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		Abstract

		This study examines the empirical relation between voluntary participation in the Internal Revenue Service’s (IRS) Compliance Assurance Process (CAP) audit program, and tax uncertainty disclosed in financial statements pursuant to Financial Interpretation No. 48 (FIN 48). Based on the findings of prior analytical and empirical research, we formulate and test hypotheses about the likelihood of voluntary CAP participation and the resulting effect on FIN 48 tax reserves. We find that firms with moderate-sized FIN 48 reserves are more likely to participate in CAP than firms with either small or large reserves, indicating an inverted U-shaped relation between CAP participation rates and firms’ tax reserves. After controlling for non-random sample selection, we find that CAP firms significantly reduce their FIN 48 reserves by about 16.5% relative to non-CAP firms. However, this reduction is concentrated among firms with moderate-sized FIN 48 reserves. These cross-sectional differences are consistent with FIN 48 reserves reflecting both tax uncertainty and tax aggressiveness. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Compliance Assurance Process, CAP audit, FIN 48, ASC 740-10-25, tax reserve

	
	

	
    

    
	

	
	
		JEL Classification: M41, M42, M48, H25

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Beck,  Paul J. and Lisowsky,  Petro, Tax Uncertainty and Voluntary Real-Time Tax Audits (November 13, 2013). Accounting Review, Vol. 89 No. 3 2014: 867-901,  Available at SSRN: https://ssrn.com/abstract=1761343 or http://dx.doi.org/10.2139/ssrn.1761343 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Paul J. Beck

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Illinois at Urbana-Champaign - Department of Accountancy  ( email )

			

			
			
				
				
				
					1206 South Sixth Street
293 Commerce West
Champaign, IL  61820
United States
217-333-4563 (Phone)
217-244-3118 (Fax)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Petro Lisowsky (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Boston University Questrom School of Business  ( email )

			

			
			
				
				
				
					595 Commonwealth Avenue
Ste. 518H
Boston, MA  02215
United States
6173532661 (Phone)

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Norwegian Center for Taxation  ( email )

			

			
			
				
				
				
					Helleveien 30
Bergen, Bergen 5045
Norway

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      594

			

		
		
		
			Abstract Views

			    4,098

		

		
		 
		
			Rank

			   84,253

		

		
	


	
		
            
            	       10 Citations
		

	

	
		
			
				       26 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Financial Accounting eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Financial Accounting eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,566

                                    

                                    
                                        PAPERS

                                           18,569

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Ross L. Watts at Massachusetts Institute of Technology (MIT) - Sloan School of Management

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,569

                                    

                                    
                                        PAPERS

                                           40,902

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Empirical Tax Research in Accounting

                        
                            By
                                
                                
                                    
                                    Douglas A. Shackelford
                                     and 
                                
                                    
                                    Terry J. Shevlin
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Earnings Management: New Evidence Based on Deferred Tax Expense

                        
                            By
                                
                                
                                    
                                    John D. Phillips, 
                                    
                                
                                    
                                    Morton Pincus, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        An Evaluation of Alternative Measures of Corporate Tax Rates

                        
                            By
                                
                                
                                    
                                    George Plesko
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            The Persistence and Pricing of Earnings, Accruals, and Cash Flows When Firms Have Large Book-Tax Differences

                            
                                By
                                    
                                    
                                        
                                        Michelle Hanlon
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How Much Will Firms Pay for Earnings that Do Not Exist? Evidence of Taxes Paid on Allegedly Fraudulent Earnings

                            
                                By
                                    
                                    
                                        
                                        Merle Erickson, 
                                        
                                    
                                        
                                        Michelle Hanlon, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Tax Avoidance and High Powered Incentives

                            
                                By
                                    
                                    
                                        
                                        Mihir A. Desai
                                         and 
                                    
                                        
                                        Dhammika Dharmapala
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Corporate Tax Avoidance and High Powered Incentives

                            
                                By
                                    
                                    
                                        
                                        Dhammika Dharmapala
                                         and 
                                    
                                        
                                        Mihir A. Desai
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Relation between Financial and Tax Reporting Measures of Income

                            
                                By
                                    
                                    
                                        
                                        Gil B. Manzon, Jr.
                                         and 
                                    
                                        
                                        George Plesko
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            What Can We Infer About a Firm's Taxable Income from its Financial Statements?

                            
                                By
                                    
                                    
                                        
                                        Michelle Hanlon
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
			
				
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.105 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
