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Schedule UTP: Stock Price Reaction and
Economic Consequences

John L. Abernathy, Stephan A. Davenport, and Eric T. Rapley

ABSTRACT: In 2010, the Internal Revenue Service (IRS) announced the requirement

to disclose uncertain tax positions (UTP) on a new schedule (Schedule UTP) to be filed

with federal corporate income tax returns. Schedule UTP could increase a firm’s tax

burden by providing a roadmap for the IRS to identify firms’ tax-planning strategies. We

find that stock returns around the development of Schedule UTP are negative, consistent

with investors’ concern that Schedule UTP would impose costs on firms. However, we

document a significant positive stock price reaction to the release of the final draft of

Schedule UTP in which the IRS relaxed many of the controversial provisions of Schedule

UTP. Additionally, we find this positive reaction is incrementally larger for more tax-

aggressive firms. Finally, we find a significant decrease in reported unrecognized tax

benefits (UTBs) and additions to UTBs after the adoption of Schedule UTP in 2010.

Keywords: Schedule UTP; tax avoidance; uncertain tax positions; event study.

INTRODUCTION

T
his study investigates the effects of Schedule UTP on (1) firm value and (2) firm reporting

behavior. During 2010, the Internal Revenue Service (IRS) released a series of

announcements proposing a new schedule (Schedule UTP) requiring all corporate

taxpayers with assets greater than $10 million to disclose to the IRS all uncertain tax positions

(UTPs) affecting their federal tax liability.1 The stated purpose of Schedule UTP was to improve
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the efficiency and effectiveness of IRS corporate tax audits (Harvey 2011). However, many

corporations and practitioners expressed concern that this disclosure would significantly increase

the complexity of preparing the tax return and the obligations of the return preparers (KPMG

2010), as well as increase future corporate tax burdens (Edwards et al. 2010). Accordingly, our

initial test uses an event study methodology to investigate market participants’ perceptions of the

benefits and costs of Schedule UTP.2

Although Schedule UTP does not require any additional disclosures to the public, a substantial

amount of new information concerning UTPs is reported to the IRS. Specifically, as originally

proposed,3 the new schedule required a description of each UTP and the maximum liability to

which the firm could be exposed if the position was disallowed upon examination. Disclosure

would be required not only for tax positions for which the firm has recorded a reserve in its financial

statements, but also for positions for which no reserve has been recorded in the financial statements

because the firm expects to litigate the issue or there is administrative practice not to audit the issue.

In essence, Schedule UTP would require companies to report a concise description to the IRS of

each item that comprises the aggregate UTB recorded in the audited financial statements (KPMG

2010). These requirements signal the IRS’s intention to increase the scrutiny of reported UTBs, and

therefore have the potential to change reporting behavior for firms recording these reserves in their

financial statements. Accordingly, we also investigate whether firms alter the UTBs disclosed in

their financial statements as a result of this mandatory change in tax return disclosures.

This study is closely related to Edwards et al. (2010), who also examine the stock price reaction

to the initial Schedule UTP announcement; however, there are several key differences between our

study and their study. First, they examine only the initial date of the proposed Schedule UTP

(Announcement 2010-9). Our study not only examines the initial announcement, but also the release

of the draft form and instructions for Schedule UTP, and the final form and instructions for Schedule

UTP. As noted in Donohoe and McGill (2011), examining the market reaction to news released on

multiple event dates is important before making inferences about the response of market participants.

These dates are important in assessing the response of market participants because the original draft of

Schedule UTP reaffirmed the controversial provisions of Schedule UTP despite many concerns raised

by commenters. On the other hand, the final draft of Schedule UTP relaxed many of the more

controversial provisions, which surprised many practitioners (Leone 2010). Second, due to data

limitations, Edwards et al. (2010) only examine S&P 500 firms. In contrast, our study examines the

stock price reaction for all firms with assets greater than $10 million, which is the IRS’s disclosure

threshold for Schedule UTP. This is an important difference because large firms (i.e., the S&P 500

firms) are closely monitored by the IRS and are already subject to a high probability of an IRS audit.

Therefore, changes in tax policy such as Schedule UTP may have a greater impact for smaller firms,

which are included in our sample. Finally, our study examines financial reporting outcomes related to

the new Schedule UTP. Specifically, we examine the change in reported UTBs in 2010, the first

reporting period when Schedule UTP was announced and finalized.

Our study has three primary objectives. The first objective of our study is to document the

general stock price response to the release of information about Schedule UTP. Using a sample of

firms that would be required to file Schedule UTP according to Announcement 2010-9 (firms with

total assets greater than $10 million), we find evidence of a negative stock price reaction to the

original announcement of Schedule UTP. Additionally, we find a positive stock price reaction to the

final Schedule UTP rules, which relaxed many of the more controversial provisions of Schedule UTP.

2 We examine three separate IRS announcements related to the topic of Uncertain Tax Positions: Announcements
2010-9, 2010-30, and 2010-75. See Table 1 for dates and descriptions of each announcement.

3 There were significant modifications to Schedule UTP from the original proposal to the final draft. These
modifications are discussed in more detail in the next section.
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The second objective of our study is to provide evidence regarding whether the market

response to the announcement of Schedule UTP varies with a firm’s tax aggressiveness. While

multivariate analysis provides mixed evidence that the market believes that Schedule UTP will be

more costly for tax-aggressive firms, we do note that the positive stock price response to the final

draft of Schedule UTP is significantly positively associated with the tax-aggressive characteristics

of our sample firms.

The third objective of our study is to provide evidence regarding whether firms change the

level of UTBs reported in their financial statements subsequent to the implementation of Schedule

UTP. One stated purpose of Schedule UTP is to improve the efficiency and effectiveness of IRS

examinations. Therefore, firms have a greater incentive to report fewer new UTBs in 2010, because

they are subject to greater IRS scrutiny as a result of Schedule UTP. Despite the fact that the IRS

relaxed many of the more controversial provisions of Schedule UTP in the final draft and

instructions, the release of Schedule UTP highlighted the IRS’s intention to closely monitor UTBs

reported by firms. Therefore, we predict and find a significant decrease in the level of reported

UTBs subsequent to the adoption of Schedule UTP. This decrease is significant after controlling for

changes in determinants of UTB identified in prior research. Additionally, multivariate tests provide

evidence that current-year additions to reported UTBs decreased significantly after the adoption of

Schedule UTP.

This study extends the literature on the valuation and consequences of changes in tax-reporting

requirements. For example, Frischmann et al. (2008) examine the market reaction to various dates

regarding the development and implementation of FIN 48 and find no significant initial market

reaction.4 Similarly, Donohoe and McGill (2011) document a significant negative market reaction

to the development of Schedule M-3. Donohoe and McGill (2011, 37) further note that ‘‘as

regulators acquire new and/or update old sources of data in an effort to reduce the tax gap, it is

important that we recognize the potential valuation effects of such enforcement efforts.’’ Because

Schedule UTP combines financial statement reporting with IRS reporting, this study is a natural

extension of both Frischmann et al. (2008) and Donohoe and McGill (2011), and it provides

additional evidence about the valuation effects of enforcement efforts.

Additionally, prior literature provides evidence that greater regulatory oversight induces real

effects on firm behavior. For example, Blouin et al. (2010) provide evidence that firms settled

disputes with the IRS and reduced UTBs prior to the adoption of FIN 48. Similarly, Donohoe and

McGill (2011) document a significant reduction in book-tax differences around the development of

Schedule M-3. This study provides evidence consistent with an IRS requirement (Schedule UTP)

inducing financial reporting changes (decreased UTB).

The paper is organized as follows. The next section provides a brief background on Schedule UTP

and discusses the selection of dates investigated in this study. The third section develops the hypotheses,

and the fourth section provides a description of the sample selection and data used for the tests, as well as

the research methodology. The fifth section presents the results, and the final section concludes the paper.

BACKGROUND OF SCHEDULE UTP AND SELECTION OF EVENT DATES

Development of Schedule UTP

On July 14, 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No.

