









































































































































































































































Table 17 presents the results for hypothesis two and five, employing the family
firm indicator variable in panel A and the continuous family ownership variable in
panel B. Considering the family variables, the coefficients are similar to those in
the primary analysis. The estimated effect of the indicator variable in panel A
gains statistical significance on the book-tax measure, while in panel B, the
ownership variable is now significant on cash ETR. Contrary to the main analysis,
we therefore find somewhat weak evidence that public family firms are less tax
aggressive than their counterparts. Further, the interaction term still indicates that

public family firms are more tax aggressive when the CEO is male.

Table 97 Tax aggressiveness in listed firms (with size constraint)

Variables included: Return on assets (ROA) winsorized at 1% level, Leverage (LEV) winsorized at 1% level, Property, plant and equipment
(PPE) winsorized at 1% level, Intangiable assets (INTANG) winsorized at 1% level, Equity income (EQINC) winsorized at 1% level, Size
(natural logarithm of total assets), BIG4 (indicator variable for BIG4 auditor), Industry fixed effects, Year fixed effects and Company specific
fixed effects. In panel A, an interaction term between CEO gender and family firm is included, while in panel B, an indicator variable for CEO
gender is included. Panel C employs the continuous family ownership variable and includes both the interaction term between CEO gender and
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Tax aggr = a + pyFamilyOwn + B,CEOgender + P3FamilyOwn * CEOgender + PControls + Year FE + Industry FE 4+ Company FE + ¢

Panel B: Listed firms (Family firm ownership as a contineous variable)

Dependent variables

ETR Cash ETR Book-Tax difference DD Book-Tax differenc
Family ownership 0.015* -0.000 -0.000 -0.000
(2.25) (-0.32) (-0.82) (-0.82)
CEO gender -0.136 0.002 0.000 0.000
(-1.32) (0.31) (0.69) (0.69)
Family ownership * CEO gender -0.015* -0.000 0.000 0.000
(-2.61) (-0.61) (1.57) (1.57)
ROA -0.137 0.027 0.000** 0.000**
(-1.50) (1.83) (2.67) (2.67)
LEV -0.125 -0.015 0.000 0.000
(-1.64) (-1.41) (1.73) (1.73)
PPE 0.115 -0.006 -0.000 -0.000
(0.68) (-0.68) (-0.99) (-0.99)
INTANG -0.951 0.034 0.000 0.000
(-1.65) (0.83) (1.43) (1.43)
EQINC 0.172 0.006 0.000 0.000
(1.63) (0.72) (0.60) (0.60)
SIZE -0.109 0.004 0.000* 0.000*
(-0.44) (0.27) (2.02) (2.02)
BIG4 -0.134 -0.016*** 0.000 0.000
(-0.74) (-3.69) (0.96) (0.96)
Constant 2.396 -0.073 0.046*** 0.046***
(0.52) (-0.27) (1001.10) (1001.10)
Year fixed effects Yes Yes Yes Yes
Company specific fixed effects Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes
Within R-squared 0.259 0.401 0.418 0.418
N 343 343 343 343

* p<0.05, ** p<0.01, *** p<0.001 T-values presented in parentheses.

The results from testing hypothesis three are presented in table 18. Note that the

number of observations is lower since the regression only employs firms with

family ownership equal to or larger than 10 percent. The estimated effects of the

interaction term between family firm and listing status remain statistically

insignificant but are somewhat more consistent. As in the primary analysis, we are

therefore not able to identify a systematic difference between listed- and private

family firms.
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Table 108 Regression on family firms listing status (with size constraint)

Variables included: Return on assets (ROA) winsorized at 1% level, Leverage (LEV) winsorized at 1% level, Property, plant and equipment
(PPE) winsorized at 1% level, Intangiable assets (INTANG) winsorized at 1% level, Equity income (EQINC) winsorized at 1% level, Size
(natural logarithm of total assets), BIG4 (indicator variable for BIG4 auditor), Industry fixed effects, Year fixed effects and Company specific
fixed effects. Listing status, family ownership, an interaction term between family ownership and listing status, CEO gender and an interaction
variable between family ownership and CEO gender is included

Tax aggr = a + BListing status + BpFamilyOwn + P3FamilyOwn * Listing status + B4CEOgender + fsFamilyOwn * CEOgender
+ BControls + Year FE + Industry FE + Company FE + €

