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Abstract

The Income Tax Law, promulgated by the nation in a legal form, will remain sta-
ble for a very long time. It contributes the difficulty in searching relative data, which
is used in the research of the influence of tax rate variation on a company capital struc-
ture. The Law of Enterprise Income Tax, adopted by the 10" NPC, sets that the offi-
cial executed tax rate will fall from 33% to 25% since 2008. This is a rare chance to
study the public companies’ tax bearing varation and its influence on financing struc-
ture. Up to this day, an explicit summing—up is still not concluded, which is con-
cerned with the theoretical research of the impact of income tax on corporate finance
decision. Though the empirical research has gained abundant results, there are widely
divergent views about the conclusions, which are even poled apart. Meanwhile, much
difference also lies in the former research associated with the measurement chosen for
tax burden. In addition, the domestic study on the calculation of the value of debt tax
shield is basically still in the blank state. All these topics are worth studying in fact.
Base on the above research and the tax system reformation before and after the unifica-
tion of the two taxes, the paper aims to study the influence of tax bearing variation of
Corporate Income Tax on its finance decision and company values.

Based on the Income tax system revolution in China, the research is conducted
from three aspects: the measurement of corporate income tax bearing, the empirical
analysis on tax shield effect as well as the relationship between revenue and capital
structure. Literature review is firstly displayed, including domestic study and study a-
broad. Then, the analysis will be put on the relative theories on income tax, corporate
finance decision, measurement of tax bearing, etc. Major tasks and findings of the re-
search are concluded in the following five aspects.

Firstly, the paper defines the connotation of tax bearing equity and clarifies that
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such equity not only contains the fairness in the usage of the revenue and tax payment,
but also includes the economic equity, social equity as well as the lengthways and hor-
izontal equities. Relative theories that support tax bearing equity include ; benefit taxes
theory, capacity levy duty theory, the equity of talent and ability theory, minimum
sacrifice or maximum effect theory. Then, applying elastic theory of tax revenue, the
writer analyzes the performance of income tax revolution in achieving the equity of tax
bearing. This research academically analyzes the influence of income tax on financing
decisions, respectively from the perspectives of capital cost and cash flow. Considering
other influence factors on financing decisions, the conducting process is summarized ;
the change of revenue bearing resulted from income tax revolution — the change of
vested interest of stakeholders — the change of interest appeal — the influence of
company values — financing structure of a company — the introduction of new corpo-
rate governance structure — the adjustment of financing structure decision.

Secondly, considering the difference between accounting profit and taxable
income in our country, the research adopts the formula of Effective Tax Rate ( ETR)
which contains the deferred income tax payment. The measurement is conducted in in-
come tax burden of public companies in China, before and after the tax revolution. It
is found that influenced by the latest Law of Income Tax the burden is generally de-
creased by 10. 24% (from 22. 02% to 11. 78% ). Both of the official executed tax rate
and the ETR decline, respectively from 29. 81% to 15. 82% and 15. 98% to 10. 64% ,
with the balance of 13. 983% and 5. 34%. The ETR rises by 4. 69% in public compa-
nies whose official executed tax rate rises, from 11.59% to 16. 28%. It indicates that
the change direction of ETR and official executed tax rate are the same. Since the tax
revolution in 2008, the ETR in eastern and middle areas who originally enjoy small tax
preference experiences a marked decrease. The divergence of income tax burden among
different regions becomes smaller. After the tax revolution, low ETR lies in industries
which are particularly supported by the nation, such as agriculture, forestry, animal
husbandry and new and high—tech industries. However, industries suppressed by the
nation, such as real estate, have a rise tendency in ETR. It reflects that the change of
pattern in the nation’ s preferential policy, which originally major in regional profit
turns to industry profit first. The consideration is also give to social equity.

Thirdly, Marginal Tax Rate (MTR) of Chinese public companies ( from 2005 to

2009) is calculated by using the random wandering model conducted in EViewsS. 0.
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Through the comparative analysis among different enterprises in qualities, scales and
industries, the writer find that the MTR of state—owned companies is higher than that
of non—state—owned ones during five consecutive years. Companies’ scale has little
impact on MTR. Apart from the industries of IT and real estate whose MTR are seeing
an upward trend, all the others® MTR decline as a tendency. The linear regression in-
spects the relationship between MTR and debt finance of Chinese public companies.
As a result, there is little impact of MTR on debt finance decision, because of the flat
rate adopted by corporate income tax in China.

