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Abstract

An Empirical Study on the Information Effects

of Deferred Taxes

Hye-Kyoung Kim

Department of Accounting
Graduated School

Cheju National University

This study uses an earnings capitalization model and the Ohlson
model to prove whether the earning that reflected deferred taxes or
those that did not reflect deferred taxes provides more useful
accounting information. In addition, it investigates whether investors
view the deferred tax asset as a real asset and the deferred tax
liability as a real liability. Also, it proves whether cash flow or EPS
including deferred taxes provides more useful information to users of
accounting information by classifying firms by accruals of deferred tax
amounts.

The results of the study are as follows. First, EPS including
deferred taxes can explain the behavior of security prices better than
EPS excluding deferred taxes.

Second, Investors recognize deferred tax asset as a real asset while it



1s difficult to recognize deferred tax liability as a real liability. Finally,
in case of classified firms by accruals of deferred tax amounts, EPS
including deferred taxes provides the relative value-relevant
information about security prices regardless of size of accruals of
deferred tax amounts. These results show earning that reflected

deferred taxes has an additional information contents.

Key Words : deferred taxes, the relative value-relevance, security

prices, EPS(earnings per share)
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