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Abstract

We use a sample of 248 tax strategies published by U.K. companies listed on the Financial
Times Stock Exchange (FTSE) 100 and FTSE 250 to examine (a) how companies present
themselves—more as ‘‘responsible taxpayers’’ who view taxes as a meaningful contribution
to society, or more as ‘‘tax planners’’ who view taxes primarily as a cost, and (b) whether
these presentations correspond to actual tax avoidance behavior. Our results show that, on
average, firms tend to portray themselves as ‘‘responsible taxpayers,’’ but that this portrayal
is consistent with firms’ tax avoidance behavior only when firms are subject to above-average
external monitoring by financial analysts. The results suggest that firms manage the content
of qualitative tax disclosures to sway public opinion as long as the probability of detecting
misstatements is sufficiently low. This raises doubts as to whether mandatory qualitative
information provides added value for stakeholders if it is not under external review.
JEL Classification: H25; H20; M40; M48
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Introduction

In 2016, the U.K. government passed a law that requires companies (exceeding specific

size thresholds) to publicly disclose their tax strategy (UK Parliament, 2016). The U.K.

government is thus reacting to the increasing global demand for tax transparency, which

has caused several legislators to implement regulations to drive public tax disclosure

(Müller et al., 2020). In addition to the U.K. law change, a variety of other recent regula-

tions also address the disclosure of firms’ tax strategies. The Australian Tax Transparency

Code (TTC)—although voluntary—demands large business to provide information on their

approach to tax strategy for financial years ending after May 3, 2016 (Australian Taxation

Office, 2021). Furthermore, the Global Reporting Initiative (GRI, 2019)—a framework for
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sustainability reporting—incorporates information on tax strategies in the framework for

reports as of January 1, 2021. The growing interest in firms’ tax strategies raises the ques-

tion of the costs and benefits of mandatory qualitative disclosure. To this end, we examine

what information firms disclose about their strategy and whether the information is useful

to stakeholders, that is, whether the information disclosed reflects firms’ actual tax policies.

We investigate the content of tax strategy disclosures published by U.K. firms listed on

the Financial Times Stock Exchange (FTSE) 100 and FTSE 250 indexes. Finance Act (FA)

2016, Schedule 19, requires tax strategy disclosures that inform stakeholders about (a) risk

management and governance structures, (b) the firm’s attitude toward tax planning, (c) the

level of risk the firm is prepared to accept for U.K. taxation, and (4) the firm’s approach to

its dealings with the U.K. revenue agency (HM Revenue and Customs (HMRC), 2015b;

UK Parliament, 2016). As these disclosures are qualitative, we apply a textual analysis.

Because few domain-specific word lists exist in tax research, we generate a tax-specific

word list that measures whether a firm presents itself as a ‘‘responsible taxpayer’’ who con-

siders taxes a meaningful contribution to society or as a ‘‘tax planner’’ who considers taxes

primarily as a cost factor. We generate a word-frequency measure, the tax strategy ‘‘tone,’’

which captures how firms position themselves.

We find that, on average, firms present themselves as ‘‘responsible taxpayers’’ (i.e.,

they use more words in their tax strategies that classify them as ‘‘responsible taxpayers’’

than as ‘‘tax planners’’). Using cross-sectional regressions, we then estimate whether the

tone of the strategy disclosures can be explained by actual tax policy behavior measured by

the firms’ long-run Cash and GAAP ETRs. We find that the tone of strategy disclosures

reflects firms’ actual tax policy only for firms with an above-average number of financial

analysts following or firms in industries subject to governmental oversight. For other firms,

tax strategy disclosures are not informative enough to differentiate between tax avoiders,

aggressive tax planners, or nonplanners. These findings indicate that firms manage the con-

tent of published tax strategy disclosures as long as the probability of detecting misstate-

ments is low. Moreover, over time, firms increase the length of tax strategy disclosures as

well as the ‘‘tone’’ of their strategy, that is, they are increasingly portraying themselves as

responsible taxpayers.

This study makes several contributions. First, we add to the evolving research stream

examining the effects of qualitative tax disclosures. Prior research shows that qualitative

disclosures can contain valuable information (e.g., Campbell et al., 2014, 2019; Hardeck

et al., 2020; Inger et al., 2018). Whether tax strategy information also provides useful infor-

mation is currently unclear. Xia (2020) finds that firms with lower effective tax rates use

less boilerplate language in their initial tax strategy disclosures and provide more informa-

tion. In contrast, Dunker and Willkomm (2022) as well as Belnap (2023) find that firms

with lower effective tax rates provide poorer disclosures (less detailed and more similar)

which the authors interpret to mean that tax avoiding firms exploit the discretion of qualita-

tive disclosure rules to lower transparency levels. Finally, Bilicka et al. (2022) find that the

length of tax strategies described in the annual reports of U.K. firms increased after the

introduction of mandatory tax strategy disclosure, but that information quality (as measured

by the volume of boilerplate language) decreased. None of the previous studies investigated

how firms present themselves in their strategy disclosure and whether the presentation is

related to actual tax avoidance behavior. However, this is important to understand if the tax

strategies are informative at all. This study addresses this research gap. To this end, we

develop a new keyword list to capture whether a firm presents itself as a ‘‘responsible tax-

payer’’ or a ‘‘tax planner’’ and relate this measure to firms’ actual tax avoidance behavior.
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Second, we contribute to research on the effect of information intermediaries on disclo-

sure behavior. Belnap (2023) studies the effect of nongovernmental organizations and the

media on the quality of disclosed tax strategy information. He finds that attention by non-

governmental organizations and the media increases the probability that firms comply with

the U.K. rules and publish their tax strategy but that the disclosures are of low quality. We

complement this research by examining the effect of financial analysts on the quality of tax

strategy disclosures. In contrast to the results regarding the effect of media and nongovern-

mental organizations, our results suggest that attention from financial analysts improves the

quality of tax strategy disclosure.

Third, our results contribute to the discussion among researchers on the benefits and

costs of increased tax transparency. One potential benefit of disclosing tax strategies is that

the qualitative information is easier for the public to process. For example, instead of

studying several years of annual reports to determine whether a company is located in a tax

haven, whether its tax rate is above or below the industry average, or whether there are

uncertain tax benefits (UTBs), readers of tax strategy disclosures are directly informed

about the firm’s tax planning approach. But this assumes that disclosed tax strategies are

sufficiently informative to allow the public to distinguish between different forms of tax

behavior (e.g., ‘‘responsible taxpayer’’ versus ‘‘tax planner’’). Our results, however, con-

firm the conjecture of Oats and Tuck (2019). For many companies, there is no association

at all between the actual tax avoidance policy pursued by the firm and the presentation in

the disclosed tax strategy. Requiring disclosure of useless information is costly because

addressees may not be able to review important other information due to limited resources

(Freedman, 2018). Moreover, in such cases, the perceived transparency is detrimental

because it potentially misleads the public and may even impair the ability of stakeholders

to identify aggressive tax avoiders (e.g., Dierynck et al., 2022).

