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Abstract. Firms are arguably motivated to exhibit tax aggressiveness because tax constitutes a significant portion of firms’ total
costs. This study aims to test the effects of IFRS adoption and law enforcement on book-tax aggressiveness in six developing
ASEAN countries. Our sample is 29,504 firm-year observations generated from Thomson Reuters Eikon for the years 2000–2017.
The results show that IFRS adoption has a positive effect on book-tax aggressiveness, indicating that firms tend to prioritize
book-tax aggressiveness over book-tax conformity. Further, law enforcement negatively affects book-tax aggressiveness. All in
all, our findings imply that law enforcement is very crucial for ASEAN countries to enhance managers’ awareness of not engaging
the book-tax aggressiveness practice.
Keywords: tax reporting aggressiveness, financial reporting aggressiveness, IFRS, law enforcement.
JEL Classification: M41, H25, H26.

Introduction
Previous studies investigate how managers are confronted with a trade-off between book income and tax income
(Badertscher et al. 2009, Balakrishnan et al. 2012, Watrin
et al. 2012, Lennox et al. 2013). Maximizing book income
(financial reporting aggressiveness) implies higher taxes.
On the contrary, minimizing tax income (tax reporting
aggressiveness) will lead to a lower book income. Thus,
managers have to choose between financial and tax reporting aggressiveness. Ball and Shivakumar (2005), Watrin
et al. (2012) demonstrate that managers prefer reducing
tax income to save taxes by minimizing book income.
However, Erickson et al. (2004) and Roxas (2016) indicate
that firms are willing to pay higher taxes to report higher
book income.
On the contrary, Chen et al. (2013), Kraft (2015),
Fernandes et al. (2017) document that firms are not always
confronted with a trade-off between financial reporting aggressiveness and tax reporting aggressiveness. Using booktax aggressiveness, Frank et al. (2009), Ko et al. (2012) and

