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What is this Study About? 

Jurors in legal cases typically do not realize that punitive damages are tax-deductible (i.e., 
businesses can treat punitive damages as a normal business expense, thereby reducing the sting 
of the damages by getting a tax break on punitive damages paid). This study explores whether 
informing jurors about the tax implications of punitive damages affects their decisions, focusing 
on whether such knowledge leads to higher damage awards, especially when defendants have 
low effective tax rates (ETRs), suggesting tax avoidance.   

What are the major findings of the study? 

The researchers found that when jurors were told that punitive damages were tax deductible 
they tended to award higher damages than jurors who were not informed—but only when the 
defendant's ETR was low. When the ETR was high, there was no significant difference in the 
awards. In theory, a defendant’s ETR should have no bearing on jurors’ punitive damages 
assessments, yet it does. The results suggest that knowledge of tax deductibility impacts jurors' 
decisions significantly only in the context of perceived tax avoidance by defendants.   

Why is the study important? 

Accounting practitioners, legal professionals, and policymakers may find the research relevant 
because it provides a nuanced view of how jurors' decisions are influenced by tax-related 
information. Specifically, jurors do not appear to mind that defendants get a tax break on 
punitive damages so long as they believe that the defendant pays their fair share of taxes (high 
ETR), but not when defendants are seen as not paying their fair share of taxes (low ETR).   

This finding suggests that jurors' decisions are influenced by their perceptions of fairness and 
tax avoidance, even when a company’s tax rate itself may have no direct bearing on the 
litigation. This has implications for how tax information is communicated in legal settings and 
the potential need for reforms to ensure punitive damages fulfill their intended role in the justice 
system. 
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