Our study has important implications for research, consumers, and investors and for

public policymaking regarding tax disclosures. First, the observed tax misreporting beha-

vior informs public policymakers about an important limitation of recent tax transparency

initiatives (e.g., Australian Taxation Office, 2021; GRI, 2019). Firms are required to be

more transparent in their public tax reporting to create public pressure on firms to reduce

their tax planning to avoid potential reputational damage. In this vein, the aim of the U.K.

tax strategy disclosure requirement was to create greater transparency about companies’ tax

approaches among the U.K. revenue agency, shareholders and consumers, thus leading to a

change in tax planning behavior and improving tax compliance (HMRC, 2015b). However,

by managing the content of published tax information, firms can avoid public shaming,

which could explain why recent studies find little support for the effectiveness of the U.K.

disclosure requirements in curbing tax avoidance (Bilicka et al., 2022; Xia, 2020).1

Overall, this calls into question the value of enforced qualitative tax information that is not

subject to mandatory external audits, as it has no meaning for the majority of stakeholders.

Second, our findings are of relevance for consumers and investors who are interested in

buying products and stocks of firms that match their own ethical values by having a

‘‘good’’ tax policy. Our results show that these consumers and investors cannot rely on the

content of published tax strategy disclosures except when the firm is subject to high exter-

nal monitoring.

The remainder of this article is organized as follows: In the next section, we present

institutional background information regarding the U.K. tax disclosure rules. In the section

‘‘Hypothesis Development,’’ we review the relevant literature and derive our hypotheses.

In the ‘‘Research Methodology’’ section, we present the sample selection, estimation
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method, and variable measurement. The results are described in the ‘‘Empirical Results’’

section. The following section includes robustness checks, and the last section discusses the

results and implications for future research.

The U.K. Disclosure Requirement

As part of the FA 2016, Schedule 19, the U.K. parliament passed an annual disclosure

requirement for firms’ tax strategies to create greater transparency and improve large busi-

ness tax compliance (HMRC, 2015a, 2015b; UK Parliament, 2016). The regulation applies

to groups, subgroups, and companies that are domiciled in Great Britain and that generated

either a total turnover of more than GBP 200 million or had an aggregated balance sheet of

more than GBP 2 billion in the previous financial year. In addition, foreign companies and

groups that are part of a multinational enterprise group, as defined by the Organisation for

Economic Co-operation and Development (OECD), and that are or would be affected by

the British country-by-country reporting obligation are obliged to publish their tax strate-

gies.2 For a firm to be subject to the requirement of country-by-country reporting, it must

reach a global turnover of GBP 750 million. With regard to this turnover threshold, no spe-

cific threshold for British companies is set by the law, so minimal activity is sufficient to

make British companies subject to the disclosure requirement.

The FA 2016 became law in September 2016 and has been in effect for each financial

year starting after September 15, 2016. Strategy disclosure has to be available before the

end of the current financial year and needs to be renewed at least after 15 months. It must

be published on the internet and be accessible free of charge. By law, the published tax

strategy disclosure must contain four mandatory components: (a) risk management and

governance structures, (b) attitude toward tax planning, (c) the level of risk the company is

prepared to accept for U.K. taxation, and (d) the approach of the company toward its deal-

ings with HMRC. A detailed description of taxes paid, on the other hand, is not required,

although the strategy disclosures can include, on a voluntary basis, other information

related to taxation. In case of noncompliance with the law, that is, not providing a strategy

disclosure, publishing an incomplete strategy disclosure, or publishing a strategy disclosure

that is not free of charge, the government charges an initial penalty of GBP 7,500. If the

company does not fulfill the requirements after 6 months, another fee of GBP 7,500 is

charged. From this point on, each month, a GBP 7,500 fee becomes due until the correct

strategy disclosure is published free of charge.

Hypothesis Development

There are different incentives for managers to either report information that accurately

reflects the actual tax policy or to report information that is intended primarily to affect the

firm’s public reputation. Firms usually face a trade-off between signaling to their share-

holders high performance by their tax department, that is, the successful use of tax avoid-

ance strategies, and the risk of being declared by the public as ‘‘aggressive tax avoiders’’

or of attracting the attention of the revenue agency. While shareholders may anticipate ben-

efits (e.g., higher after-tax profits) from tax avoidance, evidence is rising that the general

public perceives tax avoidance as negative (e.g., Christian Aid, 2017; Dyreng et al., 2016;

Pagg, 2017). This could be attributed to the fact that the payment of the ‘‘fair’’ share of

taxes has become increasingly an aspect of corporate social responsibility (CSR).

Academic research supports not only the relation between tax payments and CSR (e.g., Hoi

et al., 2013; Huang et al., 2017; Lanis & Richardson, 2015), but also the GRI (2019) has
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recently added tax information to their sustainability framework, suggesting that they con-

sider tax payments an important contribution to society. A unique characteristic of tax dis-

closures is that they may contain additional information for the revenue agency.3

Nevertheless, tax avoidance schemes already must be disclosed to the U.K. revenue agency

(disclosure of tax avoidance schemes, ‘‘DOTAS’’) (HMRC, 2014), and U.K. companies are

subject to a risk assessment by the agency. Thus, in our opinion, the shareholders and the

general public are the main addressees of the published tax strategy disclosures, and avoid-

ing increased tax enforcement should thus not be a main motive to dilute information in

published tax strategy disclosures. Nevertheless, there are other motives for diluting the tax

information in published tax strategies.

Motives to Dilute Information in the Published Tax Strategy

First, providing stakeholders with information about the firm’s tax strategy is associated

with proprietary costs (Dye, 1986; Prencipe, 2004; Verrecchia, 1983; Wagenhofer, 1990).

Not only stakeholders but also competitors obtain access to firm information. Prior research

shows that competitors respond to changes in a firm’s tax policy (Bird et al., 2018).

Competitors can use the information on the firm’s strategy and mimic the behavior, which

may lead to a loss in competitive advantage (Deng et al., 2021; Kubick et al., 2015). Since

competitors are likely to be most interested in tax planning strategies, the level of tax

avoidance is often used as a proxy for proprietary costs (Deng et al., 2021; Osswald, 2018;

Robinson & Schmidt, 2013).

Second, tax disclosures can be used to manage a firm’s reputation. Although the evi-

dence with respect to reputational costs of tax avoidance is mixed in the existing research

(e.g., Austin & Wilson, 2017; Chen et al., 2019; Gallemore et al., 2014; Hanlon &

Slemrod, 2009), Graham et al. (2014) find that 69% of corporate tax executives rate reputa-

tional concerns as an important factor explaining why a firm does not engage in a specific

tax planning strategy. In line with this, Dyreng et al. (2016) find evidence that public pres-

sure on U.K. firms has reduced tax avoidance. Thus, firms might have an incentive to pres-

ent themselves as ‘‘responsible taxpayers’’ to avoid potential reputational costs. Support for

this motive is also provided by the CSR literature. Hardeck et al. (2020) find evidence that

firms from liberal market economies use socially responsible tax disclosure to green-wash

their tax avoidance behavior. Similarly, Davis et al. (2016) show that CSR performance is

negatively related to tax payments. The idea to present the firm as a ‘‘responsible tax-

payer’’ to protect or build reputation corresponds to legitimacy theory. The fundamental

idea is that there exists a social contract between the firm and society. The firm has no

inherent right to exist if not conferred by society (Deegan, 2002; Magness, 2006). For this

right to earn, the firm has to behave in a socially acceptable manner (O’Donovan, 2002).

