presents a topical issue for economic research nowadays, the
effective tax rate being the most important aspect of all research in the field of corporate
taxation. In this paper, we present a few theoretical approaches and computational methods
used in order to determine the effective tax rate, research, approaches and theories studied over
time and realize an empirical study using Romanian companies listed oh the Bucharest Stock
Exchange. The study aims to highlight the factors that affect the effective tax rate and has a very

high relevance to the optimization of the tax burden across the enterprise.
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Introduction

In the context of the current instability caused by the economic crisis, more intense in the
recent years, given that public debt levels in European countries increased threatening the
existence of the euro area, fiscal policy is one of the main tools that can be used. Thus, the
literature is focusing on the tax rates of profit, especially on the effective tax rate.

This paper presents a number of approaches studied over time at both macroeconomic
and microeconomic level, focusing mainly on determining the factors that influence the effective
tax rate of profit. Starting from the idea that the profitability of a company may be influenced by
the taxation of profits and taking into consideration the fact that tax is deducted from gross profit

to obtain net profit, it becomes very important to determine effective tax rates.

Literature review

Effective corporate tax rates are those that take into account, in addition to statutory tax
rate, other aspects of tax systems that affect the amount of tax actually paid. Economic studies
(Nicodeme, 2001: Beer, 2005: Blechova and Barteczkova, 2008) offer different approaches in
determining the effective tax rate. Thus, we identify three mehodologies for measuring the
effective quota: the macro backward-looking methodology, the micro backward-looking
methodology and the micro forward-looking methodology.

Regarding the determinants of effective tax rate, numerous studies demonstrated that the
factors used in order do influence ETR are represented by firm size, leverage, profitability, debt,
the intensity of inventories and the intensity of capital (Gupta, Newberry, 1997; Derashid,
Yhang, 2003; Adhikari, 2006; Guha, 2007; Wu et al., 2012; Lazar, 2011; Richardson, Lanis,
2007; Vintila el al., 2012, Carstea, Dascalu, 2013) and various elements of corporate social
responsibility (Richardson, Lanis, 2011; Desai, Dharmapala, 2004; Huseynov, Klamm, 2012;
Minnick, Noga, 2010; Vintila et al., 2012).

There are also two different views on the correlation between effective tax rate and
company size (Wu et al., 2012): the political cost theory and the theory of political power.
Political cost theory argues that transparency in large and profitable companies make them

become victims of government regulatory actions. Given that taxes are part of the political costs



incurred by firms, this theory concludes that the largest firms have the highest effective tax rates.
An alternative vision called political power theory argues that large firms have the lowest
effective tax rates because the possess substantial resources to manipulate the political process in
their favor by engaging in tax planning processes and organization of activities in order to

achieve optimal tax economies.

Case study

In our empirical study, we used micro backward-looking methodology for determining
the effective corporate tax rates using analysing data from the financial statements of Romanian
companies listed on the Bucharest Stock Exchange.

The dependent variable used is the effective tax rate, being equal to the ratio of tax
expenditures and gross profit. This method is most commonly used because it reflects best the
incidence of taxation and business. The independent variable were initially considered to be
more, but we tested several models for different groups of companies and over a different period
of time, until we obtain valid models. Thus, the initial database considered the natural logarithm
of total assets (the natural logarithm of turnover) to see the influence of company size on ETR,
the leverage of the company, capital intensity, inventory intensity, firm performance and two
dummy variables: the value 1 will be returned if the company is large and if the company is part
of SMEs, the variable will return the value 0 (dummyl depends on turnover and dummy?2

depends on total assets).

