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Abstract: Using Chinese A-share listed companies from 2009 to 2018 as research samples, this 
paper empirically tests the relationship between the degree of corporate debt, performance pressure 
and corporate deferred income tax assets. The empirical study found that the higher the debt level of 
listed companies, the more deferred income tax assets are recognized, whether from the perspective 
of debt level accumulation or incremental perspective, the conclusion is established; at the same 
time, when enterprises face performance pressure, they tend to recognize more deferred income tax 
assets to whitewash the financial statements. It shows that there is insufficient prudence in the 
recognition of deferred income tax assets of enterprises in China. Regulators need to formulate 
more standardized and detailed recognition criteria and operation guidelines for deferred income tax 
assets, strengthen supervision, and truly improve the information content of deferred income tax 
assets. 

Introduction 

From 2007 to 2018, balance sheet liability method has been implemented for more than 10 years 
in China, but there are many questions about the recognition of deferred income tax and the 
reliability of deferred income tax information of listed companies from Chinese scholars [1,2,3]. At 
the same time, the doubts and problems caused by the recognition of deferred income tax are often 
seen in the press. In 2012, Chenming Paper (000488) increased its deferred income tax assets by 
200 million(￥), contributing 90% of its profits, which caused hot media discussion. In 2016, 
Lianhua Health (600186) applied for restructuring and found that after deducting the deferred 
income tax assets, Lianhua health (600186) was actually insolvent. The shadow of deferred income 
tax and income tax expense has been seen in many abnormal phenomena of capital market, which is 
enough to attract the attention of accounting scholars. 

Since 2007, what has the accounting rules of deferred income tax brought to the capital market? 
China's relevant empirical analysis and empirical data are quite scarce, only a small number of case 
studies to illustrate the problem. According to the statistics of our research, there are 70 companies 
that are actually insolvent after excluding the deferred income tax assets between 2009 and 2018. At 
the same time, in recent years, as China's economic cycle has entered a downward trajectory, the 
debt level of enterprises has been rising, and the pressure on performance has been increasing. Then, 
will the high debt level and high performance pressure stimulate the companies to whitewash the 
financial statements? This is the main problem of this paper. 

Theoretical analysis and hypothesis proposal 

Liabilities and deferred income tax assets. According to China's current standards, the realization 
of deferred income tax depends on the availability of future taxable income. However, the 
acquisition of future taxable income is the result predicted by the management, which brings 
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opportunities for the management to whitewash the financial statements by using the recognition of 
deferred income tax assets [4,5]. For example, an enterprise may beautify its financial situation 
through the recognition of deferred income tax assets, cover up its true financial situation and thus 
cause investors to misjudge its financial situation [6]. According to the statistics of Dai Deming and 
Tang Yu[7], the deferred income tax assets of Listed Companies in China have increased year by 
year since 2007, and the growth rate is relatively fast. Skinner, Douglas [8] found that if there is no 
deferred income tax asset, many Japanese banks are actually insolvent. Therefore, the recognition of 
deferred income tax assets can cover up the true debt level of the enterprise, so as to beautify the 
financial statements of the enterprise [7]. Thus, the higher the asset liability ratio is, the stronger the 
motivation of the enterprise to reduce the asset liability ratio is, and more deferred income tax assets 
may be recognized. Therefore, hypothesis 1 and hypothesis 2 are proposed. 

H1: From the perspective of liability accumulation, the higher the accumulated liability of the 
enterprise, the more deferred income tax assets are recognized. 

H2: From the perspective of liability increment, the more new liabilities an enterprise has in the 
current period, the more deferred income tax assets it tends to recognize in the same period. 

Performance pressure and deferred income tax assets. Qu Xiaohui, Xiao Hong and Ding 
Yunjie [5] found that listed companies in China have incremental effect on earnings management of 
accruals to avoid loss and profit decline through empirical research. However, Qu Xiaohui [5] and 
other literatures on deferred income tax and earnings management mainly examine the relationship 
between the recognition of deferred income tax items and the degree of earnings management of 
enterprises. Since the implementation of the balance sheet liability method in China, there is no 
empirical evidence on the relationship between the recognition of deferred income tax assets and 
the pressure of enterprise performance. In theory, the recognition of deferred income tax assets can 
bring profits to enterprises in disguised form by reducing the current income tax expenses. 
Therefore, when the current operating profit of the enterprise decreases and the management faces 
performance pressure, it may recognize more deferred income tax assets, reduce the current income 
tax expense, and whitewash the net profit of the enterprise. Therefore, hypothesis 3 is proposed. 