Dependent variables

ETR Cash ETR Book-Tax difference DD Book-Tax difference
Listing status 0.056 0.008 -0.021 0.000
(0.60) (0.85) (-0.43) (0.08)
Famliy ownership 0.000 0.000** -0.000** 0.000
(1.25) (2.98) (-3.01) (1.32)
Family ownership * Listing status 0.001 0.000 -0.000 0.000
(0.55) (0.85) (-0.28) (0.24)
CEO gender 0.004 -0.001 -0.005 -0.000
(0.85) (-0.70) (-1.38) (-1.11)
Family ownership * CEO gender -0.000 -0.000 0.000* 0.000
(-0.16) (-0.64) (2.27) 0.77)
ROA -0.053*** 0.198*** 0.094*** -0.000***
(-44.62) (207.36) (31.19) (-3.65)
LEV -0.028*** -0.021*** 0.029*** -0.000***
(-14.94) (-27.03) (11.28) (-4.40)
PPE 0.004 0.003** -0.001 0.000**
(1.50) (2.76) (-0.22) (3.15)
INTANG -0.085*** 0.006 0.207*** -0.000
(-6.39) (1.33) (12.90) (-0.25)
EQINC -0.027*** -0.022%** 0.048*** 0.000***
(-4.70) (-9.19) (6.24) (3.75)
SIZE 0.004*** 0.005*** -0.012*** 0.000**
(4.75) (12.58) (-10.74) (2.98)
BIG4 0.000 0.000 -0.001 -0.000
(0.25) (1.01) (-0.84) (-0.98)
Constant 0.261*** -0.033*** 0.133*** 0.046***
(12.12) (-4.44) (5.57) (6135.60)
Year fixed effects Yes Yes Yes Yes
Company specific fixed effects Yes Yes Yes Yes
Industry fixed effects Yes Yes Yes Yes
Within R-squared 0.028 0.642 0.069 0.003
N 403965 403965 403965 403965

*p<0.05, ** p<0.01, *** p<0.001 T-values presented in parentheses.

Overall, the analysis supports our main findings. However, we find evidence
suggesting that public family firms are less tax aggressive than their counterparts,
thereby supporting hypothesis two, which might indicate that the results from

employing the public sample may be driven by effects of small firms.

{ Discussion

The primary analysis of hypothesis one found no systematic differences in the tax
behaviour of private family- and non-family firms, rejecting our hypothesis
(section 5). However, enforcing a size constraint (section 6.8) provided evidence
that family ownership reduces tax aggressive behaviour in private firms.
Moreover, the analysis of family entrenchment (in section 6.1) indicated that

family dominated firms were less tax aggressive while an opposite effect was
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found for low family ownership. The slight indications of a non-linear relation
between family ownership and tax aggressiveness could indicate that the
socioemotional wealth perspective is dominant when family ownership is high,
but that such values are not emphasized by family members when they do not
possess a controlling share of the firm. Further, the results could be consistent
with agency theory, in that the vertical agency costs are reduced when family
ownership is high but increased when family ownership is low. The decrease
could reduce the possibilities of rent extraction and thereby reduce the incentives
for a CEO to engage in tax aggressiveness to mask rent extraction (Steijvers &

Niskanen, 2014), hence decreasing tax aggressive actions of the firm.

We do not find that there is a systematic difference between family- and non-
family CEOs in our sample of private family firms (section 6.4), which suggests
that the two CEO types might not be different in their priorities of tax
aggressiveness. From a socioemotional wealth perspective, one could have
expected that a family CEO would be less eager to engage in tax aggressive
actions, in order to preserve the family values. The lack of such a difference could
be one reason why the two firm types do not differ in tax behaviour. We also
notice that private non-family firms have higher average annual sales than family
firms. Even though we proxy firm sophistication with firm age, such differences
could potentially hinder firms with less sales from engaging in complex tax
schemes. Cultural differences could also be one of the reasons why we do not find
a systematic difference between private family firms and non-family firms, in that
socioemotional wealth issues like reputation might be just as important for non-
family firms, or that the punishment from consumers for engaging in tax
aggressive activities is not significant enough. Further, we are not able to
determine whether the lack of identified differences in tax aggressive behaviour
between public family and non-family firms is due to agency conflicts or the
prioritization of socioemotional wealth, as we are not able to capture the

motivations of the firms.

Regarding hypothesis two, the primary analysis did not find a systematic
difference in tax aggressiveness between public family- and non-family firms but
indicated that increased family ownership had a reducing effect (section 5).

Moreover, enforcing the size constraint provided somewhat weak evidence that
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public family firms are less tax aggressive than their counterparts (section 6). One
potential explanation could be reduced agency costs between the shareholders, in
that families have lower ownership shares and therefore might not be able to take
advantage of the non-family shareholders. Interestingly, we find that elder public
firms tend to be marginally less tax aggressive (section 6.7) and that that public
family firms on average are younger than their counterparts in our sample. Based
on this finding, one could have expected family firms to be slightly more tax
aggressive, which exemplifies that public family firms might have different
objectives than public non-family firms. Furthermore, the result is in line with
prior findings of Chen et al. (2010) in an American setting and Mafrolla and
D’Amico (2016) with an Italian setting. Regarding the slightly different results for
the listed and private sample, it may be due to different valuations of the
socioemotional wealth perspectives, for instance that the potential reputation

damage may be larger for public family firms than private.