Chen et al. (2013) show that firms that exhibit financial reporting aggressiveness are also tax-aggressive. Using former
Arthur Andersen’s clients that are highly aggressive in financial reporting, Heltzer et al. (2012) empirically demonstrate
that these firms are also highly aggressive in tax reporting.
Their findings are likely due to the accounting standard differences to prepare financial statements for investors’ interests and fiscal-based financial statements (Whitaker 2005).
The unconformities between accounting standards and tax
rules provide opportunities for firms to report higher book
income and lower tax income at the same time (Mills et al.
2002, Desai 2002).
Book-tax aggressiveness is closely related to accounting
standard that increasingly facilitates firms to manage their
book income without any consequence on taxable income
(Hanlon 2005, Phillips et al. 2003). Currently, some countries have agreed to adopt International Financial Reporting
Standards (IFRS) to harmonize these countries’ accounting standards (Abdul-Majid 2017). IFRS adoption aims
to enhance the quality, comparability, and convergence of
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accounting among countries (Barth et al. 2014, Cairns et al.
2011). However, IFRS’ principle-based approach implies
that firms have greater discretion to make subjective choices on accounting methods used (Okafor 2015, Blanchette
et al. 2011). Thus, IFRS offers greater flexibility for firms
to manage their book income (Nobes 2006, Christensen
et al. 2013). Consequently, IFRS adoption increases booktax aggressiveness due to greater differences between accounting and tax rules (Chan et al. 2010). Previously, Ball
(2006) also proposes that IFRS provides more opportunities for manipulative actions to manage book income. For
example, Callao and Jarne (2010) empirically demonstrate
that the IFRS adoption among European firms increases
earnings management. In a similar vein, Chan et al. (2013),
Karampinis and Hevas (2013), Chen and Gavious (2017)
indicate that firms exhibit greater book-tax aggressiveness
after the adoption of IFRS.
However, Tsalavoutas et al. (2010) show increased earnings quality after the adoption of IFRS. Barth et al. (2008)
and Landsman et al. (2010) also demonstrate that IFRS
adoption leads to more informative book earnings. Due to
the cost and benefit considerations, some firms even do not
make their accounting reports differently from tax reports.
Furthermore, these firms even seek conformities between
accounting and tax rules and not look for differences between these two rules (Rachmawati and Martani 2017). In
this respect, Atwood et al. (2010) use the book-tax conformity term to represent a firm’s conformity when reporting
accounting income and fiscal income. Book-tax conformity is likely to reduce managers’ opportunistic behavior
in financial and tax reporting and reduce firms’ compliance
costs (Blaylock et al. 2015).
Okafor (2015) argues that the various effects of IFRS
adoption on aggressiveness are due to the interaction with
other factors. According to Chen and Gavious (2017), an
important factor that affects the choice between book-tax aggressiveness or book-tax conformity is law enforcement. King
and Sheffrin (2002) propose that the motivation to engage in
tax aggressiveness is closely related to perceived justice and
effectiveness in law enforcement. Wilhelm (2002) also holds
that the effectiveness in law enforcement significantly affects
tax compliance. In countries with effective law enforcement,
taxpayers will comply with existing regulations, including
tax and accounting regulations. Such compliance motivates
taxpayers to engage in book-tax conformity.
This study aims to test the effects of IFRS adoption and
law enforcement on firms’ choice to engage in book-tax aggressiveness or book-tax conformity. We contribute to the
literature by at least (1) extending previous studies that place
a great emphasis on firms’ tendency to engage in financial or
tax reporting aggressiveness, and (2) using longer observation periods (2000–2017) and data from various developing
countries that belong to the Association of Southeast Asian
Nations (ASEAN).
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This study aims to test the effects of IFRS adoption and
law enforcement on firms’ choice to engage in book-tax aggressiveness or book-tax conformity. We contribute to the
literature by at least (1) expanding studies on the effect of
IFRS on book-tax aggressiveness as a combination of financial reporting aggressiveness and tax reporting aggressiveness. Previous studies largely focus on the impact of IFRS
on financial reporting aggressiveness (Ball 2006, JeanJean
and Stolowy 2008, Christensen et al. 2013) or tax reporting
aggressiveness (Desai 2005, Atwood et al. 2012, Chan et al.
2013, Tang 2015, Braga 2017) without combining these two
issues. (2) using longer observation periods (2000–2017)
and data from various developing countries that belong to
the Association of Southeast Asian Nations (ASEAN) that
enables us to analyze the varied effects of IFRS adoption in
several countries through the law enforcement variable that
has not been investigated before.
This study uses 29,504 publicly listed sample firms from
Indonesia, Malaysia, Thailand, the Philippines, Singapore,
and Vietnam as ASEAN member countries that have stock
markets. Our observation period of 2000–2017 aims to
avoid possible bias due to the 1998 Asian economic crisis. We measure book-tax aggressiveness by subtracting
financial reporting aggressiveness with tax reporting aggressiveness. Further, financial reporting aggressiveness
is measured with Modified-Jones model. By using panel
data regression, this study demonstrates that IFRS adoption
increases book-tax aggressiveness. Meanwhile, law enforcement enhances book-tax conformity. Thus, this study implies that law enforcement is crucial for ASEAN countries
to minimize book-tax aggressiveness as a consequence of
IFRS adoption.
This paper is organized as follows. Part 1 offers a brief
literature review on the effects of IFRS adoption and law
enforcement on firms’ choice to engage in book-tax aggressiveness or book-tax conformity. Next, part 2 discusses the
empirical models and data sources. Further, part 3 presents
the results of the analysis and the discussions of the results.
Finally, part 4 concludes and discusses the implications of
this study.

