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Abstract

Using 1996 tax return data, this study examines the fairness of prescribed
limits on entertainment expense for profit-seeking enterprises in Article 37 of the
Taiwan Income Tax Law, and explores the relation between the disbursement of
entertainment expense and firm characteristics. Under the current Income Tax law,
the prescribed limits on entertainment expense are on a regressive rate schedule,
based primarily on the levels of sales. The results show that about 80% of sampled
firms deduct expenses for entertainment in their tax returns, and that the claimed
percentages of entertainment expense to sales are positively correlated with the
prescribed limits on those percentages in the Income Tax Law.

However, our findings also reveal that, regardless of the levels of sales, thereis
a fixed component of entertainment expense that is not accounted for under the
prescribed limits for entertainment expense in the Income Tax Law. Thus, the
prescribed limits on entertainment expense may result in inequitable tax treatment
for small-and-medium sized enterprises, which indeed need relatively high ratios of
entertainment expenses to sales, compared to those of large corporations.

Furthermore, CPA-attested tax returns claim significantly greater percentages
of entertainment expenses than non-CPA-attested tax returns, suggesting that firms
take advantage of the preferential tax treatments by using CPA-attested tax returns,
which are allowed greater limits on entertainment expense. Finally, we also find that
companies limited by shares, companies with tax due, and corporations with head
offices located in major cities have comparably higher percentages of entertainment
expense.

Keywords: Entertainment expense, Corporate Income Tax, CPA-attested tax returns,
Tobit model.
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pEeE  prm td 2 By X
I ntercept 0.001122 10.809* N/A N/A N/A
SALEP 0.428340 14.047* 0.412350 N/A 0.004513
PCHSP 0.014491 5.884* 0.013950 N/A 0.001279
CPA 0.000682 15.595* 0.000531 N/A 0.203500
LTD 0.000360 15.765* 0.000276 N/A 0.237500
AKS -0.000872 -19.595* N/A 0.002579 0.046390
ANORTH -0.000885 -40.362* N/A 0.002409 0.286300
AMID -0.000986 -33.594* N/A 0.002514 0.122800
ASOUTH -0.001409 -40.734* N/A 0.002518 0.082140
DTAX 0.000446 20.565* 0.000342 N/A 0.295900
SMSIZE 0.000044 0.822 0.000003 N/A 0.889900

* 1 4 pvalue<0.05 (E %) -

Log likelihood function=311,652.6 » & =0.0026196 -
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# 9B @F@FE Tobit "I By 2 FHES (N=2,046)

' GE(y,) _

gk phk tiE ox, E(y,) X

I ntercept 0.001638 1.307 N/A N/A N/A
FREIP 0.296510 1.233 0.285780 N/A 0.0060
CPA 0.000459 1.816* 0.000328 N/A 0.2160
LTD 0.000426 3.662* 0.000297 N/A 0.4956
AKS -0.001244 -5.302* N/A 0.002096 0.0772
ANORTH -0.000542 -3.918* N/A 0.002016 0.3700
AMID -0.000944 -5.235* N/A 0.002063 0.1466
ASOUTH -0.001532 -7.743* N/A 0.002019 0.1281
DTAX 0.000183 1.491 0.000128 N/A 0.4868
SMSIZE -0.000348 -1.280 -0.000250 N/A 0.8719

* 4 pvalue<0.05 (E %) -
Log likelihood function=28,196.628 - o =0.0024117 -
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% 9C &% &5+ Tobit $58 2 % % 2 9 %12 % (N=21,010)

) OE(y) —
Rk pirik tie Tox, E(y;) X
Intercept 0.001241 14.158* N/A N/A N/A
CREIP 0197720  23.837* 0.178510 N/A 0.00520
CPA 0.000627 8.555* 0.000481 N/A 0.34450
LTD 0.000043 0.836 0.000003 N/A 0.44660
AKS -0.001043  -11.682* N/A 0.003045  0.07496
ANORTH  -0.001170  -20.065* N/A 0.002885  0.23630
AMID -0.001316  -19.053* N/A 0.002963  0.13630
ASOUTH  -0.001748  -20.383* N/A 0.002996  0.07920
DTAX 0.000217 4.188* 0.000166 N/A 0.27030
SMSIZE 0.001702  22.363* 0.001168 N/A 0.87690

* 4 pvalue<0.05 (5 24 %) -

Log likelihood function=>56,826.01 - & =0.0030509 -
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