The analysis resulted in no identified systematic difference between listed- and
private family firms, thereby rejecting hypothesis three (section 5). Moreover, the
findings were similar when restricting the sample to larger firms (section 6.8).
Thus, our result is similar to the findings of Pierk (2016) regarding Norwegian
firms. Listed firms’ capital market pressure has been found to have a disciplinary
effect (Chen et al. 2010) as well as potentially higher costs associated with
engaging in tax aggressive schemes (Pierk, 2016). Furthermore, the analysis of
Graham et al. (2014) found that reputation was highly important for both private
and public firms, and even somewhat more important for public firms. The study
thereby illustrates that the some of the motives related to SEW, may also be
relevant for non-family shareholders. Such characteristics of listed firms may

outweigh the estimated effects of SEW in private family firms.

Furthermore, the analysis of gender provides interesting results from hypothesis
four and five, both when employing the main- and the constrained sample (section
5 and 6.8 respectively). In line with the indications of prior literature, we find that
both private- and public family firms appear more tax aggressive when the CEQO is
male, compared to female. However, we acknowledge that our findings may be
biased, due to an imbalance between the fraction of female- and male CEOs. Our

findings are in line with the general perception in prior literature, for instance that
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females are more likely to comply with rules and regulations (Huang et al., 2014)
and less likely to manipulate corporate financials and other disclosures (Peni &
Véhémaa, 2010). It also extends previous findings where female CFOs are found

less likely to engage in tax aggressiveness (Francis et al., 2014).

Moreover, the estimated effects of female board members indicate that they have
no systematic effect on neither the tax aggressiveness private, nor public firms
(section 6.5). In this regard, the findings are in line with the research of Matsa and
Miller (2013) who found that female presence had no effect on many corporate
aspects, and possibly the theory of Adams and Ferreira (2009), Atkinson et al.
(2003), Kumar (2010) and Niederle et al. (2012), in that female professionals have

similar risk preferences to men’s.

Interestingly, we are not able to conclude regarding the effect of CEO types
(family- vs. non-family CEO) in private firms and do not find that it influences the
tax aggressiveness of public firms (section 6.4), which demonstrates that that
family affiliation is not sufficient in explaining the behaviour of a CEO. One
potential explanation is executive compensation, where performance-based
compensation is found to influence CEO motivations (Desai & Dharmapala, 2006;
Gaertner, 2014; Phillips, 2003). Further, we find indications that increased CEO
ownership marginally reduces tax aggressiveness of private family firm (section
6.3), but that CEO ownership shares between one third and 50 percent actually
increase tax aggressiveness (section 6.2). The varying effects of CEO ownership
could therefore explain the lack of an identified difference between CEO types.
The findings could also be in line with Visintin et al. (2017), who found that
external CEOs of private family firms were more sensitive to financial
performance compared to family CEOs, but that the sensitivity was reduced when
family ownership was high. As presented in the descriptive analysis, family
concentration is high in our sample of private firm, which might align the two
CEO types in many aspects, in that none of them are likely to be replaced after
poor financial results, thereby reducing the pressure to meet financial targets and

the incentives to engage in tax aggressive behaviour.

Regarding independent board members (section 6.3), we find weak evidence of an

increasing effect of tax aggressiveness, contrary to previous research (e.g. Lanis &
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Richardson, 2011). Further, we do not find that the fraction of independent board
members influence the effect of CEO ownership, which is similar to the
conclusion of Steijvers and Niskanen (2014) that independent board members are
not effective at mitigating a CEO’s tax aggressive behaviour. Lastly, the analysis
of state ownership suggests that tax aggressiveness of public firms marginally
decrease as state ownership increases (section 6.6), which may be consistent with

the state protecting common interests and emphasizing compliance.

The supplementary analysis generally substantiates our primary analysis but
provides some new evidence regarding the differences between private- and
public family- and non-family firms. This could indicate the primary analysis
might be somewhat affected by smaller firms. Although it provides interesting
inputs to our main findings, it is not able to fully explain some of the observed
tendencies. A potential explanation for the lack of statistically significant results
and inconsistencies in some of the analyses could be the lack of detailed
information about the financial statements, which limits our ability to capture tax

aggressiveness.

