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Introduction 

Firms can engage in various tax planning opportunities to minimize their overall tax burden.  Among these various 

opportunities, tax-motivated loss-shifting, examined by Erickson, Heitzman, and Zhang (2013), represents a unique setting 

where firm incentives likely conflict with chief executive officer (CEO) incentives.  Since Erickson et al., (2013) use GAAP 

earnings as a proxy for tax loss reporting, firms that engage in tax-motivated loss-shifting must report a loss for financial 

reporting purposes.  Thus, a conflict in firm and CEO incentives arises because, while net operating losses (NOLs) can 

result in positive cash inflows for firms, financial losses impose significant personal risk to the CEO, including reduced 

financial compensation and limited future employment opportunities.  Compensation committees can offset this personal 

risk by altering the CEO’s compensation structure to shield the CEO from negative consequences.  As such, we examine a 

corollary question that arises from Erickson et al.,’s (2013) results: does the CEO’s earnings-based compensation change 

before tax-motivated loss-shifting? 

Extant research indicates that CEO compensation is associated with firms’ opportunities for tax planning (Newman 1989) 

and tax planning effectiveness (Gaertner, 2014).  However, neither of these studies examines the role that CEO 

compensation plays in encouraging tax planning that imposes a personal cost to the CEOs tenure.  Extant research provides 

consistent evidence that CEO cash-based compensation is associated with current period earnings (Lambert and Larcker, 

1987; Sloan 1993; Natarajan, 1996; and Gaver and Gaver, 1998).  Thus, unless something is done to structure the CEO’s 

compensation contract, a CEO may receive lower cash-based compensation if they report losses for tax purposes.  The 

CEO’s stock-based compensation may also be reduced due to loss reporting (Leone, Wu, and Zimmerman, 2006).  Finally, 

the CEO may face increased turnover risk by reporting a loss (Ghosh and Wang, 2014).  Facing these significant personal 

costs, a CEO may be reluctant to engage in tax-motivated loss-shifting, even if it yields a net positive cash inflow needed 

for a financially constrained firm’s survival, in addition to preserving the CEO’s tenure and reputation.  Thus, a firm will 

structure the compensation plan in a manner like when they incur income-decreasing strategic expenditures (Duru, Iyengar, 

and Thevaranjan, 2002).  However, if the firm has other methods to motivate the CEO, then we might not expect to see a 

change in CEO cash compensation, prior to tax-motivated loss-shifting. 

To provide U.S. tax law perspective, IRC Section 172 (a) permits firms, which report a NOL in the current period, to carry 

the loss back two-years and forward twenty-years.1  A current period NOL, which offsets the prior year’s income, results in 

a refund of previously paid taxes before 2018, which yields a positive cash inflow to the firm.  Understanding Section 172, 

and the motivation firms have to carryback NOLs, Erickson et al., (2013) develop a method to estimate the amount of NOL 

carryback capacity, based on analyst projected losses.  Erickson et al., (2013) identify firms that engage in tax-motivated 

loss-shifting by the amount of NOL carryback capacity they must yield a tax refund.  We follow Erickson et al., (2013) to 

identify a set of firms who engage in tax-motivated loss-shifting from 1994 to 2013.   

We estimate the association between firms identified as engaging in tax-motivated loss-shifting and the percentage change 

in cash-based CEO compensation.  The results indicate that tax-motivated loss-shifting does not have a statistically 

significant association with changes in CEO cash compensation.  To further explore whether our results appear to be 

suggesting that firms have other methods to motivate CEOs to engage in tax-motivated loss-shifting, or whether the tax-

                                                           
1 After 2017, the carry back is eliminated, and there is no limitation on carryforward years. 
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motivated loss-shifting appears to be consistent with poor performance, we examine the difference in the percentage change 

of CEO cash compensation between loss firms with tax-motivated loss-shifting incentives and financially distressed firms 

without.  These results indicate no significant difference in the percentage change of CEO cash compensation between firms 

identified as engaging in tax-motivated loss-shifting and firms identified as not.  Thus, our results suggest that firms 

identified as engaging in tax-motivated loss-shifting do not shield CEO compensation any differently than other financially 

distressed firms without tax-motivated loss-shifting. 

This article makes three contributions to the extant literature.  First, our research expands existing research on executive 

compensation by focusing attention on the role CEO compensation has in motivating CEOs to engage in tax-motivated loss-

shifting.  Our results are particularly interesting because they are inconsistent with firms’ shielding of CEO compensation, 

despite the potential benefit that a firm has by shifting losses for tax purposes.  This result is inconsistent with the findings 

of Duru et al., (2002) who provide evidence that firms shield CEO compensation to offset income-decreasing strategic 

expenditures.  Future research may consider why firms are willing to shield CEO compensation to offset income-decreasing 

strategic expenditures, but are unwilling to shield CEO compensation to obtain the cash benefits from tax-motivating loss-

shifting.   

Second, prior literature shows that CEO after-tax compensation incentives increase corporate tax avoidance (Newman, 1989; 

Gaertner, 2014) when the expected tax savings exceed the incremental cash compensation paid for CEOs.  Our results 

indicate that firms do not share positive cash flows generated from tax-motivated loss-shifting with the CEO through 

increased cash compensation.  Future research may wish to consider whether there are other ways that firms may shield the 

CEO from the potential negative consequences of loss reporting when the firm can benefit from tax-motivated loss-shifting. 

Finally, this article contributes to research which examines a wide variety of factors that influence firms’ tax avoidance, 

such as executive characteristics, board structure, and tax department orientation (Chen, Cheng, Cheng, and Shevlin, 2010; 

Dyreng, Hanlon, and Maydew, 2010; Robinson, Sikes, and Weaver, 2010).  More specifically, our results contribute to the 

research on the interesting setting of NOL reporting by firms with unrefunded tax incentives begun by Erickson et al., (2013). 

Our results are also likely of interest to regulators and firms’ compensation committees and shareholders.  Regulators are 

concerned about whether loss reporting appears to be the result of substantial business activities, or merely tax-motivated 

loss-shifting.  Our results, which are inconsistent with firms shielding CEO compensation, indicate that firms’ loss reporting 

is not solely the result of tax-motivated loss-shifting.  Thus, regulators may not need to divert an inordinate amount of their 

precious resources to firms that report losses.  On the other hand, the potential positive cash flow benefit, which firms gain 

through tax-motivated loss-shifting, may motivate firms’ compensation committees and shareholders to reexamine the 

practice of shielding CEO compensation.  Duru et al.,’s (2002) findings suggest that firms’ compensation committees 

already shield CEO compensation to offset income-decreasing expenditures.  Thus, our results may motivate firms’ 

compensation committees to extend the practice of shielding CEO compensation for tax-motivated loss-shifting. 