Society has to consider the company as legitimate. Through disclosures, the company can

signal its legitimacy and influence society’s perception of its actions (Deegan, 2002;

Hummel & Schlick, 2016; Magness, 2006; Watson et al., 2002). Thus, to be perceived as

legitimate by the public, the firm could have an incentive to disclose a tax strategy disclo-

sure that presents the firm as a responsible taxpayer that is not engaged in tax avoidance

(even if this does not reflect the true facts). In line with this rationale, Dyreng et al. (2020)

find that some firms strategically fail to disclose their subsidiaries when they are located in

tax haven countries. Lanis and Richardson (2013) confirm legitimacy theory in the context

of taxes. The authors find that tax aggressive firms disclose more CSR information in their
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annual reports than nonaggressive firms. Thus, firms with low ETRs have an incentive to

dilute information to avoid reputational damage.

However, firms with high ETRs may also have a corresponding incentive, as they could

face potential reputational damage from their shareholders if it becomes clear that they are

not successfully using tax planning strategies. In line with this reasoning, Inger et al.

(2018) find a positive (negative) association between tax avoidance and tax footnote read-

ability for firms with tax avoidance below (above) the industry-year median.

Motives to Provide Reliable Information in the Published Tax Strategy

On the contrary, there are also motives to report information that relates to the actual tax

policy. First, an incentive to provide valid information is to reduce information asymme-

tries to lower agency costs in line with agency theory or to signal above-average perfor-

mance in line with signaling theory to differentiate oneself from other companies with

lower quality (Prencipe, 2004). Hence, firms with high tax rates justify tax payments by

pointing out that they are good corporate citizens and believe in paying the ‘‘fair share’’ of

taxes, whereas firms with low tax rates justify their behavior by pointing out the impor-

tance of taking tax advantages. Blaufus et al. (2019) show that the stock market responds

positively to news on legal tax planning (as long as firms’ tax risk is low). Thus, firms

with high tax department performance (successful use of tax planning strategies) have an

incentive to communicate this performance to their shareholders to differentiate themselves

from firms with poorer performance and promote their reputation with their shareholders.

Second, another potential incentive to not present misleading information is the risk of

litigation; the fear of legal actions due to inadequate or untimely disclosure can enhance

voluntary disclosure (Healy & Palepu, 2001). In a tax context, a potential litigation risk

might occur if a firm declares in its tax strategy disclosure that it does not pursue aggres-

sive tax avoidance when it actually conducts high-risk tax planning.

As the aim of the U.K. tax strategy disclosure requirement was to create greater trans-

parency about a firm’s approach to tax, firms should be urged to only disclose reliable

information. However, the above discussion illustrates that there are motives for both to

disclose information that reflects the actual tax policy or to disclose information that does

not reflect the actual tax policy. The identification of such misleading reporting behavior is

important because companies can avoid ‘‘public shaming,’’ and the goal of regulation—to

curb tax avoidance—is not achieved. Moreover, the information that tax strategies are not

reliable is important for customers and their purchase decisions. In line with the results of

Dyreng et al. (2020) and Inger et al. (2018), who provide evidence of misleading tax dis-

closures, we assume that the incentives for tax misreporting predominate; thus, we state

our first hypothesis as follows:

Hypothesis 1 (H1): Firm tax strategy disclosures do not reflect the firms’ tax avoid-

ance behavior.

Moreover, the probability of detection is influenced by the degree of external monitor-

ing. We assume that the degree of external monitoring is best captured by the number of

analysts following the firm. Jensen and Meckling (1976) suggest that security analysts pos-

sess comparative advantages in monitoring activities. Dyck et al. (2010) also note that

financial analysts have an important role in detecting fraud. Empirical support for this argu-

ment is provided by Mauler (2019), who finds that firms increase their level of tax
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transparency (qualitative and quantitative information) if they receive analysts’ tax cover-

age. Hence, analysts’ tax coverage can be interpreted as additional monitoring and scrutiny.

Yu (2008) finds support that the number of analysts following lowers the level of earnings

management. The author interprets this result as in line with the hypothesis that analysts

act as external monitors. In line with these results, Bradley et al. (2017) find that the inten-

sity of analyst coverage is negatively related to financial misreporting. Thus, we state our

second hypothesis as follows:

Hypothesis 2 (H2): External monitoring reduces misreporting in tax strategy

disclosures.

Research Methodology

Data

The following cross-sectional analysis is based on the tax strategy disclosures of companies

listed on the FTSE 100 Index and the FTSE 250 Index (status as of April 16, 2019). The

disclosures of the firms’ tax strategies were manually collected from the company’s web-

sites between April and May 2019. Therefore, the most recently available strategy was

used. In total, we gathered tax strategy disclosures from 264 of the initial 350 companies.

For the remaining companies, there are either no published tax strategies at all (e.g., due to

exemptions or due to the firm falling below the size criteria or being covered by a strategy

disclosure at a higher level (UK Parliament, 2016) or no published strategies in the sense

of the specifications of the FA 2016, Schedule 19.4 Furthermore, we eliminate firms that

are (a) operators of nonresidential buildings Standard Industrial Classification (SIC) Code

6512), because the status of real estate investment trust (REIT) leads to tax exemption of

property rental business profits and gains or (b) unit investment trusts, face-amount certifi-

cate offices, and closed-end management investment offices (SIC Code 6726) because

these companies are exempted from the obligation to publish a tax strategy disclosure. We

end up with a final sample of 248 firms (97 from the FTSE 100 Index and 151 from the

FTSE 250 Index).

Many strategy disclosures refer to an explicit fiscal year. For the strategy disclosures

that refer only to a date, we assign the strategy disclosure to the fiscal year in which the

date falls. Some strategy disclosures do not refer to any fiscal year/date at all or refer to a

fiscal year prior to 2018, but since no new strategy disclosures were published until spring

2019, we assume that these strategy disclosures also apply to fiscal year 2018. We end up

with 50 tax strategy disclosures that are allocated to fiscal year 2019 and 198 tax strategy

disclosures that we assign to fiscal year 2018. Table 1 displays the sample selection pro-

cess. Financial data are taken from Thomson Reuters.

Variable Measurement and Estimation Strategy

Variables of Disclosed Tax Strategy. To measure the firm’s attitude toward tax, we apply

textual analysis that allows us to convert the qualitative information into a numerical value:

the disclosure tone (TONE). Owing to the increased possibilities in the field of computa-

tional linguistics, there is a growing stream of literature using textual analysis. Although

general word lists exist (e.g., General Inquirer, Diction software), Elaine Henry and Leone
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(2016) show that domain-specific word lists better predict market reactions to earnings

announcements than general word lists. General word lists have the risk of polysemy, that

is, the risk that a single word has several meanings (Elaine Henry & Leone, 2016). In line

with these findings, we develop our own tax-specific list of keywords to directly identify

the firm’s attitude toward taxes. Following the research agency TNS BMRB (2015), we dif-

ferentiate between two types of taxpayers: ‘‘responsible taxpayers’’ and ‘‘tax planners.’’