8 Conclusion

The paper studies the level of tax aggressiveness among private and public
family- and non-family firms in Norway. Due to the complexity and difficulties of
capturing tax aggressive schemes, four measures are employed. The primary
findings indicate that there is no systematic difference between public family- and
non-family firms but finds that increased family ownership decrease tax
aggressiveness. The tendency is substantiated when investigating larger firms,
where public family firms appear less tax aggressive than their counterparts, in
line with previous literature (e.g. Chen et al. 2010; Mafrolla & D’ Amico, 2016).
Similarly, no statistically significant results are obtained studying private family-
and non-family firms. However, the analysis of larger firms suggests that tax
aggressiveness is reduced as family ownership increases and the investigation of
family entrenchment find family dominated firms to be less tax aggressive than
their counterparts, although we are not able to confirm a non-linear relationship.
Further, we do not find evidence that private- and public family firms differ with
regards to tax behaviour. The estimated gender effects suggest that family firms
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are more tax aggressive when the CEO is male compared to female, substantiating
the tendencies identified in previous literature on gender differences. While the
effect of CEOs on tax aggressiveness has been studied previously, the effect of
gender has not, as far as we know, been investigated. The contribution is,

however, limited due to the large fraction of male CEOs in our sample.
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1.1.2 Introduction
There is a variety of research in the field of accounting. While individual tax

avoidance and compliance is well studied in public economics (Slemrod &
Yitzhaki, 2002), research on corporate tax avoidance is a more recent and growing
topic (Gaaya, Lakhal & Lakhal, 2017; Hanlon & Heitzman, 2010). Scandals like
Enron (Frank, Lynch & Rego, 2009; Slemrod, 2004) and the late Panama- and
Paradise Papers have, however, lead to an increased focus of corporate tax
avoidance and aggressiveness. Although many of the factors affecting individual
tax avoidance and compliance are applicable for corporations, intricate structures
and relations add complexity (Hanlon & Heitzman, 2010). These fundamental
differences (Klassen, Lisowsky & Mescall, 2015) makes research on the
distinctive corporate features important. Further, Hanlon & Heitzman (2010) call
for more work on privately held firms because of the differences in ownership and
incentives. As most family firms are private (Che & Langli, 2015), we will follow
their note by studying whether the level of tax aggressiveness differ between

Norwegian family- and non-family firms.

The research of corporate tax aggressiveness adds value on several fronts. Firstly,
taxation has a large and growing importance on corporate decision makers
(Klassen et al., 2015), and is often viewed as the “most considerable cost incurred
by firms” (Gaaya et al., 2017). Further, Crocker & Slemrod (2005) argue that the
focus of corporate tax departments has shifted towards active and aggressive tax
planning, amongst other referring to the estimated increase in tax revenue loss in
the US of 50% when comparing 1999 to 1993. Moreover, this is corroborated by
Lanis & Richardson (2011) who claim that the number of managers engaging in
tax aggressive activities is increasing. Secondly, the issue does not seem to
decrease in relevance, as the OECD in 2013 deemed tax avoidance to be a major
issue due to its “complexity and economic consequences” (OECD, 2013). Lastly,
the research can contribute on other fields as well. Since the theory of tax
avoidance includes the relationships between shareholders, management and the
government, and potential agency issues that can arise (Hanlon & Heitzman
2010), research on corporate tax aggressiveness can improve the understanding of
corporate behaviour. It can also provide insights useful for legislative purposes
(Crocker & Slemrod, 2005).
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Furthermore, it is rewarding to study family firms as they constitute a large part of
the economy, both in Norway and internationally. In Norway, approximately 65%
of active limited liability firms are family firms, accounting for 36% of
employment and 19% of revenues (Berzins & Bghren, 2013). Internationally,
family firms make up roughly % to 90% of all firms worldwide, depending on
how the term “family” is defined (Aldrich & CIiff, 2003; Family Firm Institute,
2016). Given the large portion private firms constitute of the economy, Hanlon &
Heitzman (2010) point to the relative lack of research. In relation to tax
aggressiveness, Steijvers & Niskanen (2014) emphasize that family firms are a
heterogeneous group and that differences in tax aggressive behaviour within the
group are unstudied. This is also substantiated by Jacob, Rohlfing-Bastian &
Sandner (2016) who prompt research on the relation between family firms and tax
planning, and Shackelford & Shevlin (2001).

Lastly, Norway provide an interesting setting. There is little research on corporate
tax aggressiveness in Norway, although some studies have included Norwegian
firms in their analysis. An example is Pierk (2016), where the tax aggressiveness
of Norwegian firms proved different than in other European countries. Further,
Norway has a relatively low top statutory corporate tax rate (Langli &

Saudagaran, 2004) and we are curious if this changes the incentives.

We find this entangled situation intriguing and want to exploit the unique
information we have of Norwegian ownership structure and detailed accounting
information, also on private firms, to examine if private family firms are more tax
aggressive than private non-family firms. Inspired by the results of Dyreng,
Hanlon & Maydew (2010) which indicate that individual executives have a
statistically and economically significant role in a firm’s level of tax avoidance,
we will also investigate if tax aggressiveness is influenced by the gender of the
CEO.