The remainder of the article is organized as follows.  The next part discusses the background to NOL and book-tax 

differences, the related literature, and develops the hypothesis.  Following, presents the research design.  The next section 

discusses the sample selection, descriptive statistics, and results from empirical testing of the hypothesis.  Finally, 

conclusion. 

Background and Hypothesis Development 

Net Operating Losses and Tax-Motivated Loss-shifting 

A significant stream of research examines the determinants of firms’ tax avoidance.2  While the majority of this research 

provides evidence that various firm characteristics determine firms’ tax avoidance, there is a limited stream of research 

examining NOL reporting.   

Section 172 of the U.S. tax code permits firms to deduct NOLs by offsetting the current year’s loss against any income 

reported in prior taxable years, commonly referred to as the carryback period.  Extant research indicates that firms 

strategically carryback NOLs around the time that tax laws change.  Maydew (1997) provides evidence that firms 

strategically increase their NOL carrybacks by accelerating the recognition of Selling, General, and Administrative (SG&A) 

expenses following the passage of the Tax Reform Act of 1986 (TRA 1986), that reduced tax rates.  Similarly, the Taxpayer 

                                                           
2 See Shackelford and Shevlin (2001), and Hanlon and Heitzman (2010) for literature reviews.  
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Relief Act of 1997 (TRA 1997) reduced the NOL carryback period from three years to two years, which incentivized firms 

to accelerate loss recognition in 1997, to avoid losing a refund of taxes paid in 1994 (Albring, Dhaliwal, Khurana, and 

Pereira, 2011).  Albring et al., (2011) provide evidence that firms engaged in higher (lower) levels of income-decreasing 

(income-increasing) earnings management in 1997.   

Erickson et al., (2013) innovate beyond the previous research by recognizing that firms may be manipulating NOLs beyond 

periods surrounding tax law changes.  The deduction of NOLs from prior-year tax returns generates a positive cash inflow 

to firms, by creating a tax refund from the IRS.  Erickson et al., (2013) note that the positive cash inflow from NOL 

deductions can be especially beneficial for financially constrained firms.  Thus, firms may be encouraged to engage in tax-

motivated loss-shifting, where the firm accelerates losses in the current year to maximize their tax refund (Erickson et al., 

2013).  Erickson et al.,’s (2013) evidence is consistent with their conjecture that firms will engage in short-term tax planning 

through tax-motivated loss-shifting. 

In summary, extant research indicates that firms strategically shift income/expense reporting to exploit the short-term 

benefits provided by NOL reporting.   

Financial and Tax Reporting 

Because tax returns are unobservable, Erickson et al., (2013) follow a long string of research which use GAAP earnings as 

a proxy for tax earnings (Scholes, Wilson, and Wolfson, 1992; Guenther, 1994; Maydew, 1997; Shane and Stock, 2006).  If 

tax reporting were completely disconnected from financial reporting, then firms would have an incentive to maximize 

financial earnings, while minimizing tax earnings.  Book-tax conformity rules limit firms’ ability to decouple tax and 

financial reporting, because the tax laws require GAAP conformity for many transactions (Guenther, Maydew, and Nutter, 

1997).  As such, it is unlikely that a firm will report a loss for financial reporting purposes, but not for income tax purposes.  

On the other hand, for particular transactions, tax laws depart from GAAP that result in book-tax differences.  The fact that 

book-tax differences are unobservable, implies that Erickson et al.,’s (2013) use of GAAP earnings as a proxy for tax NOL 

reporting may not capture all firms that report NOLs for tax purposes.  Namely, we cannot observe firms that claim an NOL 

for income tax purposes, but also report positive GAAP earnings.  Consequently, Erickson et al.,’s (2013) measure is likely 

limited to firms that jointly report NOLs for GAAP and income tax purposes. 

Financial Loss and Compensation Contracts 

Erickson et al., (2013) note that firms will conduct a cost-benefit analysis prior to engaging in tax-motivated loss-shifting.  

Specifically, Erickson et al., (2013) note that tax-motivated loss-shifting is unlikely to be beneficial for firms that are 

profitable, as tax-motivated loss-shifting will only increase the future tax liability of profitable firms.  Thus, Erickson et al., 

(2013) conclude that such tax-motivated loss-shifting will only beneficial to those in a loss position.  While this further 

justifies Erickson et al.,’s (2013) use of GAAP earnings as a proxy for NOL reporting, there is another dimension to the 

cost-benefit analysis raised by Erickson et al., (2013)—the CEO’s personal cost incurred from tax-motivated loss-shifting.   

CEOs who incur a loss for their firm, in turn have less short-term compensation, a loss of reputation, and potentially shorter 

tenure.  CEO cash-based compensation is associated with current period earnings (Lambert and Larker, 1987; Sloan, 1993; 

Natarajan, 1996; and Gaver and Gaver, 1998).  Thus, unless something is done to adjust the CEO’s compensation contract, 

the CEO receives less short-term cash-based and stock-based compensation (Leone et al., 2006).  Finally, the CEO faces a 

loss of reputation leading to increased turnover risk (Ghosh and Wang, 2014).  The case is even stronger for firms that are 

likely to continue incurring losses into the future, and not expect large profits in the future (Erickson et al., 2013), because 

profitable firms are less likely to shift losses to avoid paying higher future income taxes.  Empirical studies support these 

points by providing evidence that firms that fail to meet quarterly benchmarks have lower CEO compensation (Matsunaga 

and Park, 2001) and increased CEO turnover (Mergenthaler, Rajgopal, and Srinivasan, 2012). 

Hypothesis Development 

The previous three sub-sections indicate that while firms may realize potential positive benefits, CEOs suffer negative 

personal costs from tax-motivated loss-shifting.  Thus, CEO and shareholder incentives may be misaligned.  Beginning with 

Coase (1937), research across a multitude of disciplines examines the agency problem created by the separation of 

management and ownership of firms.3  Much of this literature provides evidence that CEO compensation is structured to 

                                                           
3 For a recent review of this research, refer to Armstrong, Guay, and Weber (2010). 
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better align CEO and shareholder incentives (Armstrong, Guay, Mehran, and Weber, 2016).  Several studies focus on how 

CEO compensation contracts align these incentives with respect to taxes (Newman, 1989; Phillips, 2003; Desai and 

Dharmapala, 2006; Armstrong, Blouin, and Larcker, 2012; Rego and Wilson, 2012).  Newman (1989) provides evidence 

that CEOs at multinational firms, and capital-intensive firms, are compensated by after-tax profits because there are more 

opportunities for income tax planning, such as available tax credits.   