48, Accounting for Uncertainty in Income Tax Positions—An Interpretation of FASB Statement No.
109 (FIN 48), which was effective for years beginning after December 15, 2006. FIN 48 required

4 In their subsequent analysis of Congressional hearings regarding FIN 48, Frischmann et al. (2008) conclude that
investors believed that additional regulation could be coming in the future. Our results support the notion that
investors believe Schedule UTP provides the ‘‘roadmap’’ to the IRS that FIN 48 did not.
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that firms disclose in the tax footnotes to financial statements all unrecognized tax benefits resulting

from uncertain tax positions.5 Critics of FIN 48 argued that the mandatory UTB disclosures would

provide a roadmap of uncertain tax positions to tax authorities (Frischmann et al. 2008). It is not

clear, however, that these concerns were valid. Because the FIN 48 disclosures do not identify the

positions by jurisdiction or entity in the firm’s consolidated financial statements, it is unlikely that

the FIN 48 disclosures would help any single tax authority identify specific aggressive tax positions

(Dunbar and Massel 2011).

Consistent with this notion, Frischmann et al. (2008) find little evidence of a stock price

reaction to events leading to the adoption of FIN 48. They do, however, document a significant

negative market reaction for their sample of firms to news regarding the Senate Investigative

subcommittee’s request for additional information regarding UTB disclosures. They interpret this

finding as evidence that investors reacted negatively because the inquiry could ultimately lead to

Congress enacting new tax rules targeted at the transactions underlying the UTB.

Toward that end, the IRS established a new reporting requirement for companies to disclose

their uncertain tax positions on Schedule UTP. This initiative was first announced on January 26,

2010, when the IRS issued Announcement 2010-9 (IRS 2010a). On April 19, 2010, the IRS issued

Announcement 2010-30, which provided an initial draft Schedule UTP and accompanying

instructions for completing this new disclosure schedule (IRS 2010b). On September 24, 2010, after

considering a number of taxpayer comments, the IRS issued Announcement 2010-75 (IRS 2010c),

which finalized the taxpayer disclosure requirements for completing the final Schedule UTP. The

IRS also issued Announcement 2010-76 (IRS 2010d) on September 24, 2010, which outlined

modifications to the IRS’s policy of restraint.6 Treasury Regulation Section 1.6012-2(a)(4) requires

a corporation to attach Schedule UTP, Uncertain Tax Position Statement, to its tax return ‘‘in
accordance with forms, instructions, or other appropriate guidance provided by the IRS.’’ This

disclosure requirement applies to returns filed for tax years beginning on or after January 1, 2010.

Table 1 provides a listing of each IRS announcement associated with Schedule UTP that we

examine in our study, and our prediction regarding whether the event elicited a positive or negative

market reaction.7 The following section provides a complete discussion of each IRS announcement.

The predicted signs in both Table 1 and our hypothesis testing are based on the assumption that tax

and compliance costs are positively related to Schedule UTP disclosure requirements.

HYPOTHESIS DEVELOPMENT

Hypothesis Development for the Proposal of Schedule UTP

On January 26, 2010, the IRS released Announcement 2010-9, which proposed an initiative

that required reporting uncertain tax positions to the IRS. Under this proposal, all firms with total

assets greater than $10 million would be required to file a new schedule that provides: (1) a concise

description, including rationale, of each uncertain tax position for which the taxpayer or a related

entity has recorded a reserve in its financial statements; and (2) the maximum amount of potential

federal tax liability attributable to each uncertain tax position. In addition, firms must also disclose

5 FIN 48 defined the term ‘‘UTB’’ and standardized its reporting. Prior research has referred to UTBs as a ‘‘tax
cushion’’ or ‘‘tax reserve.’’

6 The final draft and clarifications were included in two separate IRS announcements, Announcement 2010-75 and
Announcement 2010-76. These announcements were made on the same day; therefore, for clarity, we refer to the
final draft as Announcement 2010-75.

7 Although it is possible that investors knew about the announcements prior to their release date, we performed an
extensive search of the LexisNexis database and find no mention of the announcements prior to their release date.
Consequently, we believe that the release dates of the individual announcements are the dates on which
information about Schedule UTP was publicly disseminated.
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any uncertain position for which they had not recorded a reserve due to IRS administrative practice

or the firm’s intent to litigate (IRS Announcement 2010-9).

According to Commissioner Shulman, Schedule UTP will benefit the IRS and the taxpayers in

several ways. First, Schedule UTP will create certainty sooner on uncertain tax positions. Similarly,

Schedule UTP will reduce the time it takes to complete an audit, which will benefit taxpayers.

Finally, Schedule UTP will not increase compliance costs because much of the information

requested is already being gathered for FIN 48 disclosure (Shulman 2010).

This announcement, however, caught many practitioners, tax executives, and commentators by

surprise (TEI 2010). A major area of concern involved how the new information would be used by

the IRS, and how the existing ‘‘policy of restraint’’ related to tax accrual work papers would be

affected. For example, Alston and Bird (2010, 2) note that ‘‘any description that contains the

taxpayer’s rationale or reasons underlying a UTP threatens to reveal an adviser’s confidential advice

or mental impressions, conclusions, and opinions, which are at the very core of what is protected

and intended to be protected by attorney-client privilege, federal tax practitioner privilege, and work

product privilege.’’ A second area of concern focused on the increased reporting burden placed on

firms. For example, Miller and Chevalier (2010, 1) note ‘‘the requirement that taxpayers disclose

issues for which no reserve is recorded would be unduly burdensome for taxpayers and is

inconsistent with the policy behind the proposed adoption of Schedule UTP.’’

Furthermore, the initial Schedule UTP would potentially increase several costs for companies.

For example, companies may experience an increase in compliance costs for filing their federal tax

returns. The proposed schedule could also significantly increase the complexity of preparing the tax

return and the obligations of the return preparers (KPMG 2010).8 Similarly, Schedule UTP can

increase compliance costs through audit and tax preparation fees. If companies use their FIN 48

information as the basis for the new schedule, auditors and tax preparers are likely to devote more

TABLE 1

Important Events Relating to the Release of Schedule UTP

Event Date Description
Expected Stock
Price Reaction

1/26/10 IRS Announcement 2010-9 is released, which required corporations to

disclose uncertain tax positions on Schedule UTP beginning in tax year

2010.

Negative

4/19/10 IRS Announcement 2010-30 is released, which set forth an initial draft

Schedule UTP and accompanying instructions for completing this new

disclosure schedule. This draft requires firms to disclose all uncertain tax

positions as well as the uncertainty and nature of each position. Firms were

also required to disclose the maximum tax adjustment for each position.

Negative

9/24/10 IRS Announcements 2010-75 and 2010-76 are released, which provide final

disclosure requirements for completing Schedule UTP. The final draft

eliminated the requirement that firms disclose the maximum tax adjustment

for each position. It simply requires a description of each position.

Positive

This table summarizes important events relating to the promulgation Schedule UTP and our expectations of the market’s
reaction during the three-day window surrounding each event.

8 While Schedule UTP builds upon FIN 48 disclosures, which are already required, it could potentially require
more work because the accounting rule only requires disclosure of aggregate reserve amounts, not itemized data.
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time to examining the content of the FIN 48 disclosure. In addition to increases in compliance costs,

income tax costs can also be affected by Schedule UTP. According to Commissioner Shulman, the

goals of Schedule UTP are to prioritize selection of taxpayers and issues to audit, and to improve

IRS audit efficiency (Shulman 2010). This increased efficiency not only could increase proposed

tax audit adjustments, but also cause firms to take fewer uncertain tax positions. Both of these

would cause firms to pay more in income taxes.

Prior research has shown that increased regulation is more costly for tax-aggressive firms. For

example, Donohoe and McGill (2011) examine the market reaction to announcements related to the

implementation of Schedule M-3 by the IRS and note that tax-aggressive firms, as proxied by

permanent book-tax differences, experience a more significant negative market reaction. Slemrod

(2004) and Chen and Chu (2005) provide theoretical support for this finding by showing

analytically that tax avoidance is negatively associated with detection risk. To the extent that

Announcement 2010-9 impacts detection risk, firms should engage in less tax avoidance, which

will in turn increase federal income tax expense. Thus, we expect firms that are more tax aggressive

will have more negative stock price reaction to Announcement 2010-9.

In sum, there are several potential costs that would increase as a result of Announcement 2010-

9. Ceteris paribus, an increase in costs will result in lower future cash flows. We further expect that

the potential costs will be greater for firms that investors view as tax aggressive. Therefore, our first

hypotheses stated in alternative form are:

H1: There is a negative stock price reaction surrounding Announcement 2010-9.