1. Literature review
Shackelford and Sevlin (2001) observe that firms
face a trade-off between financial and tax reporting
aggressiveness. Erickson et al. (2004) support these
findings by demonstrating that firms are willing to pay
higher taxes to report higher income, because under the
classical taxation system, the calculation of tax is based on
profits (Kantsukov and Sander 2018). However, Kamila
and Martani (2017) document that firms are not always
confronted with a trade-off between financial reporting
aggressiveness and tax reporting aggressiveness. Instead,
firms also commit both types of aggressiveness at the same
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time (book-tax aggressiveness) or even conform accounting
rules with tax rules (book-tax conformity).
There are two reasons why financial reporting aggressiveness is closely related to tax reporting aggressiveness.
First, both are needed by firm managers at the same time.
Specifically, managers commit tax reporting aggressiveness to maximize firm value (Kim et al. 2011) and financial reporting aggressiveness to enhance their managerial
performance by increasing firms’ profits. Second, the relationship between financial reporting aggressiveness and tax
reporting aggressiveness is likely to be complementary. As
suggested by Dhaliwal et al. (2008), when firms have specific income targets, they can use tax expense as a device to
commit earnings management. Thus, several studies have
observed that tax reporting aggressiveness affects financial
reporting aggressiveness (Frank et al. 2009). Meanwhile,
Lennox et al. (2013) find that financial reporting aggressiveness affects tax reporting aggressiveness.
IFRS aims to enhance the accuracy, transparency, and
accessibility of financial statements to users of financial
statements (Nulla 2014). However, IFRS adoption offers
greater flexibility for firms to manage their book income
because of its principle-based features (Christensen et al.
2013). These features cause accounting measurement to be
more subjective and involve more managerial discretion
(Callao and Jarne 2010). Rosen and Rosen (2009) even propose that rules in IFRS are very weak that lead to financial
reporting aggressiveness such as revenue overstatement.
Ball (2006) and JeanJean and Stolowy (2008) empirically
support the argument by showing that IFRS adoption increases financial reporting aggressiveness.
Besides its effect on financial reporting aggressiveness,
IFRS adoption also arguably affects tax reporting aggressiveness because tax reporting aggressiveness is closely related
to accounting standards (Hanlon and Slemrod 2009, Braga
2017, Huang et al. 2018). After the IFRS adoption, the principles to prepare financial statements for commercial and
fiscal purposes tend to be increasingly different. Specifically,
the preparation of financial statements for commercial purposes is more principled-based while financial statements
for fiscal purposes are realization-based. The increasingly
greater differences between these two standards facilitate
managers to engage in earnings management both for commercial and fiscal purposes (Huang et al. 2018). Even IFRS
Bulletin documents exploratory evidence that tax authorities consider IFRS a potential cause of tax reporting aggressiveness (Okafor 2015). Previously, Lee (2010) finds that
effective tax rates significantly decline after IFRS adoption
in EU countries. The decline of effective tax rates indicates
increased tax reporting aggressiveness. Several other studies
also show that tax reporting aggressiveness increases after
the adoption of IFRS (Chan et al. 2010, Atwood et al. 2012,
Chan et al. 2013, Desai 2005, Tang 2015).

In short, besides increasing financial reporting aggressiveness, IFRS adoption also enhances tax reporting aggressiveness. Even Atwood et al. (2012) argue that financial
reporting aggressiveness and tax reporting aggressiveness
are two sides of the same coin because managers simultaneously aim to increase profits and reduce taxes. Chan et al.
(2010), Chan et al. (2013), Karampinis and Hevas (2013),
Chen and Gavious (2017) and Jiraskova (2015) document
that IFRS adoption enlarges the difference between financial reporting for commercial and tax purposes. Thus, IFRS
adoption increases the gaps between financial reporting
aggressiveness and tax reporting aggressiveness (book-tax
aggressiveness).
However, several studies observe that the opposite holds
(book-tax conformity). Atwood et al. (2010) define booktax conformity as firms’ conformity in reporting accounting
and fiscal profits. In a similar vein, Frank et al. (2009) also
empirically show the positive effect of financial reporting
aggressiveness on tax reporting aggressiveness. In this
respect, firms committing financial reporting aggressiveness
are likely to exhibit greater tax reporting aggressiveness. On
the contrary, the decisions not to commit financial reporting
aggressiveness reduces tax reporting aggressiveness.
From the economic-financial point of view, the tax represents the fiscal relationship between the taxpayer and the
government (Paulík et al. 2015, Dobrovič et al. 2018). Desai
et al. (2007) develop an analytical model and demonstrate
that law enforcement strengthens corporate governance
mechanisms, build global competitiveness (Vaivode 2018)
and eventually leads to lower tax reporting aggressiveness.
Zeng and Zhang (2009), Ye and Liu (2011), also Jiang (2013)
also find similar results. Further, using Chinese listed firms,
Ye and Liu (2011) empirically demonstrate that the better
law enforcement, the more difficult for firms to engage in
financial reporting aggressiveness, let alone tax reporting
aggressiveness. Lastly, Wang (2015) documents a greater tax
aggressiveness difference in areas with worse law enforcement. In countries with better (worse) law enforcement,
taxpayers are more (less) likely to comply with existing
rules, including tax and accounting ones, and eventually
commit book-tax conformity (aggressiveness).