Later research into the use of CEO compensation contracts does not consistently support the notion that CEO compensation 

is associated with lower effective tax rates.  Earlier studies fail to find evidence that after-tax earnings performance in CEO 

bonus plans is associated with reduced effective tax rates (ETRs) (Phillips, 2003), or that the level of CEO pay is associated 

with any measure of corporate tax avoidance (Armstrong et al., 2012).  However, Rego and Wilson (2012) find that stock 

option convexity is positively associated with tax aggressiveness, suggesting that stock option-based compensation 

motivates managers to undertake risky tax projects.  By extending Newman (1989) and re-examining Phillips (2003), 

Gaertner (2014) finds a negative relation between CEO after-tax compensation incentives and ETRs, and a positive relation 

between the after-tax incentives and CEO cash compensation.  These findings suggest that compensating CEOs on after-

tax performance leads to greater tax planning effectiveness.   

However, these studies examine situations where tax planning is not personally costly to the CEO.  Relatedly, Duru et al., 

(2002) examine a situation where firms stand to benefit from income-decreasing strategic expenditures.  The CEOs of these 

firms, like the tax-motivated loss-shifting scenario examined in our study, potentially suffer personal costs associated with 

incurring income-decreasing strategic expenditures.  Duru et al., (2002) find that these firms shield CEO cash-based 

compensation, which offsets the potential negative personal costs that CEOs suffer to benefit the firms.  Thus, we expect 

that firms, which can benefit from tax-motivated loss-shifting, will shield their CEOs cash-based compensation.  This 

shielding leads to our hypothesis, stated below.   

H1: Loss firms that can benefit from tax-motivated loss-shifting exhibit relatively higher positive changes to CEO 

cash-based compensation, compared to firms without tax-motivated loss-shifting. 

Loss firms, without tax-motivated loss shifting, serve as a necessary benchmark to gauge CEO compensation shifting.  First, 

extant research indicates that CEO cash-based compensation is associated with current period earnings (Lambert and Larker, 

1987; Sloan, 1993; Natarajan, 1996; and Gaver and Gaver, 1998).  Furthermore, Matsunaga and Park (2001) provide 

evidence that CEO cash-based compensation will be reduced when firms report repeated poor financial performance.  Thus, 

to gauge whether CEO cash-based compensation shifting appears to be the result of tax-motivated loss shifting, changes in 

CEO cash-based compensation have to be benchmarked against any compensation changes that arise from poor financial 

performance.  We might not expect the firm to shield CEO compensation if the firm has other methods to motivate the CEO 

to engage in tax-motivated loss shifting.  For example, CEOs, facing the possibility of reporting a loss may report a large 

loss.  Such big bath behavior benefits CEOs by lowering their future earnings targets (Henry and Schmid, 2001).4 

Alternatively, we might not expect to see shield behavior if the loss reporting is due to poor performance.  Thus, it is 

imperative to distinguish CEO compensation changes that encourage tax-motivated loss shifting from CEO compensation 

changes that arise from poor performance and big bath behavior.   

Research Design 

Tax Loss Carryback Capacity 

We start by following Erickson et al., (2013) to calculate tax loss carryback capacity (NOLC), which estimates the 

unrefunded tax payments in the earliest year of the carryback period, and which expires if the firm does not claim a refund 

in year t.  NOLC is an indicator variable equal to 1 if the firm in year t has unrefunded income tax payments in the earliest 

carry back year, and 0 otherwise, as defined in Appendix B.  We next identify a set of firms that report positive earnings in 

years t-1 and t-2, negative earnings in year t, and positive earnings in year t+1.  The variable (STR) is an indicator variable 

equal to 1 if in year t the firm has negative earnings, and the firm reports positive earnings in years t-2, t-1, and t+1.  This 

approach identifies a set of firms that in the current year potentially claim a refund of taxes paid in the prior year, has a 

corresponding amount of refundable taxes, and reports a profit in the year after the claim.   

In this study, we are interested in firms that report a loss due to tax-motivated loss shifting where the firm may have to 

shield the CEOs compensation.  However, firms may not need to shield CEO compensation if the loss reporting has other 

                                                           
4 Jordan and Clark (2015) provide evidence that big bath behavior by new CEOs has waned in recent years. 
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benefits to the CEO.  For example, CEOs facing financial loss reporting may be motivated to take a big bath.  While a big 

bath may result in a firm being able to take advantage of NOL carryback provisions, the firm may not need to shield the 

CEOs compensation, because the big bath may result in future benefits to the CEO, such as lower earnings targets (Henry 

and Schmidt, 2001).  Thus, after identifying firms with an NOLC, we separate firms into three groups.   

The first group, the tax incentive group, identifies firms where the loss reported in year t is less than, or slightly above, the 

positive earnings reported in years t-1 and t-2.  We expect that firms in this group have a positive change in CEO cash-based 

compensation in year t.  The second group, the big bath group, identifies firms where the loss reported in year t is 

substantially greater than the combined positive earnings reported in years t-1 and t-2.  Here, we expect that firms in this 

group have no change in CEO cash-based compensation in year t.  The final group, labeled the profit group, identifies firms 

that report positive earnings in year t, despite having an NOLC.  Here we expect that firms in this group have a decrease in 

cash-based compensation in year t.  The comparison group are firms that report a loss in year t and do not have an NOLC 

(NOLC=0).   

To compute the cut-off point between firms in the tax incentive group and the big bath group, we rely on the median absolute 

value of the ratio of the sum of the profits in years t-2 and t-1 to the loss in year t.  The median absolute value of the ratio 

of the sum of the profits in years t-2 and t-1 to the loss in year t is 0.73 for the tax incentive group and 1.41 for the big bath 

group.  These cutoffs are rounded to 0.75 and 1.50, respectively.  They are specified by equations (1) and (2), for the tax 

incentive group and the big bath group, respectively, as follows: 

 (𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−2 + 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−1)*0.75 >= - 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡                                                      (1) 

and  

 (𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−2 + 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−1)*1.50 >= - 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡  

> (𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−2 + 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠𝑡−1)*0.75                                                                               (2). 