H1a: The stock price reaction surrounding Announcement 2010-9 is more negative for firms

investors believe are more tax aggressive.

Hypothesis Development for the Preliminary Draft of Schedule UTP

On April 19, 2010, the IRS released Announcement 2010-30, which included a draft Schedule

UTP and Instructions. While the announcement addressed comments received from the previous

release regarding duplicate disclosures, retroactivity, and computations on valuation and transfer

pricing issues, it did not specifically reduce any requirements from the original announcement. In

effect, Announcement 2010-30 increased the saliency of Schedule UTP and promulgated concerns

that Schedule UTP would be a roadmap for the IRS to identify taxpayers’ most important tax issues.

Thus, we expect a negative stock price reaction to Announcement 2010-30. We again expect that

the potential costs will be greater for more tax-aggressive firms. Therefore, our second hypotheses

stated in alternative form are:

H2: There is a negative stock price reaction surrounding Announcement 2010-30.

H2a: The stock price reaction surrounding Announcement 2010-30 is more negative for firms

investors believe are more tax aggressive.

Hypothesis Development for the Final Draft of Schedule UTP

On September 24, 2010, the IRS released two announcements (Announcements 2010-75 and

2010-76) unveiling a number of important changes to the final Schedule UTP and Instructions. The

major changes included a five-year phase-in of the reporting requirement based on a corporation’s

asset size,9 no reporting of a maximum tax adjustment, no reporting of the rationale and nature of

uncertainty in the concise description of the position, and no reporting of administrative practice tax

9 Specifically, corporations having assets of $100 million were required to file for 2010. The asset threshold is
lowered to $50 million for 2012, and finally to $10 million for 2014.
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positions (IRS Announcement 2010-75). The final rules also specified that Schedule UTP need only

report uncertain tax positions taken in the current year, even if a reserve for a prior-year tax position

is recorded in the audited financial statements.

Additionally, Announcement 2010-76 clarified the IRS policy of restraint by stating that it

would not seek particular documents that relate to UTPs and the otherwise privileged work papers

that document the completion of Schedule UTP (IRS Announcement 2010-76). Other than

requiring the disclosure of the information on the schedule, the IRS noted that the requirement to

file Schedule UTP does not affect the policy of restraint. Specifically, the IRS stated that taxpayers

may redact specific confidential information from copies of tax reconciliation work papers relating

to the preparation of Schedule UTP that they are asked to produce during an examination.

These announcements relaxed many of the more controversial provisions of Schedule UTP and

were generally viewed as favorable by interested parties (Harvey 2011). Many experts were

surprised by how responsive the IRS was to the comments it received on the draft schedule, in

particular that it eliminated the requirement to disclose maximum tax adjustments (Leone 2010).

One commenter noted that the IRS revised its proposal on uncertain tax positions in a way that is

much more favorable to corporations (Sidley and Austin 2011).

Because the final Schedule UTP relaxed many provisions of the original proposal that could

potentially affect income tax costs, we expect a positive stock price reaction to the final draft of Schedule

UTP. We expect that this effect will be more pronounced for more tax-aggressive firms, which should

benefit more from the relaxed provisions. Therefore, our third hypotheses stated in alternative form are:

H3: There is a positive stock price reaction surrounding Announcement 2010-75.

H3a: The stock price reaction surrounding Announcement 2010-75 is more positive for firms

investors believe are more tax aggressive.

Hypothesis Development for the Changes in Financial Reporting Behavior Subsequent to the
Adoption of Schedule UTP

If Schedule UTP improves the efficiency and effectiveness of IRS examinations, the IRS will

not only be able to select more companies to audit, but they will potentially generate more tax

revenue from the firms that are selected for audit. Additionally, firms that currently take uncertain

tax positions might become more conservative in those positions because of the increase in

detection risk of overly aggressive tax positions (Slemrod 2004; Chen and Chu 2005).10 Toward

that end, Blouin et al. (2010) show that firms significantly decreased UTBs in the year prior to

the adoption of FIN 48. Similarly, Harvey (2011) suggests that corporations will attempt to avoid

disclosure on Schedule UTP because they are not anxious to discuss uncertain tax positions with

the IRS. Another commenter suggests that if establishing a financial statement reserve under

Schedule UTP significantly increases the probability of an IRS challenge, then judgments about

whether to establish a reserve will inevitably be affected (Cravath, Swaine & Moore 2010).

Therefore, we expect that the level of UTBs reported by a firm will decrease subsequent to the

adoption of Schedule UTP. That is, firms will have a greater incentive to decrease their reported

UTBs in 2010 because they will be subject to greater IRS scrutiny.11 Therefore, our final

hypothesis stated in alternative form is:

10 Currently, there is no specific penalty for failing to file a required Schedule UTP or disclosing all uncertain tax
positions. However, the IRS does have the ability to impose accuracy-related penalties. Therefore, it is likely that
the IRS will assert penalties against a corporate taxpayer that has failed to disclose a position as being uncertain
when the IRS proposes a substantial audit adjustment with respect to the tax issue.

11 While the IRS subsequently relaxed some of the more controversial provisions of Schedule UTP, as discussed in
the previous sections, the release of Schedule UTP did highlight the intention of the IRS to closely monitor
UTPs, which could affect the level of UTBs taken by firms.
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H4: UTBs disclosed in the financial statements will decline subsequent to the adoption of

Schedule UTP.

SAMPLE SELECTION AND METHODOLOGY

Sample

Sample selection begins with all firms available in the Industrial Annual file of Compustat for

fiscal year 2010. Because Schedule UTP was originally applicable to firms with assets of $10

million or greater, we limit our analysis to these firms. For inclusion in our stock price reaction

sample, we require each observation to have at least one of our measures of tax aggression and daily

stock price data (from CRSP) for all three event dates. H1–H3 will be tested with this stock price

reaction sample, which contains 3,752 firms.

Testing H4 restricts the number of firms because it requires reported UTBs and additional

variables to control for determinants of UTB. We further require that firms have data available from

2007 to 2010. We impose this restriction so that we can more cleanly test firm-specific changes in

UTB reporting and avoid the possibility that our results are influenced by the increased coverage of

UTBs in Compustat.12 Finally, we limit our financial reporting sample to firms with greater than

$100 million in total assets because only these firms were required to file Schedule UTP in 2010.

Limiting our tests to a constant sample of firms (i.e., firms with all available data for 2007–2010)

reduces the UTB reporting sample to 1,267 firms (5,068 observations).13 See Appendix A for

additional details regarding calculations and data availability for the variables.

Tax Aggressiveness

We use two proxies for tax aggressiveness found in the extant literature.14 Because Schedule

UTP builds on the requirements of FIN 48, our first proxy for tax aggressiveness is the amount of

UTBs disclosed in the financial statement footnotes. UTBs are a relatively new measure of tax

aggressiveness brought about by the financial statement disclosure requirements of FIN 48. Cazier

et al. (2009) document that the level of UTBs reported in the financial statements is related to

characteristics that prior research has shown are significantly associated with tax avoidance

activities (Graham and Tucker 2006; Wilson 2009; Lisowsky et al. 2011). Following Lisowsky et

al. (2011), we use the total amount of UTBs as a proxy for tax aggressiveness.15

Unlike most proxies for tax aggressiveness, UTBs provide a measure of a firm’s tax

aggressiveness directly from the financial statements because they represent management’s beliefs

about the riskiness of the tax positions they have taken (Frischmann et al. 2008). However, because

UTBs are accruals used for financial accounting and reported in the footnotes, they also are subject

to management’s judgment, manipulation, and reporting discretion (Hanlon and Heitzman 2010).

While this criticism is true for all proxies that rely on the tax information disclosed in the firm’s

financial statements, Lisowsky et al. (2011) find evidence that suggests aggressive financial

reporting does not impact the usefulness of UTBs for inferring tax sheltering activities.

Additionally, the use of UTBs is appropriate because, according to Chief Counsel for the IRS

12 For firms with all the control variables, Compustat UTB coverage increased 60 percent from 2007 to 2010, from
approximately 1,700 firms in 2007 to 2,700 in 2010.

