A THESISFOR THE DEGREE OF MASTER OF BUSINESS ADMINISTRATION

INSTITUTE OF FINANCIAL MANAGEMENT

NAN H IVERSITY
o :_

i %
P o
o e

i

P \:}

oy
%
"

/ \

THE RELATIONSHIP BETWEEN DIVIDEND POLICY AND EARNINGS

MANAGEMENT
\ /)
Il\‘\'l-l'\-t _r'l ;;."r

.. ADVISOR: PH.D. C. EDWARD_,\ﬁZAN
i ol
=i s
e "
e _:T::/

— i

PH.D. CHING-JUN HSU

GRADUATE STUDENT : YI-FENG CHEN



I S - -
%%&ﬂm%%
o+ 2y

BR AR B AR S IR 2 M B R

I i%

O e oSy . B e
DRE g %Aﬁ;i
7> 7% 45
m 0 K

< 52 /%ﬂ

sapg: VLT 16 % 4%

. e DB

owam: tERE B E 5 A of



82

Modified Jones Model

91

ii



il



Titleof Thesis The Relationship between Dividend Policy and Earnings

Management
Name of Institute Institute of Financial Management, Nan Hua University
Graduatedate June 2004 Degree Conferred M.B.A.
Name of student  Yi-Feng Chen Advisor Ph.D. C. Edward Wang

Ph.D. Ching-Jun Hsu

Abstract

The purpose of this research is to investigate whether dividend policy would be one of
the motivations for earnings manipulation. Specifically, if the unmanipulated earnings fall
short of the target earnings, whether it is possible that the management may manipulate
earnings upward toward the target earnings to avoid stock price drop.

Our study’s samples, from 1993 to 2002, consist of listed company in Taiwan Stock
Exchange, and we divided the sample into two groups: manipulation group and control
group.We use the regression model to investigate the dividend policy effect on
discretionary accrual items. In addition, we use the t-test and z-test to investigate whether
there existsany differences between manipulation group and control group.

The empirical results indicate that the predicted earnings management based on
dividends is positively related to the discretionary accruals, which confirms dividend
policy is one of the motivations for earnings manipulation. As manipulation tools are
concrened, we find the management in electric and nonelectric industries mainly uses more
discretionary accrual items to manipulate earnings, especially the discretionary accounts
receivable, discretionary inventory, discretionary account payable, and non-operating
income. Therefore, we conclude that the evidence of this study supports the hypothesis
that management may manipulate earnings upward to accomplish targeted earnings, and
dividend policy would be one of the motivations for earnings manipulation.

Key words Dividend Policy, Earnings Management, Discretionary Accruals.
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