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Abstract

There is an academic discussion about the value relevance of deferred tax, which aims 
to find out the effect of deferred tax on the investors’ decisions. In light of this discus-
sion, the first question is about the impact of deferred tax on management practices 
to manipulate earnings, which is called earnings management, the second question 
is about the value relevance of earnings management, the third question is about the 
value relevance of deferred tax, and the fourth question is about the mediating ef-
fect of earnings management. The paper focuses on listed firms in the Egyptian Stock 
Exchange (EGX), especially firms that were recorded in EGX 100, for six-year period 
(2013–2018) for 107 firms and 642 completed observations. The findings are as follows: 
management uses deferred tax to manipulate earnings, since an increase in deferred 
tax amounts increases earnings management practices; there is no value relevance of 
earnings management, which means earnings management practices do not affect the 
investors’ decisions; there is value relevance of deferred tax, which confirms that de-
ferred tax is one of the determinants that affect the investors’ decisions; there is no 
value relevance of deferred tax through earnings management as a mediator variable 
since investors are not interested in earnings management practices to make their in-
vestment decisions. This paper investigates the relationship between deferred tax, earn-
ings management, and value relevance in the Egyptian context. 

Walid Shehata Mohamed Kasim Soliman (Egypt), Karim Mansour Ali (Egypt)

An investigation  

of the value relevance  

of deferred tax:  

the mediating effect  

of earnings management

Received on: 20th of January, 2020
Accepted on: 10th of March, 2020
Published on: 3rd of April, 2020

INTRODUCTION

Deferred tax appears as a result of the temporary differences between 
the accounting standards and the tax regulations applied. This dif-
ference is called the fiscal correction, which could be positive when 
the tax burden calculated according to accounting standards is not 
equal to the tax burden under law, which is called Deferred Tax Assets 
(DTAs), or could be negative when the tax burden according to ac-
counting standards is higher, which is called Deferred Tax Liabilities 
(DTLs) (Jamaluddin, 2008).

Tax system in Egypt is regulated by Egyptian law, which was issued 
in 2005 to control the corporation tax roles. However, Egyptian listed 
firms are regulated by Egyptian Accounting Standards (EASs), which 
were issued for the first time in 1996, updated in 2006, then re-updat-
ed in 2016 since the Egyptian tax law does not fully match with EASs, 
so deferred tax has risen in Egypt (Salah, 2019). 

In light of interest in controlling temporary difference of tax burden 
between accounting treatments and Egyptian tax law, which is re-
ferred to deferred tax, Egyptian Accounting Standards setters issued 
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EAS 24 to address the accounting treatment for income tax to achieve some objectives; one of them is 
supporting the recognition of the deferred tax (IAS 12, 2006). However, some literature reviews men-
tion the inadequate disclosure in deferred tax according to this standard; some firms’ managements use 
this inadequate disclosure in deferred tax to manipulate earnings (Salah, 2019). They expect to reduce 
paid tax and effect on investors’ decisions by increasing their cash flow and enhancing the reported re-
sults related to their firms. Therefore, this paper aims to investigate the effect of deferred tax on earnings 
management practices. 

According to the agency theory, there is a conflict of interest between the related parties (principal), 
such as shareholders, and management as the party of interest (agent). Related parties are interested in 
getting a real output about their firm performance; however, management tries to maximize its interest 
through getting related parties’ satisfaction by providing the related parties, especially shareholders, 
with information through financial statements to enhance management image, which is called “earn-
ings management” (Mulyani, Titisari, & Dewi, 2018). It can be achieved through some tools; one of 
these tools is “deferred tax.”

Management can use deferred tax to manipulate earnings by changing the components of DTAs or 
DTLs, which affect the value of Deferred Tax Expenses (DTEs) (Phillips et al., 2003), which is called tax 
planning (Mulyani et al., 2018). Besides, recorded DTAs are used to reduce the income tax. However, 
DTEs increase it since management can use DTEs to manipulate earnings (Jamaluddin,  2008; Mulatsih, 
Dharmayanti, & Ratnassari, 2019). In other words, DTEs give a chance to delay income and speed up 
expenses to save tax (Mulatsih et al., 2019). Moreover, DTEs provide management with a unique chance 
to increase income without paying extra taxes in the same period (Mills & Newberry, 2001; Dhaliwal, 
Gleason, & Mills, 2003; Wijayanti, 2015).

The earnings management practices are reflected in related parties’ decisions, which can be expressed 
by “value relevance of accounting information,” besides, the effect of deferred tax on these decisions 
is called “value relevance of deferred tax.” The paper is divided into five sections: section 1 shows the 
literature review and hypotheses development; section 2 presents the research methodology; section 3 
provides the hypotheses testing and results; section 4 is related to discussion; last section presents the 
conclusion.