13 Using a sample of all firms with data available on Compustat from 2007–2010, i.e., not requiring four years of
data or $100 million in total assets, produces similar results to our constant sample. This finding supports the
notion that firms may reduce reported UTBs in anticipation of filing Schedule UTP.

14 In order for the market reaction to vary as a function of a firm’s tax aggressiveness, investors must be able to
estimate firms’ tax aggressiveness. Therefore, our tax aggressiveness measures are calculated with 2009 financial
statement data, which would be available to investors for all event dates.

15 As a sensitivity analysis, we also use the amount of UTBs that would affect the firm’s effective tax rate if
recognized. This measure is highly correlated with the level of UTBs reported, and our results are similar.
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William Wilkins, the requirements of the new schedule are designed to supplement what firms were

already required to account for under the requirements of FIN 48 (KPMG 2010).

Our second proxy for tax aggressiveness is permanent book-tax differences (PERMBTD).

Permanent BTDs are defined as total book-tax differences (BTDs) less deferred income taxes

divided by the statutory tax rate (35 percent), scaled by ASSETSt�1. Total BTDs measure both

permanent and temporary differences between financial reporting and tax reporting. Temporary

BTDs often reflect differences in reporting rules (e.g., depreciation); therefore, they may not reflect

aggressive tax planning.16 On the other hand, permanent book-tax differences arise from

fundamental differences in the income or expense items under the financial and tax-reporting

systems (Mills and Plesko 2003). Specifically, permanent book-tax differences arise when reported

book income is increased without a related increase in taxable income (Shevlin 2002; Boynton and

Mills 2004; McGill and Outslay 2004).

Prior research indicates that large, positive BTDs signal tax aggressiveness. For example,

Wilson (2009) documents that firms actively engaged in tax sheltering report larger BTDs. Desai

(2003) suggests that the divergence of book-tax income in the 1990s was attributable to increased

tax sheltering rather than to the traditional drivers of book-tax differences, such as depreciation and

tax-exempt interest. Further, Heltzer (2009) and Frank et al. (2009) suggest that BTDs provide

insight into a firm’s relative level of tax aggressiveness. Favorable permanent differences are

associated with transactions likely to be of interest to the IRS, so these firms face a higher

probability of scrutiny (Donohoe and McGill 2011).

Stock Price Response of Sample Firms

To test H1, H2, and H3, we employ the Multivariate Regression Model (MVRM) proposed by

Schipper and Thompson (1983), which has been used extensively in prior research (e.g.,

Frischmann et al. 2008; Li et al. 2008; Donohoe and McGill 2011). The MVRM methodology uses

a dummy variable equal to 1 for key event dates, and 0 otherwise, to condition the return generating

process on the occurrence or nonoccurrence of an event (Espahbodi et al. 2002). The coefficient on

each dummy variable measures the impact of each event on stock returns. We use a three-day

window surrounding the event date (that is t�1, t, tþ1) because the exact timing of the information

release associated with each event is not clear. We estimate the stock price reaction using the

following regression model:17

Rpt ¼ ap þ bpRmt þ
XK

k¼1

gpkDkt þ ept; ð1Þ

where:

Rpt ¼ return on portfolio p on day t (t ¼ 1, 2,. . .,T); T is the total number of daily return

observations from the beginning of January 2010 through December of 2010;

ap ¼ intercept coefficient for portfolio p;

bp ¼ risk coefficient for portfolio p;

Rmt ¼ the return on the CRSP value-weighted portfolio on day t;
gpk ¼ effect of event k (k ¼ 1,2,. . .,K) on portfolio p’s return; that is, g is an estimate of the

abnormal return on the portfolio on event date k; K is the total number of events examined,

which is three in this study;

16 As a sensitivity analysis, we also use the total BTD measure. This measure is highly correlated with PERMBTD,
and our results are similar. For brevity, these results are not tabulated.

17 We obtain similar results using the model employed by Donohoe and McGill (2011) that uses the Fama and
French (1993) three-factor model rather than the return on the CRSP value-weighted portfolio.
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Dkt¼ dummy variable for the kth event set equal to 1 during the three-day period (t¼�1, 0,þ1

relative to the announcement date), and 0 otherwise; and

ept ¼ random disturbance assumed to be both normal and independent of the explanatory

variables.

Equation (1) estimates the impact of the key pronouncements associated with Schedule UTP on

the sample firms. Equation (1) assumes the residuals are independent and identically distributed,

and stock returns are serially independent. Because Smith et al. (1986) suggest that the residuals are

not likely to be independent and identically distributed, we correct for possible time-series

heteroscedasticity by utilizing a procedure that allows the variance-covariance matrix of the

residuals to vary across observations (White 1980).

Cross-Sectional Variation in Stock Price Response

To investigate whether the impact of Schedule UTP pronouncements is a function of firm

characteristics associated with tax aggressiveness (i.e., to test H1a, H2a, H3a), we use the portfolio

weighting procedure developed by Sefcik and Thompson (1986) and used extensively in prior

literature (e.g., Espahbodi et al. 2002; Li et al. 2008; Donohoe and McGill 2011). This method

accounts for cross-sectional heteroscedasticity and cross-correlation of the residuals likely to occur

in the presence of common event dates. It also allows us to include information relating to the full

covariance matrix of the residuals in the analysis by creating separate portfolios for the

characteristics of interest (specifically, each firm’s tax aggressiveness characteristic). We then use

each portfolio to re-estimate Equation (1) where estimates of gpk reflect the effect of the pth tax

aggressiveness proxy on the stock-price reaction to the kth event.

This procedure involves three steps. First, we first create a matrix F that has a column of ones

and two columns of firm characteristics of interest, namely UTB and PERMBTD. This matrix is

defined as follows:

F ¼ ½1X2 . . . Xp�; ð2Þ

where Xp is an N 3 1 vector of the pth firm characteristic (P¼ 2 and N is the total number of firms

used to test H1a, H2a, and H3a).

Second, we create P¼ 2 sets of portfolio weights W and calculate the portfolio returns for each

day t (wRpt) for each set as follows:

W ¼ ðF 0FÞ�1F 0; ð3Þ
wRpt ¼ W 0

pRt; ð4Þ

where F is an N 3 P matrix defined in Equation (2); wRpt is the return for portfolio p on day t; Rt is

an N 3 1 vector of individual firms’ returns on day t (N is the total number of firms); and Wp
0 is a

pth row of portfolio weights that are influenced by the pth firm characteristic (a single column of F).

Each of the rows in matrix W represents a set of weights that are used in Equation (4) to compute

portfolio returns. Essentially, we create portfolios corresponding to each row, where the first is the

intercept and the others have returns influenced by only one firm characteristic (namely, UTB and

PERMBTD).

Third, we re-estimate Equation (1) as follows:

wRpt ¼ ap þ bpRmt þ
XK

k¼1

gpkDkt þ ept; ð5Þ

where wRpt is the weighted portfolio returns and the weight is based on the firm’s tax

aggressiveness measure. The estimates of gpk reflect the effect of the pth tax aggressiveness proxy
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on the stock-price reaction to the kth event. Because we are testing the association between returns

and the construct of tax aggressiveness rather than the incremental effect of each measure of tax

aggressiveness, we form weighted portfolio returns separately for each measure of tax

aggressiveness. This weighting procedure provides an opportunity to evaluate the relative

importance of different firm tax aggressiveness measures in explaining the stock price reaction to

announcements related to Schedule UTP.

Financial Reporting of UTBs

To investigate whether the amount of UTBs reported in the financial statements decreased

subsequent to the adoption of Schedule UTP, we add a fiscal year indicator variable to the Cazier et

al. (2009) model, which includes variables identified in prior research as determinants of tax

avoidance and/or tax reserves. Specifically, we estimate the following regression model for all firms

with available UTB and control variable data for years 2007 to 2010:

UTBt ¼ a0 þ a1FY2010t þ a2PTROAt þ a3SIZEt þ a4FORINCt þ a5R&Dt þ a6DAt

þ a7LEVt þ a8MTBt þ a9COVERAGEt þ a10SALESGRt þ a11CASH ETRt þ et; ð6Þ

where UTB is the balance of UTBs reported in the financial statements at the end of the fiscal year

scaled by lagged total assets. FY2010 is an indicator variable equal to 1 when the fiscal year ended

in 2010, and equal to 0 otherwise. H4 predicts a decrease in reported UTBs subsequent to the

adoption of Schedule UTP, so we expect a negative coefficient on FY2010, which would indicate a

decrease in the level of reported UTBs in 2010.