Firms that present themselves as ‘‘responsible taxpayers’’ emphasize that they view

taxes as a meaningful contribution to society and to the communities in which the compa-

nies operate. Taxes are seen as part of CSR (Lanis & Richardson, 2012). Moreover, they

pursue open, constructive, and transparent relationships with tax authorities.

Firms that present themselves as a ‘‘tax planner,’’ on the contrary, emphasize that they

view taxes primarily as a cost that should be optimized like any other business expense to

achieve financial efficiency and to maximize shareholder value (e.g., by using tax incentive

schemes). However, this differentiation does not divide firms into ‘‘good’’ and ‘‘bad’’ but

refers to different tax policy approaches only.

Our keyword search methodology consists of multiple steps: (1) Based on domain exper-

tise and prior research on word lists (Hardeck et al., 2020), we create an initial keyword

list to identify responsible taxpayers and tax planners; (2) two of the authors checked the

initial keyword list for false hits. Owing to the small sample size, all hits were checked. A

success rate of 85% is required. (3) To ensure that our keyword list is complete, a random

sample of 30 strategies is drawn, and new keywords are looked for in this sample (step 2 is

repeated for the new keywords). (4) Finally, we checked the reliability of our keyword list

by providing it to five PhD students (specialized in company taxation) who had to assign

the keywords from our list to the categories. The Krippendorff a amounts to 0.96. It is

therefore higher than the proposed minimum value of 0.8 (Krippendorff, 2013, p. 325).5

The final keywords are displayed in Table A1 in the Appendix. Using our domain-specific

keyword list, we calculate a word-frequency tone measure with equal weighting following

Elaine Henry and Leone (2016)6:

TONE =
# Keywords ‘responsible taxpaye’�# Keywords ‘tax planner’

# Keywords ‘responsible taxpaye’ + # Keywords ‘tax planner’
ð1Þ

In contrast to prior tone measures (e.g., Elaine Henry & Leone, 2016), we do not distin-

guish between positive and negative words (thus not measuring the sentiment) but rather

capture the firm’s attitude toward tax. The higher the value of TONE is, the greater the

firm presents itself as a ‘‘responsible taxpayer.’’ If a company does not use any keywords,

Table 1. Sample Selection.

Criterion for sample selection Observations

Companies listed on the FTSE 250 Index and the FTSE 100 Index 350
./. Firms with missing tax strategy disclosures as defined by FA 2016, Schedule 19 (86)
./. Operators of nonresidential buildings (SIC Code 6512) and unit investment

trusts, face-amount certificate offices, and closed-end management investment
offices (SIC Code 6726)

(16)

Final sample of tax strategy disclosures 248

Note. FTSE = Financial Times Stock Exchange; FA = Finance Act.
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we code the tone as zero. This is the case for only one observation. As a final step, we con-

trol our codification by reading the 10 tax strategies with the lowest and the highest tone.

Variables of Tax Avoidance Behavior. To capture the firms’ tax avoidance behavior, we use

the cash effective tax rate (CASH_ETR) and the GAAP effective tax rate (GAAP_ETR)7

(Dyreng et al., 2008; Hanlon & Heitzman, 2010). The CASH ETR is defined as the cash

taxes paid divided by the pretax book income. It is affected by tax deferral strategies. The

GAAP ETR, on the contrary, is calculated by dividing the total income tax expenses by the

pretax book income. The numerator includes the current and deferred tax expenses. Thus,

the GAAP ETR does not reflect deferral strategies (Hanlon & Heitzman, 2010). We require

positive values for the numerator as well as the denominator. Furthermore, we winsorize

the tax rates to values between 0 and 1. Owing to the limitations of annual-based tax rates

(year-to-year variation, undefined tax rate in case of negative pretax book income), we use

the long-run ETRs (CASH_ETR3 and GAAP_ETR3) over a horizon of 3 years (Dyreng

et al., 2008), which also allows us to measure current as well as past tax behavior. The

long-run CASH ETR (GAAP ETR) is defined as the sum of the cash taxes paid (total

income tax expenses) over a 3-year period (t to t 2 2) divided by the sum of the pretax

book income over the same 3-year period (Dyreng et al., 2008).

Regression Design and Control Variables. To test our first hypothesis, we examine whether

the disclosure tone (TONE) is associated with the firm’s ETR. The following regression

equation is estimated:

TONEi = b0 + b1ETR3i + b2CONTROLSi + industry FE + e ð2Þ

ETR3 is either CASH_ETR3 or GAAP_ETR3. CONTROLS is a vector of the following

firm-specific control variables: LN_ANALYSTS, defined as the number of analysts follow-

ing (proxied by the number of estimates for earnings per share); SIZE, defined as the natu-

ral logarithm of total assets reported; PTROA, defined as the pretax book income scaled by

lagged total assets; INTANG, intangible assets scaled by lagged total assets; LEV, defined

as long-term debt scaled to lagged total assets; FOREIGN_DUMMY, defined as a binary

variable indicating whether the percentage of foreign sales in total sales exceeds 10%; HQ,

defined as a binary variable indicating whether the headquarters of the ultimate parent is in

the United Kingdom; and industry-fixed effects (based on SIC codes).8

Using LN_ANALYSTS, we capture the extent of external monitoring (Bradley et al.,

2017; Mauler, 2019; Yu, 2008).9 With the firm-specific control variables, we capture size

effects (SIZE), firm profitability (PTROA and LEV), firm operations (FOREIGN_

DUMMY), and the tax-reporting environment (INTANG). The choice of control variables

is based on prior research on disclosure behavior (e.g., Akamah et al., 2018; Campbell

et al., 2014; Dyreng et al., 2020; Erin Henry et al., 2016; Higgins et al., 2015; Hope et al.,

2013; Law & Mills, 2015; Li, 2010; Lisowsky et al., 2013). HQ controls for a potential

homeland bias (TNS BMRB, 2015).10

To test our second hypothesis, we repeat the regressions including an interaction effect

of LOW_ANALYSTS and the tax policy variables. LOW_ANALYSTS is an indicator vari-

able that takes the value of 1 for firms with a below-average number of analysts following

and 0 otherwise.
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Empirical Results

Descriptive Statistics

The descriptive statistics for our variables are presented in Table 2. By construction, TONE

is bounded to [21, 1]. In our sample, the mean of TONE amounts to 0.35. This means

that, on average, the firms use more keywords in their tax strategies that classify them as

‘‘responsible taxpayers’’ than as ‘‘tax planners.’’ While the maximum of TONE equals 1

(27 companies), the minimum amounts to 20.5 (two companies).