1. LITERATURE REVIEW 

AND HYPOTHESES 

DEVELOPMENT

Regarding the value relevance of deferred tax, there 
are two opinions: the first opinion reveals that de-
ferred tax is relevant for related parties since dis-
closing DTAs, DTLs, and DTEs increases the trust 
in firm performance, which is reflected in value rel-
evance (Beaver & Dukes, 1972; Ayers, 1998; Lynn, 
Seethamraju, & Seetharaman, 2008; Samara, 2014). 
However, the second opinion indicates no value rel-
evance of deferred tax (Chludek, 2011) since some 
previous studies confirm that earnings manage-
ment practices diminish value relevance of earn-
ings, this means the related parties cannot under-
take earnings management practices. Thus, they 

will not rely on the accounting information due 
to a lack of transparency (Habib, 2004; Whelan et 
al., 2004; Yuan, 2015; Salah, 2017; Mostafa, 2017). 
Besides, the supporters of this opinion mention that 
increasing the chances to manipulate earnings does 
not affect the market value of equities (Fattahi et al., 
2014; Cruz & Luiz, 2015).

This discussion indicates a deep debate on the val-
ue relevance of deferred tax. Therefore, the main 
question of this paper is, “What is the effect of 
deferred tax and earnings management practic-
es on investors’ decisions?” Consistent with this 
question, the paper investigates a mediation effect 
of earnings management on the relationship be-
tween deferred tax and both share prices and mar-
ket value of equities. The literature review can be 
divided into three groups. 
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1.1. Deferred tax and earnings 

management practices

Previous studies on the relationship between 
deferred tax and earnings management practic-
es are divided into two groups: the first group 
confirms a significant relationship between 
them. Bauman, Bauman, and Halsey (2000) use 
a sample of listed firms in the Fortune 500 to 
test the relationship between earnings manage-
ment and DTAs valuation allowance. They con-
firm deficiency in current deferred tax, which 
leads to increased disclosure. Phillips, Morton, 
and Sonja (2003) examine the role of DTEs in 
detecting earnings management practices. They 
get evidence of the incremental usefulness of 
DTEs in detecting these practices. They find 
that DTEs have a significant role in detecting 
these practices. Noor, Mastuki, and Aziz (2007) 
investigate whether firms use DTEs to meet 
earnings targets for a sample of listed firms in 
Bursa Malaysia from 2001 to 2003. They find 
that firms use DTEs to manipulate earnings. 
Kasipillai and Mahenthiran (2013) use a sample 
of Malaysian Public listed firms (PLCs) to ex-
amine the role of deferred tax in manipulating 
earnings. They find that management uses Net-
DTL to manipulate earnings. Rafay and Ajmal 
(2014) investigate earnings management prac-
tices through deferred tax for a sample of listed 
firms in the Karachi Meezan Index (KMI-30), 
called DTAs and DTLs, which are likely to pe-
nalize firms with a higher deferred tax position. 
Mulyani et al. (2018) use a sample of listed firms 
in IDX from 2014 to 2016. They find that DTEs 
affect the earnings management negatively and 
significantly.

In contrast, the second group of studies con-
firms an insignificant relationship between de-
ferred tax and earnings management practic-
es. Mudjiyanti (2018) confirm this result for a 
sample of listed firms in IDX from 2013 to 2016 
for DTAs. Purnamasari (2019) assures that for 
a sample of manufacturing listed firms in IDX 
from 2014 to 2017 for the food and beverage 
sector. He also finds that earnings management 
practices aim to avoid reported losses. Mulatsih 
et al. (2019) confirm this result for a sample of 
manufacturing listed firms in IDX from 2013 to 
2017. Safitri, Masitoh, and Rachmawati (2019) 

confirm this result also for a sample of listed 
firms in IDX from 2014 to 2017.

Regarding the last studies, there is a debate on 
the relationship between deferred tax and earn-
ings management practices. Hence, the paper 
investigates this relationship. The hypothesis is 
as follows:

H1: Deferred tax has a significant relationship 
with earnings management.

1.2. The value relevance of earnings 

management

Previous studies related to value relevance of earn-
ings management practices are divided into two 
groups: the first group of studies confirms a signif-
icant relationship between them. Shan (2015) uses 
a sample of listed firms in the Shanghai SSE 180 
to investigate whether earnings management re-
duces share prices; they confirm that share prices 
are decreased for the firms which have more earn-
ings management practices. Callao, Cimini, and 
Jarne (2016) use a sample of European listed firms 
to assess and compare value relevance of account-
ing numbers in firms that experienced earnings 
management behaviors. They confirm the value 
relevance of earnings is low for firms that their 
management make more practices to manipulate 
earnings.

Altintas, Sari, and Otluoglu (2017) use a sam-
ple of manufacturing listed firms of the Istanbul 
Stock Exchange; they analyze earnings manage-
ment practices. They confirm a positive value 
relevance of stock returns. Oraby (2017) uses a 
sample of listed firms in Saudi Stock Exchange 
from 2012 to 2016 to investigate the effect of 
earnings management practices strategies on 
the value relevance of accounting information; 
they indicate that these strategies are not rel-
evant since they do not affect the share prices. 
Augustine (2018) analyzes the value relevance of 
earnings management practices for a sample of 
Nigerian listed firms. He confirms that discre-
tionary accruals have a significant effect on the 
investors’ decisions.

In contrast, the second group of studies con-
firms an insignificant relationship between 
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earnings management and share prices, which 
indicates no value relevance of earnings man-
agement practices. Dewi and Wirama (2019) in-
vestigate the inf luence of debt covenant slack on 
the value relevance of accounting information 
for a sample of non-financial listed firms in IDX 
from 2013 to 2017. They confirm no value rele-
vance of both debt covenant slack and earnings 
management practices.