To control for non-discretionary changes in tax reserves, we include control variables that are

based on prior studies of tax avoidance and tax reserves (e.g., Cazier et al. 2009; Wilson 2009;

Lisowsky 2010).18 We include PTROA (pre-tax return on assets) and SIZE (total assets) because we

expect that large, profitable firms have greater ability and incentive to engage in tax planning that

involves significant uncertainty. We include FORINC (foreign sales to total sales) and R&D
because prior research suggests that firms with foreign operations and greater research and

development expenditures engage in more tax avoidance than other firms (Wilson 2009).19

Because UTBs are liabilities subject to managerial discretion, we also control for financial

reporting quality by controlling for discretionary accruals (DA) calculated by the modified Jones

model. We control for LEV (leverage) because prior research demonstrates an inverse relation

between leverage and aggressive tax planning (Wilson 2009). MTB (market to book ratio) and

SALESGR (sales growth) are used to control for growth, because growth firms are subject to greater

capital market pressure to meet market expectations and may engage in more aggressive tax

planning (e.g., Skinner and Sloan 2002).

COVERAGE (analyst coverage) is the number of analysts following the firm. Analyst coverage

is a form of monitoring that could reduce aggressive tax planning (MacDonald 2010). However,

greater visibility of the firm may lead to increased tax aggressiveness because increased coverage is

usually accompanied by increased pressure on managers to perform (Yu 2008); therefore, we make

no prediction about the effect of COVERAGE.20 Finally, because firms that avoid more income

18 Cazier et al. (2009) include selling and administrative expenses (SGA) as a control variable. We exclude SGA
because approximately 15 percent of our sample firms have missing values for this variable. Our results are
similar when we include SGA in Equation (6).

19 Furthermore, Shulman (2011) indicates research and development tax credit and transfer pricing are two of the
most common Schedule UTP reportable issues.

20 Prior research is mixed on the effect of analyst coverage and tax aggression. Frank et al. (2009) find a
significantly negative relationship between measures of tax avoidance (DTAX and book-tax differences) and
sell-side analysts tracking a firm. However, Cazier et al. (2009) do not find within their sample a negative
relationship between firms’ UTBs and analyst coverage.

Schedule UTP: Stock Price Reaction and Economic Consequences 35

Journal of the American Taxation Association
Spring 2013



taxes are more likely to require a tax contingency under FIN 48, we include CASH ETR in our

model to control for the effects of firm-specific tax-planning activities (Cazier et al. 2009).

FIN 48 requires firms to disclose changes in UTBs related to current-year tax positions, prior-

year tax positions, settlements with tax authorities, and statute of limitations expirations. Because

Schedule UTP (as eventually adopted) requires reporting only current-year additions to the UTB

balance, it is likely that firms will carefully consider additions to reported UTBs. As Cravath,

Swaine & Moore (2010, 2) note, the decision to create a reserve for a tax item will place that item

‘‘under a spotlight.’’ Therefore, it follows that firms will reduce their reported additions to UTB. To

investigate this notion, we expand Equation (6) to examine the additions to UTB (UTBADD) as

follows:

UTBADDt ¼ a0 þ a1FY2010t þ a2PTROAt þ a3SIZEt þ a4FORINCt þ a5R&Dt þ a6DAt

þ a7LEVt þ a8MTBt þ a9COVERAGEt þ a10SALESGRt þ a11CASH ETRt

þ a12UTBSETTLEt þ et; ð7Þ

where UTBADD is the amount of current-year additions to UTB disclosed in the UTB

reconciliation, scaled by ASSETSt�1, and UTBSETTLE is the amount of current-year settlements

disclosed in the UTB reconciliation, also scaled by ASSETSt�1. Cazier et al. (2009) document a

negative relation between UTBSETTLE and UTBADD. They suggest that this is consistent with

firms maintaining their tax contingencies as ‘‘cookie jar reserves’’ to facilitate future earnings

management. All other variables are as defined in Equation (6). A negative coefficient on FY2010
would indicate that additions to reported UTB were lower in 2010.

EMPIRICAL RESULTS

Descriptive Statistics for Stock Price Response Sample

Descriptive statistics for the stock price reaction sample are provided in Panel A of Table 2.

Mean reported UTBs are $54.4 million (UTB [millions]) and represent approximately 1.4 percent of

firms’ total assets (UTB [scaled]). Mean PERMBTD (0.048) is similar to prior studies (e.g.,

Frischmann et al. 2008). Panel B of Table 2 presents the industry distribution for the sample of

firms used to test H1–H3a. The manufacturing industry, which comprises 43 percent of our sample

firms, is the largest industry represented in our sample.

Stock Price Response

Table 3 presents the results from our tests of H1–H3a. Specifically, Column (1) of Table 3

presents the portfolio cumulative abnormal return (CAR) and robust standard errors (RSE) for our

dates of interest, where the CAR is the estimated coefficient gpk from Equation (1) in percentage

format (H1, H2, and H3). Columns (2) and (3) present the abnormal results from the estimation of

Equation (5) using portfolio weighted returns, where the tax aggressiveness measure is indicated in

the column heading. Columns (2) and (3) of Table 3 provide a direct test of whether the returns are

associated with tax aggressiveness (H1a, H2a, and H3a).

The results in Column (1) of Table 3 indicate there was a significant negative stock price

reaction for our sample of firms around the January 26, 2010 date (p , 0.001), which is consistent

with H1. The CAR for the January 26, 2010 date was �0.184 percent, which amounts to a $9.55

million decline in market value for the average sample firm (�0.184 percent 3 $5,191,000 average

market value of equity).

It is important to note that this finding is inconsistent with Edwards et al. (2010), who do not

document a significant stock price reaction to Announcement 2010-9. However, their sample is

limited to 260 of the S&P 500 firms, while our sample comprises all firms with assets greater than

$10 million. When we limit our sample December year-end S&P 500 firms, we find no significant

stock price reaction to the initial proposal of Schedule UTP (CAR ¼ 0.01, t ¼ 0.27), which is
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consistent with Edwards et al. (2010). This suggests that the news of Schedule UTP was more

significant for the smaller firms that are less likely to be currently under audit or subject to audit on

a continual basis.

The stock price reaction to Announcement 2010-30 on the April 19, 2010 date is insignificant

(p , 0.3246). This result is inconsistent with H2, suggesting that the draft and instructions to

Schedule UTP provided no new information to investors about firms’ future tax burdens and/or tax

compliance costs. Taken together with our results from tests of H1, this result suggests that

investors impounded negative perceptions of Schedule UTP into stock prices at the date of the first

announcement of Schedule UTP, which was January 26, 2010.

On the other hand, there is a significant positive stock price reaction around the September 24,

2010 date (p , 0.001). This result suggests that market participants view the relaxed requirements

of the final draft of Schedule UTP as positive news, and is consistent with H3. The CAR of 0.139

percent amounts to a $7.21 million increase in market value of equity for the average sample firm.

In sum, the results in Column (1) of Table 3 provide evidence that investors believed firms would

incur significant additional costs as a result of Schedule UTP upon the initial announcement of

TABLE 2

Descriptive Statistics for Stock Price Reaction Sample

Panel A: Descriptive Statistics

Variable n Mean Std. Dev. Q1 Median Q3

ASSETS 3,752 8,112.1 26,882.3 188.5 780.4 3,645.2

MVE 3,752 5,191.6 14,375.1 187.2 756.4 2,987.6

PTROA 3,752 0.052 0.188 0.006 0.059 0.126

UTB (millions) 2,869 54.40 182.9 0.30 3.40 21.40

UTB (scaled) 2,869 0.014 0.024 0.001 0.005 0.016

PERMBTD 2,627 0.048 0.101 0.004 0.021 0.059

Panel B: Industry Distribution

SIC Code Description Firms % of Firms

1–1499 Agriculture, Forestry, and Mining 212 6%

1500–1999 Construction 42 1%

2000–3999 Manufacturing 1,606 43%

4000–4999 Transportation and Communication 407 11%

5000–5999 Wholesale 360 10%

6000–6999 Financial Services 471 12%

7000–7999 Business and Personal Service 495 13%

8000–8999 Other Services 159 4%

Total 3,752 100%

This table presents descriptive statistics for the sample used to test the stock price response to the events leading to the
adoption of Schedule UTP. Panel A presents descriptive statistics for the stock price reaction sample. Panel B presents
the industry distribution of the stock price reaction sample.
See Appendix A for variable definitions and calculations.
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Schedule UTP on January 26, 2010, but that investors responded favorably to the final draft of

Schedule UTP in which many of the controversial provisions of the proposal were relaxed.21

Cross-Sectional Variation in Stock Price Response

To examine whether the stock price response to the news about Schedule UTP varies as a

function of tax aggressiveness, we use the portfolio weighting procedure described in Equation (4).