Using these firm groupings, we identify three indicator variables of interest that represent the three respective groups.  TAX 

INCENTIVE is equal to 1 if a firm has a relatively small loss reported in year t (STR = 1 and equation (1) holds) and has tax 

loss carryback capacity (NOLC = 1).  BIG BATH is equal to 1 if a firm has a relatively large loss reported in year t (STR = 

1 and equation (2) holds) and has tax loss carryback capacity (NOLC = 1).  PROFIT is equal to 1 if a firm has positive 

earnings in year t (STR=0) and has tax loss carryback capacity (NOLC = 1). 

Earning-Based Compensation 

To measure the change in CEO cash-based compensation, we use four different methods.  Variable names from Execucomp 

are shown in bold and in parentheses.  The first two methods calculate the percentage change in cash-based CEO 

compensation between years t and t-1 as follows: 

𝐶𝐴𝑆𝐻_𝐶𝐻𝐴𝑁𝐺𝐸𝑖,𝑡 =
𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡  +   𝐵𝑜𝑛𝑢𝑠𝑖,𝑡   

𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡−1  +  𝐵𝑜𝑛𝑢𝑠𝑖,𝑡−1  
− 1                                                             (3)  

and 

𝐶𝐴𝑆𝐻_𝐶𝐻𝐴𝑁𝐺𝐸_𝐼𝑁𝐶𝑖,𝑡 =
𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡  +  𝐵𝑜𝑛𝑢𝑠𝑖,𝑡  + 𝑁𝑜𝑛𝐸𝑞_𝐼𝑛𝑐𝑒𝑛𝑡𝑖,𝑡 

𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡−1 +  𝐵𝑜𝑛𝑢𝑠𝑖,𝑡−1 +  𝑁𝑜𝑛𝐸𝑞_𝐼𝑛𝑐𝑒𝑛𝑡𝑖,𝑡−1
− 1             (4).   

The first method, CASH_CHANGE, uses Salary (SALARY) and Bonus (BONUS).  The second method, CASH_CHANGE_ 

INC, follows Gaertner (2014) by including all cash-based compensation (including non-equity incentives): Salary, Bonus 

and NonEq_Incent (NONEQ_INCENT).  The third method, CASHCHANGE_SBORINC, follows Seidman and Stomberg 

(2012), and is similar to CASH_CHANGE, except that NonEq_Incent is used if Bonus is missing.   

The fourth method, CASH_WEIGHT, is calculated as the percentage change in CEO salary and bonus in years t and t-1, 

weighted for stock options and restricted stock units.  CASH_WEIGHT is calculated as follows: 
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𝐶𝐴𝑆𝐻_𝑊𝐸𝐼𝐺𝐻𝑇𝑖,𝑡

=
𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡  +  𝐵𝑜𝑛𝑢𝑠𝑖,𝑡 

𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡 + 𝐵𝑜𝑛𝑢𝑠𝑖,𝑡 + 𝑂𝑝𝑡𝑖𝑜𝑛𝑠𝑖,𝑡  +  𝑅𝑆𝑈𝑖,𝑡

−
𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡−1  +  𝐵𝑜𝑛𝑢𝑠𝑖,𝑡−1 

𝑆𝑎𝑙𝑎𝑟𝑦𝑖,𝑡−1 + 𝐵𝑜𝑛𝑢𝑠𝑖,𝑡−1 +  𝑂𝑝𝑡𝑖𝑜𝑛𝑠𝑖,𝑡−1  +  𝑅𝑆𝑈𝑖,𝑡−1
                        (5).   

 

Options (OPTION_AWARDS_FV) is the fair value of stock options granted in the year.  RSU (STOCK_AWARDS_FV) 

is the fair value of restricted stock units granted in the year.   

To test our three hypotheses, we estimate equation (6) as follows:  

 𝐶_𝐶𝐻𝐴𝑁𝐺𝐸𝑖,𝑡   = 𝛽0  +  𝛽1 𝑇𝐴𝑋 𝐼𝑁𝐶𝐸𝑁𝑇𝐼𝑉𝐸 𝑖,𝑡 + 𝛽2 𝐵𝐼𝐺 𝐵𝐴𝑇𝐻 𝑖,𝑡−1    

 +  𝛽3 𝑃𝑅𝑂𝐹𝐼𝑇 𝑖,𝑡 +  𝛽4 𝐶𝑜𝑛𝑡𝑟𝑜𝑙 𝑉𝑎𝑟𝑖𝑎𝑏𝑙𝑒𝑠𝑖,𝑡             
                                    + 𝑌𝑒𝑎𝑟 𝐹𝑖𝑥𝑒𝑑 𝐸𝑓𝑓𝑒𝑐𝑡𝑠  +  𝑒𝑖,𝑡                                                                   (6) 

 

where C_CHANGE is one of four dependent variables: CASH_CHANGE, CASH_CHANGE_INC, 

CASH_CHANGE_SBORINC, or CASH_WEIGHT.  Each dependent variable is estimated in separate OLS 

regressions.  The main variables of interest are TAX INCENTIVE, BIG BATH, and PROFIT.  The coefficient on 

TAX INCENTIVE (BIG BATH) [PROFIT] represents the percentage change in CEO cash-based compensation 

associated with TAX INCENTIVE (BIG BATH) [PROFIT]. 

For further analysis, we examine the coefficient difference between TAX INCENTIVE and BIG BATH, and TAX INCENTIVE 

and PROFIT.  We predict that NOL reporting should lead to a relatively higher cash-based compensation for CEOs of loss 

firms with tax incentives (i.e., TAX INCENTIVE) than that of loss firms with financial difficulty (i.e., BIG BATH) because 

CEOs receive other benefits (easier future earnings targets) from reporting a big bath.  As such, 𝛽1 should be greater than 

𝛽2.  We predict that NOL reporting should lead to relatively higher cash-based compensation for CEOs of loss firms with 

tax incentives than firms that continue to report positive earnings despite having an NOLC.  As such 𝛽1 should also be 

greater than 𝛽3.   

Control Variables 

We control for several temporal and firm-level controls used in extant research, including firm size (SIZE), research and 

development (R&D), leverage (LEVERAGE), intangible assets (INTANGIBLE), foreign operations (FOREIGN_OPE), CEO 

tenure (TENURE), and advertising expense (ADVERTISING).  Variable definitions are in Appendix A. 