Regarding the last studies, there is a debate on the 
value relevance of earnings management practices. 
Hence, the paper investigates this through the fol-
lowing hypothesis:

H2: Earnings management practices are related 
to firm value relevance.

1.3. The value relevance  

of deferred tax through earnings 

management practices

Chang et al. (2009) test value relevance of re-
ported deferred tax from 2001 to 2004. They 
prove a positive relationship between recog-
nized DTAs and firm value. Dhaliwal et al. 
(2013) test whether DTAs provide incremental 
information to persist losses. They find that 
tax categories contain incremental information. 
Hanlon, Navissi, and Soepriyanto (2014) focus 
on the incremental value relevance of deferred 
tax. They suggest that deferred tax has higher 
value relevance. Bauman and Show (2016) use 
a sample of US firms to investigate the value 
relevance of DTAs and DTLs. They find that 
noncurrent deferred tax is relevant information 
for owners. Badenhorst and Ferreira (2016) use 

a sample of Australian and UK firms to exam-
ine the value relevance of DTAs, which often 
represent unused tax losses. They get evidence 
that financial crisis affected the value of DTAs. 
Guia and Dantas (2019) use a sample of listed 
Brazilian firms from 2000 to 2017. They show 
a negative relationship between DTAs and the 
market value of equities. Besides, investors are 
interested in relevance DTAs as a sign of equity 
quality, if earnings are un-determined.

To the best of researchers’ knowledge, no study 
has investigated the effect of earnings manage-
ment practices as a mediator on the relation-
ship between both deferred tax and share prices 
and market value of equities, as value relevance 
proxies. Hence, the paper is designed to exam-
ine the indirect effect of deferred tax on share 
prices and market value of equities through 
these practices. Therefore, the following hy-
pothesis is:

H3: The value relevance of deferred tax is medi-
ated by earnings management practices.

2. RESEARCH  

METHODOLOGY

2.1. The model

To investigate the hypotheses, which are related 
to the mediating role of earnings management be-
tween deferred tax and value relevance, the rela-
tionship among the main study variables is repre-
sented in Figure 1.

Figure 1. Research model 

Earnings 
management 

EM

Deferred tax 
DT

Value 
relevance VR
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2.2. Data description

The researchers use published annual reports in 
Thomson Reuters Eiko Database. Although EAS 24 
was issued in 2006 and concerned with listed firms 
in EGX 100, the sample period begins from 2013 
to 2018. Data from 2007 to 2009 are excluded since 
2008 world financial crisis affected the financial 
statements of Egyptian firms. Moreover, data from 
2011 to 2012 are excluded due to 2011 Egyptian 
revaluation, which caused instability in Egyptian 
stock market performance in 2011 and 2012.

2.3. Descriptive statistics

Table 2 introduces descriptive statistics for all 
study variables.

Table 2. Descriptive statistics of the variables
Source: Data processed for 2019.

Var. N Mean Median Min. Max. STDEV

PRICE 642 10.301 6.270 0.010 90.350 13.305

MC 642 5.718 5.627 0.000 8.459 1.260

EM Jones 642 0.001 0.000 –0.605 0.457 0.092

EM Miller 642 –0.099 0.029 –8.167 3.892 2.453

Net-DTL 642 0.008 0.003 –0.098 0.098 0.028

DTE 642 0.008 0.000 –0.199 0.572 0.068

From Table 2, since Mean and Maximum of 
PRICE are 10.301 and 90.350, respectively, it helps 
to indicate lower share prices in Egypt. Besides, a 
minimum of DTE is –0.199, which means some 
firms may retrieve these expenses. 

2.4. Data analysis

The data were processed using Structural Equation 
Modeling (SEM) method based on Partial Least 
Squares (PLS) since these data were processed by 
SmartPLS software. 

2.4.1. Model goodness-of-fit

To assure that last model has results that can be trust-
ed and generalized, the researchers test the goodness-
of-fit and get results that are presented in Table 3. 

Table 3. Testing of model goodness-of-fit

Test of 

model fit
Accepted 

level

Default 

model
Decision

SRMR SRMR ˂ 0.08 0.024
The result of the model 

is easy to interpret

NFI NFI2 ≥ 0.95 0.982
The model improves 

the fit

Table 3 indicates that the research model is fit and 
easy to interpret. 

Table 1. Variable measurement

Variables
Proxies

Name Abbreviation Measure

Dependent variable 

(value relevance)

Price per share PRICE
Price per common share on March, 31st of the next year (three 

months after the reporting date)

Market value MC
Natural logarithm (LN) of market value of common share on 
March 31st of the next year

Mediator 

variable (earnings 
management)

Jones model EM Jones
EM is discretionary accruals (DA) which is computed by 
equation: DA t/A t–1(EM) = TA t/ A t–1 – NDA t/A t–1

Miller model EM Miller
EM is computed by equation: 
EM t = (ΔWC/CFO) t – (ΔWC/CFO) t–1

Independent variable 

(deferred tax)

Net deferred tax liabilities NET-DTL
The end-of-period deferred tax liabilities minus the end-of-
period deferred tax assets

Deferred tax expense DTE
The recorded deferred tax expense in income statement of the 

current year

Table 4. Outer weights
Source: Data processed for 2019.

