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(E 6 SEHQIMHSHD} o|AX|E4H ¢k 3|7 2MZ 1)
B¥ EPC, = a + a ETC, + a, DMETC, + a5 BIG, + a; COMP, + a5 LEV,
+ ag CFO, + a; SIZE, + ag SIND; + ay SYRg + e

B 5 <28 4—1> <28 4-2> <28 4-3> <28 4—4>
(N=779) E™HA 70 FHAF(7 EH A7 EH A7
Intercept 1.183 (1.58) 1.194 (1.59) 1.162 (1.55) 1.227 (1.64)°
ETC, —8.824 (1.66)" 15.109 (1.05) 0.781 (0.10) 4349 (0.50)

DM, *ETC, —27.638 (1.79)"

DM, *ETC, —18.156 (1.74)"

DM, *ETC, —20.938 (1.94)
BIG, 0.263 (2.43)" 0.256 (2.37)" 0.266 (2.46)" 0263 .43)"
COMP, —2.418 (0.79) —2.521 (0.83) —2.350 (0.77) —2.336 (0.76)
LEV, 0.077 (0.27) 0.042 (0.14) 0.059 (0.20) 0.107 (0.37)
CFO, 2.671 (3.93)" 2.646 (3.90)™ 2,630 (3.88)™ 2601 (3.97)
SIZE, —0.045 (1.16) —0.043 (1.13) —0.045 (1.16) —0.047 (1.23)
FZk 2.81 2.83 2.83 2.86
A R 0.055 0.057 0.057 0.058

a Y A B A=y A= AeFelils.

b #rewen AL 03 frofalA ThEA) the FEARN A% 10%, 5% 1% FEAN
WA

EWAAAE HPTEETR - —ETR)} (F, PTEE od% WA
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RS &3hH 1, 2¥A] gkow 0%l grEs
BIG = od% = A

cd
COMP= tE AEFARAFAFAE We) T2,
LEVE od 8A—13 2k

CFO.= td YT EHA—1d A,

SIZE = ¢ In(EAh.

IND, & td 7|9—do] idksdel &3hd 1, 137 @ow
YR £ tid 7|—do] kiddl| &3pd 1, 232 oW 0
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CE 7> REHRINHSUO JHX Y SHZI

| == PD:, BVi—1 AE. OETC:,
(N=779) (pzd) (pzd) (pzd) (pt)
BV, , 0442
(0.000)
AE, 0.569 0.307
(0.000) (0.000)
OETC, 0.060 0.051 —0.053
(0.090) 0.157) (0.141)
NEG E, 0.017 —0.234 0.499 0.067
0.635) (0.000) (0.000) (0.060)

o

g B mEHel

Mt

—

SHI} APHY TER|

ol M

=
o =

Y& :PD, = by + b BV, + b, AE, + b; OETC, + b; DM*OETC, + bs NEG E,
+ by YR, + e
E <23y 61> <2y 6—2> <2d 6—3> <23 64>
(N=779) E™A " EHA D FEHA FEYASEN
Intercept 3392 (3.23)" 3486 (3.3 3424 (3.2 3370 (3.22)
BV, 0.087 @.37)™ 0.103 (.71 0.095 (5.27)"" 0.098 (5.48)
AE, 4016 (18.27)™ 3.664 (18.47)™ 3.725 (18.71)" 3,713 (18.71)
ETC, 3.127 3.52)™ 12.083 (3.76)™ 4.192 (4.46)™ 5.366 (4.57)™
DM, *OETC, —9.497 (2.86)""
DM, *OETC, —3.643 (2.03)"
DM; *OETC, —4.588 (2.52)"
NEG E, —4.526 (8.19)™ —4043 (8.10)™ —4.197 (8.39)™ —4.674 (862
FZk 103.26 100.49 99.40 100.01
RS 0.441 0472 0.469 0.471
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Effective Tax Changes, Earnings Persistence,

and Value Relevance

Hyunwoo Cho"

{Abstract>

This paper examines whether effective tax changes, defined as the change in effective tax rates
between current and last periods, multiplied by current period’s pre—tax earnings, affect earnings
persistence and firm value. Under current GAAP, income tax expenses are the sum of income tax
payable and deferred tax liabilities or the difference between income tax payable and deferred tax

assets.
Given that effective tax changes are determined by income tax payable and deferred tax

assets/liabilities, they could provide a chance to identify managerial discretion in earnings
management and tax management. These indicate that effective tax changes could reflect
managers’ opportunism.

We hypothesize that (1) the larger effective tax changes are, the lower earnings quality and (2)
the larger effective tax changes are, the less pricing multiple of earnings. We measure earnings
persistence as the first autocorrelation of abnormal earnings over two consecutive periods, as in
Ohlson (1995).

Empirical analyses are performed for the sample of 779 non—banking firms listed on Korean
Stock Exchange over the period of 2000—2002. The empirical results are summarized as follows.
First, earnings quality deteriorates as effective tax changes are larger and this is prominent for
firms that are more likely to manage earnings. Second, effective tax changes evaluated
revenue/gain(not expense/loss) in korean stock market. But pricing multiple of earnings become less
effective tax changes are larger and prevalent for firms that are more subject to earnings
management.

These results imply that effective tax changes have the economic means in valuating accounting
income and firm value. Thus, financial statement users could rely on such information to evaluate
quality of earnings and make their investment decision, and analysts should pay more attention to
the fact that earmings quality deteriorates as effective tax changes are larger. Also the results in
this study suggest that value relevance researcher should consider effective tax changes in addition

to firm characteristic factors.

<Key words> earnings persistence, effective tax changes, earnings quality, firm value
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