The SIZE variable controls for possible economies of scale related to tax planning as well as for variation in the political 

costs of tax planning (Gupta and Newberry, 1997).  Research and development (R&D) is included because additional 

research and development tax credits reduce the firm’s effective tax rate (Berger, 1993).  Leverage (LEVERAGE) controls 

for differences in tax planning opportunities related to capital structure decisions (Gupta and Newberry, 1997).  The ratio 

of intangible assets to total assets (INTANGIBLE) controls for possible income-shifting from high- to low-tax jurisdictions 

(Desai and Hines, 2002).  Foreign operations, an indicator for whether the firm has foreign operations (FOREIGN_OPE), 

controls for additional tax planning opportunities for multinational entities (Dyreng et al., 2010).  CEO tenure (TENURE) 

controls for CEO entrenchment, which may lead to higher cash compensation.  Finally, advertising expenses 

(ADVERTISING) control for financial constraints, which increase the need for a tax refund from prior years.  

Empirical Results 

Data 

We begin with a sample of firm-year observations from 1994–2013 that intersect the Compustat, ExecuComp, and CRSP 

databases for U.S. incorporated firms in industries other than financial services and utilities, and with non-missing total 

assets values.  We use 1994 as a starting point because the implementation of SFAS No. 109 in 1992 significantly changed 

accounting for income taxes, and we require three-years prior to year t for estimating NOLC.  To be included in the final 
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sample, the firm-year observations must have non-missing values for all variables equation (6), and have an SIC code.  Our 

final sample consists of 15,250 firm-year observations.   

Descriptive Statistics 

Table 1 displays descriptive statistics for the full sample (15,250 firm-years).  Variable definitions are in Appendix A.  Mean 

CEO cash-based compensation (CASH_COMP) is $1.672 million.  Approximately 2.9 percent of firms with refundable tax 

payments (TAX INCENTIVE+ BIG BATH) have an incentive to report negative earnings, which is like reported by Erickson 

et al.  (2013).  On average, 75.4 percent of firms report some profit three years in a row (t-2 through t) (PROFIT).  Mean 

CASHCHANGE is 26.3 percent.  The mean for ADVERTISING is 1.1 percent, which is consistent with Dyreng et al., (2010).  

The means of FOREIGN_OPE and LEVERAGE are 57.2 percent and 17.1 percent, respectively; while the standard 

deviations of FOREIGN_OPE and LEVERAGE are 49.5 percent and 15.5 percent, respectively; which are close to those in 

Dyreng et al., (2010).  Mean intangible assets represent 15.7 percent of total assets; while average CEO tenure is 8.59 years.  

The means of BOOK_TO_MARKET and SIZE ADJUSTED RETURN is 60.4 percent and 4.9 percent, respectively.  Overall, 

we conclude our variables are consistent with prior studies.  [see Table 1, pg 148] 

Correlation Matrix 

Table 2 presents the Spearman correlation matrix of the dependent and independent variables.  The correlations between 

the TAX INCENTIVE variable and the dependent variables (CASHCHANGE, CASHCHANGE_INC, and 

CASHCHANGE_SBORINC) are all negative and statistically significant at p<0.05.  The BIG BATH variable also is 

negatively correlated with CASHCHANGE, CASHCHANGE_INC, and CASHCHANGE_SBORINC, but the correlation is 

weaker than those with TAX INCENTIVE.  PROFIT firms are positively correlated with CASHCHANGE, 

CASHCHANGE_INC, CASHCHANGE_SBORINC, and CASH_WEIGHT, but they are not statistically significant at p<0.05.  

While these correlations are not in the predicted direction, multivariate analysis is necessary to test our hypothesis.  [see 

Table 2, pg 149] 

Multivariate Analysis 

Table 3 presents the results from estimating equation (6) with each of the four dependent variables (CASHCHANGE, 

CASHCHANGE_INC, CASHCHANGE_SBORINC, and CASH_WEIGHT).  All p-values are reported as two-tailed, and 

standard errors are clustered by firm and year to mitigate correlation of residuals across firms and across time (Peterson 

2009; Gow, Ormazabal, and Taylor, 2010).  To support our hypothesis, we expect that the coefficients on TAX INCENTIVE 

is positive. 

Examining the regression results when CASHCHANGE is the dependent variable, the coefficient on TAX INCENTIVE is 

0.301 (p=0.38), indicating that the percentage change of cash-based compensation increases by 30.1 percent in years when 

a loss firm has a tax-based incentive to accelerate losses.  However, the coefficient on TAX_INCENTIVE is not statistically 

significant.  The difference in the percentage of cash-based compensation between loss firms with tax-motivated loss 

shifting incentive (TAX_INCENTIVE) and loss firms with financial difficulty (BIG BATH) is 0.702 (p=0.57).   But the 

difference is still not statistically significant.  The result is also not significant when CASH_COMP_INC, 

CASHCHANGE_SBORINC, and CASH_WEIGHT are chosen as the dependent variable.  Thus, we fail to support H1, 

suggesting that the change in CEO cash-based compensation for loss firms with NOLC is no different from loss firms 

without NOLC.   

Further analysis shows that the coefficient on BIG BATH is positive but not statistically significant from zero, for all four 

measures of change in CEO cash-based compensation.  These results suggest that the change CEO cash-based compensation 

for big-bath firms with NOLC are no different from loss firms without.  For additional analysis, the difference in the 

coefficients on TAX_INCENTIVE and BIG BATH is not statistically significant from zero for all four dependent variables.  

These results suggest that firms with NOLC incentives do not alter their CEOs’ cash-based compensation any differently, 

regardless of the size of the loss reported in year t.  These results are consistent with either the CEO having other incentives 

to report a small loss when a NOLC incentive is present, or the reported loss in year t reflects firm performance rather than 

tax-motivated loss-shifting. 

Moreover, Table 3 shows that the coefficient on PROFIT is negative when the dependent variables are CASHCHANGE, 

CASHCHANGE_INC, and CASHCHANGE_SBORINC, and they are at least statistically significant at p<0.05 (one-tailed).  

However, when the dependent variable is CASH_WEIGHT, the coefficient is not statistically significant.  Overall, these 
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results suggest that profitable firms with a NOLC are associated with a decrease in CEO cash-based compensation, 

compared to loss firms without.  This finding is consistent with both Erickson et al.,’s (2013) statement that profitable 

growth firms are unlikely to benefit from tax-motivated loss-shifting and Li and Kuo’s (2017) findings that growth firms 

may prefer equity-based compensation.  For further analysis, the difference in the coefficients on TAX_INCENTIVE and 

PROFIT is not statistically different from zero.  This result again supports the notion that either CEOs have other incentives 

to report a small loss or profit when a NOLC incentive is present, or the loss reported in year t is the result of firm 

performance rather than tax-motivated loss-shifting.  [see Table 3 pg 151] 

While our time-period was initially set with respect to SFAS No. 109, there are a variety of events that occurred during our 

sample period that may influence the association between tax-motivated loss-shifting and CEO compensation.  Thus, we 

partition the sample into three distinct time-periods: 1994–2001; 2002–2005; and 2006–2013.  The first sample period ends 

in 2001 to exclude the effects of the Sarbanes Oxley Act of 2002 (SOX).  SOX was passed in 2002 in reaction to high profile 

corporate and accounting scandals, including Enron, WorldCom, and Arthur Andersen.  The passage of SOX in 2002 

affected companies’ corporate governance, internal control, boardroom diversity, corporate culture, tax shelters, and so on.  