The reported cumulative abnormal portfolio returns are the coefficient estimates (in percentage

format) for each event indicator variable (gpk) in Equation (5). A positive (negative) and significant

TABLE 3

Stock Price Reaction to Events Affecting the Adoption of Schedule UTP

Event Date

Equally Weighted
Portfolio Returns

Weighted
Portfolio Returns

(1)
All Firms

CAR
(RSE)

(2)
UTB
CAR

(RSE)

(3)
PERMBTD

CAR
(RSE)

January 26, 2010 �0.184*** �0.143 �0.224

(0.0002) (0.0017) (0.0022)

April 19, 2010 �0.017 �0.278 �0.213***

(0.0002) (0.0059) (0.0011)

September 24, 2010 0.139*** 0.402** 0.347*

(0.0002) (0.0019) (0.0020)

n 3,752 2,869 2,627

*, **, *** Denote statistical significance at the 90, 95, and 99 percent confidence levels, respectively (two-tailed).
This table reports results for tests of the stock price response to the events leading to the adoption of Schedule UTP.
Column (1) presents the results of estimating the following equation (Equation (1)) for our sample firms:

Rpt ¼ ap þ bpRmt þ
XK

k¼1

gpkDkt þ ept:

The cumulative abnormal portfolio return (CAR) is the estimated coefficient gpk from Equation (1) in percentage format,
where Dkt is set equal to 1 for the three days surrounding each event of interest identified in Table 1, and 0 otherwise. We
use daily return observations from January 1, 2010 to December 31, 2010.
Columns (2) and (3) present the results of estimating Equation (5), below, for a weighted portfolio of firms:

wRpt ¼ ap þ bpRmt þ
XK

k¼1

gpkDkt þ ept;

where the weight is based on the metric indicated by the column heading and calculated by Equation (4), below,
following Sefcik and Thompson (1986):

wRpt ¼ W 0
pRit; where : W ¼ ðF 0FÞ�1F 0:

White (1980) standard errors are shown in parentheses below the coefficients.
See Appendix A for variable definitions and calculations.

21 As an additional analysis, we remove all firms with less than $100 million in assets, that is, those firms that were
not required to file Schedule UTP as a result of the relaxed provisions of Announcement 2010-75. We find that
the positive stock price reaction for firms with assets greater than $100 million persists and our results are not
driven by the positive reaction to firms with less than $100 million no longer being subject to Schedule UTP.
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association with the tax aggression measure indicates the more (less) tax aggressive the firm, the

more positive (negative) the market response.

Column (2) of Table 3 reports the results from Equation (5) using the level of reported UTBs as

our tax aggressiveness measure. Our results indicate that there was a negative association between

stock returns and level of reported UTBs around the first two event dates, but this association is not

statistically significant, which is inconsistent with H1a and H2a. However, we document a

significant positive association between the level of reported UTBs and stock returns on the

September 24 date, which is consistent with H3a. Additionally, Column (3) of Table 3 presents the

results from Equation (5) using PERMBTD as our tax aggressiveness measure. Once again, the

association between stock returns and PERMBTD is negative on January 26, but not statistically

significant. However, we do find that PERMBTD is negatively related to stock price reaction to

Announcement 2010-30 on April 19 (p , 0.001), which is consistent with H2a. Column (3) also

reveals that the level of PERMBTD is significantly positively related to Announcement 2010-75 on

September 24, 2010 (p , 0.001), which is consistent with H3a.

Overall, Table 3 suggests that at the initial announcement of Schedule UTP (January 26, 2010),

investors believed that Schedule UTP would increase firms’ future tax burdens and tax-compliance

costs, which is consistent with H1. Additionally, investors responded favorably to the relaxed

provisions of Schedule UTP that were announced on September 24, 2010, which is consistent with

H3. We find no significant association between stock price response and the release of the draft

Schedule UTP on April 19, 2010. The results also indicate that the stock price reaction to the

relaxed provisions of Schedule UTP is positively associated with both measures of tax

aggressiveness, but we find little support for our expectations that investors view Schedule UTP

to be particularly costly for firms with higher levels of reported UTBs and firms with higher

permanent book-tax differences. These findings lead to our fourth hypothesis that firms respond to

Schedule UTP by decreasing their level of reported UTBs.

Descriptive Statistics for UTB Reporting Sample

Descriptive statistics for the UTB reporting sample are provided in Panel A of Table 4. Mean

reported UTB (UTB millions) for our sample firms is $77.8 million, which is approximately 1.3

percent of lagged assets (UTB). Our sample firms had additions to UTB (UTBADD) of about $10.0

million (per year), on average, over the time period 2007 to 2010.

Panel B of Table 4 presents the Pearson correlations among regression variables UTB and

UTBADD for the UTB reporting sample. The correlation between FY2010 and both UTB and

UTBADD is negative (�0.01 and �0.05), but is only significant at the 0.05 or better level for

UTBADD, which suggests that additions to UTB were lower in 2010.

Panel C of Table 4 presents the industry distribution for the sample of firms used to test H4.

Manufacturing firms, wholesale, and service firms comprise 46 percent, 13 percent, and 13 percent

of our sample firms, respectively.

Financial Reporting of UTBs

Figure 1 graphs the average reported UTBs (in $ millions) by year for our sample firms. UTBs

increased from $68.5 million in 2006 to $81.7 million in 2009. In 2010, the reported UTBs

decreased to $79.3 million. It is important to note that while a decrease in reported UTBs of just

over $2 million may not appear significant, reported UTBs had increased, on average 6 percent per

year from 2006 to 2009. Applying this average increase to the 2009 balance, we would expect

reported UTBs in 2010 to be about $86.6 million. However, reported UTBs actually decreased by 3

percent in 2010 to $79.3 million. Our final set of tests examines the significance of this decrease in

UTBs reported in the financial statements following the release of Schedule UTP.
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TABLE 4

Descriptive Statistics for UTB Reporting Sample

Panel A: Descriptive Statistics for UTB Reporting Sample

Variable n Mean Std. Dev. Q1 Median Q3

UTB (millions) 5,068 77.846 234.462 1.798 7.816 40.000

UTBADD (millions) 5,068 9.995 33.762 0.000 0.600 4.129

UTB 5,068 0.013 0.018 0.002 0.007 0.017

UTBADD 5,068 0.002 0.003 0.000 0.001 0.002

UTBSETTLE 5,068 �0.001 0.003 0.000 0.000 0.000

FY2010 5,068 0.250 0.433 0.000 0.000 1.000

PTROA 5,068 0.061 0.131 0.004 0.062 0.127

SIZE 5,068 7.363 1.648 6.121 7.157 8.443

FORINC 5,068 0.377 0.785 0.000 0.052 0.512

R&D 5,068 0.029 0.054 0.000 0.000 0.032

DA 5,068 �0.075 2.761 �0.108 0.010 0.124

LEV 5,068 0.250 0.255 0.038 0.198 0.369

MTB 5,068 2.323 3.342 1.060 1.731 2.840

COVERAGE 5,068 7.785 6.824 2.000 6.000 12.000

SALESGR 5,068 0.109 0.231 �0.004 0.069 0.164

CASH ETR 5,068 0.246 0.199 0.106 0.237 0.332

Panel B: Pearson Correlations

UTB
UTB-
ADD

UTB-
SETTLE

FY-
2010

PT-
ROA SIZE

FOR-
INC R&D DA LEV MTB

COVER-
AGE

SALES-
GR

UTBADD 0.60
UTBSETTLE �0.16�0.12
FY2010 �0.01�0.05 �0.00

PTROA 0.05 0.14 �0.02 0.07
SIZE �0.01 0.03 �0.07 0.02 0.06
FORINC 0.14 0.09 �0.05 �0.01�0.04 0.06
R&D 0.33 0.26 �0.08 0.00�0.06�0.19 0.14
DA �0.01�0.00 0.00 �0.02�0.01�0.00 0.00 0.02

