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A BES 3,635
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1999 146 48.99% 152 51.01% 298
2000 156 50.49% 153 49.51% 309
2001 168 54.55% 140 45.45% 308
2002 176 56.96% 133 43.04% 309
2003 184 6133% 116 38.67% 300
2004 225 60.81% 145 39.19% 370
2005 195 51.72% 182 48.28% 377
2006 220 52.01% 203 47.99% 423
2007 241 53.44% 210 46.56% 451
2008 248 50.61% 242 49.39% 490
37 1959  53.89% 1,676 46.11% 3,635
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1999 237 2,542 25,081 5,915 20,960 3,373 12,236
2000 257 3,595 31,054 7,185 26,812 3,590 13,918
2001 257 2,950 32,668 7,280 25,544 4,330 18,748
2002 259 1,993 29,333 6,638 19,526 4,646 20,428
2003 258 4,339 27,323 7,670 22,300 3,331 14,071
2004 316 2,908 23,173 6,611 18,176 3,702 12,671
2005 330 —2,968 29,906 5,841 15,813 8,809 27,118
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The Amount and Ratio of Valuation Allowance

for Deferred Tax Asset

Kim, Young Chul® - Kim, Woo Young"" - Ko, Jong Kwon"""

<{Abstract>

According to Statements of Korea Accounting Standards No. 16 : Accounting for Income Taxes,

if the realizability of deductible temporary differences, tax loss carryforward and tax credit
carryforward which are the components of deferred tax asset (hereinafter, deductible temporary
differences, etc.) is uncertain, we cannot recognize deferred tax asset in balance sheet.
Unrecognized deferred tax asset(hereinafter, valuation allowance) pertains to the valuation
allowance of deferred tax asset in SFAS No. 109 in the U.S., but it is not marked according to the
current Korea Accounting Standards in which net amount is marked after offsetting deferred tax
asset and debt. The valuation allowance of deferred tax asset is the result of realizability of
deductible temporary differences etc. and it is an important criterion for evaluating CEO's discretion.
This study aims at providing fundamental information for the study of realizability of deferred tax
asset through suggesting the amount and ratio of valuation allowance for deferred tax asset.

In this study, we select as sample manufacturing firms of KOSPI with closing in December
from 1999 to 2008, and we use tax adjustment items extracted from net deferred tax data in the
balance sheet, footnotes in the audit report. We measure the amount of valuation allowance by
subtracting the total deferred tax asset which is recognized in the balance sheet from total of
deferred tax asset able to be appropriated in the balance sheet without considering realizability.
We also measured the ratio of valuation allowance with ratio of two amounts. This study shows
that the amount of valuation allowance is 1,986 million won and the ratio of valuation allowance
is 93%. This result means that 1,986 million won is not recognized as deferred tax asset since to
realize 7% of deductible temporary differences, etc. is uncertain. We also verify the determinants
of tax asset realizability through analyzing the relevance between the ratio of valuation allowance
and firm characteristics. The result from additional analysis shows as expected that the higher the
future taxable income the higher the realizability of deferred tax asset. And the higher the ratio of
tax loss or credit carryforward the realizability of deferred tax asset. We also find that financial
distress, ownership may affect the realizability of deferred tax asset.

* Ph. D. candidate, School of Business, Hanyang University, kyc7902@hanyang.ac.kr
x% Full Time Lecturer, College of Social Science, Dongduk Women’s University, kimwy01l@dongduk.ac.kr
xx% Professor, School of Business, Hanyang University, jkko@hanyang.ac.kr
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This study contributes to extant research in that it provides the estimation method and estimates
for the amount and ratio of valuation allowance for deferred tax asset as basic study on valuation
allowance and earnings management. It also could be called a developed study from the
perspective that it improves the estimation method in previous studies including reversal
possibility of deferred tax liability in calculating the amount and ratio of valuation allowance for

deferred tax asset.

<{Key words> Deferred Tax Asset, Deferred Tax Liability, The amount and ration of valuation
Allowance for Deferred Tax Asset, Realizability, Reversal Possibility
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