Fourthly , according to the MM theorem and the formula of V, =V, + yDand V, =
E(FOI)/p , two approaches based on tax shield effect are promoted through logical
reasoning. They are “total value analysis” and “cash flow analysis”. The regression
model , which is used to calculate debt tax shield value, is established. The empirical
inspection of tax shield profits is carried out to investigate the decrease of influence on
company values after the combination of the two taxes.

Finally, the relationship between ETR, debt tax shield, non—debt tax shield as
well as other control variable and debt finance is verified by EViews5. 0 and quantile
regression. The main results are as follows: on different quantile levels, the degree of
influence of ETR and capital structures is different. When the debt scale is small,
there is a positive correlation between ETR and its influence on capital structure. With
the increase of quantile level | the significance decrease; there is a positive correlation
between debt tax shield, growth and company capital structure. A remarkable negative
correlation lies in the non—debt tax shield, quality of the enterprise and capital struc-
ture. On the quantile level of 0.3, 0.5 and 0. 7, earning power and capital structure
show negative correlations; there is also a marked positive correlation between the
scale and capital structure of a company on the level of 0. 1. Besides, such positive in-
fluence is increase with the rise of capital structure level. The same model is applied to
check the relationship between MTR and company debt finance decision and it is
found that the relationship is not remarkable. All of these conclusions provide experi-

ence and evidence for the applicability of classic capital structure theory in China.

Key Word : Reform of income tax system; Effective Tax Rate ( ETR) ; Marginal
Tax Rate (MTR); Tax Shield Value; finance decision
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1.1 WFEist

200743 16 H, FHaeEARRERSH LR SWFEIGET T (P
e NRAEAE AL T3 BIE) , MEH 2008 42 1 1 HiZ, W, SMSER s
—iE B TS BEEE, BBLE R 25% (REBLEERSN) . 2008 422 fij 4 ¥E 4
A AEA L B AR I ERAFE MIEEEOR, SR REA LR
15%F1 24% 5 T BT AL IE T BEAR K 33% . BERZ G, R ARFR 44l ke i,
HCd e PR T Kt JEOR 1 33% T K 25% , {Hth A5 43 4l o 2 ST BE
WA, HERA L ERITRE FF T, XA L i A Al
ARG T — A HERS BT

M dlVE 55 S R R P, R TRLIO e AR AR Y (B (e dRe R, i
TE KT 55 ST BB T v, B IR e 22 1 02 B i 0 DR SR [ R, 1958
4F, Modigliani Fl Miller fE— 251 & BRI 0 &4 F 824 T MM B, BIfEX
KAl BLTER T, ARG mA A AT ARA, BARIMRALHS
AR EIERY, 1963 47, Modigliani FI Miller X 42 T &1 A9 MM Hig, fil
THAREAFAE S Al T BLA T BL T, i FOGIOARBLE T, A Rl At v A 4
N %2 100% K9 5 5@, #Rifi, Miller £ 1976 4F42H T4 A D AT BL AL
A B A5 B A T A S M A R A, At h ok A A BT A 9 A 1 S 4108 B £ A T B A

(1) Modigliani, Miller. The Cost of Capital, Corporation Finance and the Theory of Investment.
American Economic Review, 1958 (48): 261-297.

2 Modigliani, F. and M. H. Miller. Corporate Income Taxes and the Cost of Capital; A Correction.
American Economic Review, June 1963, 433-443.
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i, AR, FEEFEBRHELT, AEHTEAEIFAZER2IEE, XA
TSR K RO, LR UL, ik Air B S a4 b ) e A fg e o, 8
RIAEGUBTRLE AT AFEBERTHCAT, B 1 A I ABCE BB A A, DA i ) i
T TR F BT shbl; SutEe:, BURF SO 8 a9 as & —— AR A i
BONAEWAS NFRARBE, A T 4EREBEE I %, IR IR 2R H &
AOBLAT IR, TR T Ak A BEAS A . 2R A Rl A TR O i)
YR AL, ) 15 AL S IR Al AR AN AT A B R Al B AR BRAK 114 5
M), M 52 W ol ) % A 25 44, B J5 Kraus Fil Litzenberger (1973) F1 Kim
(1978) #hxd /A G BERIEAT T IE, FIA T 2w BT 158 F 1 i1 5 30
W= A 28 R BT ARG M ), O A0 A 2 ) A B S R, et ) T i
SRve, ISB RS RA RRALHKZI. /5, Jensen FI Meckling
(1976) . Altman (1984) LLJK Myers (1984) %5 AG57 TAUM G, flfiTikA,
AT B ] £ 5 T 64 W0 95 R 45 B A (AR A R A vy SRR A