1.1.3 Literature review
The main stream in prior research is based on the agency perspective, e.g. Crocker

& Slemrod (2005). Additionally, researchers have studied the relation between tax

aggressiveness and other factors such as financial reporting (e.g. Frank et al.,
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2009), the use of auditors (Klassen et al., 2015) and firm characteristics like firm
value (Desai & Dharmapala, 2009), firm size and industry membership (e.g.
Gupta & Newberry, 1997; Shevlin & Porter, 1992; Siegfried, 1974; Stickney &
McGee, 1982; Zimmerman, 1983). It is not until recent years that the relation to
family firms has been examined (Chen, Chen, Cheng, & Shevlin, 2010; Steijvers
& Niskanen, 2014). This might be due to the difficulty of obtaining data, as most
of family firms are private (99,98% in Norway according to Berzins & Bghren
(2013)), and therefore not subject to many of the disclosure requirements
applicable to public firms. In the following, we will provide a review of relevant

prior research.

1.1.3.1 Tax aggressiveness in an agency framework
The theoretical foundation for understanding corporate tax avoidance within an

agency framework was laid by a series of articles (Hanlon & Heitzman, 2010). In
literature, two opposing views are prominent with regard to the effect of family
ownership on agency costs. The notion is that corporate tax decisions reflecting
the manager’s interests can occur as a result of the separation of ownership and
control, and hence not that tax aggressiveness is a reflection of agency problems
(Hanlon & Heitzman, 2010; Jensen & Meckling, 1976). Even though there exists
research on the topic, Bartholomeusz & Tanewski (2006) argues that the academic
literature has underrepresented the economic significance of family firms, given
the relative scarcity of research regarding the effects of agency costs in other
ownership structures, particularly family firms. We will in the following
paragraphs account for the main theory substantiating the conflicting predictions

of tax aggressiveness.

On the one hand, theory predicts family firms to have lower agency costs than
non-family firms. This is derived from the fact that the family often has a high
ownership share (Chen et al., 2010; Fama & Jensen, 1983) and often also
represent the management (Schulze, Lubatkin, & Dino, 2003), hence reducing the
separation between ownership and control. Anderson & Reeb (2003) further
acknowledge that the high concentration represents an incentive to reduce agency
costs, as a larger portion of costs and benefits will be distributed to the family.
Moreover, they often invest for the long term (Chen et al., 2010) which can be

illustrated through the high share of founding family ownership (Pierk, 2016). The
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long term perspective has further implications, in that family firms usually are
more concerned about reputation and behave more altruistically (Gedajlovic &
Carney, 2010; Steijvers & Niskanen, 2014). As a result, they might engage in less
tax aggressiveness since they likely are more sensitive to the potential costs
arising, for example penalties imposed by the tax authorities or reputational
damage caused by lawsuits (Chen et al., 2010; Hanlon & Heitzman, 2010).
Additionally, Chen et al. (2010) argue that the market has a disciplinary effect,
where tax aggressiveness would lead to a price discount if shareholders viewed
the tax aggressive behaviour as a way to mask rent extraction. However, since we

only will be looking at private firms, this constraint will not be as relevant.

Conversely, Bartholomeusz & Tanewski (2006) add to the literature by
examining the agency costs of family firms through a corporate governance
perspective, and find that public family firms create agency costs. The underlying
theory is elaborated by e.g. Gaaya et al. (2017) and Shleifer & Vishny (1986),
who argue that family firms may exhibit larger agency costs due to the opposing
interest of the family owners and the minority. In such a setting, the majority
owner can be thought to take advantage of the minority, by acting controlling or
taking advantage of private benefits in the minority’s disadvantage. Further, Chen
et al. (2010) and Gaaya et al. (2017) argue that family ownership can increase
agency costs due to the high equity shares. They claim this can increase the
demand for equity return (Hanlon & Heitzman, 2010), leading the manager to
engage in more tax evasion. Moreover, Bartholomeusz & Tanewski (2006) see
altruism as a potential cause of agency problems, if the family members pursue

their interests in a manner where outsiders pay the costs.

1.1.3.2 Tax aggressiveness in a socioemotional wealth perspective
The socioemotional wealth perspective complements agency theory, and refers to

noneconomic goals (Chrisman, Chua, Pearson, & Barnett, 2012). In literature,
examples of such goals are preservation of the family dynasty, name and
reputation, and continuation of family values (Berrone, Cruz, & Gomez-Mejia,
2012; Chrisman et al., 2012). Berrone, Cruz & Gomez-Mejia (2012) further argue
that the identity of the family and the company are intertwined, which is
substantiated by Sharma & Manikutty (2005) and Cowling & Howorth (2001)

who find that family firms are especially concerned about family image and
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reputation. Moreover, Stockmans, Lybaert & VVoordeckers (2010) claim that the
socioemotional wealth is a key goal in itself in most private family firms, and
therefore believed to be more important in these firms (Steijvers & Niskanen,
2014). Since the socioemotional wealth is a great concern, the firms are more
engaged in corporate citizenship (Berrone et al., 2012). In total, the perspective is
believed to reduce tax aggressive behaviour that originates from agency costs
(Steijvers & Niskanen, 2014).