Therefore, separating pre- and post-SOX eras provides further insight on changes in corporate governance on changes in a 

company’s tax policy and CEO compensation.  Thus, the second sample period is from 2002 to 2005 before the next major 

economic event in 2006.   

The next economic event starts the third sample in 2006 for two reasons.  The first reason is that 2006 coincides with the 

introduction of enhanced compensation disclosure requirements mandated by SEC Release No. 33-8732A.  These enhanced 

disclosure requirements potentially impact CEO compensation.  The second reason is that 2006 coincides with the beginning 

of the U.S. housing market collapsed and ends in 2013 shortly after the global recession ended.  The housing market collapse 

in 2006 was followed in 2007 by the subprime mortgage market beginning to display an increasing rate of mortgage defaults.  

The financial crisis played a significant role in the failure of businesses, decline in consumer wealth, and the downturn in 

economic activity, which lead to the 2008–2012 global recession.  Because the crisis had an extensive effect on the U.S. 

and global economy, companies faced a range of risks that needed to be managed, including operational, strategic, and 

market risks.  A company’s corporate governance procedures and policies, reporting strategies, and tax strategies were likely 

influenced by the profound financial crisis.  Thus, firms may have been willing to encourage more tax-motivated loss-

shifting during this period. 

Table 4 presents results from estimating equation (6) for the three time-periods and for each of the four dependent variables 

(CASHCHANGE, CASHCHANGE_INC, CASHCHANGE_SBORINC, and CASH_WEIGHT).  As seen on Table 4, the only 

results that show statistical significance are from the 2006–2013 period.  The direction and significance for the coefficient 

on PROFIT are consistent with the results presented in Table 3, suggesting that our results for profit firms with NOLC are 

driven by the 2006–2013 period.  Interestingly, the coefficient on TAX INCENTIVE is also negative and statistically 

significant during the 2006–2013 period, regardless of how the change in CEO cash-based compensation is measured.  This 

evidence is inconsistent with the notion that firms shield CEO compensation to encourage tax-motivated loss-shifting, but 

it is consistent with the notion that CEO compensation is associated with current period earnings (Lambert and Larcker, 

1987; Sloan, 1993; Natarajan, 1996; and Gaver and Gaver, 1998).  Furthermore, firms with a tax-motivated loss-shifting 

incentive (TAX_INCENTIVE) have a statistically significant greater decrease in CEO cash-based compensation than profit 

firms with loss carryback capacity (PROFIT).  This evidence is also consistent with the notion that the CEO compensation 

of firms with tax-motivated loss-shifting incentives is associated with current period earnings. 

Overall, the results in Tables 3 and 4 do not support the prediction that firms with tax-motivated loss-shifting incentives 

increase cash compensation to CEOs for bearing additional risk.  Instead, the results show that accelerating a firm’s loss 

recognition, when they expect to benefit from receiving a refund of prior years’ taxes, does not change the cash-based 

compensation earned by a CEO.  Therefore, either NOL reporting is motivated by the financial difficulty that the firm is 

encountering, or the CEO has means outside of the compensation contract to benefit from the tax-motivated loss-shifting.  

[see Table 4 pg 152] 

Conclusion 

In the study, we investigate whether CEO compensation plans affect tax-motivated loss-shifting.  Specifically, we examine 

whether there is an increase in the percentage of cash-based (i.e., earnings-based) CEO compensation before firms report a 

NOL consistent with tax-motivated loss-shifting.  We follow Erickson et al., (2013) and measure tax-motivated loss-shifting 

by identifying firms that have loss carryback capacity and report a small loss in the current year.  We further identify two 
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other types of firms that have loss carryback capacity: (1) those that engage in big bath behavior and report large losses; 

and, (2) those that report a profit despite having a loss carryback capacity.  Our results are inconsistent with the notion that 

firms with loss carryback capacity shield the CEOs compensation by increasing cash-based compensation.  Instead, our 

results are consistent with CEO cash-based compensation being associated with current period earnings (Lambert and 

Larcker, 1987; Sloan, 1993; Natarajan, 1996; and Gaver and Gaver, 1998).  Our results are consistent with either firms with 

loss carryback capacity and small reported losses reflecting actual poor performance, or that the CEO has means outside of 

the compensation contract to benefit from tax-motivated loss-shifting.   

While the results show no relation between CEO cash-based compensation changes and tax loss carryback incentives, they 

should be interpreted with care.  The major limitation of this study is that we cannot observe actual losses for income tax 

purposes, like Erickson et al., (2013).  However, firm incentives typically motivate reporting losses for both financial and 

tax purposes if the firm has a loss.   

Notwithstanding this limitation, our results encourage additional research into areas where firm incentives associated with 

tax minimization conflict with CEO incentives surrounding risk imposition.  Tax strategies can often be risky.  While firms 

are risk-neutral, CEOs are typically considered risk-averse.  Thus, future research can examine whether our inability to 

demonstrate shielding behavior is unique to the temporary setting that surrounds tax-motivated loss-shifting.  Outside of 

research, firms’ governance structures may benefit from our analysis.  Specifically, as Erickson et al., (2013) note, some 

firms stand to benefit from tax-motivated loss-shifting.  Our results might suggest that firms could improve their benefits 

from tax-motivated loss-shifting by altering CEO cash-based compensation to shield CEOs from the personal risk associated 

with this temporary tax planning avenue.   

Finally, our results may be of interest to regulators.  Financial statement regulators are often concerned with upward earnings 

management; however, tax regulators are often concerned with downward earnings management.  Our results do not support 

the notion that tax-motivated loss-shifting is encouraged by shielding CEO compensation.  Thus, our results are consistent 

with firms reporting losses, even when the firm has a NOL carryback capacity, due to poor performance rather than through 

accelerated expense recognition.  Given the limited, and shrinking resources available to the Internal Revenue Service, our 

results indicate that efficient allocation of resources may result in audit effort being directed away from firms with financial 

and tax losses. 
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Variable Definition

Dependent variable:

CASHCHANGE Percentage change in CEO cash compensation, excluding non-equity incentive, measured as 

((SALARY t +BONUS t )/(SALARY t-1 +BONUS t-1 ))-1.