HEFFEAH , A P8R Il fl B Y S e 1) B S A — A W
RIS . A DX 7 T ) SEERF 7R B RGN EE AR, BEHEH7F
TERKH B, AR EEARMA . IEAN Graham (2000) A AREE: i fit
5 R T BT R ) BEMSCR) i 2 75 23 R e ) 2w Al o SR 7 B A B i 1
Z/DNEI I E?2 [ M Modigliani 1 Miller (1958, 1963) JFi& M58 5 7F
AL KR LI, XU — H R E LR E" . B2, B TBIK
(A BB S5 F A 8, L P S B anfa s ma fi b b 98, JF i — A0 S i A 4
WM ER2ES F, BTk

AR, FRE —sb2EE LI E B O 5, a5 S0y E 5
AT ARG, S 15 TR E B AR N — SeE AR i E R
5 (2003) AL 7 RRTE L W) 55 R A B ASCBON B R, AR R
BE BT LA R SHe B 58 B SO0 B A BOR S FE o 2 e, [R] s w] LR i FE BEMSOx B A
L BORIERER R . A 151 55 fl TR 7 REHT R BUNOR f K S 2 U T A

(O M. H. Miller. Debt and Taxes. Journal of Finance, May 1977, 337-347.
@ Graham, J. R.. How big are the tax benefits of debt. Journal of Finance October 2000, 55
(5): 1901-1941.
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FlgBE, RAMEBBESHMEFTEBEMILEY, HEF, KHLH
(2003) FEABERMET, BEEBATREE IS0, BT S e g
TR A B R AN T BB A (O SR B, R4 — A9 SR 5T IXC[] A XS iy
AL ESAEBE T AT T, HRE T S A7 B ARBU I A BB i, 4
Al BLA B B 0 T B A B R VAL 2 5 & it 2 3 MR B B A 45 49 Y
KAVEAT T LUEWE, (AFFRESENA—3, RN, LA RO TR B 0 Ay
IS LA ERE b, A ABRIEBER, AARRAEERE, f
NERBPRBE, RER—TERGH? 55, EREENESBE R
77 EIBEFE AL AR H D X L ) AR R A W AR IE R . BNz 2008 4F N A1 BT
Ay B Blix — MBS H-F B LT BB R E A, —— I HER L
B A ABLR R A SR A R AL R A F . EHik, ABURE
EMARCARTIEX S, L 2008 4R35 [ ol RS BB Ok AL, B FRER
HBARETFERT, R ARHBBL A AR 22 7]/l UF 2k SR M50

L2 W

1.2.1 BigEX

(1) S Ukt i 5 i B A S5 H B

SMGIALZHIIIERY], A ABRER AL, HIERELET R FLE
HAHKBUER (Modigliani and Miller, 1963)®, /v w8l e, EibiE F 5
RS R, WM TR RESE . DRI, 2w B RS 5 | BE A 45 44 #H 17 1Y
Ak 2008 43K [ SEATHT A ok BTG BLL, BR ML EEURAR A L TR,
XSRS 5 R A 7 1 A7 5 R SRS A HH AR A TR % 7 AR iz TR |
T2 ) A S R e B0 Tk 228 L B AR S5 4 B 10 3 15 f)0 RPE,  islPRIR BE A 5 4

O EEE AR PREAGMFBERASE [J]. HhobK: BRI, 2003, 23 (11); 24—
26.

@ #&F, s dh FHLLEH T AGOHLRMALE S [J]. PERFEME,
2003, 11 (5): 8-11.

(3 Modigliani, F. and M. H. Miller. Corporate Income Taxes and the Cost of Capital: A Correction.
American Economic Review, June 1963. 433-443.
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(2) EALBUE AR R

A M Modigliani I Miller 4t BTALE LG LK, 1R 274 L AL a1
M LM AR AR ST T AT R B0 28 m) B AR E R M2 wI M EL R R e . R T L
TE MBI SRR 155 BUS MAEGUS BUE 5 A Rl BTGB R, TR I
BUB R LIME . AL MM BE 0 AT, @SBRI AR, [
SN S A SR B+ & S AT LR e 4 D B ST g e SN TR S i
TEFCEBA rT RS PR EEE , RO 3 ) il il 52 i 5% ke 3 LA S SBORF il i i
BUORHAT SR 7 5

