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A Multi-perspective Correlation Study between Deferred
Income Tax and Earnings Management

WANG Su-rong, ZHANG Chu-jie , FU Bo

Abstract: After the adoption of balance sheet liability method to cope with income tax, listed
companies may take advantages of the provisions of deferred income tax assets and liabilities to
manipulate the reported profits with the choice of accounting policies, the disposal of assets, the
government subsidies, etc. This paper uses descriptive statistics and econometric models, such as
basic Jones Model and ROE distribution method, to study the correlation between the reported
deferred income tax and the existence/level of earning management and the earnings quality. We
find that, there is a notable correlation between deferred income tax and earnings management,
though it only reveals a small portion of the earnings management behavior, much less than the
basic Jones Model does. In addition, the introduction of deferred income tax may weaken the
sustainability and predictability of the enterprises’ reported earnings.

Key words: deferred income tax; earnings management; earnings quality
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