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This paper analytically investigates the relationship between tax avoidance and manager's
disclosure choice of geographic earnings in a capital market setting. In particular, we identify the
conditions under which managers withhold segment earnings and avoid tax payment by shifting
income from high-tax to low-tax country. More specifically, we examine (1) the firm characteristics
withholding geographic segment information and engaging more in tax avoidance after the
implementation of SFAS 131, (2) the effect of implementing CbCR, and (3) the dynamic aspects of
tax avoidance.

Our main results are as follows: (1) when the countries have the same tax rate, the manager
rationally withholds segment earnings in spite of the fact that there is no tax-avoidance incentive
for the managers, (2) after the adoption of SFAS 131, the companies that face high precision of
earnings in high tax country withholds segment earnings and increase the level of tax avoidance,
(3) Imposing CbCR may induce the companies to voluntarily disclose their segment eanings, and
(4) the manager engages more in tax-avoidance activity immediately after the turnover (when the
capital market can not expect the manager's ability accurately).
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A Theory of Tax Avoidance and Geographic Segment Disclosure
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This paper analytically investigates the relationship between tax avoidance and manager’s disclosure choice of geographic earnings in
a capital market setting. In particular, we identify the conditions under which managers withhold segment earnings and avoid tax
payment by shifting income from high—tax to low—tax country. More specifically, we examine (1) the firm characteristics withholding
geographic segment information and engaging more in tax avoidance after the implementation of SFAS 131, (2) the effect of
implementing CbCR, and (3) the dynamic aspects of tax avoidance.

Our main results are as follows: (1) when the countries have the same tax rate, the manager rationally withholds segment earnings in
spite of the fact that there is no tax—avoidance incentive for the managers, (2) after the adoption of SFAS 131, the companies that
face high precision of earnings in high tax country withholds segment earnings and increase the level of tax avoidance, (3) Imposing
CbCR may induce the companies to voluntarily disclose their segment eanings, and (4) the manager engages more in tax—avoidance
activity immediately after the turnover (when the capital market can not expect the manager’s ability accurately).
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