Maodel 1: ETR; = |30 + |31 x ROE; + |32 x INVINT;: + |33 x CINT;j + ﬁ4 x DUMMY1;¢

Model 2: ETRi; = Bo + 1 % [In (AT)]ic + B2 X ROEj; + B3 x CINT + Bs x INVINT;¢+ Bs x LEViq



Table 1. The results of the correlation between ETR and determinants of ETR

Model/Independent variable SIZE CINT | INVINT | DEBT Rate of
Return
Model 1 - - - N/A -
Model 2 - + - + -
Carstea F, Dascilu, L. (2012) + + + - -
Vintila et al. (2012) - - - + N/A
Hsieh (2012) - - + + +
Md. Noor et al. (2010) + - + - -
Richardson and Lanis (2007) - - + - +
Adhikari et al. (2006) - - - + -
Derashid and Zhang (2003) - - - - -
Gupta and Newberry (1997) +/- - + - +

The results of the first model show that ETR is negatively correlated with all the
independent variables (company size, return on equity, capital intensity and inventory intensity)
and in the second model we obtain that ETR is positively correlated with leverage and capital
intensity and negatively correlated with the other endogenous variables (company size, intensity
inventories and the rate of return). Literature itself also provides mixed results in terms of the
correlation between the endogenous and exogenous variables. All this, coupled with the fact that
independent variables of the models obtained explained only in a proportion of 46% and 45% the
dependent variable makes us conclude that, in addition to the factors stated by us or those found
in the numerous studies cited in this paper, there are certainly other influences which may belog

to: corporate social responsibility, tax planning, tax management.

Conclusions

Given the fact that our models are valid and the correlations obtained were explined
before by numerous studies, we find this paper to be significant for the economic studies from
out country, but we have to account the fact that independent variables of the models obtained
explained only in a proportion of 46% and 45% the dependent variable makes us conclude that,
in addition to the factors stated by us or those found in the numerous studies cited in this paper,
there are certainly other influences. Therefore, this research will not stop here, remaining for the
future to test models with as many variables as possible, for different time periods and for

different types of companies and sectors.



References:

Books and articles:

10.

Adhikari, A.; Derashid, C.; Zhang, H.; Public policy, political connexions and effective
tax rates: Longitudinal evidence from Malaysia; Journal of Accounting and Public
Policy, 25, 2006

Becker, J.; Fuest, C.; Hemmelgam, T.; Corporate tax Reform and foreign direct
investment in Germany: evidence from firm-level data, CESifo working paper, No. 1772,
Provided in Cooperation with: Ifo Institute — Leibnitz Institute for Economic Research at
the University of Munich

Blechova, B.; Barteczkova, 1., Comparison of the methodologies for assessing effective
tax burden of corporate income used in European Union, University of Silesia — School
of Business Administration, Munich Personal RePEc Archive, May, 2008

Buijink, W.; Janssen, B.; Schols, Y.; Evidence of the effect of domicile on corporate
average effective tax rates in the European Union, Journal of International Accounting,
Auditing & Taxation 11 (2002) 115-130

Carstea, F.; Dascalu, L., A.; Studiu privind factorii de influenta asupra cotei efective de
impozitare a profitului, Colectia de working papers ABC-ul lumii financiare, FABBV,
ASE Bucuresti, 2012

Carstea, F.; Dascalu, L., A.; Studiu privind factorii de influentd asupra cotei efective de
impozitare a profitului, Colectia de working papers ABC-ul lumii financiare, 2012
Codirlasu, A.; Economie aplicata utilizand EViews 5.1, Programul de master specializat
Managementul Sistemlor Bancare — note ce curs, ASE Bucuresti, Catedra de moneda
Comanescu, A.; Negrescu, D.; Fiscal harmonisation trends in the European Union:
Challenges for Romania, Strategy and Policy Studies (SPOS), No. 2007, 5, Provided in
cooperation with European Institute of Romania, Bucharest

Derashid, C.; Zhang, H.; Effective tax rates and the “industrial policy” hypothesis:
evidence from Malaysia; Journal of International Accounting, Auditing and Taxation 12,
2003

Desai, M., A.; Dharmapala, D.; Corporate tax avoidance and high powered incentives,