1.2.2 PWELEX

(1) &3 B ATG 22w Br s Bipt 1

[ N E A W50 20 S PR BL R N PG BB S B AR . th T &Ik
WG FEA 2 Al PR AR BL R AR AR HE , R FE WS 22 ] 9 BT A BB GOIR DL i
ZRCFE RSP BURIE N TR BB B U R, b — S B R T P Bl
Rl gk E PR R A R R TR BB . F3oh, FEit 5o v LR Bl R il bt
RINBAE LM ITE. Ba, MEELFDR, FEREMZ AR R
B R A B w0 TR BB A R A R H AR B [ 2 & XA
(IR TS o AR A58 FH AN [R] B8 300 e [ P 15 B Bt DR BL AT 1Al i, JFIF
# T A FEI BB AR AR, A — iR RSS2 IE RE A8
PR 1 B 7 FNBUR A 7 S {1 B B2 1 2 4K

(2) 6 56 B vk A9 St A A

W R ERATBLR , LB APRBURM BT, SRR A A
K b ml AR S AR Ak, ARG BL S B2y w (] A BE B 23 R R
7l S ) A o HL o S BB R R P 128 S I A B 28 T 081 o i A Y R A T O
W1 BRBE AR i a2 R ALIEE AR A T . Sl R AR AS A FAE B AT SR
R SEBRBE R A BRBL AR, SR FRIE b 2wl BT L SR B AR DL DL SO [l £ 7
b AS[] L DT P A B S HH AR AR 2, DA SR AR DAl P AR5 B 2 117 A 2
T BB RRCR TRt Ay [ S0 il B A BB i B A0 2% w001 55 i B D o £
R 7 S AR AP A A S

4 | FEBBEIEE. BUENES LA DRMARARGR



L3 W bs

o] g ik R T2 R ORI IR BB 0 7 2 T4y w AT R R
HF, Prigf RS EEHESENRRZ—7 @ T BT EUS FLE £ B AT
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BT 2 KA, KU 55 BE WA AR 55 WA R 7 R R 2 F A 55 Y TS
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B WS PR 2R f) ) 24

(3) X 50 67 £ it 9 A1) BT 49 B8 IR 3R AT BB 0 A A SCIERS 30, AR e
JINT 3 [T VARG B 1 U 58 AN (] T A 5 7K P T B 45 5 85 28 4 F £ £
PR AR

LS WFRAN%

A BT P BRI R WU A T % -

BT AT MR A T SRS, B ST H AR R
A MR R AR M HOREE, H# R X230 — 1.

o R CHREEA . AR BT BLBL T T R AT . A A BUE M ER
WF9E LA R BT AR B 5 28 ml R BE 45 K D6 BRI 58 =D i, %o 10 P9 APh A 5K SR s
FITIRNFIREE, 5 DS RS U FIAFTER AN R, 4R T A BT 5T
MEZAE.

B =FTABL S A A MR PR RS ELE i . A E Yok T Bk
AT AR . B T PR A B SE BUBLC P B AR SR A . SRR X AR
P50 B il i 7T BB AR MR R EAT T O, BRI BT BLR, KB
oD RSB 2 U BOR A 0, TS Bk MBI fieJe o il
IBEAS A VB 4 0L B4 A7 L0 B B Mo B2 7 8 T P A B 2 )l 9 RO A9 5
WA BEAT T RIS AT, O JE TR (Y SEUER AT AT T BRI

SR A F TR B PR R R R A . AR S T B
SRR AR, WA RM SRR E L, BUESFRBLR S % E R R
ZIIMSER, KBBFBIEIMATG, LA aEhRBE ETR &6 &4 B H
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Xt L b o2 W) S PR A (s e (R R AT TSR K

IR b2 ] B A B PR B R A AP A AT o AN TN R B PR Y R Bl L
MCERAE BEHETT TR i, T B IR LARTAEBE 5 A PRBlR R, 1235
K FHBE DL E SRR A T IR E Bl A R A PRBE AR, i B A ] Ve I
Al U | Al S X 1) BB R 1 A R PEEAT SR 3R o

PSR LA A RS BLBLUE AN . AT L MM BER 0y A # L
THUEMEER, EERIEMRFBUEMENFE, REEZRARE LA AN
3 SEUE RS B 1 {37 95 BLE AR 95 BLUE X2 w2 o

AL T A P A X T I Tl 2 ) 0 ol A SRE R o) B SR . AR REAE
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