The companies that are assigned as fully ‘‘responsible taxpayers’’ (TONE = 1) present

themselves using formulations such as the following:

Tesco is a responsible taxpayer. We are one of the most significant contributors of tax in the

UK and recognise the importance of the tax payments that we make in all of the communities

we serve. [. . .] Where we are uncertain as to how tax law applies we look to discuss this with

the relevant tax authority to achieve certainty for Tesco and the tax authority

concerned.—Tesco PLC, Tax strategy for the accounting period ending 23 February 2019

The Group seeks to protect its reputation as a responsible corporate citizen by ensuring that it

acts in accordance with the letter and the spirit of current tax legislation so that it pays the

right amount of tax when it falls due.—Travis Perkins PLC, Tax strategy dated 3rd December

2018

Every day we change lives within the communities we operate in around the world. We believe

that how we deal with our tax affairs is an important element of our approach to corporate

social responsibility. We gladly accept that we pay taxes to the governments where we do busi-

ness and where our people live and work.—PageGroup PLC, Tax strategy (no date)

The Group is committed to acting with integrity and transparency on all tax matters, and com-

plying fully with UK tax law. It does not pursue any aggressive tax planning schemes and pays

Table 2. Descriptive Statistics.

Variables N M SD Minimum p50 Maximum

Measures of tax strategy:
TONE 248 0.35 0.38 20.50 0.33 1.00

Measures of tax behavior:
CASH_ETR3 210 0.26 0.19 0.00 0.21 1.00
GAAP_ETR3 218 0.25 0.18 0.00 0.21 1.00

Control variables:
LOW_ANALYSTS 248 0.52 0.50 0.00 1.00 1.00
LN_ANALYSTS 248 2.48 0.50 0.00 2.56 3.33
SIZE 247 22.55 1.69 19.77 22.26 27.70
PTROA 247 0.08 0.09 20.16 0.06 0.43
INTANG 247 0.29 0.45 0.00 0.18 3.17
LEV 246 0.22 0.21 0.00 0.17 1.19
FOREIGN_DUMMY 234 0.68 0.47 0.00 1.00 1.00
HQ 247 0.85 0.35 0.00 1.00 1.00

Note. All variables are defined in Table A2.
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its taxes as and when they become due.—Fresnillo PLC, Tax strategy for the for financial year

ending 31 December 2018

In contrast to these firms, others clearly state that they make use of tax advantages or

even state that they are rated as ‘‘not low risk’’ from the HMRC:

We seek to maximise the benefits available from tax credits and other incentives offered by

governments (eg R&D credits, intellectual property incentives, tax holidays etc).—Meggitt

PLC, Tax strategy approved by the Board of Directors on 30 October 2018

DLG will make use of available tax incentives, reliefs and exemptions and will endeavour to

structure its business / operations in a tax efficient manner. DLG will only enter into a transac-

tion that is commercially driven and will not undertake any tax planning that is inconsistent

with legislation.—Direct Line Insurance Group PLC, Tax strategy 2018

It will consider opportunities to structure its arrangements in a tax efficient manner, for exam-

ple, the use of legitimate tax incentives. Such arrangements are carefully evaluated by the

Group as it aims to comply with all relevant tax legislation.—Sports Direct International PLC,

Tax strategy for the financial year ending on 29 April 2018

HMRC’s most recent rating for the Group is Not Low Risk.—Imperial Brands PLC, Tax strat-

egy dated February 2019

These examples illustrate the differentiation between ‘‘responsible taxpayers’’ and ‘‘tax

planners’’ and show that firms indicate the use of tax planning; however, they also empha-

size that these strategies are in compliance with the law. It raises the question of whether

U.K. tax strategy disclosures contain information that is in line with actual tax policy or

whether firms misreport to manage their public reputation.

Regression Results

Table 3 reports the regression results of equation (2).11 Overall, we do not find a significant

association between the disclosure tone and the tax avoidance level (models (1) and (3) in

Table 3). An increase in the long-run ETR (t to t 2 2) does not significantly affect the

tone. The results support H1. Tax strategy disclosures may not be informative enough to

differentiate between tax avoiders, aggressive tax planners, and nonplanners. Dividing the

ETR levels into quartiles, we do not find that our results change within these subsamples

(see Table 4). This finding is supported by Figure 1, which plots the average disclosure

tone by quartiles of ETRs. An (untabulated) regression reveals that, on average, the disclo-

sure tone is not significantly larger in the fourth quartile than in the first quartile.

However, we find that if the number of analysts following a company is high, an

increase in the long-run ETR is positively associated with a higher disclosure tone (models

(2) and (4) in Table 3). In contrast, if the number of analysts following a company is low,

the effect is insignificant. We interpret the results as evidence for misreporting if external

monitoring is low. In this case, the opportunities to report misleading information and not

being detected are lower. Firms facing high external monitoring, on the contrary, do not

misreport with respect to the level of tax avoidance but inform in line with their actual tax

policy. Hence, we find that the effect of the long-run ETR on the disclosure tone is
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significantly moderated by the degree of external monitoring. Figure 1 supports this find-

ing. In sum, our results support H1 and H2.

Supplemental Analysis

In this section, we investigate whether firms’ strategy disclosure differs from year to year.

We hand-collected 193 tax strategies for the year 2021. Again, we removed firms that are (a)

operators of nonresidential buildings (SIC Code 6512) because the status of REIT leads to

tax exemption of property rental business profits and gains or (b) unit investment trusts, face-

amount certificate offices, and closed-end management investment offices (SIC Code 6726)

Table 3. Tone of Tax Strategy Disclosure and Tax Policy.

Model (1) (2) (3) (4)
Variables TONE TONE TONE TONE

CASH_ETR3 0.134
(0.163)

0.582***
(0.203)

CASH_ETR3 3 LOW_ANALYSTS 20.863***
(0.267)

GAAP_ETR3 0.069
(0.188)

0.565***
(0.192)

GAAP_ETR3 3 LOW_ANALYSTS 20.934***
(0.300)

LOW_ANALYSTS 0.166
(0.104)

0.166
(0.102)

LN_ANALYSTS 0.103
(0.067)

0.092
(0.077)

SIZE 0.001
(0.024)

0.006
(0.024)

0.003
(0.025)

0.003
(0.025)

PTROA 0.131
(0.495)

0.240
(0.486)

0.126
(0.472)

0.129
(0.458)

INTANG 0.015
(0.102)

0.011
(0.094)

0.030
(0.098)

0.018
(0.098)

LEV 20.100
(0.184)

20.053
(0.183)

20.089
(0.177)

20.044
(0.179)

FOREIGN_DUMMY 0.063
(0.072)

0.093
(0.070)

0.034
(0.073)

0.052
(0.073)

HQ 20.026
(0.089)

20.027
(0.085)

20.060
(0.092)

20.062
(0.091)

Constant 20.078 20.047 20.031 0.117
(0.500) (0.593) (0.500) (0.591)

Industry-fixed effects YES YES YES YES
Observations 198 198 199 199
R2 .058 .086 .048 .071
p value of Wald test:

CASH_ETR3 + CASH_ETR33LOW_ANALYSTS = 0 or
GAAP_ETR3 + GAAP_ETR33LOW_ANALYSTS = 0

.1176 .1211

Note. This table displays the regression results of equation (2). For models (2) and (4), we additionally interact the

tax policy variables with LOW_ANALYSTS. All variables are defined in Table A2. Robust standard errors are in

parentheses.