National Bureau of Economic Research, Cambridge, May, 2004



11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Devereux, M., P.; Lockwood, B.; Redoano, M.; Do countries compete over corporate tax
rates?; University of Warwick, November, 2004

Fullerton, D.; King, M., A.; The taxation of income from capital: a comparative study of
the U.S., UK., Sweden and West Germany, The Theoretical Framework, Working Paper,
No. 1058, National Bureau of Economic Research, 1050 Massachusetts Avenue,
Cambridge, MA 02138

Guha, A.; Company size and Effective Corporate Taxe Rate: Study on Indial Private
Manufacturing Companies; Economic and Political Weekly, Vol 42, No 20 (May 19025,
2007), pp 1869-1874

Gupta, S., Newberry, K., 1997. Determinants of the variability on corporate effective tax
rates: evidence from longitudinal data. Journal of Accounting and Public Policy 16, 1-34
Hseih, Y., C.; New evidence on determinants of corporate effective tax rates, Affrican
Journal of Business Management, Vol 6 (3), pp 1177-1180, 25 January, 2012

Huseynov, F.; Klamm, B., K.; Tax avoidance, tax management and corporate social
responsibility, Journal of Corporate Finance, 18, 2012, pp. 804-827

Janickova, L.; Effective tax rates in the Moravian-Silesian Region, Danube: Law and
Economics Reviews, 4, (1), pp. 89-92, 2013

Lazar, S.; Effective corporate income tax rate in Romania: a micro backward-looking
approach, University ,,Al. I. Cuza” of lasi, Romania

Lazar, S.; Effective tax burden borne by companies: a review and a new methodology,
Analele stiintifice ale Universitatii din Oradea, Facultatea de Stiinte Economice, Vol. I,
No. 2, pp. 584-588

Lazar, S.; Filip, G.; Measuring corporate effective tax burden in Romania: a
comprehensive approach, Analele stiintifice ale Universitatii Alexandru Ioan Cuza din
lasi, Ed. Univ. Alexandru Ioan Cuza, Vol. 58, pp. 133-144

Md Noor, R.; Syazwani, N.; Fadzillah, Mastuki, N., A.; Corporate Tax Planning: a study
of corporate effective tax rate malaysian listed companies, International Journal of Trade,
Economics and Finance, Vol I, No. 2, August, 2010

Minnick, K; Noga, T.; Do corporate governance characteristics influence tax
management?, Journal of Corporate Finance, 16, 2010, 703-718

Modigliani, F.; Miller, M.; ,,Corporate Income Tax and the Cost of Capital: A correction,

The American Economic Review, Vol 53, nr. 3, iunie, 1963

6



24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

Nicodeme, G.; Computing effective corporate tax rates: comparisons and results,
European Commission, Munich Personal RePEc Archive, June, 2011

Nicodeme, G.; Sector and size effects on effectife corporate taxation, European
Commision, DG Economics and Financial Affairs, August, 2002

Raportul anual pe anul 2012 a fost aprobat de Presedintele Consiliului Fiscal, conform
prevederilor art. 43, alin (2), lit. d) din Legea nr. 69/2010, in urma nsusirii acestuia de
catre membrii Consiliului prin vot, in sedinta din data de 12 septembrie 2013

Richardson, G.; Lanis, R.; Corporate social responsibility and tax aggresssiveness: an
empirical analysis, Journal of Accounting and Public Policy, 2011

Richardson, G.; Lanis, R.; Determinants of the variability in corporate effective tax rates
and tax reform: Evidence from Australia, Journal of Accounting and Public Policy, 26,
2007

Stickney, C.P.; V. E. McGee; Effective corporate tax rates: The effect of size, capital,
intensity, leverage and other factors, Journal of Accounting and Public Policy 1(2), 1982
Taxation trends in the European Union, Data for EU Member States, Iceland and
Norway, European Comission, 2013 edition