2. Research method
This study uses publicly listed firms in ASEAN countries
for the years 2000–2017 as the sample. The observation
periods of 2000–2017 are selected because these years were
arguably not affected by the Asian economic crisis in 1998.
There are six ASEAN countries that have stock markets,
namely Indonesia, Malaysia, Thailand, the Philippines,
Singapore, and Vietnam. This study generates financial data
from Thomson Reuters Eikon. The dependent variable book-tax aggressiveness is measured by subtracting financial
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reporting aggressiveness with tax reporting aggressiveness.
A higher (lower) difference between financial reporting
aggressiveness and tax reporting aggressiveness indicates
book-tax aggressiveness (conformity).
This study measures financial reporting aggressiveness
using the following Modified-Jones model (Dechow et al.
1995)
TACC = α + α(DREV – DAR) + αPPE + η ,

(1)

where TACC represents total accrual that is measured by
(EBEI + TTE) – ((CFO + ITP) – EIDO), α (the intercept
of the model), EBEI refers to earnings before extraordinary
items from statement of cash flows, TTE is total tax expense,
CFO is cash flow from operation, ITP refers to income tax
paid from statement cash flows, and EIDO is extraordinary
items and discontinued operation from statement of cash
flows. Meanwhile, DREV represents a change in sales and
DAR is a change in account receivables. Lastly, PPE is
property plant and equipment.
For tax reporting aggressiveness, this study uses the following equation as suggested by Frank et al. (2009):
PERMDIFF = α + αINTANG + αUNCON+ αMI+
αCSTE+ αDNOL + αLAGPERM + e,
(2)
where PERMDIFF is total book-tax differences – temporary book-tax differences ((BI – ((CTFE + CFOR)/
STR)) –(DTE/STR) divided by total asset, BI represents
pretax book income, CTFE refers to current federal tax
expense, CFOR is current foreign tax expense, DTE is
deferred tax expense, and STR refers to the statutory tax
rate. Further, INTANG is goodwill or other intangibles
divided by total asset year t – 1, UNCON represents income
(loss) divided by tax asset year t – 1, MI is income (loss)
attributable to minority interest divided by tax asset year
t – 1, CSTE refers to current income tax expense divided by
tax asset year t – 1, DNOL is a change in net operating loss
carryforward divided by tax asset year t – 1 and LAGPERM
is PERMDIFF at year t – 1 divided by tax asset year t – 1.
We measure book-tax aggressiveness by using two alternative proxies: (1) the absolute value of the difference

between financial reporting aggressiveness and tax reporting aggressiveness and (2) a dummy variable that equals
to one (zero) if a firm-year observation exhibits book-tax
aggressiveness (book-tax conformity). The independent
variables are IFRS adoption and the effectiveness of law
enforcement. The measurement of the effectiveness of
law enforcement relies on Transparency International’s
Corruption Perception Index scores (CPI). This study employs three control variables, namely firm size, profitability,
and growth. Previous studies have shown that these control
variables affect earnings management (Beneish 1999, Koh
and Lee 2015).
This study generates 2,496 sample firms for the observation period of 2000–2017. Because of the data availability
issue, we have to leave out some firm-year observations from
our sample that produces the final unbalanced panel data of
29,504 firm-year observations. Table 1 below explains the
number of sample for each country.
Table 1 suggests that Malaysia has the largest proportions of the firm and firm-year observations while the
Philippine the lowest. Further, the six ASEAN countries
adopted IFRS in different years. Indonesia and Malaysia
have fully adopted IFRS since 2012 but the preparation
began in 2008. Meanwhile, the Philippines launched the
preparation of the adoption in 2009 and fully adopted
IFRS in 2014. Singapore fully adopted IFRS in 2018 and
started the adoption in 2015. Starting the adoption in
2011, Thailand fully adopted IFRS in 2013. Lastly, Vietnam
started the adoption since 2003.
This study uses the panel data regression to test the
effects of IFRS adoption and law enforcement on firms’
choice to engage in book-tax aggressiveness or book-tax
conformity. The test starts with the data stationary test and
the selection of the best estimator model (using the Chow
test, Hausman test, and Lagrange Multiplier). Afterward,
the test analyzes the effects of IFRS adoption and law enforcement on book-tax aggressiveness. Finally, we run the
robustness test by analyzing the effect of IFRS on book-tax
aggressiveness based in two subsamples based on the level
of law enforcement (low if CPI is ≤ 5 and high if CPI is
between 5 and 10).

Table 1. Firm-year sample (by country) (source: Thomson Reuters Eikon)
Country

Sample Firms

The IFRS Adoption Phase

Number of Firms

%

Firm-Year Obs.