*, **, and *** indicate significance at the .10, .05, and .01 levels, respectively (based on two-tailed tests).
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because these companies are exempted from the obligation to publish a tax strategy disclo-

sure. We end up with 179 firms where we examine the change of the tax strategy tone.

We find that 127 firms increased, and 51 firms lowered the total number of words in

their tax strategy. On average, the firms raised the total number of words from 1,069 in

2018 by 17.49% to 1,256 in 2021. Regarding the tax strategy tone, we find that 70 firms

increased and 43 decreased their relative representation as a responsible taxpayer. On aver-

age, the tone increased from 0.3578 by 10.87% to 0.3967. We generated two dummy vari-

ables for the change of the tone and the change of the total number of words, which are 1

if the change is positive and zero otherwise. Using t-tests we find that both the change in

the tone and the total number of words are significantly different from zero. We show the

descriptive statistics for the years 2018 and 2021 variables for these strategies as far as we

have data for both years in Table 5:

Furthermore, we estimate the following regression model to analyze the change of the

tone:12

DELTA TONEi = b0 + b1DLN ANALYSTSi +

b2DSIZEi + b3DPTROAi + b4DINTANGi +

b5DLEVi + b6FOREIGN DUMMYi + b7HQi + industry FE + e

ð3Þ

where DELTA_TONEi is the change of our tax strategy tone from 2018 to 2021, D

LN_ANALYSTS is defined as the change of the number of analysts following (estimated

by the number of estimates for earnings per share) from 2018 to 2021; D SIZE, defined as

the change of the natural logarithm of total assets reported from 2018 to 2021; D PTROA,

defined as the change of the pretax book income scaled by lagged total assets from 2018 to

2021; D INTANG, the change of intangible assets scaled by lagged total assets from 2018

to 2021; D LEV, defined as the change of the long-term debt scaled by lagged total assets

from 2018 to 2021. Furthermore, we included FOREIGN_DUMMY, defined as a binary

variable indicating whether the percentage of foreign sales in total sales exceeds 10%; HQ,

Table 4. Tone of Tax Strategy Disclosure and Tax Policy by Quartiles.

Model (1) (2) (3) (4) (5) (6) (7) (8)

TONE TONE TONE TONE TONE TONE TONE TONE

Variables Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

CASH_ETR3 21.444
(1.333)

27.960
(4.948)

20.181
(2.929)

0.234
(0.244)

GAAP_ETR3 0.503
(1.966)

25.817
(6.813)

21.765
(3.396)

20.070
(0.209)

Controls YES YES YES YES YES YES YES YES
Industry-fixed effects YES YES YES YES YES YES YES YES
Observations 51 50 52 45 48 54 53 44
R2 .285 .180 .131 .393 .353 .303 .217 .534

Note. This table displays the regression results of equation (2) separated for each quartile (Q1–Q4) of the ETR

level. Controls are LN_ANALYSTS, SIZE, PTROA, INTANG, LEV, FOREIGN_DUMMY, and HQ. All variables are defined

in Table A2. Robust standard errors are in parentheses.

*, **, and *** indicate significance at the .10, .05, and .01 levels, respectively (based on two-tailed tests).
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defined as a binary variable indicating whether the headquarters of the ultimate parent is in

the United Kingdom and industry-fixed effects (based on SIC codes).13

The results are displayed in Table 6. We find that for firms with an increasing profitabil-

ity and with increasing long-term debt, the tone decreases. In contrast, firms with increas-

ing intangible assets increase their tone.
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Figure 1. Average TONE by ETR Quartiles.
Note. This figure shows the mean TONE by ETR quartiles. We calculate the ETR quartiles based on the CASH ETR

(left) and the GAAP ETR (right). The figure also provides the average tone by ETR quartile for firms with low and

high numbers of analysts following (based on the variable LOW_ANALYSTS). ETR = effective tax rate; GAAP =

Generally Accepted Accounting Principles.
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Robustness Checks

We perform several robustness checks to validate our results (see the Online Appendix).

First, we use a different proxy for the degree of external monitoring to test H2. The bank-

ing and insurance industry is a highly regulated sector and subject to governmental over-

sight. Thus, we test whether misreporting behavior is moderated by the finance and

insurance sector (SIC codes between 6000 and 6499). We find confirmative evidence.

Firms in the finance and insurance sector disclose information that corresponds to their

actual tax policy, as they face high external monitoring.

Second, to test the validity of LOW_ANALYSTS as a proxy for the degree of external

monitoring, we compare the similarity of the tax strategy disclosures.14 We find that the

Table 5. Descriptive Statistics.

Variables N M SD Minimum p50 Maximum

TONE 179 0.36 0.39 20.50 0.33 1.00
TONE_2021 179 0.40 0.39 20.64 0.43 1.00
TOTAL_WORDS_2018 179 1,069.46 982.62 207 864 7.074
TOTAL_WORDS_2021 179 1,256.16 1,311.39 288 922 9.264
DELTA_TONE 179 0.04 0.26 21.03 0 1.00

Note. All variables are defined in Table A2.

Table 6. Delta of the Tax Strategy Tone From 2021 to 2018.

Model (1)
Variables DELTA_TONE

D LN_ANALYSTS 20.016
(0.036)

D SIZE 0.069
(0.050)

D PTROA 20.320*
(0.186)

D INTANG 0.168**
(0.072)

D LEV 20.359*
(0.197)

FOREIGN_DUMMY 0.039
(0.043)

HQ 0.001
(0.042)

Constant 20.011
(0.075)

Industry-fixed effects
Observations 172
R2 .092

Note. This table displays the regression results of equation (3). All variables are defined in Table A2. Robust

standard errors are in parentheses.

*, **, and *** indicate significance at the .10, .05, and .01 levels, respectively (based on two-tailed tests).
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similarity is higher for firms with a low number of analysts following (two-sided t-test; p

\ .05). This result was confirmed by multivariate regression. We regress SIMILARITY on

LOW_ANALYSTS, SIZE, PTROA, INTANG, LEV, FOREIGN_DUMMY, HQ, and indus-

try-fixed effects. Thus, firms with a high number of analysts following use less ‘‘boiler-

plate’’ language than other firms.

Third, we control whether our results are influenced by the measurement of the disclo-

sure tone. In the Online Appendix, we provide examples of firms that position themselves

as both responsible taxpayer and tax planners at the same time. Instead of offsetting the

number of keywords for ‘‘responsible taxpayers’’ and ‘‘tax planners,’’ we repeat the regres-

sion for the two categories separately. We use the number of keywords for ‘‘responsible

taxpayers’’ or ‘‘tax planners’’ as two separate dependent variables. Overall, we find that

tax avoidance behavior is associated neither with the keywords for ‘‘responsible taxpayers’’

nor with the keywords for ‘‘tax planners.’’ However, while the effect does not depend on

the number of analysts following for the ‘‘responsible taxpayer’’ keywords, the interaction

terms are significant if we regress only the keywords for ‘‘tax planners.’’ If the number of

analysts following a company is high, the long-run ETR is negatively related to the number

of ‘‘tax planner’’ keywords, that is, firms with a higher ETR use fewer ‘‘tax planner’’ key-

words. This finding is in line with our main results and suggests that the results are driven

by the keywords of ‘‘tax planner.’’