LEV �0.05�0.05 0.03 �0.00�0.11 0.21�0.01�0.22 0.03
MTB 0.05 0.08 �0.02 �0.01 0.23 0.01�0.01 0.12�0.01�0.05
COVERAGE 0.07 0.11 �0.05 0.08 0.23 0.51�0.01 0.06 0.04�0.05 0.17
SALESGR �0.06 0.03 0.08 �0.13 0.13�0.01 0.00 0.12 0.02 0.11 0.11 0.08
CASH ETR �0.09�0.06 �0.04 0.01 0.06�0.00 0.02�0.18�0.00�0.08�0.03 �0.03 �0.13

Panel C: Industry Distribution

SIC Code Description Obs. Firms % of Firms

1–1499 Agriculture, Forestry, and Mining 256 63 5%

1500–1999 Construction 52 13 1%

2000–3999 Manufacturing 2,308 577 46%

4000–4999 Transportation and Communication 448 112 9%

5000–5999 Wholesale 648 162 13%

6000–6999 Financial Services 476 119 9%

7000–7999 Business and Personal Service 656 164 13%

8000–8999 Other Services 224 56 4%

Total 5,068 1,266 100%

(continued on next page)
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Table 5 presents the results from our tests of H4. Column (1) of Table 5 shows the results from

the estimation of Equation (6), where we regress UTB on FY2010 and determinants of UTBs. The

coefficient on FY2010 is negative and significant at the 0.01 level, which suggests that after

controlling for firm characteristics associated with UTBs from prior research (Cazier et al. 2009;

Lisowsky et al. 2011), UTBs were significantly lower in 2010.22 These results provide evidence

that the level of reported UTBs decreased subsequent to the adoption of Schedule UTP.

TABLE 4 (continued)

This table presents descriptive statistics for the sample used to test for a decrease in reported UTBs following the
promulgation of Schedule UTP. Panel A presents descriptive statistics for the variables used in multivariate analysis for the
UTB financial reporting sample. Panel B presents the correlations among variables used in the regression analysis where
bold denotes significance at p , 0.05 (two-tailed). Panel C presents the industry distribution for the UTB reporting sample.
See Appendix A for variable definitions and calculations.

FIGURE 1
Reported UTBs for Sample Firms

This figure plots mean values of reported UTBs (unscaled) for our financial reporting sample (1,267 firms) for

the period 2006–2010.
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TABLE 5

OLS Regressions Investigating Levels of UTBs and Additions to UTBs around the Release of
Schedule UTP

(1)
UTB

(2)
UTBADD

Intercept �0.00775*** 0.00028

(0.00233) (0.00028)

FY2010 �0.00152*** �0.00050***

(0.00032) (0.00007)

PTROA 0.01230*** 0.00370***

(0.00395) (0.00063)

SIZE 0.00024 0.00007*

(0.00031) (0.00004)

FORINC 0.00231*** 0.00022***

(0.00044) (0.00007)

R&D 0.11243*** 0.01529***

(0.01178) (0.00177)

DA �0.00014 �0.00001

(0.00009) (0.00002)

LEV 0.00299 0.00028

(0.00211) (0.00032)

MTB �0.00003 0.00001

(0.00014) (0.00002)

COVERAGE 0.00008 0.00002*

(0.00007) (0.00001)

SALESGR �0.00978*** �0.00042

(0.00168) (0.00032)

CASH ETR �0.00396** �0.00008

(0.00191) (0.00026)

SETTLE �0.11187***

(0.02543)

Obs. 5,068 5,068

R2 0.1396 0.1126

*, **, *** Denote statistical significance at the 90, 95, and 99 percent confidence levels, respectively; tests are one-tailed
for variables with a predicted sign, and two-tailed otherwise.

Column (1) presents the results of estimating the following equation (Equation (6)) for our sample firms with data
available for the years 2007–2010:

UTBt ¼ a0 þ a1FY2010t þ a2PTROAt þ a3SIZEt þ a4FORINCt þ a5R&Dt þ a6DAt þ a7LEVt þ a8MTBt

þ a9COVERAGEt þ a10SALESGRt þ a11CASH ETRt þ et:

Column (2) presents the results of estimating the following equation (Equation (7)) for our sample firms with data
available for the years 2007–2010:

UTBADDt ¼ a0 þ a1FY2010t þ a2PTROAt þ a3SIZEt þ a4FORINCt þ a5R&Dt þ a6DAt þ a7LEVt þ a8MTBt

þ a9COVERAGEt þ a10SALESGRt þ a11CASH ETRt þ a12UTBSETTLEt þ et:

White (1980) standard errors are shown in parentheses below the coefficients.
See Appendix A for variable definitions and calculations.
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We also note a significant association between R&D and UTB, which is consistent with recent

information about Schedule UTP that indicates research tax credits are the most common position

reported on Schedule UTP (Shulman 2011). The positive association between PTROA and FORINC
and UTB indicates that more profitable firms and firms with foreign operations are more likely to

report uncertain tax positions. We also document a negative association between CASH ETR and

UTB, which indicates that firms that engage in more tax planning/tax avoidance have higher levels

of reported UTBs (lower CASH ETR indicates higher tax avoidance).

Additions to UTB

Column (2) of Table 5 provides results from Equation (7). In this model, we regress UTBADD on

FY2010 and determinants of additions to UTB identified in prior research (Cazier et al. 2009). The

coefficient on FY2010 is negative and significant (p , 0.001). This suggests that additions to reported

current-year UTBs were significantly lower in 2010. This result supports the notion that firms carefully

considered uncertain tax positions taken in 2010 as a result of the potential increased scrutiny from the IRS.

We note similar significant associations between UTBADD and PTROA, FORINC, and R&D as

we did in Equation (6). There is also a negative association between settlements of UTB

(UTBSETTLE) and UTBADD.

Changes in UTBs

To ensure that our results are attributable to a change in reported UTBs, and not to changes in

the determinants of reported UTBs, we re-estimate Equation (6) using the change in UTB

(UTBCHANGE) as the dependent variable. We define UTBCHANGE as the ending balance of

UTBs reported in the financial statement footnotes minus the beginning balance of UTBs scaled by

ASSETSt�1. We regress UTBCHANGE on FY2010 and changes in the determinants of reported

UTBs as follows:23

UTBCHANGEt ¼ a0 þ a1FY2010t þ a2DPTROAt þ a3DSIZEt þ a4DFORINCt þ a5DR&Dt

þ a6DDAt þ a7DLEVt þ a8DMTBt þ a9DCOVERAGEt þ a10DSALESGRt

þ a11DCASH ETRt þ et: ð8Þ

Table 6 shows the results from the estimation of Equation (8), where we regress UTBCHANGE
on FY2010 and changes in the determinants of UTBs. The coefficient on FY2010 is negative and

significant at the 0.01 level, which suggests that after controlling for changes in firm characteristics

associated with UTBs from prior research (i.e., Cazier et al. 2009), the decrease in reported UTBs in

2010 is significant at the 0.01 level. These results provide evidence that the change in reported

UTBs subsequent to the adoption of Schedule UTP is not attributable to changes in other firm

characteristics associated with reported UTBs.

Supplemental Analyses

As is the case with any market event study, there is the possibility that significant economic

events occur in the estimation and event windows that confound our results. We have attempted to

alleviate these concerns through our research design, and through comprehensive search of news

22 We only include an indicator variable for 2010 because we are interested in the effect in 2010 versus all other
years. However, when we include year indicators for the other years, the coefficients on all year indicators except
for 2010 are insignificant, which provides assurance that our year indicator is not capturing other year-specific
events.