CASHCHANGE_INC Percentage change in CEO cash compensation, including non-equity incentive, measured as 

((SALARY t +BONUS t +NONEQ_INCENT t )/(SALARY t-1 +BONUS t-1 +NONEQ_INCENT t-1 ))-1.

CASHCHANGE_SBORINC Percentage change in CEO cash compensation. If BONUS  missing, then use (NONEQ_INCENT ).

CASH_WEIGHT Weight change in CEO cash compensation, measured as ((SALARY t +BONUS t )/ 

(SALARY t +BONUS t +STOCK_AWARDS t +OPTION_AWARDS t )) - ((SALARY t-1 +BONUS t-1 )/ 

(SALARY t-1 +BONUS t-1 +STOCK_AWARDS t-1 +OPTION_AWARDS t-1 )).

Variable(s) of interest:

NOLC 1 if a firm has an estimate of potentially unrefunded tax payments on income in the earliest carryback 

year, and 0 otherwise.

STR 1 if in year t the firm has negative earnings, and in years t-1, t-2, and t+1 the firm reports positive 

earnings, and 0 otherwise.

TAX INCENTIVE 1 if STR  equal 1, and loss in current year is less than or equal to 75% of prior two years, and NOLC 

equal to 1.

BIG BATH 1 if STR  equal 1, and loss in current year is greater than 75% but less than or equal to 150% of prior 

two years, and NOLC equal to 1

PROFIT 1 if NOLC  equal 1. Firms report profit in the currrent three years. The currrent three years is the 

current year and the two prior years (t-2, t-1, and t).

Other variables:

CASH_COMP Natual logarithm of CEO cash compensation, excluding non-equity incentive, measured as 

(SALARY +BONUS ).

CASH_COMP_INC Natual logarithm of CEO cash compensation, including non-equity incentive (e.g., performance pay), 

measured as (SALARY +BONUS +NONEQ_INCENT ).

R&D Research and development expense, measured as (XRD ) divided by net sales (SALE ); when missing, 

reset to 0.

LEVERAGE The leverage ratio, measured as (DLTT ) divided by total assets (AT ).

INTANGIBLE The ratio of intangible assets (INTAN ) to total assets (AT ).

FOREIGN_OPE 1 if a firm has a non-missing, non-zero value for pre-tax income from foreign operations (PIFO ), and 0 

otherwise.

TENURE CEO tenure in years.

SIZE Natual logarithm of total assets (AT ).

ADVERTISING Advertising expense, measured as (XAD ) divided by net sales (SALE ); when missing, reset to 0;

BOOK_TO_MARKET Firms growth, measured as total assets (AT ) / (LT + (PRCC_F *CSHO )).

SIZE ADJUSTED RETURN Size-adjusted return calculated as the buy and hold return of the security less the buy and hold return of 

a size matched portfolio. Return accumulation begins in the fourth month of the second year after the 

fiscal year end of t.

Compustat definitions are italicized and in parentheses.

APPENDIX A

Variable Definitions
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APPENDIX B 

Calculating Net Operating Loss Carryback Capacity (NOLC) 

We follow Erickson et al., (2013) to estimate net operating loss carry back capacity (NOLC), which is the firm’s opportunity 

(i.e., capacity) to carry back operating losses.  Tax loss carryback capacity is an estimate of the unrefunded tax payments in 

the earliest carryback year that will expire if the firm does not claim a refund in year t.  

Firms can carry back net operating losses (NOLs) up to two years and carry forward NOLs up to twenty years:  

                          t-3                 t-2                 t-1                  t 

                                             

                         TI t-3                   TI t-2                  TI t-1                TI t 

To ensure that the firm can carry back losses incurred in year t against income in the earliest carryback year (t-2), we define 

taxable income (TI) as current tax expense divided by the top statutory tax rate (thirty-five percent).  The following function 

calculates the potential value of NOLC: 

NOLC = MAX {0, TI t-2 + MIN [0, TI t-1 + MAX (0, TI t-3)]}. 

Through the above function, we estimate the maximum amount of loss in year t that can be carried back to obtain a refund 

of t-2 taxes.  
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Panel A: Univariate Statistics

Variable N Mean Std. Dev. Q1 Median Q3

CASHCHANGE 15,250 0.263 2.951 -0.041 0.054 0.230

CASHCHANGE_INC 15,250 0.325 3.002 -0.077 0.084 0.314

CASHCHANGE_SBORINC 15,250 0.322 2.993 -0.079 0.082 0.312

CASH_WEIGHT 15,250 0.029 1.896 -0.144 -0.009 0.093

CASH_COMP ($MM) 15,250 1.672 2.101 0.683 1.139 2.000

TAX INCENTIVE 15,250 0.024 0.152 0.000 0.000 0.000

BIG BATH 15,250 0.005 0.072 0.000 0.000 0.000

PROFIT 15,250 0.754 0.431 1.000 1.000 1.000

TENURE 15,250 8.592 7.735 3.132 6.170 11.449

R&D 15,250 0.034 0.064 0.000 0.001 0.036

LEVERAGE 15,250 0.171 0.155 0.020 0.154 0.268

INTANGIBLE 15,250 0.157 0.173 0.007 0.095 0.252

FOREIGN_OPE 15,250 0.572 0.495 0.000 1.000 1.000

SIZE 15,250 7.336 1.532 6.217 7.173 8.311

ADVERTISING 15,250 0.011 0.026 0.000 0.000 0.009

BOOK_TO_MARKET 15,250 0.604 0.256 0.414 0.591 0.774

SIZE ADJUSTED RETURN 15,250 0.049 0.523 -0.208 -0.007 0.216

Table 1 presents descriptive statistics for the full sample. All variables presented are defined in Appendix A.

