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Abstract:

We assess the usefulness of deferred tax expense in detecting earnings
management. Assuming greater discretion under GAAP than under tax rules,
and assuming managers exploit such discretion to manage income upward
primarily in ways that do not affect current taxable income, then such earnings
management will generate book-tax differences that increase deferred tax
expense.

Our results provide evidence consistent with deferred tax expense generally
being incrementally useful beyond total accruals and abnormal accruals derived
from two Jones-type models in detecting earnings management to avoid an
earnings decline and to avoid a loss. Only total accruals is incrementally useful in
detecting earnings management to meet analysts' earnings forecasts. Deferred
tax expense is more accurate than the accrual measures in classifying firm-years
as successfully avoiding a loss, whereas no one measure is more accurate in
classifying firm-years as avoiding an earnings decline or meeting analysts'
forecasts.

iComp LLC. WWW.integratedcompensation.com Phone: (480) 656-4243