Variables Original sample (O) Sample mean (M)
Standard deviation 

(STDEV)

T-statistics (O/
STDEV)

p.-value

DTE → DT 0.931*** 0.932 0.057 16.415 0.000

Net-DTL → DT –0.210* –0.211 0.107 1.963 0.050

EM Jones → EM 0.950*** 0.946 0.038 25.201 0.000

EM Miller → EM 0.273** 0.276 0.096 2.833 0.005

MC → VR 1.154*** 1.143 0.107 10.802 0.000

PRICE → VR –0.404** –0.387 0.129 3.142 0.002
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2.4.2. Outer model assessment  
(measurement model)

The results obtained from the convergent validity 
test are presented in Table 4.

Table 4 shows the value of the loading factor (con-
vergent validity) of each indicator, since having 
a statistical t-value of > 1.96 means valid indica-
tors and all t-values in this table, so all indicators 
are valid. 

2.4.3. Discriminant validity

Table 5 presents the results obtained from the dis-
criminant validity test.

Table 5. Values of discriminant validity 
(cross-loading)

Source: Data processed for 2019.

Variables DT EM VR

DTE 0.979 0.418 –0.452

Net-DTL –0.423 –0.148 0.225

EM Jones 0.403 0.962 –0.255

EM Miller 0.136 0.314 –0.076

MC –0.434 –0.274 0.940

PRICE –0.083 –0.133 0.209

Table 5 shows that all indicators making up each 
variable (the values in bold) meets the discrimi-

nant validity since it has the largest outer loading 
value for the variable it formed only.

2.4.4. Inner model assessment  
(structural model)

Table 6 represents R-square to judge a goodness-fit 
of the model.

Table 6. R-square value

Source: Data processed for 2019.

Constructs R-square

EM 0.177

VR 0.224

In principle, this study used two variables influenced 
by other variables, i.e., the deferred tax variable af-
fected the earnings management variable. Similarly, 
both deferred tax and earnings management varia-
bles also affected the value relevance variable. 

Using available data in Table 5, 
2
Q  is calculated to 

represents goodness-of-fit (predictive relevance) 
since the higher 

2
,Q  the more the model is fit 

with the data. The value of 
2
Q  is calculated from 

the following equation: 

( ) ( )
( ) ( )

2 22
1 1– 1–

1 1 0.177 1 0.224 0.36

va u

1

l e

.

R RQ −

−

 = ⋅ = 
= ⋅ =  − −

Figure 2. Structural model (outer model) 

EM Jones

DTE Net-DTL MC PRICE

EM Miller

EM
0.420 –0.081

0.950 0.273

0.177

0.224–0. 434

–0.210DT –0.404VR0.931 1.154
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Based on Q2, the amount of variability of the re-
search data, which could be explained by the 
structural model, was 36.1% since the structural 
model in the study has a good fit.

3. RESULTS

Table 7 shows the test results with bootstrapping 
of the PLS analyses.

According to Table 7, the obtained results are pre-
sented as follows: 

1. The relationship between the deferred tax and 
earnings management practices can be ob-
tained from line 1 since the path coefficient 
is 0.420 with a t-value of 4.403 is higher than 
1.96, which means that there is a positive and 

significant relationship between deferred tax 
and earnings management. So the first hy-
pothesis (H1) is accepted. The result indicates 
a significant relationship, which is not con-
sistent with Mudjiyanti (2018), Purnamasari 
(2019), Mulatsih et al. (2019), and Safitri et 
al. (2019). Besides, the result indicates a pos-
itive relationship, which is not consistent with 
Mulyani et al. (2018). However, this result 
supports Noor et al. (2007), Kasipillai and 
Mahenthiran (2013), and Rafay and Ajmal 
(2014). 

2. Value relevance of earnings management can 
be obtained from line 2 since path coefficient 
is -0.081 with a t-value of 1.381, which is low-
er than 1.96, which indicates an insignificant 
relationship between earnings management 
practices and both share prices and market val-

Figure 3. Structural model (inner model)

EM Jones

DTE Net-DTL MC PRICE

EM Miller

EM
4.403 1.381

25.201 2.833

4.435

1.963DT 3.142VR16.415 10.802

Table 7. Path coefficient
Source: Data processed for 2019.

No. Path 
Original 

sample (O)

Sample mean 

(M)

Standard 

deviation (STDEV)
T-statistics 
(O/STDEV) P-value Decision

1 D → EM 0.420*** 0.414 0.095 4.403 0.000 Accepted

2 EM → VR –0.081 –0.079 0.058 1.381 0.167 Rejected

3 DT → VR –0.434*** –0.427 0.098 4.435 0.000 Accepted

4 DT → EM → VR –0.034 –0.032 0.025 1.349 0.178 Rejected



324

Investment Management and Financial Innovations, Volume 17, Issue 1, 2020

http://dx.doi.org/10.21511/imfi.17(1).2020.27

ue of equities. So the second hypothesis (H2) 
is rejected. The result indicates an insignifi-
cant relationship, which is not consistent with 
Shan (2015) and Callao et al. (2016). However, 
this result supports Dewi and Wirama (2019), 
since the agreement with these studies due to 
the similarity of markets that data was collect-
ed from, which is emerging markets, either 
Singapore, Indonesia, or Egypt. 