TABLE 1

Descriptive Statistics
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Panel A: Variable CASHCHANGE to CASH_COMP

CASHCHANGE

CASHCHANGE

_INC

CASHCHANGE

_SBORINC CASH_WEIGHT TAX INCENTIVE BIG BATH PROFIT CASH_COMP

CASHCHANGE 1

CASHCHANGE_INC 0.770 1

CASHCHANGE_SBORINC 0.753 0.951 1

CASH_WEIGHT 0.296 0.395 0.420 1

TAX INCENTIVE -0.050 -0.064 -0.061 -0.015 1

BIG BATH -0.023 -0.036 -0.031 -0.002 -0.011 1

PROFIT 0.007 0.009 0.006 0.002 -0.273 -0.127 1

CASH_COMP 0.141 0.258 0.245 0.110 -0.055 -0.030 0.069 1

TENURE -0.133 -0.133 -0.134 -0.030 0.002 0.001 0.029 -0.036

R&D 0.003 0.004 0.003 -0.005 0.030 -0.002 -0.056 -0.033

LEVERAGE 0.002 0.000 0.003 -0.001 0.024 0.017 -0.078 0.189

INTANGIBLE -0.047 -0.011 -0.011 0.009 0.007 0.020 0.045 0.241

FOREIGN_OPE -0.010 0.005 0.005 0.006 0.022 0.010 -0.024 0.226

SIZE -0.014 0.020 0.016 0.008 -0.005 -0.010 0.022 0.691

ADVERTISING -0.048 -0.024 -0.022 -0.002 -0.011 -0.008 0.044 0.118

BOOK_TO_MARKET -0.070 -0.097 -0.089 -0.004 0.070 0.065 -0.175 -0.035

SIZE ADJUSTED RETURN 0.202 0.258 0.252 0.083 -0.012 -0.042 0.043 0.139

Table 2 presents Spearman correlation coefficients. All variables presented are defined in Appendix A. Coefficient values in bold are statistically significant at the 0.05 level.

TABLE 2

Correlation Matrix
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Panel B: Variable TENURE to SIZE ADJUSTED RETURN

TENURE R&D LEVERAGE INTANGIBLE FOREIGN_OPE ASSETS ADVERTISING

BOOK_TO

_MARKET

SIZE 

ADJUSTED 

RETURN

TENURE 1

R&D -0.023 1

LEVERAGE -0.069 -0.243 1

INTANGIBLE -0.061 0.077 0.202 1

FOREIGN_OPE -0.054 0.375 -0.016 0.183 1

SIZE -0.120 -0.037 0.355 0.205 0.263 1

ADVERTISING -0.012 -0.045 -0.062 0.046 -0.019 0.056 1

BOOK_TO_MARKET -0.028 -0.275 0.364 0.068 -0.045 0.100 -0.116 1

SIZE ADJUSTED RETURN 0.009 0.020 -0.057 -0.001 0.022 0.012 0.009 -0.248 1

Table 2 presents Spearman correlation coefficients. All variables presented are defined in Appendix A. Coefficient values in bold are statistically significant at the 0.05 level.

TABLE 2 (continued)

Correlation Matrix
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Variable
a,b

Intercept 0.098 0.101 0.114 -0.178 *

TAX INCENTIVE (β1) 0.301 0.222 0.220 0.436

BIG BATH (β2) 1.003 0.928 0.943 -0.050

PROFIT (β3) -0.095 * -0.122 ** -0.124 ** 0.001

R&D 0.393 0.252 0.239 0.377

LEVERAGE -0.211 -0.218 -0.211 -0.088

INTANGIBLE -0.144 -0.182 -0.174 -0.101

FOREIGN_OPE -0.014 -0.017 -0.016 -0.001

TENURE -0.014 *** -0.016 *** -0.015 *** -0.003 ***

ADVERTISING 0.034 0.387 0.393 0.520

SIZE 0.032 * 0.040 ** 0.038 ** 0.013

BOOK_TO_MARKET 0.022 -0.029 -0.020 0.113 *

SIZE ADJUSTED RETURN 0.176 *** 0.217 *** 0.214 *** 0.076 **

Year Effect Yes Yes Yes Yes

R-squared 0.008 0.007 0.007 0.004

Diff. between β1 and β2 No No No No

Diff. between β1 and β3 No No No No

*, **, *** indicate statistical significance at 10 percent, 5 percent, and 1 percent, respectively.
a  

All variables are defined in Appendix A.  

The dependent variables are stated in the column heading.

An F-test is performed for differences between β1 and β2 and between β1 and β3.

TABLE 3

Analysis of Cash Compensation Changes  and Loss Carrybacks (Full Sample)

CASHCHANGE 

Coefficient

CASHCHANGE

_INC         

Coefficient

CASHCHANGE_

SBORINC 

Coefficient

CASH_         

WEIGHT 

Coefficient

(n = 15,250)

b  
All p-values are based on two-tailed tests and are calculated based on standard errors that are clustered by firm 

and year (Peterson 2009; Gow et al. 2010).  
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Variable
a,b

Year: 1994 - 2001 (n = 6,706)

TAX INCENTIVE (β1) 0.732 0.732 0.732 0.866

BIG BATH (β2) -0.183 -0.183 -0.183 -0.039

PROFIT (β3) -0.056 -0.056 -0.056 0.014

Control Variables Yes Yes Yes Yes

Year Effect Yes Yes Yes Yes

R-squared 0.008 0.008 0.008 0.008

Diff. between β1 and β2 No No No No

Diff. between β1 and β3 No No No No

Year: 2002 - 2005 (n = 3,335)

TAX INCENTIVE (β1) 1.775 1.775 1.775 1.714

BIG BATH (β2) -0.084 -0.084 -0.084 -0.173

PROFIT (β3) -0.083 -0.083 -0.083 -0.018

Control Variables Yes Yes Yes Yes

Year Effect Yes Yes Yes Yes

R-squared 0.011 0.011 0.011 0.012

Diff. between β1 and β2 No No No No

Diff. between β1 and β3 No No No No

Year: 2006 - 2013 (n = 5,209)

TAX INCENTIVE (β1) -0.242 *** -0.467 *** -0.473 *** -0.116 ***

BIG BATH (β2) 2.717 2.520 2.557 -0.038

PROFIT (β3) -0.128 * -0.200 ** -0.205 *** -0.002

Control Variables Yes Yes Yes Yes

Year Effect Yes Yes Yes Yes

R-squared 0.019 0.017 0.017 0.008

Diff. between β1 and β2 No No No No

Diff. between β1 and β3 Yes *** Yes *** Yes *** Yes ***

*, **, *** indicate statistical significance at 10 percent, 5 percent, and 1 percent, respectively.
a  

All variables are defined in Appendix A.  

The dependent variables are stated in the column heading.

An F-test is performed for differences between β1 and β2 and between β1 and β3.

b  
All p-values are based on two-tailed tests and are calculated based on standard errors that are clustered by firm 

and year (Peterson 2009; Gow et al. 2010).  

TABLE 4

Analysis of Cash Compensation Changes  and Loss Carrybacks (Partitioned Sample)

CASHCHANGE 

Coefficient

CASHCHANGE

_INC         

Coefficient

CASHCHANGE_

SBORINC 

Coefficient

CASH_         

WEIGHT 

Coefficient