1.1.3.3 Prior studies on family firms and tax aggressiveness
More specifically to our analysis, the differences in tax aggressiveness between

family- and non-family firms are investigated by Chen et al. (2010) and Steijvers
& Niskanen (2014). Both papers base their analysis on the agency framework and
find that family firms are less tax aggressive than non-family firms. In 2016, the
Journal of Family Business Strategy also published a research note investigating
the impact of various levels of family involvement on tax aggressiveness of firms
in Italy (Mafrolla & D’ Amico, 2016). The article confirms the results of Chen et
al. (2010) and Steijvers & Niskanen (2014), in addition to identifying a non-
linearity of the impact of family entrenchment on tax aggressiveness (Mafrolla &
D’Amico, 2016).

Pierk (2016) study tax aggressiveness in Germany and test the generalizability of
the results on some European countries, among them Norway. In the results,
Norway and France stand out as countries where public firms are not more tax
aggressive than private firms, and where in Norway, the effect of family
ownership is inconclusive. Additionally, the study only includes group
companies, resulting in a low number of Norwegian observations (9673 private
and 135 public firms). Therefore, the paper does not provide a large contribution
to the understanding of differences between Norwegian public and private firms,
especially the effects of family ownership. It does, however, make it interesting to
pursue further research in Norway, as the results indicated that Norway differs
from the other European countries included in the analysis. Should our results
corroborate the results found in the paper, it would be interesting for future

research to investigate why such differences exist.
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1.1.3.4 The Chief Executive Officer’s influence on tax aggressiveness

The influence and effect of executive officers on the firm’s tax aggressiveness
have been subject in several studies (Chen et al., 2010; Crocker & Slemrod, 2005;
Dyreng et al., 2010). The article The Effects of Executives on Corporate Tax
Avoidance by Dyreng et al. (2010) investigates if individual top executives have
effects on their firm’s tax avoidance that firm characteristics cannot explain. After
tracking the movement of executives across firms over time, their results indicate
that executives have a significant role in determining the level of tax avoidance in
the firm and may be viewed as the decision maker. Unfortunately, key
characteristics of the executive officers were not identified. Chen et al. (2010)
examine how different CEO types affect the family firms tax aggressiveness.
They examine the following CEO types; professional, founder and descendant,
where the CEOs are outsiders, the founder or a descendant, respectively. Their
results show that firms with professional or founder CEO exhibit less tax

aggressive behaviour compared to non-family firms.

When ownership is separated from management, agency costs may arise. The
benefit is reduced tax cost, but the complexity of the activities may allow the CEO
to mask rent extraction, in addition to potential costs discussed earlier. Evidence
in Steijvers & Niskanen (2011) suggest that agency costs depend on the level of
ownership of CEO, where firms with higher CEO ownership are less likely to
behave in a tax aggressive manner. Since private family firms are a heterogenous
group (Westhead & Howorth, 2007) and executive are believed to have impact on
the level of tax aggressiveness (Dyreng et al., 2010), we will investigate if the

gender of the CEO has effect on firms behaviour.

Further, some has researched other types of executives, e.g. Crocker & Slemrod
(2005) who examined tax evasion and the contractual relationship between the
shareholders of a firm and the chief financial officer (CFO). They found that in
regard to reduce tax evasion, it was more effective to impose penalties directly on
the CFO instead of the shareholders. They also found that the optimal contract
had the potential of at least partially offsetting the incentives generated by

increased sanctions against illegal avoidance.
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Related is the research on executive compensation and tax aggressiveness by
Rego et al. (2008). The study finds that total executive compensation is positively
linked to aggressive tax planning. Desai & Dharmapala (2006) on the other hand
find evidence of lower tax aggressive behaviour by compensating executives with
option grants. More specifically, compensating CEOs and division managers
based on after-tax measures is found to decrease the effective tax rate (Gaertner,
2014; Phillips, 2003). These evidence suggest that alignment of managerial
incentives motivate tax avoidance (Seidman & Stomberg, 2017). This research is
interesting, since family firms often are cautious about providing outside
managers with equity shares, hence increasing the probability of performance

based salaries or bonuses (Banghgj, Gabrielsen, Petersen & Plenborg, 2010).

1.1.3.5 Gender differences in tax aggressiveness
Whether there are a difference in how female and male executives engage in tax

aggressiveness was first studied by Francis, Hasan, Qiang Wu, & Meng Yan
(2014). Gender differences regarding risk aversion in the general population is
well established (e.g. Croson & Gneezy, 2009; Eckel & Grossman, 2008), in
contrast to among professionals. According to Croson & Gneezy (2009),
reasonable explanations for the gender differences are that women are more likely
to experience nervousness and fear in uncertain situations. Secondly, women may
perceive the risk differently due to confidence and thirdly, women tend to
experience risky situations as threats rather than challenges as males. Testing pre-
and post-transition periods for male-to-female CFO turnovers, the results of
Francis et al. (2014) indicate that female CFOs are less likely to behave in a tax
aggressive manner. Further, Richardson, Taylor & Lanis (2016) have studied the
relation between female board members and tax aggressiveness, and find that high
female presence reduces the probability of tax aggressiveness. More research on
the relation is also called upon in literature. Especially, the lack of knowledge
about gender and tax aggressiveness is emphasized in the review by Khlif &
Achek (2017). We therefore intend to reduce this void, by examining the effect of
male CEOs.

