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Tax Regulation., Operation Related-party
Transactions and Firm Value

ZHU Kai'?,SUN Hong’

(1. Institute of Accounting and Finance, Shanghai University of Finance and
Economics s Shanghai 200433, China ;2. School of Accountancy s Shanghai
University of Finance and Economics s Shanghai 200433, China)

Abstract: This paper investigates the effect of tax regulation on operation related-party
transactions and market value of listed companies in China.State Administration of Taxa-
tion issued Implementation Regulations for Special Tax Adjustments (Trial) on August
1st, 2009, which means stronger tax regulation on operation related-party transactions. By
event study, it arrives at the following conclusions: firstly, after the issue of Implementa-
tion Regulations for Special Tax Adjustments (Trial), the operation related-party transac-
tions decrease significantly in listed companies; secondly, stock prices of listed companies
increase significantly on the day of the issue of Implementation Regulations for Special Tax
Adjustments (Trial), and the rise in stock prices is positively related with the volume of
operation related-party transactions. It shows that the advancement of tax regulation on
operation related-party transactions leads to the reduction in opportunistic related-party
transactions in listed companies, the improvement of corporate governance and the in-
crease in firm value.

Key words: tax regulation; operation related-party transaction; firm value; Imple-
mentation Regulations for Special Tax Adjustments
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