Vicarel, 1.; Finante Publice, Editia a VI-a, Ef. Didactica si Pedagogica, Bucuresti, 2007
Vintila, G., Fiscalitate. Metode si tehnici fiscale, Editia a doua, Editura Economica,
Bucuresti, 2006

Vintila, G.; Armeanu, S., D.; Filipescu, M., O.; Moscalu, M.; Lazar, P.; Studiu privind
corelatia politica fiscala — responsabilitate sociala corporativa, Economie teoretica si
aplicatd, Volumul XIX, pp. 3-14, 2012

Vintila, G.; Armeanu; D.; Filipescu, O.; Lazar, P.; Moscalu, M.; Impactul politicii fiscale
asupra antreprenoriatului la nivel european si national, Volumul Conferintei Stabilitatea
financiard si monetara in tarile emergente, pp. 352-359, ASE Bucuresti, 2010

Wu, L.; Wang, Y.; Gillis, P.; Luo, W.; State ownership, tax status and size effect of
effective tax rate in China, Guanghua School of Management, Peking University,

Accounting and Business Research, Vol. 42, Issue 2, 97-114, 2012



Tax regulations:

>

Legea 571/2003 privind Codul Fiscal al Romaniei, publicatd in Monitorul Oficial, Partea
1, nr. 927 din 23/12/2003, cu modificarile si completarile ulterioare

Legea nr. 12 din 30 ianuarie 1991, privind impoztul pe profit, publicatd in Monitorul
Oficial, nr. 25 din 31/01/1991

Ordin 3055/2099, actualizat 2011, pentru aprobarea Reglementarilor contabile conforme
cu directivele europene, publicat in Monitorul Oficial nr. 766 din 10 noiembrie 2009, cu
modificarile si completarile ulterioare

Directiva a consiliului privind o baza fiscala consolidatd comuna a societatilor (CCCTB)

Bruxelles, 16.3.2011, COM(2011) 121 final, 2011/0058 (CNS), C7-0092/11

Adrese web

>

http://codfiscal.net/22232/europarl-raport-privind-baza-fiscala-consolidata-comuna-a-

societatilor-ccctb

http://ec.europa.eu/taxation customs/taxation/company tax/common tax base/index en.

htm).
http://ec.europa.eu/taxation_customs/taxation/company_tax/common_tax_base/index_en.

htm)

http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

http://incomemagazine.ro/articles/relocarea-profiturilor-sustine-baza-comuna-de-

impozitare
http://ro.wikipedia.org/wiki/Blue chip

http://www.cdep.ro/afaceri_europene/afeur/2012/fi_1285.pdf

http://www.csb.gov.lv/en/statistikas-temas/metodologija/economic-sentiment-indicator-

and-confidence-indicators-36291.html

http://www.curierulfiscal.ro/2012/03/13/avizul-comitetului-regiunilor-baza-fiscala-

consolidata-comuna-a-societatilor-ccctb/

http://www.cursbnr.ro/

www.kpmeg.com




Annexes

Model 1
Hausman Test
Correlated Random Effects - Hausman Test
Pool: POOL2
Test cross-section random effects
Chi-Sq.
Test Summary Statistic ~ Chi-Sq. d.f. Prob.
Cross-section random 2.126131 4 0.7126
Output from eviews (random effects)
Dependent Variable: ETR?
Method: Pooled EGLS (Cross-section random effects)
Date: 05/26/14 Time: 12:25
Sample: 2006 2012
Included observations: 7
Cross-sections included: 22
Total pool (balanced) observations: 154
Swamy and Arora estimator of component variances
Variable Coefficient Std. Error t-Statistic Prob.
C 0.511307 0.071581 7.143016 0.0000
ROE? -1.056842 0.199008 -5.310555 0.0000
INVINT? -0.103610 0.133616 -0.775430 0.0931
CINT? -0.016732 0.091593 -0.182675 0.0855
DUMMY1? -0.175134 0.045712 -3.831241 0.0002
Random Effects (Cross)
Cross-section random 0.005813 0.0010
Idiosyncratic random 0.184140 0.9990
Weighted Statistics
R-squared 0.480075 Mean dependent var 0.253644
Adjusted R-squared 0.469137 S.D. dependent var 0.204466
S.E. of regression 0.182979 Sum squared resid 4.988700
F-statistic 10.51100 Durbin-Watson stat 1.940239
Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.480025 Mean dependent var 0.254527
Sum squared resid 4.993033 Durbin-Watson stat 1.938555