3. The relationship between the deferred tax 
and value relevance can be obtained of line 
3 and 4 since line 3 indicates the direct re-
lationship between them, since path coeffi-
cient is –0.434 with t-value of 4.435, is high-
er than 1.96, which means that there is neg-
ative and significant direct VR of deferred 
tax. However, line 4 is interested in the indi-
rect value relevance of deferred tax through 
earnings management, since indirect path 
coefficient is –0.034 with t-value of 1.349, is 
lower than 1.96, which means that there is 
an insignificant indirect value relevance of 
deferred tax through earnings management, 
based on concerning the third hypothesis 
(H3) with the indirect effect, so this hypoth-
esis is rejected. The result of negative direct 
value relevance of deferred tax supports 
Guia and Dantas (2019) due to the similar-
ity of markets that data was collected from, 
which is emerging markets, either Brazil or 
Egypt. However, this result supports Chang 
et al. (2009), Dhaliwal et al. (2013), Hanlon 
et al. (2014), Bauman and Show (2016), and 
Badenhorst and Ferreira (2016) since they 
indicate a positive direct effect. 

4. DISCUSSION

The paper has one main objective, which is to 
analyze the effect of deferred tax and earnings 
management practices on the investors’ decisions, 
which are reflected in share prices and market val-
ue of equities. This objective is divided into four 
sub-objectives: the first is investigating the effect 
of deferred tax on these practices, the second is in-
vestigating the value relevance of these practices, 
the third is investigating the direct value relevance 
of deferred tax, which concerns a direct relation-
ship between deferred tax and both share prices 

and market value of equities, the fourth concerns 
an indirect relationship between the last two var-
iables through earnings management practices, 
which can be done by verifying the mediation 
effect of these practices in value relevance of de-
ferred tax.

Regarding the first sub-objective, Table 7 indicates 
that management uses deferred tax information to 
manipulate earnings since management practices 
chances to manipulate earnings increase when 
deferred tax expenses or net deferred tax assets 
increases. 

Regarding the second sub-objective, Table 7 indi-
cates no value relevance of earnings management 
practices, which means that these practices do not 
affect the investors’ decisions (or preference), the 
reason of this result is successful of EAS, either 
were issued in 2006 or 2016, to reduce the effect of 
these practices on firms’ performance. 

Regarding the third sub-objective, Table 7 indi-
cates direct value relevance of deferred tax, since 
the relationship between deferred tax and share 
prices and market value of equities is negative and 
direct. This result confirms that shareholders or 
investors’ decisions (or preference) are affected by 
deferred tax information, which confirms that de-
ferred tax information, either deferred tax expens-
es or net deferred tax assets, is one of some deter-
minants that affect the investors’ decisions. 

Regarding the fourth sub-objective, Table 7 indi-
cates no value relevance of deferred tax through 
earnings management practices as a mediator var-
iable, despite a direct value relevance of deferred 
tax, as referred in the third objective. There is no 
indirect value relevance of deferred tax through 
earnings management practices, since investors 
are not interested in these practices to make their 
investment decisions. However, they are inter-
ested in deferred tax information, either DTE or 
NET-DTLs.

Finally, deferred tax introduces relevant infor-
mation to investors’ decisions (or preference). 
However, earnings management practices do not 
significantly affect these decisions. Besides, these 
practices do not significantly affect the value rele-
vance of deferred tax information. 
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CONCLUSION

Many literature reviews focus on the value relevance of deferred tax. This paper is interested in in-
vestigating it with concentrating on the mediation effect of earnings management on the relation-
ship between deferred tax and both share prices and market value of equities for Egyptian listed 
non-financial firms. 

For available data of 107 listed firms in EGX 100 from 2013 to 2018, which include 642 completed 
observations, the finding indicates the following: (1) management uses deferred tax expenses or net 
deferred tax assets to manipulate earnings through its positive relationship between deferred tax 
information and earnings management practices, which means management has a good environ-
ment to manipulate earnings if its firm has higher deferred tax expenses or net deferred tax assets, 
which gives a guideline to predict earnings management practices with regard to deferred tax in-
formation; (2) investors’ decisions, which are expressed by both share prices and market value of 
equities, are affected by earnings management practices due to successful EAS to reduce the effect 
of these practices; (3) investor’s decisions are affected by deferred tax information since investors 
use deferred tax information to make suitable decisions; in other words, deferred tax expenses and 
net deferred assets affect the investors’ decisions (or preference) negatively; (4) earnings manage-
ment practices have a significant and mediation role in the relationship between deferred tax and 
both share prices and market value of equities, which means that management does not use de-
ferred tax to manipulate earnings to affect the investors’ decisions (or preference).

The paper introduces three contributions: (1) management uses deferred tax to manipulate earnings; (2) 
management depends on the value relevance of deferred tax to affect the investors’ decisions; (3) there is 
no mediation effect of earnings management practices on value relevance of deferred tax. 

For future studies, researchers suggest concentrating on the effect of deferred tax and its proxies on au-
dit quality, social responsibility, and sustainability. Moreover, researchers suggest testing the moderator 
effect of earnings management practices on the value relevance of deferred tax. Besides, researchers 
suggest re-investigating the mediation effect of earnings management practices on the value relevance 
of deferred tax with applying in a sample of different countries, either advanced or emerging markets, 
to analyze market nature of this investigation. 

