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L g3 1,416 2,200 1.550
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(H b) cish golgol i3t M7t M| 7|ZHy et

; 18% 14% 12% 10% 8%
0 2.84% 4.75% 5.87% 6.92% 7.42%
1 2.52 4.30 5.36 6.37 6.88
2 2.24 3.88 4.89 5.86 6.36
3 1.98 3.50 4.45 5.38 5.86
4 1.75 3.15 4.04 4.92 5.39
5 1.55 2.83 3.67 4.50 4.94
(E 6) CIYst ALHRUSO| The X7} BAIo) TizkY wigh

t 60 5 50 48 %5
0 443% 5.12% 5.87% 6.19% 6.70%

1 404 467 5.3 566 6.13

2 367 4% 489 5.16 559

3 333 386 445 470 5,10

4 302 351 404 427 464

5 273 317 367 38 421

(B 7) clost BEUSHSO| S THRzEAIe] 72k e
t 42 40 31 B £
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. 40 % 30 % 20 %
0 8.06% 441% 0.76%
1 7.36 403 0.71
2 6.70 368 0.66
3 6.10 3.3 0.60
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5 502 2.76 050
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24 vigel AiE 2"

A B  c D A/B D/C
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Tax Savings from Asset Revaluations and
the Optimal Revaluation Timing

Woon-Oh Jung*
Abstract

This study attempts to find out the optimal asset revaluation timing when the tax
savings from the revaluation are maximized. Investigated also are the economic factors
that could affect the magnitude of the tax savings. Casual intuition suggests that asset
revaluations result in tax savings due to increased depreciation, but this study shows that
it is not always the case. However, if asset revaluations indeed yield positive tax savings,
the optimal revaluation timing is when asset value has substantially increased and is not
expected to further increase at a high rate. When a firm is legally entitled to asset
revaluation for the first time, it is common in practice that the firm's asset value has
already sufficiently risen and no further significant value increase is expected. It thus
follows that the optimal revaluation timing is usually when the firm is legally allowed to
do so for the first time. Economic factors affecting the size of the tax savings include
discount rate, corporate tax rate, increased asset value due to revaluations, the original
useful life of the asset, the time horizon over which the asset is to be retained in the firm
after revaluations, and the rate at which the asset’s value increases subsequent to
revaluations. There is no monotonic relation between discount rate and the tax savings:
as the discount rate goes up, the tax savings initially increase, but begin to dacline once
the discount rate has reached a certain level. On the other hand, the tax savings
increase, (1) as the corporate tax rate becomes higher, (2) as revaluations result in
greater asset value, (3) or as the decision horizon becomes longer. In contrast, the tax
savings decline in the useful life of the asset, in the remaining useful life at the time of
revaluation, or in the increasing rate of asset value subsequent to revaluation.
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