1.1.4 Contribution
Our paper differentiates from the former articles in several ways. Chen et al.

(2010) and Mafrolla & D’ Amico (2016) were both limited to public family firms,
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while we have access to detailed information about private firms. Since theory
predicts potentially different behaviour, it is interesting to investigate if the same
trend can be seen for private as for public firms. In addition to general differences
in countries, we separate from Steijvers & Niskanen (2014) in the degree of tax
alignment. While their research was based in the high tax alignment country of
Finland with resulting low book-tax differences, Norwegian legislation separates
financial statements and tax, and thus is not a high tax alignment country (Nobes
& Schwencke, 2006). Moreover, we will extend the research of Steijvers &
Niskanen (2011) by examining if gender influences the level of tax

aggressiveness.

1.1.5 Concepts and measures
1.1.5.1 Tax aggressiveness

1.1.5.2 Definition
The term tax aggressiveness has different interpretations, and when Hanlon &

Heitzman (2010) wrote a review of tax research, the was no universally accepted
definition for tax aggressiveness. Additionally, there has been confusion as to the
difference between tax avoidance and tax aggressiveness. In this regard, we
follow the reasoning presented in the said article, where tax avoidance
encompasses all tax planning strategies and where tax aggressiveness refers to
actions that are closer to illegalness or grey areas. Even though there is no
standardized definition of tax aggressiveness, one seem to be commonly accepted
by researchers (e.g. by Chen et al., 2010; Richardson, Wang, & Zhang, 2016;
Sanchez-Marin, Portillo-Navarro, & Clavel, 2016). The definition was introduced
by Frank et al. (2009), who define tax aggressiveness as “downward manipulation
of taxable income through tax planning that may or may not be considered
fraudulent tax evasion”. Their definition embraces wide, and implies that tax
aggressiveness does not have to be illegal. Since there appears to be somewhat of

a consensus of the definition, we will also employ it in our analysis.

1.1.5.3 Measure
Not only has various definitions of tax aggressiveness been employed, but also

different measures that capture different aspects. Common measures in recent
literature are effective tax rate, cash effective tax rate, book-tax differences and
discretionary or “abnormal” book-tax differences (Frank et al., 2009; Hanlon &

10
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Heitzman, 2010). Since no single measure is likely to capture a firm's tax-
aggressive behaviour (Lin, Tong & Tucker, 2014), we will in this section provide
an overview of the different measures. Further, we will employ multiple measures
to capture the levels of tax aggressiveness and improve the reliability of our

analysis.

The first measure, firm effective tax rate (ETR), is widely used (e.g. Chenet al.,
2010; Gaaya et al., 2017; Lanis & Richardson, 2011; Moore, Suh, & Werner,
2017). ETR is a suitable measure of a firm's tax avoidance as it, according to
Dyreng, Hanlon, Maydew & Thornock, can capture any form of tax reduction
through tax shelters and loopholes in present tax laws (2017) and reflect
aggressive tax planning through permanent book-tax differences as the numerator
is based on the firm's taxable income and the denominator is based on the
financial statement Badertscher, Katz, Rego & Wilson (2017). However, tax
avoidance by reporting lower accounting earnings and taxable income will not be
captured by this measure (i.e. conforming tax avoidance) (Hanlon & Heitzman,
2010).

The second measure we will use is the cash effective tax rate (Cash ETR), also a
common measure used in recent literature (e.g. Badertscher et al., 2017; Chen et
al., 2010; Dyreng et al., 2017; Lin et al., 2014). Cash ETR is a longer-term
measure of tax aggression (Lin et al., 2014) which avoids issues associated with
the use of current tax expense as a measure of corporate tax liabilities. However,
some argue it is not an appropriate measure of tax aggressiveness, but rather tax
avoidance (Dyreng, Hanlon & Maydew, 2008; Frank et al., 2009).

Thirdly, book-tax differences has been used in various studies to document
elements of tax avoidance, and refers to a firm's pre-tax book income less
estimated taxable income, scaled by total assets (e.g. Gaaya et al., 2017; Lin et al.,
2014; Wilson, 2009). Hanlon & Heitzman (2010) comment that book-tax
differences capture non-conforming tax avoidance and therefore cannot be used to
compare tax avoidance activities across firms with varying levels of importance
on financial accounting earnings. A weakness with this measure is that it is not

able to separate tax aggressiveness from the other strategies included in tax

11
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avoidance. An example is that the difference can be a result of earnings

management, and not only tax planning (Chen et al., 2010).