AUTHOR CONTRIBUTIONS

Conceptualization: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali.
Data curation: Walid Shehata Mohamed Kasim Soliman.
Formal analysis: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali.
Funding acquisition: Walid Shehata Mohamed Kasim Soliman.
Investigation: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali.
Methodology: Walid Shehata Mohamed Kasim Soliman.
Project administration: Walid Shehata Mohamed Kasim Soliman. 
Supervision: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali. 
Visualization: Walid Shehata Mohamed Kasim Soliman.
Writing – original draft: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali.
Writing – review & editing: Walid Shehata Mohamed Kasim Soliman, Karim Mansour Ali.



326

Investment Management and Financial Innovations, Volume 17, Issue 1, 2020

http://dx.doi.org/10.21511/imfi.17(1).2020.27

REFERENCES

1. Altintas, A. T., Sari, E. S., & 
Otluoglu, E. (2017). The Impact 
of Earnings Management on the 
Value Relevance of Earnings: 
Empirical Evidence from 
Turkey. Journal of International 
Social Research, 10(51), 885-
893. Retrieved from https://
pdfs.semanticscholar.org/3ed9
/49640a99b62b45eaf999954c4c
1ce1a75f8d.pdf?_ga=2. 133601-
678. 105869 401. 1578226438 -
35282 9441.1578226438 

2. Augustine, N. I. (2018). Effect of 
Earnings Management on the 
Value relevance of Listed Firms 
Financial Statement in Nigeria. 
AE-Funal Journal of Accounting 
Business and Finance (FJABAF), 
134-140. Retrieved from https://
www.fujabf.org/wp-content/up-
loads/2019/01/12.pdf

3. Ayers, B. (1998). Deferred Tax 
Accounting under SFAS No. 
109: An Empirical Investigation 
of its Incremental Value-
Relevance Relative to APB No. 11. 
Accounting Review, 73, 195-212. 
Retrieved from https://papers.ssrn.
com/sol3/papers.cfm?abstract_
id=58515

4. Badenhorst, W. M., & Ferreira, P. 
H. (2016). The Financial Crisis 
and the Value Relevance of 
Recognized Deferred Tax Assets. 
Australian Accounting Review, 
26(78), 291-301. Retrieved from 
https://onlinelibrary.wiley.com/
doi/epdf/10.1111/auar.12101 

5. Bauman, C. C., Bauman, M. P., & 
Halsey, R. F. (2000). Do Firms Use 
the Deferred Tax Assets Valuation 
Allowance to Manage Earnings. 
Retrieved from https://papers.ssrn.
com/sol3/papers.cfm?abstract_
id=239054

6. Bauman, M. P., & Shaw, K. 
W. (2016). Balance Sheet 
Classification and the Valuation 
of Deferred Taxes. Research in 
Accounting Regulation, 28, 77-85. 
Retrieved from https://www.scien-
cedirect.com/science/article/abs/
pii/S1052045716300194

7. Beaver, W., & Dukes, R. (1972). 
Inter-period Tax Allocation, 
Earnings Expectations and the 

Behavior of Security Prices. 
Accounting Review, 47, 320-332. 
Retrieved from https://www.jstor.
org/stable/pdf/244755.pdf?seq=1

8. Callao, S., Cimini, R., & Jarne, 
J. I. (2016). Value Relevance of 
Accounting Figures in Presence 
of Earnings Management Are 
Enforcement and Ownership 
Diffusion Really Enough. Journal 
of Business Economics and 
Management, 17(6), 1286-1299. 
Retrieved from https://journals.
vgtu.lt/index.php/JBEM/article/
view/2310/1861

9. Chang, C., Herbohn, K., & 
Tutticci, I. (2009). Market’s 
Perception of Deferred Tax 
Accruals. Accounting and 
Finance, 49, 654-673. Retrieved 
from https://onlinelibrary.wiley.
com/doi/epdf/10.1111/j.1467-
629X.2009.00307.x

10. Chludek, A. (2011). Perceived 
Versus Actual Cash Flow 
Implications of Deferred Taxes- 
An Analysis of Value relevance 
and Reversal Under IFRS. Journal 
of International Accounting 
Research, 10, 1-25. Retrieved from 
https://www.aaajournals.org/doi/
abs/10.2308/jiar.2011.10.1.1?journ
alCode=jiar

11. Cruz, D., & Luiz, A. C. (2015). 
Earnings Management Choice: 
An Empirical Study on the 
Impact of Earnings Management 
on Stock Returns. Presented at 
the DLSU Research Congress 
2015, De LaSalle University, 
Manila, Philippines. Retrieved 
from https://www.dlsu.edu.ph/
wp-content/uploads/pdf/confer-
ences/research-congress-proceed-
ings/2015/EBM/021EBM_Dela-
Cruz_AC.pdf

12. Dewi, N. P., & Wirama, D. 
G. (2019). Debt Covenant, 
Earnings Management, and 
Value Relevance of Accounting 
Information. International 
Research Journal of Management, 
IT and Social Science, 6(4), 86-96. 
Retrieved from https://sloap.org/
journals/index.php/irjmis/article/
view/661

13. Dhaliwal, D., Gleason, C. A., & 
Mills, L. F. (2003). Last Chance 

Earnings Management: Using the 

Tax Expense to Meet Analysts’ 

Forecast (Working Paper). 

