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Abstract

This study investigates the relationship between booka€“tax differences (BT Ds) and
earnings management, tax management, and their interactions in Chinese-listed
companies. Using unique tax-effect BT Ds obtained from Chinese B-share-listed firms,
we find that firms with strong incentives for earnings and tax management exhibit high
levels of abnormal BT Ds. T his suggests that BT Ds can be used to capture both
accounting and tax manipulations induced by managerial motivations. Our results indicate
that earnings management explains 7.4% of abnormal BT Ds, tax management accounts
for27.8% of abnormal BT Ds, and their interaction explains 3.2% of abnormal BT Ds.
Tax-effect BTDs are more powerful than income-effect BT Ds in capturing opportunistic

reporting at both conceptual and empirical levels.
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a1 An early version of this paper was titled: 3€ce Booka€“tax-differences, a proxy for earnings and tax
management.3€ We thank A. Rashad Abdel-khalik (the editor), In-Mu Haw (the co-editor), and an
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