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Tax Imputation Effect on Capital
Structure-A Comparison between
High-tech and Traditional Industries

Jung-Hua HUNG, YI-Pine KUO, WEen-Hua HSIAO"

ABSTRACT

This paper investigates the financing behavior of high-tech and traditional industries based on the view of
capital structure theory . After tax imputation, shareholders only pay the income tax for dividends, we expect
the firms will use more equity finance. At the same time, 10% tax imposed on the retained earnings will lead to
a rise of the cost of internal fund, thereby decreasing the retained earnings. Following the methods used by
Watson and Wilson(2002) as well as Claggett(1991), we found that the financing policy of high-tech firms is
consistent with that of the trade-off theory in both methods but traditional firms only fits the trade-off theory
in Goodman-Kruskal gamma test, which was used by Claggett(1991).Neither industry follows the pecking order
theory. The market timing theory plays an important role when explaining the capital structure of companies.

Tax imputation changes firms’ financing preference.
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