H3: For companies face performance pressure, more deferred income tax assets are accrued to 
whitewash the financial statements. 

Sample selection 

Therefore, considering the changes of accounting standards and income tax policies in 2007 and 
2008, combined with the possible impact of the global financial crisis in 2008 on China's listed 
companies, 2007 and 2008 are not selected as samples. Therefore, this paper selects 2009-2018 
China's A-share listed companies as the research sample. ST, ST * listed companies, financial and 
insurance listed companies and data missing samples are eliminated in sample collection, and 
finally 18314 annual observation values are obtained, involving 2749 listed companies. At the same 
time, all financial data of the sample company are taken from the CSMAR database, and all 
indicators are winsorize based on the upper and lower 1% to control the impact of extreme values. 

Variable definition 

Debt level. The debt level is measured in terms of accumulation and dynamic addition. The 
cumulative debt level (Netlev) reflects the debt level of the enterprise in the current period by using 
the asset liability ratio of the enterprise excluding the impact of deferred income tax assets and 
liabilities. The change of liability degree (△Netlev) is the current value of the asset liability ratio 
minus the previous value after excluding the influence of deferred income tax.  

Performance pressure. We set a virtual variable of performance pressure (Perfor_ pressure). If 
the current operating profit decreases, the value of performance pressure is 1, otherwise it is 0. 

Recognition of deferred income tax assets. The recognition of deferred income tax is also 
measured in terms of accumulation and dynamic addition. The accumulated deferred income tax 
assets (Defer_taxasset ) refers to deferred income tax assets divided by the total assets at the end of 
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the period; the added deferred income tax assets (△Defer_taxasset) are the deferred income tax 
assets at the end of the period minus the deferred income tax assets at the beginning of the period. 

Control variables. At the same time, this paper controls the impact of enterprise scale (Size), 
profitability (Roa), Cash (CFO), investment opportunity (Tobit), audit opinion type (Audit), equity 
nature(Private), capital & inventory intensity (Capit & Inventory) and earnings management degree 
(DA) in the empirical process.  

Research model and description 

Model (1) is used to test the relationship between the level of corporate liabilities and the scale of 
corporate deferred income tax assets. According to hypothesis 1, the higher the level of corporate 
liabilities after deducting the impact of deferred income tax, the more motivated the enterprise is to 
actively recognize the deferred income tax assets to whitewash the financial statements. Therefore, 
we expected b1 in model (1) is significantly positive.  

0 1 *_  Defer taxasset b b Netlev Controles e+ + +=                     （1） 
The model (2) is used to test the relationship between the change value of the current liabilities 

and the change value of the current deferred income tax assets. According to the theoretical analysis 
and hypothesis 2, the more the current liabilities of the enterprise increase compared with the 
previous period, the more motivated the enterprise is to recognize more deferred income tax assets 
in the current period, so as to cover up the rise of the enterprise's liabilities. We expected b1 in 
model (2) is significantly positive.  

_ = 0 1 *Defer taxasset b +b etlev+ContN +roles eDD                   （2） 
The model (3) is used to test the relationship between the enterprise performance pressure and 

the recognition of deferred income tax assets. According to hypothesis 3, when the enterprise is 
faced with the pressure of performance decline, the stronger the motivation to whitewash the net 
profit is, the more likely it is to recognize more deferred income tax assets in the current period. We 
expected b1 in model (3) is significantly positive.  

_ = 0 1Defer taxasset b +b Perfor_ pressure+Contr* +oles eD              （3） 

Empirical results and analysis 

Table 1. Descriptive statistics of main variables 

Variable  Obs  Mean  Std.Dev.  Min  Max 
Defer_taxasset 18314 0.006 0.006 0 0.035 
△Defer_taxasset 18314 0.001 0.003 -0.008 0.014 
 Netlev 18314 0.449 0.216 0.049 0.95 
△Netlev 18314 0.007 0.084 -0.305 0.265 
Perfor_ pressure 18314 0.399 0.49 0 1 
 Size 18314 22.141 1.328 19.503 26.168 
 Roa 18314 0.055 0.059 -0.191 0.235 
 CFO 18314 0.042 0.072 -0.18 0.243 
 Tobit 18314 2.136 1.96 0.181 11.376 
 Private 18314 0.428 0.495 0 1 
 Audit 18314 0.968 0.177 0 1 
 Capit 18314 0.226 0.168 0.002 0.725 
 Inventory 18314 0.158 0.149 0 0.746 
 DA 18314 0.034 0.109 -0.278 0.433 
Descriptive statistics. Table 1 lists the descriptive statistics of the main variables. It can be seen 