University of Arizona, USA. 

Retrieved from https://onlineli-

brary.wiley.com/doi/epdf/10.1506/

TFVV-UYT1-NNYT-1YFH

14. Dhaliwal, D. S., Kaplan, S. E., Laux, 

R. C., & Weisbrod, E. (2013). The 

Information Contents of Tax 

Expense for Firms Reporting 

Losses. Journal of Accounting 

Research, 51(1), 135-165. 

Retrieved from https://opencom-

mons.uconn.edu/cgi/viewcontent.

cgi?article=6560&context=disser

tations

15. Fattahi, R., Addin, M., & Abtahi, 

Y. (2014). Impact of Earning 

Management on Value-Relevance 

of Accounting Information of 

the Firms Listed on the Tehran 

Stock Exchange. Interdisciplinary 

Journal of Contemporary Research 

in Business, 6(2). Retrieved from 

https://www.researchgate.net/

publication/329916664_The_Im-

pact_of_Earnings_Manage-

ment_on_the_Value-Relevance_

of_Earnings_and_Book_Value_in_

Tehran_Stock_Exchange 

16. Guia, L. D., & Dantas, J. A. (2019). 

Value Relevance of Deferred Tax 

Assets in the Brazilian Banking 

Industry. Retrieved from www.

scielo.br/scielo.php?pid=S1519-

70772019005005102&script=sci_

arttext

17. Habib, A. (2004). Impact of 

Earnings Management on 

Value-Relevance of Accounting 

Information: Empirical Evidence 

from Japan. Managerial Finance, 

30(11), 1-15. https://www.

emerald.com/insight/content/

doi/10.1108/03074350410769344/

full/html

18. Hanlon, D., Navissi, F., & 

Soepriyanto, G. (2014). The 

Value relevance of Deferred Tax 

Attributed to Asset Revaluations. 

Journal of Contemporary 

Accounting and Economics, 10, 87-

99. Retrieved from https://www.

sciencedirect.com/science/article/

abs/pii/S1815566914000113 



327

Investment Management and Financial Innovations, Volume 17, Issue 1, 2020

http://dx.doi.org/10.21511/imfi.17(1).2020.27

19. International Accounting 
Standards Board (IAS). (2006). 
International Accounting 
Standards (IAS): Income Taxes. 
Retrieved from https://www.ifrs.
org/issued-standards/list-of-stan-
dards/ias-12-income-taxes/.

20. Jamaluddin, S. (2008). Analysis of 
Differences between Accounting 
Earnings and Fiscal Profit to Profit 
Persistence, Accrual and Cash 
Flow in the Banking Companies 
Listed on the Jakarta Stock 
Exchange. Indonesian Journal 
of Accounting Research, 11, 1-56. 
Retrieved from https://ijar-iaikapd.
or.id/index.php/ijar

21. Kasipillai, J., & Mathenthiran, S. 
(2013). Deferred Taxes, Earnings 
Management, and Corporate 
Governance: Malaysian Evidence. 
Journal of Contemporary 
Accounting & Economics, 9, 1-14. 
Retrieved from http://isiar-
ticles.com/bundles/Article/pre/
pdf/5293.pdf

22. Lynn, S., Seethamraju, C., & 
Seetharaman, A. (2008). 
Incremental Value Relevance of 
Unrecognized Deferred Taxes: 
Evidence from the United 
Kingdom. Journal of the American 
Taxation Association, 30, 107-130. 
Retrieved from https://papers.ssrn.
com/sol3/papers.cfm?abstract_
id=902081

23. Mills, L., & Newberry, K. (2001). 
The Influence of Tax and Non - 
Tax Costs on Book-Tax Reporting 
Differences: Public and Private 
Firms. Journal of the American 
Taxation Association, 23(1), 1-19. 
Retrieved from https://aaapubs.
org/doi/abs/10.2308/jata.2001.23.1
.1?journalCode=atax

24. Mostafa, W. (2017). The Impact 
of Earnings Management on the 
Value Relevance of Earnings: 
Empirical Evidence from Egypt. 
Managerial Auditing Journal, 32(1), 
50-74. Retrieved from https://
www.emerald.com/insight/con-
tent/doi/10.1108/MAJ-01-2016-
1304/full/html 

25. Mudjiyanti, R. (2018). The Effect of 
Tax Planning, Ownership Structure, 
and Deferred Tax Expense on 
Earning Management. Advances 
in Social Science, Education 

and Humanities Research 5th 

International Conference on 
Community Development (pp. 
379-381). Retrieved from https://
www.atlantis-press.com/proceed-
ings/amca-18/25901785

26. Mulatsih, S. N., Dharmayanti, N., 
& Ratnassari, A. (2019). The Effect 
of Tax Planning, Asset of Deferred 
Tax, Deferred Tax Expense on 
Profit Management (Case Study of 
Manufacturing Companies Listed 
on the Stock Exchange 2013-2017). 
The 2nd International Conference 
on Islamic Economics, Business, 
and Philanthropy (ICIEBP) 
Theme: Sustainability and Socio 
Economic Growth (pp. 933-948). 
Retrieved from https://www.
knepublishing.com/index.php/
Kne-Social/article/view/4258