The last measure we will be employing tries to mitigate this issue, by calculating
the residual from the book-tax difference on total accruals (Chen et al., 2010). The
measure, referred to as the residual book-tax difference, is developed by Desai &
Dharmapala (2006) and enables us to at least partially identify the effects of tax
aggressiveness (Chen et al., 2010).

1.1.5.4 Family firms

1.1.5.4.1 Definition

Another concept that needs to be defined is the term “family firm”. We include
the relations of kinship, marriage, and adoption in our definition of “family”.
Next, we must clarify the demands for a firm to be considered a family firm. It is
common that family firms involve founding members who are shareholders and
take part in the management of its activities (Miller & Le Breton-Miller, 2006;
Moore et al., 2017). Research based on US firms often use the term family firm as
firms where members of the founding family continue to hold positions in top
management, are on the board, or are blockholders of the company. The threshold
for family equity holding differs, where values as low as 5 % is applied (e.g.
Anderson & Reeb, 2003; Chen et al., 2010). However, it should be noted that
(Chen et al., 2010) and most of the US studies examine public firms.

Conducting their analysis on private family firms in Finland, Steijvers &
Niskanen (2014) employ a threshold for family held equity of 50%. Further,
others conduct their analysis using several thresholds of family ownership to
examine the relationship between ownership and firm performance (e.g. Che &
Langli, 2015). The lower bound varies, where Mafrolla & D’ Amico (2016)
employ 25% on their Italian dataset whereas the Norwegian studies by Che &
Langli (2015) and Berzins & Bghren (2013) apply 50%. Further, the Norwegian
legislation entails that a shareholder gains common control over a company when
exceeding 50 % of the shares. Since we only will be studying private firms and

prior Norwegian studies has used a threshold of 50 %, as well as it coincides with

12



GRA 19502

the structure of Norwegian legislation, we will use 50 % ownership as the

threshold to be considered a family firm.

1.1.6 Research design
In this paper, we will investigate if Norwegian family firms are more tax

aggressive than non-family firms. It is rewarding to investigate Norwegian
companies, as the Centre for Corporate Governance Research (CCGR) possess
information that is difficult to obtain in other countries. Amongst these are
detailed information regarding ownership, accounting data and internal
information such as composition of the boards, both for listed and non-listed
firms, and family firms in particular (Centre for Corporate Governance Research,
2017). Additionally, the CCGR have information on a large portion of private and
family firms, suitable for a quantitative analysis. The access to this data enables us

to explore the relations in a uniqgue manner.

Some of the prior research on family firms have suffered from a lack of
observations, as most of family firms are private and hence difficult to gather
information about. A result has been that the threshold of ownership share
required to be regarded as a family firm has been low, as researchers have been
dependent on public family firms to gather the relevant information. The data
available is therefore an advantage, as we are able to increase the threshold and by

that study firms where families are dominant.

1.1.7 Hypothesis development
As elaborated, prior research is not consistent regarding the effect of family

ownership. However, some anticipations can be made. In the case of high outside
ownership, we expect two main effects. Firstly, the non-family owners can be
anticipated to exhibit a control function, possibly decreasing the focus of equity
return and hence reducing the level of tax aggressiveness. On the other hand, it
could increase the conflicts of interest and hence also the agency costs, potentially
making room for the manager to employ tax aggressiveness. Which effect will be

the strongest is nevertheless unknown.

In the case of high family ownership, the socioemotional wealth perspective

predict low tax aggressiveness as the family owners would be concerned about
13
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non-economic measures such as reputation. This is also supported by the
investment argument, which claims that family owners have a long-term
perspective. Further, agency theory is inconclusive. It opens for the family to take
advantage of the minority and act in its own interest, but it is not clear what the

family values the most of profitability or non-economic measures.

Since we find the predictions from theory inconclusive, our hypothesis is neutral:
H1: Norwegian private family-firms exhibit a systematically different level

of tax aggressiveness compared to private non-family firms.

Regarding the effect of a male CEO, the literature is scarce. However, prior
research on CFOs and board members are so far unambiguous, and we find it
likely that the same effects can be observed for CEOs. Our prediction is therefore
the following:

H2: Norwegian private family firms are more tax aggressive if the CEO is

male.

1.1.8 Progress plan
In January, we intend to continue reviewing literature and supplement our

hypothesis development if new and relevant information is gathered, in addition
to specifying the variables needed. Further, we will retrieve the necessary data and
start running regressions and analysing the results by the end of February. In
March and April, we will conduct sensitivity and robustness checks, and review
our results. The first draft should be finished by the beginning of May, before we
plan to hand in the thesis by the end of June.
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