that the total scale of deferred income tax assets of Chinese enterprises accounts for 0.6% of the 
total assets on average and increases by 0.1% on average every year, which indicates that the scale 
of deferred income tax assets of Chinese listed companies is growing. After excluding the influence 
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of deferred income tax, the average asset liability ratio of listed companies is 44.9%. In addition, in 
the sample period, 39.9% of the listed companies have seen performance decline and are facing 
performance pressure. Finally, the average degree of earnings management of the sample company 
is 0.034, which is positive, indicating that there is a general phenomenon of earnings management 
in China's listed companies, and the overall positive earnings management. The descriptive 
statistical results of other variables are consistent with the existing literature, indicating that the data 
statistics are accurate. 

Regression results. This paper uses the method of Pooled-OLS to test the hypothesis. In order to 
exclude the influence of variable variation and numerical value, the main explanatory variables and 
the interpreted variables (Netlev, △Netlev, Perfor_Pressure, Defer_taxasset, △Defer_taxasset) are 
standardized. In order to avoid the possible clustering effect of company dimension, we cluster the 
standard error according to company level in regression.  

Table 2. Regression results of model (1) and model (2) 

Defer_taxasset Coef. t-value △Defer_taxasset Coef. t-value 
Netlev 0.077*** 3.92 △netlev 0.120*** 12.75 
Size 0.035* 1.74 Size 0.069*** 6.68 
Roa -0.961*** -3.38 Roa 0.182 0.64 
CFO 0.861*** 4.00 CFO 0.130 0.59 
tobit1 0.017* 1.79 tobit1 0.026*** 3.90 

Private 0.081** 2.06 Private -0.106*** -5.67 
Audit 0.298*** 4.42 Audit 0.302*** 5.45 
Capit -0.686*** -6.18 Fixasset -0.568*** -9.39 

Inventory 0.179 1.10 Inventory -0.031 -0.34 
DA -0.111 -0.91 DA 0.012 0.08 

Year &Industry Yes 
R-squared 0.086 0.047 

Number of obs. 18314 18314 
Note: * * *, * *,* represent the significance levels of 1%, 5%, and 10%, respectively. The same is 

shown in the table below. 
Table 2 shows the regression results of model (1) and model (2). The results of model (1) show 

that the coefficient of variable “Netlev” is 0.077, which is significantly positive at the level of 1%. It 
shows that the higher the degree of liability is, the larger the scale of deferred income tax assets is. 
Hypothesis 1 is verified. The results of model (2) show that the coefficient of variable “△Netlev” is 
0.120, and it is significantly positive at the level of 1%. It shows that the more debt level of the 
enterprise increases in the current period, the more deferred income tax assets the enterprise 
recognizes in the current period. Hypothesis 2 is verified. The results of model (1) and model (2) 
verify the influence of the degree of debt on the recognition of deferred income tax assets and 
China’s listed companies tend to recognize more deferred income tax assets to cover up the fact that 
their debt risk is high. 

Table 3. Regression results of model (3) 

△Defer_taxasset Coef. t-value 
Perfor_ pressure 0.034** 2.18 

Size 0.076*** 7.31 
Roa -0.247 -0.86 
CFO 0.161 0.71 
tobit1 0.028*** 4.06 

Private -0.127*** -6.73 
Audit 0.277*** 4.97 

Fixasset -0.607*** -9.94 
inventory -0.015 -0.16 
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DA 0.049 0.32 
Year &Industry Yes 

R-squared 0.034 
Number of obs. 18314 

The regression results of model (3) are listed in Table 3. The results show that the coefficient of 
variable “Perfor_ pressure” is 0.034, which is significantly positive at the level of 1%, indicating 
that if enterprises are faced with performance pressure, they tend to recognize more deferred 
income tax assets to whitewash the financial statements. Hypothesis 3 is verified, which shows that 
enterprises will use more deferred income tax assets for earnings management when facing 
performance pressure. 

Conclusion 

This study found that the higher the degree of corporate debt, the more deferred income tax 
assets they tend to recognize. This conclusion is true no matter from the perspective of debt 
accumulation or incremental perspective. At the same time, when enterprises face the performance 
pressure of performance decline, they also tend to recognize more deferred income tax assets to 
whitewash the financial statements. 

According to the conclusion of this paper, there is a lack of prudence in the recognition of 
deferred income tax assets in China's enterprises. Regulators need to formulate more standardized 
and detailed recognition criteria and operation guidelines for deferred income tax assets, strengthen 
supervision, and really improve the information content of enterprises' deferred income tax assets.  
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