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PERM, [—0.0159 |—0.0621 |—0.0438 0.9403™  0.0205 | —0.9885""| —0.0901"|  1.0000




AA|HRIO|2F AFERIO| &l 7

oEy 27

CE 11> 7|Yr=ol mE 7|™¥e AEEA(AS)
Panel B: S 27(¢ (2569
EL Yit1 EPS, EPSB; TEPS; TAX BTD; TEMP; PERM;
Yoot 1.0000
EPS, 0.5650""*|  1.0000
EPSB 05715 0.9817""| 10000
TEPS, 0.56007|  0.8009""| 0.8446™| 1.0000
TAX, 0.4984™  0.7850""| 0.8885"| 0.8185™| 1.0000
BTD, 0.0433 0.3584"|  0.3128™| —0.2430|  0.1544"| 1.0000
TEMP, 0.0258 | —0.3233""| —0.4107""| —0.1255™"| —0.5575""| —0.5144™"|  1.0000
PERM, —0.0690° | 0.0001 0.1366™|  0.3663™| 0.4445™"| —0.4116™| —0.5696™" 1.0000
Panel C: th 27| (2347
Mo Yit1 EPS, EPSB; TEPS; TAX BTD; TEMP; PERM;
Yeir 1.0000
EPS, 0.7501°"| " 1.0000
EPSB 0.7716™|  0.9915™| 1.0000
TEPS, 0.7382"|  0.8372"| 0.8691""| 1.0000
TAX, 0.7665™|  0.8930"| 0.9438"| 0.8827"| 1.0000
BTD, 0.11227 | 03571 031277 —0.1978""| 0.1754™| 1.0000
TEMP, | —0.1528" —0.3651""| —0.3844™"| —0.1320™ | —0.4038""| —0.5084™| 1.0000
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2 F AeS AT 24, 7199 o]Z2AA FFA Ao Hiks GAIAR] Aoldl] o3 o] 9]
S & Zolghe o4 WES HAFHCE HAFL ol FAAE MRS AR 8AE0]
o] 7R E HHE o A AAR] HHEE o] 8T F USS ANSE Aot} AlA, 7]
TAE o 3)A 0]} A5 Afoldnt op gl YA Rfe] e} FTA Aol(R| YA A
tol) ARE FAFOEMN JArAgAEC] 7199 7 ¢ HEE FEHRI AAR S & 5 s
£ g} ghthe 32‘1‘75. AlAFE (policy implication) S A5H 02 KT},

e & A7t 2E 2 U7 SRS AR SMA] frolgteiof gtk AA, 34 o]
o7} 4*1]*5«1 Zo], A F Aol 2E|al QJHAAte] FH e tigh X HE3E w48 fls) A
THES /AR 371902 sl cnR A7 AAE vt AA7IHeE YRS
71719l SAI7E Atk FF AFlME Z2GAT VIR 0E SAA 24T daTt vk &
A, RS AFse BAANA r-studencgho] 125 2Fse RES FUAZ B AASGEY
olgigh ST AAWHL tF-Ee] AaATFeA AEatal e WHol7|e AN ApejAlo] UK
NP h= Aol At
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The Effects of Temporary Differences,
Permanent Differences, and Firm Characteristics
on Value Relevance of Earnings

Cheol Hwan Kim" - Kyu An Jeon™

{Abstract>
The Objective of this study is to examine the effects of book—tax earnings differences, temporary
differences and permanent differences on value relevance. The research samples are 1,730 KOSPI
(Korea Composite Stock Price Index) listed firms and research period is 5—years from 2000 to 2004.
I use Ohlson(1995) model as a main research model. My study is motivated primarily by recent
fraudulent accounts and academic research demonstrating the role of book —tax earnings differences.
There are two lists of book—tax earnings differences : temporary differences, permanent differences.
I define book—tax earnings differences that after deducting income before income tax expense to each
business year taxable income, dividing by weighted average current stocks number. The differences between
book and taxable income may be large in spite of both book and taxable being prepared on an accrual basis.

The main empirical results are followed :

First, I find that income companies have the value relevance temporary differences than permanent
differences and loss companies can not compare the value relevance between temporary differences
and permanent differences. Second, The companies that book income are bigger(smaller) than taxable
income have the value relevance temporary differences than permanent differences. Third, middle size
companies have the value relevance temporary differences than permanent differences after companies
sort by size. Finally, I study that the firm—years with large book —tax earnings differences have value
relevance that are less than firm—years with small book—tax earnings differences. Concisely, I find that
managers use the temporal differences than the permanent differences when they manage earnings.

The contributions of this study are as follows.

First, the information of book—tax earnings differences, temporary differences and permanent
differences would likely provide additional information that would assist the information users

including investors that they analysis value relevance.
Second, I indicate the empirical results that have the value relevance temporary differences than

permanent differences when the companies do earnings management.

<Key words> Book —tax earnings differences, temporary differences, permanent differences, income during
each fiscal year, value relevance
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