27. Mulyani, N., Titisari, K. H., & 
Dewi, R. R. (2018). The Effect of 
Tax Planning and Deferred Tax 
Expense on Earnings Management 
on Manufacturing Companies 
Listed in The Indonesia Stock 
Exchange. The 2nd International 
Conference on Technology, 
Education, and Social Science (pp. 
358-366). Retrieved from https://
scholar.ui.ac.id/en/publications/
how-the-effect-of-deferred-tax-
expenses-and-tax-planning-on-
earni

28. Noor, R., Mastuki, N., & Aziz, Z. 
(2007). Earnings Management 
and Deferred Tax. Malaysian 
Accounting Review, 6(1), 1-17. 
Retrieved from https://www.scien-
cedirect.com/science/article/abs/
pii/S1815566913000064

29. Oraby, S. A. (2017). The Impact of 
Earnings Management Strategies 
on Accounting Information 
Relevance. International Journal 
of Business and Social Science, 8(4), 
216-227. Retrieved from https://
www.semanticscholar.org/paper/
The-Impact-of-Earnings-Manage-
ment-Strategies-on-Ahmed/9ce8
1127f33a4168d18aae1db17cf679e
33d37f2

30. Phillips, J., Morton, P., & Sonja, O. 
R. (2003). Earnings Management: 
New Evidence Based on Deferred 
Tax Expense. Accounting Review, 
78(2), 491-521. Retrieved from 
https://papers.ssrn.com/sol3/pa-
pers.cfm?abstract_id=276997

31. Purnamasari, D. (2019). How the 

Effect of Deferred Tax Expenses 

and Tax Planning on Earnings 

Management? International 

Journal of Scientific and 

Technology Research, 8(2), 78-64. 

Retrieved from http://www.ijstr.

org/final-print/feb2019/How-The-

Effect-Of-Deferred-Tax-Expenses-

And-Tax-Planning-On-Earning-

Management-.pdf

32. Rafay, A., & Ajmal, M. (2014). 

Earnings Management Through 

Deferred Taxes Recognized Under 

IAS12: Evidence from Pakistan. 

Lahore Journal of Business, 1-19. 

Retrieved from http://www.

lahoreschoolofeconomics.edu.pk/

businessjournals/V3issue1/01%20

Rafay%20and%20Ajmal%20FI-

NAL.pdf

33. Safitri, K. D., Masitoh, E., & 

Rachmawati, R. (2019). The Effect 

of Deferred Tax Assets, Deferred 

Tax Expense, Tax Planning 

and Managerial Ownership of 

Earnings Management. The 1st 

Multi-Disciplinary International 

Conference University of Asahan 

2019 Thema: The Role of Science 

in Development in the Era of 

Industrial Revolution 4.0 based 

on Local Wisdom. in Sabty 

Garden Hotel-Kisaran North 

Sumatra, March 23rd (pp. 428-

445). Retrieved from https://

download.atlantis-press.com/

article/25901785.pdf

34. Salah, W. (2019). Does Deferred 

Tax Mediate the Relationship 

Between Tax Planning and 

Earnings Management? 

Accounting Thinking, 23(2), 

65-84, Retrieved from http://

atasu.journals.ekb.eg/ar-

ticle_38332_db8692b79f-

885c4ae222af47823be721.pdf

35. Salah, A. O. (2017). The Impact of 

Earnings Management Strategies 

on Accounting Information 

Relevance. International journal 

of Business and Social Science, 

8(4) Retrieved from https://pdfs.

semanticscholar.org/9ce8/1127f

33a4168d18aae1db17cf679e33d3

7f2.pdf

36. Samara, A. D. (2014). Assessing 

the Relevance of Deferred Tax 



328

Investment Management and Financial Innovations, Volume 17, Issue 1, 2020

http://dx.doi.org/10.21511/imfi.17(1).2020.27

Items: Evidence from Loss Firms 

During the Financial Crisis. The 

Journal of Economic Asymmetries, 

11, 138-145. Retrieved from 

https://ideas.repec.org/a/eee/jo-

ecas/v11y2014icp138-145.html

37. Shan, Y. G. (2015). Value 

relevance, Earnings Management 

and Corporate Governance 

in China. Emerging Markets 

Review, 23, 186-207. Retrieved 

from https://www.sciencedirect.

com/science/article/abs/pii/

S1566014115000217

38. Whelan, C., & McNamara, R. 

(2004). The Impact of Earnings 

Management on the Value-

Relevance of Financial Statement 

Information. http://dx.doi.

org/10.2139/ssrn.585704

39. Wijayanti, S. (2015). Effect 
of Deferred Tax Expense of 

Persistence Profit and Profit 
Management in Manufacturing 
Company. 

40. Yuan, G. S. (2015). Value 
Relevance, Earnings Management 
and Corporate Governance in 
China. Emerging Markets Review, 
23. Retrieved from https://www.
sciencedirect.com/science/article/
abs/pii/S1566014115000217


	“An investigation of the value relevance of deferred tax: the mediating effect of earnings management”
	_Hlk34746634
	_Hlk34745494
	_Ref414594859
	MTBlankEqn