%

Initial Phase

Full Phase

Indonesia

288

11.54%

3.048

10.33%

2008

2012

Malaysia

579

23.20%

8.461

28.68%

2008

2012

Philippines

139

5.57%

1.816

6.16%

2009

2014

Singapore

371

14.86%

5.308

17.99%

2015

2018

Thailand

429

17.19%

5.087

17.24%

2011

2013

Vietnam

690

27.64%

5.784

19.60%

2003

Total

2496

100%

29.504

100%
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3. Results and discussion
Table 2 displays the mean values of the research variables
using 29,504 firm-year observations in six ASEAN countries. The table suggests that Vietnam (24.92), Indonesia
(17.40) and the Philippines (8.74) exhibit the mean values
of the book-tax variable greater than that of all ASEAN
countries. The figures indicate that these three countries
are likely to engage in greater book-tax aggressiveness
than Singapore, Malaysia, and Thailand that tend to
exhibit tax-book conformity. Using the Transparency
International’s Corruption Perception Index (CPI) scores
as the proxy of law enforcement, we show that Singapore
(9.00) and Malaysia (4.92) have the highest law enforcement scores among all ASEAN countries. The figures
suggest that these two countries exhibit greater law enforcement relative to the four other countries. Further, the
law enforcement score with a range of 1–10 indicates that
only Singapore that has a very high law enforcement score.
For the control variables, Table 2 indicates that Singapore
and Thailand have greater mean values of firm size than
that of all ASEAN countries. Further, firms in Malaysia,
the Philippines, Singapore, and Thailand exhibit higher
profitability than that of all ASEAN countries. Lastly, firms
in Indonesia and the Philippines have greater growth than
firms in all ASEAN countries.
Table 2. The mean values of the research variables –
per country (secondary data, processed)
Country

Book-Tax Law
Aggres enfor
siveness cement

Firm
Size

Profit
Growth
ability

Indonesia

17.40

2.98

0.34

0.11

0.57

Malaysia

3.44

4.92

0.24

0.27

0.14

Philippines

8.74

2.96

0.14

0.19

0.31

Singapore

1.70

9.00

0.61

0.23

0.25

Thailand

4.80

3.54

0.42

0.21

0.21

Vietnam

24.92

3.01

0.33

0.15

0.22

All
Country

6.91

4.72

0.35

0.17

0.29

Notes: Book Tax Agresiveness = financial reporting aggres
siveness – tax reporting aggressiveness, Size = total property
plant and equipment/total assets; Profitability = net income /
total assets and Growth = (salest – salest – 1) / salest – 1.

For the control variables, the table indicates that Sin
gapore and Thailand have greater mean values of firm size
than that of all ASEAN countries Malaysia and the Phi
lippines are countries with the smallest firm size. Further,
Malaysia, Philippines, Singapore, and Thailand exhibit
higher profitability than that of all ASEAN countries. Lastly,
firms in Indonesia and the Philippines have greater growth
than firms in all ASEAN countries.

Before empirically analyzing the data, we initially run
the data stationary test to avoid spurious regression problem
by analyzing the data validity and stability. Table 3 shows
that size, profitability, and IFRS adoption are stable at the
integration level or at I(0), as indicated by the probability
value that is less than the critical value (α = 5%). Meanwhile,
growth is not stationary at the integration level, implying
that we have to run the first difference principle (first-order).
The first-order differentiation or I(1) suggests that the integration level is stationary as indicated by the probabilistic
value that is less than the critical value (α = 5%).
Table 3. The Results of Panel Data Stationary Test (secondary
data, processed)
Probability
Variable

Levin Test

PhillipsPerron Test

Conclusion

IFRS Adoption

0.000

0.000

I(0)

Size

0.000

0.000

I(0)

Profitability

0.000

0.000

I(0)

Growth

0.005

0.043

I(1)

The results of the Chow Test, Hausman Test, and Lagrange
Multiplier Test show that the random effect is appropriate for
this study. In the random effect, the Ordinary Least Square
(OLS) is not suitable to generate efficient estimators. Thus, the
appropriate method is the Generalized Least Squares (GLS).
The homoskedasticity and no cross-sectional correlation assumptions imply that the heteroskedasticity test is no longer
necessary in the random effect test (Table 4).
Table 4. The Results of the Random Effect Model Test
(secondary data, processed)
Panel A. Testing of Best Estimation Model
Test