Hausman Test

Correlated Random Effects - Hausman Test

Model 2

Pool: POOL1
Test cross-section random effects
Chi-Sq.
Test Summary Statistic ~ Chi-Sq. d.f. Prob.
Cross-section random 15.126128 5 0.0098
Output from Eviews (fixed effects)
Dependent Variable: ETR?
Method: Pooled Least Squares
Date: 05/26/14 Time: 12:43
Sample (adjusted): 2005 2013
Included observations: 9 after adjustments
Cross-sections included: 12
Total pool (balanced) observations: 108
Variable Coefficient Std. Error t-Statistic Prob.
C 0.179082 0.066422 2.696104 0.0084
D(LOG(AT?)) -0.004084 0.041213 -0.099088 0.0921
ROE? -0.659191 0.177837 -3.706712 0.0004
CINT? 0.146170 0.087358 1.673235 0.0977
INVINT? -0.113951 0.387931 -0.293741 0.1370
LEV? 0.021449 0.033848 0.633670 0.0928
Fixed Effects (Cross)
Cross-section fixed (dummy variables)
R-squared 0.464238 Mean dependent var 0.190964
Adjusted R-squared 0.452456 S.D. dependent var 0.086701
S.E. of regression 0.074962 Akaike info criterion -2.200127
Sum squared resid 0.511357 Schwarz criterion -1.777940
Log likelihood 135.8069 Hannan-Quinn criter. -2.028945
F-statistic 3.258459 Durbin-Watson stat 1.911827
Prob(F-statistic) 0.000083
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Descriptive statistics

Mean
Median
Maximum
Minimum
Std. Dev.
Skewness

Kurtosis

Jarque-Bera

Probability

Sum

Sum Sq. Dev.

Observations

Cross sections

NA

NA

NA

NA

120

120

CA

1.61E+09

1.93E+08

1.95E+10

32979308

4.00E+09

3.158609

11.89219

594.8918

0

1.93E+11

1.90E+21

120

AT

2.97E+09

2.11E+08

3.51E+10

2.1E+07

7.31E+09

3.11225

11.8574

585.987

0

3.57E+11

6.35E+21

120

ROA

0.07

0.04

0.31

2.76

0.25

8.6

0.2

120

ROE

0.106

0.101

0.295

0.003

0.06

0.51

3.221

5.437

0.066

12.68

0.423

120

LEV

0.4789

0.3613

2.462

0.0872

0.4164

2.1443

8.7939

259.81

57.462

20.632

120

CINT

0.55182

0.52611

0.95472

0.03476

0.2223

-0.0043

1.83569

6.77846

0.03374

66.2183

5.88054

120

INVINT

0.0966

0.0913

0.2708

0.0042

0.0625

0.6376

3.3712

8.8199

0.0122

11.591

0.4651

120

RMJ

0.1007

0.0747

0.2926

0.0022

0.0759

0.8771

2.7345

15.738

0.0004

12.089

0.6854

120

DEBT

0.272

0.246

0.69

0.079

0.149

0.92

3.078

16.94

2E-04

32.66

2.653

120

ETR

0.1933

0.1698

0.5603

0.0015

0.0874

1.7424

7.8472

178.19

23.192

0.9088

120

DUMMY1

1

1

1

1

0
NA
NA
NA
NA

120

0

120

12

DUMMY2

1

1

1

1

0
NA
NA
NA
NA

120

0

120

12
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