23 Changes in the determinants of reported UTBs are calculated as ending balance of the variable minus prior-year
ending balance of the variable.
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reports and the IRS website for additional dates where information about Schedule UTP was

announced. While we found no news items that would systematically affect our sample of firms or a

specific industry in our sample, we acknowledge that 2010 was a tumultuous year for the financial

services industry. To address the possibility that financial firms drive the results in our study, we re-

estimate our stock price reaction and financial reporting analyses after removing firms in the financial

industries (SIC 6000–6999). Our results are not sensitive to the exclusion of financial firms.

With a large sample of firms for our stock price response analysis, we expect any effects of

earnings announcements to randomize away. However, to eliminate the effect of any earnings

announcements during our dates of observation, we eliminate all firms that announced earnings in

the three days prior to or after one of our dates of observation. Our results using this sample are

TABLE 6

OLS Regressions Investigating the Change in UTBs Around the Release of Schedule UTP

UTBCHANGE

Intercept 0.00017

(0.00011)

FY2010 �0.00111***

(0.00020)

DPTROA �0.00245***

(0.00088)

DSIZE 0.00537***

(0.00055)

DFORINC 0.00001

(0.00006)

DR&D �0.00349

(0.00722)

DDA 0.00001

(0.00003)

DLEV �0.00061

(0.00071)

DMTB 0.00000

(0.00002)

DCOVERAGE 0.00003

(0.00003)

DSALESGR �0.00096

(0.00068)

DCASH ETR �0.00024

(0.00019)

Obs. 5,068

R2 0.0397

*, **, *** Denote statistical significance at the 90, 95, and 99 percent confidence levels, respectively; tests are one-tailed
for variables with a predicted sign, and two-tailed otherwise.

This table presents the results of estimating the following equation (Equation (8)) for our sample firms with data available
for the years 2007–2010:

UTBCHANGEt ¼ a0 þ a1DFY2010t þ a2DPTROAt þ a3DSIZEt þ a4DFORINCt þ a5DR&Dt þ a6DDAt

þ a7DLEVt þ a8DMTBt þ a9DCOVERAGEt þ a10DSALESGRt þ a11DCASH ETRt þ et:

White (1980) standard errors are shown in parentheses below the coefficients.
See Appendix A for variable definitions and calculations.
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similar to our primary results. This provides further assurance that our results are attributable to the

release of news about Schedule UTP.

SUMMARY AND CONCLUSIONS

In 2010, the IRS announced plans to adopt a new schedule (Schedule UTP) requiring firms to

disclose uncertain tax positions to the IRS. Former IRS Commissioner Lawrence Gibbs has called

Schedule UTP ‘‘the biggest change in tax administration in the last 50 years’’ (Harvey 2011). The

proposed reporting requirements of Schedule UTP could significantly increase costs to firms. We

provide evidence that investors believe Schedule UTP will increase costs to firms by documenting a

significant negative stock price reaction to the original announcement of Schedule UTP. We find

mixed evidence that investors believe that the costs will be higher for those firms that take more

aggressive tax positions. However, we find that investors reacted favorably to the final draft of

Schedule UTP, in which many of the more controversial provisions of the original pronouncement

were relaxed. In addition, we find that this positive reaction is significantly positively associated

with the tax aggressiveness of our sample firms.

Furthermore, we find that the firms decreased their reported UTBs in 2010, the first year after

Schedule UTP was adopted. This decrease is significant even after controlling for changes in other

determinants of UTBs. We provide evidence that the additions to UTBs were significantly lower in

2010, which suggests that firms recorded fewer UTBs subsequent to the announcement of Schedule

UTP. Taken together, these findings suggest that Schedule UTP had a direct effect on firms’

financial reporting decisions. This is consistent with recent reports about the initial filings of

Schedule UTP (cf. Shulman 2011).

Schedule UTP builds upon the requirements of FIN 48. FIN 48 raised concerns that the new

financial statement disclosure requirements could lead to increased tax costs for firms by providing

a ‘‘roadmap’’ for the IRS to more effectively identify and audit uncertain tax positions. Despite

these concerns, Frischmann et al. (2008) do not observe a significant negative stock price reaction

around any of the key pronouncements leading to the adoption of FIN 48. Additionally, they find

little evidence that stock returns around key pronouncement dates vary with measures of tax

aggressiveness. Our findings suggest that both investors and managers view Schedule UTP

(especially in its early proposed form) as a roadmap that will increase tax burdens on firms. We also

find that management responded to the adoption of Schedule UTP by reducing the level of UTBs

reported in the financial statements. Whether this change is a result of firms taking less uncertain tax

positions or simply reporting fewer uncertain tax positions is an issue for future research.

These findings should be of interest to academics because of the importance of Schedule UTP

and how Schedule UTP fits into the IRS’s goal to increase corporate tax transparency. These

findings should also be of interest to IRS officials and regulators, because Schedule UTP was

intended to reduce the tax gap. Additionally, our findings should be of interest to other tax

authorities that are considering adopting a version of Schedule UTP. For example, Australia is in

the process of adopting its own version of Schedule UTP (Australia’s version is referred to as

Schedule RTP), and certain state tax administrators in the United States are also considering

adopting a version of Schedule UTP (specifically, California and Alabama). Finally, because there

is a phase-in based on asset size, future research can examine the specific outcomes for firms that

are faced with the requirements of Schedule UTP as these phase-ins come to fruition.
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APPENDIX A

Variable Definitions

Variable
Variable

Definition Variable Data Source

ASSETS ¼ Total assets Compustat item AT

BTD ¼ Book-tax

differences

When PTINC is positive, Pre-Tax Income (Compustat item

PI) � Minority Interest Income (Compustat item MII) �
Decrease in Tax Loss Carryforward (Compustat item

TLCF) � (Federal Tax Expense [Compustat item

TXFED])/statutory tax rate (35 percent), scaled by ASSETS
CASH ETR ¼ Cash-effective tax

rate

Sum of five years’ Cash Tax Paid (Compustat item TXPD)/

(Sum of five years’ Pre-Tax Income [Compustat item PI] –

Sum of five years’ Special Items [Compustat item SPI])

COVERAGE ¼ Analyst coverage Number of analysts following firm within the I/B/E/S

database

DA ¼ Discretionary

accruals

Discretionary accruals calculated by modified Jones model

FORINC ¼ Foreign income

percentage

Compustat item PIFO/PI when PI . 0; FORINC ¼ absolute

value (PIFO/PI) when PI , 0 and PIFO . 0, and 0

otherwise

FY2010 ¼ Fiscal year 2010

indicator

Indicator variable equal to 1 when Compustat identifies firm’s

fiscal year-end as 2010 (FYEAR ¼ 2010), and 0 otherwise

LEV ¼ Leverage Total Debt (Compustat items DLTT þ DLC)/ASSETSt�1

MTB ¼ Market-to-book

ratio

Compustat items (CSHO � PRCC_F)/CEQ

MVE ¼ Market value of

equity

Compustat items CSHO � PRCC_F

PERMBTD ¼ Permanent book-

tax differences

BTD defined above � Deferred Income Taxes: Compustat

item (TXDI)/statutory tax rate (35 percent), scaled by

ASSETSt�1

PTROA ¼ Pretax return on

assets

Compustat items PIt/ASSETSt�1

R&D ¼ Research and

development

Compustat items XRDt/ASSETSt�1

SALESGR ¼ Sales growth Three-year average change in sales (Compustat item SALE)

SIZE ¼ Size Natural logarithm of ASSETS
UTB ¼ Unrecognized tax

benefits

The ending balance of UTBs reported in the financial

statement footnotes (Compustat item TXTUBEND, scaled

by ASSETSt�1)

UTBADD ¼ Additions to UTBs Current-year additions of UTBs disclosed in the UTB

reconciliation (Compustat item TXTUBPOSINC/ASSETSt�1)

UTBCHANGE ¼ Change in UTBs The ending balance of UTBs reported in the financial

statement footnotes (Compustat item TXTUBEND) minus

the beginning balance of UTBs (Compustat item

TXTUBBEGIN), scaled by ASSETSt�1

48 Abernathy, Davenport, and Rapley

Journal of the American Taxation Association
Spring 2013



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Average
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Average
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Average
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /CreateJDFFile false
  /Description <<
    /ENU ([Based on 'AP_Press'] Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        9
        9
        9
        9
      ]
      /ConvertColors /NoConversion
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
  /SyntheticBoldness 1.000000
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