Fourth, we change the calculation of the tax policy variables. Instead of considering

only 3 years (t to t 2 2), we expand the horizon of the long-run ETR to 5 years (t to t 2

4). The results remain qualitatively unchanged.

Fifth, we examine the effect of outliers using robust regressions as recommended by

Leone et al. (2019) and find qualitatively unchanged results for our main analyses.

Sixth, the measurement of the constructs ‘‘responsible taxpayer’’ and ‘‘tax planner’’ is

designed so that the word list used is complete to ensure the validity of the measurement

instrument. However, this has resulted in a different number of words for the two con-

structs. To test whether the different number of words affects our results, we eliminated

randomly nine keywords regarding tax planning.15 This left us with 22 keywords regarding

a ‘‘responsible taxpayer’’ and 22 keywords for a ‘‘tax planner.’’ We find the results qualita-

tively unchanged and therefore conclude that they are not biased by the different number of

words for the two categories.

Seventh, we repeat regression (2) only for the firms, where the ultimate parents head-

quarter is in the United Kingdom to address the risk, that our results are driven by non-

U.K. firms, which might have different tax strategies for different countries, as for U.K.-

headquartered firms, the obligation applies to the whole firm and not just the U.K. portion

of its operation (Bilicka et al., 2022).16 In this case, we again find that the tone reflects

actual tax avoidance behavior only for firms with an above-average number of analysts

following.

Conclusion

This study is the first to examine how companies portray themselves—more as ‘‘responsi-

ble taxpayers’’ who view taxes as a meaningful contribution to society, or more as ‘‘tax

planners’’ who view taxes primarily as a cost—and whether these portrayals correspond to

actual tax avoidance behavior. On the one hand, firms have an incentive to disclose suc-

cessful tax planning activities to their shareholders; on the other hand, firms might fear the

negative reputational costs of being accused by the public of not paying their fair share of
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taxes. Using textual analyses, we measure the tone of tax strategy disclosures from FTSE

100 and FTSE 250 firms. The tone indicates whether a firm presents itself more as a ‘‘tax

planner’’ or as a ‘‘responsible taxpayer.’’

Our findings provide evidence of significant misreporting in qualitative tax disclosures.

The content of tax strategy disclosures reflects firms’ actual tax avoidance behavior only if

firms are monitored by an above-average number of financial analysts or if they are subject

to governmental oversight. Consequently, managers seem to dilute the information content

of published tax strategy disclosures, and thus, stakeholders should not rely too much on

these strategy disclosures when making investment or consumption decisions.

Moreover, the opportunity to manage the content of tax disclosures limits the ability of

governments to reduce tax avoidance via public shaming. In light of the increasing number

of tax transparency initiatives, policymakers should consider that these initiatives will be

successful only when qualitative tax disclosures such as tax strategies are subject to exter-

nal monitoring. Moreover, policymakers might consider including a requirement of addi-

tional quantitative information on actual tax behavior in tax strategy disclosures to decrease

management’s discretion. Otherwise, tax transparency initiatives bear the risk that stake-

holders’ perception of a firm’s tax policy is biased due to firms’ disclosure management.

Without an effective monitoring mechanism, forced qualitative disclosures impose costs for

firms and information receivers but do not provide useful information to the majority of

stakeholders. However, whether it is worth in terms of costs and benefits to require a man-

datory audit of qualitative tax disclosures is an open question.

When interpreting our results, one should, however, keep in mind some limitations.

First, we study tax strategy disclosures published by U.K. firms. Prior research shows that

attitudes toward taxes vary by culture (e.g., Kountouris & Remoundou, 2013). Thus, future

research should study whether our results hold for different countries. Second, we measure

firms’ actual tax policies using GAAP and CASH ETRs because other measures, such as

UTBs, are not available for U.K. firms. Although ETRs are widely used measures in

empirical tax research, these measures are subject to some biases (e.g., Drake et al., 2020).

Future research could thus examine whether UTBs better explain the tone of tax strategy

disclosures than the measures used in this study.
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Appendix

Table A1 List of Keywords

Responsible taxpayer Tax planner

collaborative Benefit.{0,20}shareholder
communit efficien.{0,25}tax
constructive exemption
\bcontribut(e|o).{0,10}\btax financially efficient
(?\!non-)Co.{0,3}operative incentive
corporate.{0,10}citizen interest.{0,20}shareholder
corporate responsibilit legitimate tax planning
(?\!-)ethic litigation
fair share manag.{0,40}tax cost
\bhonest may engage in tax planning
integrity Minimi.{0,40}tax costa

not tolerate.{0,40}tax evasion mitigate.{0,40}tax costb

open.{0,40}relation only engage in tax planning
responsible corporate behaviou?r optimi.{0,30}tax
responsible.{0,10} tax payer patent box
responsible.{0,10} taxpayer R&D credit
social responsibilit reasonable tax planning
societ reduce.{0,40}tax costc

spirit of the law relief
(?\!/)transparend research and development credit
(?\!social\s)(?\!corporate\s)(?\!/)\bresponsibili.{0,10}paye responsibilit.{0,20}shareholders
open.{0,40}communication return.{0,20}shareholder

shareholder value
structure.{0,40}(?\!-)(?\!tax\s)efficienf

tax credit
tax haveng

tax holiday
tax.{0,10}efficien
unnecessary tax cost
value.{0,20}shareholder
tax.{0,30}business expense

Note. Explanation of used regular expressions: = single optional character; ? = preceding character is optional; x|y

= character x or character y; \b = word boundary; \s = whitespace character; {x, y} = multiplier of ‘‘.,’’ that is,

placeholders of at least x and maximum y characters; (?- -
aExclude occurrences of (\bnot?\b.{0,100}\bminimi.e.{0,40}tax cost\b). bExclude occurrences of (\bnot?\b.{0,100}\

bmitigate.{0,40}tax cost\b). cExclude occurrences of (\bnot?\b.{0,100}\breduce.{0,40}tax cost\b). dWe exclude ‘‘/’’

before the keyword to exclude hits from URLs. e‘‘responsibili’’ is not allowed to be preceded by ‘‘social’’ or

‘‘corporate’’ to avoid double hits. In addition, it is not allowed to be preceded by ‘‘/’’to exclude hits from URLs.
f‘‘efficien’’ is not allowed to be preceded by ‘‘-’’ or ‘‘tax’’ to avoid double hits from the keyword ‘‘tax.{0,10}efficien.’’
gExclude occurances of (\bnot?\b.{0,100}\btax haven).
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Table A2 Variable Definitions

Variable Description

Measures of tax strategy:
TONEi (# Keywords ‘responsible taxpayer’ - # Keywords ‘tax planner’)/(#

Keywords ‘responsible taxpayer’ + # Keywords ‘tax planner’) for the
year 2018

TONE_2021i (# Keywords ‘responsible taxpayer’ - # Keywords ‘tax planner’)/(#
Keywords ‘responsible taxpayer’ + # Keywords ‘tax planner’) for the
year 2021

TONE_ADJUSTEDi (# Keywords ‘responsible taxpayer’ - # Keywords ‘tax planner’)/(#
Keywords ‘responsible taxpayer’ + # Keywords ‘tax planner’), where
the adjusted wordlist for ‘responsible taxpayer’ and ‘tax planner’
contain the same number of words

TOTAL_WORDS_2018i Total number of words in the tax strategy 2018
TOTAL_WORDS_2021i Total number of words in the tax strategy 2021
DELTA_TONEi Difference between TONE_2021 and TONE

Measures of tax behavior:
CASH_ETR3i Sum of cash taxes paid (year t to t-2) divided by the sum of pretax

book income (year t to t-2). The nominator and denominator have to
be positive. Data from at least two periods are required and a value is
only calculated if the annual CASH_ETR is also available for at least
two periods. The variable is winsorized to values between 0 and 1.