Prob

Best Estimation Model

Chow Test

0.983

Common Effects

Hausman Test

0.000

Random effects

Lagrange
Multiplier Test

0.003

Random Effects

Panel B Data Analysis
Variable

Coefficient

t-statistic

Prob.

c

10 778 557

5.790

0.000***

IFRS Adoption

1 4065 661

2.716

0.007***

Law
Enforcement

–497 069.5

–2.957

0.003***

Size

727 343.7

2.516

0.012**

–44.262

–4.913

0.000***

Growth

9.391

5.397

0.000***

F-Statistics

0.000

Profitability

Notes: * p < 0.1; ** p < 0.05; *** p < 0.01 %.
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The analysis demonstrates that IFRS adoption has a significant effect on book-tax aggressiveness (p = 0.007< α 1%).
The positive coefficient suggests that IFRS adoption increases book-tax aggressiveness. Meanwhile, law enforcement exhibits a significant effect with the contrary direction. Specifically, with the probability value below α = 1%
and a negative coefficient value, law enforcement reduces
book-tax aggressiveness or leads to book-tax conformity.
The control variables (size, profitability, and growth) also
significantly affect book-tax aggressiveness. The positive
coefficients of size and growth imply that firms with larger
size and higher sales growth tend to engage in book-tax aggressiveness. Further, the negative coefficient of profitability
shows that greater profitability is associated with book-tax
conformity.
As an alternative test, we also develop a dummy variable to
investigate the impacts of IFRS adoption and law enforcement
on book-tax aggressiveness. The dummy variable is equal to
one if a firm-year engage in book-tax aggressiveness and zero
if the firm-year commit book-tax conformity. Our alternative test produces qualitatively similar results. Specifically,
IFRS adoption increases book-tax aggressiveness while law
enforcement increases book-tax conformity. Further, size
and growth (profitability) also have positive (negative) coefficients, suggesting that firms with larger size and higher
sales growth tend to commit book-tax aggressiveness while
highly profitable firms tend to exhibit book-tax conformity.
Table 5. The Results of the Random Effect Model Test (Dummy)
Variable

Coefficient

t-statistic

Prob.

c

1.122620

34.06225

0.0000***

Law
Enforcement

–0.180409

–26.11171

0.0006***

Adoption of
IFRS

0.064868

4.151756

0.0000***

Size

3.56723

1.713653

0.0867*

Profitability

–3.5421

–3.449889

0.0006***

Growth

1.18765

6.993801

0.0000***

F-Statistics

0.0000

Chan et al. (2013), Karampinis and Hevas (2013) and
Chen and Gavious (2017) who find that firms exhibit greater
differences between financial statements for commercial
and fiscal purposes in the post-IFRS adoption years.
However, this study also suggests that in countries with
high law enforcement, firms are likely to exhibit book-tax
conformity although they have greater flexibility to engage
in earnings management both for commercial and fiscal
purposes. We argue that firms in such countries will comply
with rules and regulations, including tax and accounting
ones. The findings also support Zeng and Zhang (2009),
Ye and Liu (2011), Jiang (2013) who demonstrate that better law enforcement causes taxpayers to opt for book-tax
conformity.
We also run another sensitivity test by analyzing the
effect of IFRS adoption on book-tax aggressiveness by splitting our sample into two subsamples based on the level of
countries’ law enforcement (low vs. high law enforcement).
This test aims to investigate whether a better quality of law
enforcement reduces the effect of IFRS adoption on booktax aggressiveness.
Table 6. The results of the random effect model test – splitting sample based on the level of law enforcement
Panel A. Dependent Variable Book-Tax Aggressiveness
(Absolute)
High Law Enforcement Low Law Enforcement
Coefficient

Prob.

Coefficient

Prob.

c

Variable

488 357

0.000***

1 136 277

0.000***

Adoption
of IFRS

106 7197

0.778

85 381 299

0.000***

Size

0.061

0.000***

6.35E-08

0.000***

Profitability

1.365

0.000***

1.637394

0.000***

Growth

–0.185

0.000***

9.33E-07

0.000***

Panel B. Dependent Variabel Book Tax Aggressiveness
(Dummy)
High Law Enforcement Low Law Enforcement
Variable

Coefficient

Prob.

Coefficient

Prob.

c

0.006910

0.000***

0.350980

0.0000***

Notes: * p < 0.1; ** p < 0.05; *** p < 0.01 %.