GAAP_ETR3i Sum of total income tax expenses (pretax book income minus after-tax
book income) (year t to t-2) divided by the sum of pretax book
income (year t to t-2). The nominator and denominator have to be
positive. Data from at least two periods are required and a value is
only calculated if the annual GAAP_ETR is also available for at least
two periods. The variable is winsorized to values between 0 and 1.

Control variables:
LOW_ANALYSTSi 1, if the number of analysts (EPS1NE) is below the mean; 0 otherwise.

We set missing values for the number of analysts to zero.
LN_ANALYSTSi Natural logarithm of one plus the number of analysts (EPS1NE). We set

missing values to zero.
SIZEi Natural logarithm of total assets reported
PTROAi Pretax book income scaled by lagged total assets reported
INTANGi Intangible assets (WC02649) scaled by lagged total assets reported
LEVi Long-term debt scaled by lagged total assets reported
FOREIGN_DUMMYi 1, if the percentage of foreign sales of total sales (WC08731) is greater

than 10%
HQi 1, if the headquarter of the ultimate parent is in the United Kingdom; 0

otherwise (data as of November 2020)

Note. All continuous control variables (except LN_ANALYSTS) are winsorized (yearly) at the 1st and 99th

percentiles.
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Notes

1. Other potential reasons for the noneffectiveness of the disclosure requirements include that the

public costs of processing the information is too high and that the disclosure requirements can

impair the capacity of recipients to differentiate between relevant and irrelevant information (Oats

& Tuck, 2019) or that reputational costs of tax avoidance might not be as high as expected by the

regulators (for mixed evidence on the reputational costs of tax avoidance, see Chen et al. (2019);

Austin and Wilson (2017); Gallemore et al. (2014); Hanlon and Slemrod (2009).

2. The term multinational enterprise group means any group comprising two or more companies

established in different countries or a company that operates in one country and has a permanent

establishment in another country.

3. Thus, firms have an incentive to reduce their information content. In line with this, Nguyen

(2021) find that firms that engage in high levels of tax avoidance reduce their financial statement

readability.

4. Strategy disclosures for which the textual analysis software did not find the terms ‘‘Finance Act

2016,’’ ‘‘Finance Bill 2016,’’ or ‘‘FA 2016’’ were manually and independently reviewed by two

of the authors. The published tax strategy disclosures had to make clear that the firm regards the

publication as complying with its duty under the FA 2016 in the current financial year U.K.

Parliament (2016). According to this procedure, two strategy disclosures are removed from the

sample.

5. We also calculated Cronbach’s alpha to test the relationship between the categories ‘‘Responsible

Taxpayer’’ and ‘‘Tax Planner’’ and a potential latent construct. The Cronbach’s alpha value is

0.6550 and therefore below the critical value of 0.7 (Castaño et al., 2016; Nunnally & Bernstein,

1994). This confirms that the constructs ‘‘responsible taxpayer’’ and ‘‘tax planner’’ measure dif-

ferent components of the tax strategy tone.

6. Henry and Leone (2016) show that inverse document frequency weighting only provides little

improvement compared to equal weighting, and word-frequency tone measures are as powerful as

the machine-learning tone measure by Li (2010).

20 Journal of Accounting, Auditing & Finance

https://orcid.org/0000-0001-9010-3772


7. We do not refer to U.S. GAAP but to the tax rate according to book income. With the exception

of one company, all companies use IFRS as accounting standard. Furthermore, we assume that

firms act according to an overarching tax strategy that does not vary across countries (see also the

Robustness Checks section).

8. We differentiate between the following industries: (a) mining or construction (SIC Code 1000 to

1799), (b) manufacturing consumer goods (SIC Code 2000 to 2999), (c) manufacturing investment

goods (SIC Code 3000 to 3999), (d) transportation, communications, electric, gas and sanitary ser-

vice (SIC Code 4000 to 4999), (e) wholesale trade and retail trade (SIC Code 5000 to 5999); (f)

finance, insurance and real estate (SIC Code 6000 to 6799), (g) services (SIC Code 7000 to 8999).

We do not have observations for agriculture, forestry and fishing (SIC Code 100 to 999).

9. It is also possible, that the auditor type might affect the tone. However, as 98% of the firms in our

sample are audited by a BIG4 company, we did not include this variable in our analysis.

Furthermore, in an (untabulated) analysis, we tested whether our results are affected by including

the audit firm. We continue to find the same results.

10. For the interpretation of the controls, it is important to note that the interpretation is done under

given tax policy variables (ceteris paribus).

11. All variance inflation factors (VIFs) are below the critical value of 10 (Wooldridge, 2016, p. 86).

Furthermore, we repeat the regressions without control variables and find qualitatively

unchanged results. Moreover, we calculated condition indexes to measure the degree of collinear-

ity among regression variables (Belsley et al., 2005; Warfield et al., 1995). Only one index is

above the acceptable range, which is based on the correlation of the constant and the firm size.

We repeated all regression without the constant and find qualitatively unchanged results. In these

regressions, no model exceeded the conventional threshold of 30 (Barnett & Salomon, 2012;

Belsley et al., 2005).

12. We exclude the ETR from the analysis, as the effective tax rates for the year 2021 cannot be

meaningfully calculated in many cases because of high losses in the years 2021 and 2020 due to

the economic effects of the COVID-19 pandemic and Brexit.

13. We differentiate between the following industries: (a) mining or construction (SIC Code 1000 to

1799), (b) manufacturing consumer goods (SIC Code 2000 to 2999), (c) manufacturing invest-

ment goods (SIC Code 3000 to 3999), (d) transportation, communications, electric, gas and sani-

tary service (SIC Code 4000 to 4999), (e) wholesale trade and retail trade (SIC Code 5000 to

5999); (f) finance, insurance and real estate (SIC Code 6000 to 6799), (g) services (SIC Code

7000 to 8999). We do not have observations for agriculture, forestry and fishing (SIC Code 100

to 999).

14. We measure the similarity (SIMILARITY) using the program WCopyFind and assign every firm

the maximum percentage of perfect matches. Our variable SIMILARITY varies between 0 and

0.83.

15. These were the following words: relief, return.{0,20}shareholder, financially efficient, tax holi-

day, only engage in tax planning, exemption, litigation, tax credit, research, and development

credit.

16. In our sample more than 85% of the firms are headquartered in the United Kingdom.
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