Adoption
of IFRS

–0.030748

0.000***

0.148757

0.0000***

This study (Table 5) demonstrates that after the IFRS
adoption, the accounting principle differences to report
book income and tax income enhance book-tax aggressiveness. Financial statements to report book income is
more principle-based while tax financial statements are realization-based. The difference offers greater discretion for
managers to select accounting methods for both purposes
because these two principles are weakly related. Thus, managers have more freedom to minimize tax expense without
having to face the dilemma of reducing book income that
will eventually increase book-tax aggressiveness.

Size

1.78E-10

0.000***

6.59E-18

0.0000***

Profitability

4.21E-09

0.000***

1.26E-11

0.0000***

Growth

–1.42E-09

0.000***

1.19E-17

0.0000***

Table 6 above displays the different effects of IFRS adoption on book-tax aggressiveness. Using the absolute values
of book-tax aggressiveness, Panel A shows that when law
enforcement is highly effective, IFRS adoption has no effect
on book-tax aggressiveness or book-tax conformity (probability value above α). However, when law enforcement is
ineffective, IFRS adoption exhibits a significant impact on
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book-tax aggressiveness (probability value < α 1%). The
positive coefficient suggests that IFRS adoption increases
book-tax aggressiveness when the quality of law enforcement is low.
Panel B that uses a dummy variable to represent booktax aggressiveness shows similar results. When law enforcement is highly effective, IFRS adoption significantly affects
book-tax aggressiveness (probability value < α = 1%.). The
negative coefficient implies that when the quality of law enforcement is high, IFRS adoption is likely to increase booktax conformity. On the contrary, when law enforcement is
less effective, IFRS adoption significantly affects book-tax
aggressiveness. The positive coefficient value implies that
IFRS adoption increases book-tax aggressiveness when the
quality of law enforcement is low.
Our results support Okafor (2015) who observe the varied effects of IFRS adoption on aggressiveness. Specifically,
this study demonstrates that IFRS adoption has different
effects on aggressiveness based on law enforcement. When
law enforcement is highly effective, there is no effect of IFRS
adoption on book-tax aggressiveness. IFRS adoption even
leads to book-tax conformity. However, when the quality of
law enforcement is low, IFRS adoption increases book-tax
aggressiveness. Further, our findings are also in line with
Chen and Gavious (2017) who show that law enforcement
is one of the several factors that explain the variation in the
effect of IFRS adoption on aggressiveness.

Conclusions and recommendation
This study aims to test the effects of IFRS adoption and law
enforcement on book-tax aggressiveness (book-tax conformity) in six developing countries that belong to ASEAN,
namely Indonesia, Malaysia, Thailand, the Philippines,
Singapore, and Vietnam. This study shows that IFRS adoption in six developing countries that belong to ASEAN have
an effect on book-tax aggressiveness. IFRS gives firms
greater flexibility to minimize tax expense without having
to report lower book income. Thus, firms can minimize
their tax income and manage their earnings at the same
time. This opportunity may motivate managers to engage
in book-tax aggressiveness. This study also suggests law
enforcement negatively affects book-tax aggressiveness.
In countries that consistently enforce their laws, firms as
corporate taxpayers are more likely to comply with various
regulations, including tax and accounting rules, and eventually to avoid book-tax aggressiveness. On the contrary,
firms in these countries will arguably commit book-tax
conformity by reporting accounting income that is similar
to fiscal income.
This study indicates that IFRS adoption enhances
book-tax aggressiveness. Thus, the results are in line with
Karampinis and Hevas (2013) and Chen and Gavious (2017)
that find that the differences between commercial and fiscal

financial statements. Our results also support Okafor (2015)
and Chen and Gavious (2017) that highlight varied impacts
of IFRS adoption on aggressiveness with law enforcement
as a likely explanation.
Overall, this study recommends that law enforcement is
crucial for ASEAN countries to enhance firms’ awareness to
avoid book-tax aggressiveness practice. If the governments
of these countries enforce their laws consistently, they will
arguably manage to minimize firms’ greater flexibility to
report aggressively for both earnings management and taxation purposes due to the adoption of IFRS.
This study only used company characteristics as a control variable, and has not considered the characteristics of
the company’s top management as decision makers, including decisions about tax aggressiveness. While in previous
studies shows that the characteristics of the company’s top
management can influence tax aggressiveness. Future studies can consider adding the characteristics of the company’s
top management such as age, gender, education and risk
preference as control variables in relation to tax aggressiveness.
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