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J2HE 2001 2 20068 5 (2) FEAR T SAFAE— R ZE SR > AU RTINS T 9 IH A
JiH > T Givoly and Hayn (2000) A &% Ahmed et al. (2002) AR AT 10 WEgs T B S BR -
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TE HARE ¥E fEE RME O REHB BRARE
PAYOUT 4584 0.219 0.321 0 0 1.470
YIELD (%) 4584 0.683 1.207 0 0 6.224
OVERPAY 4584 0.355 0.478 0 0 1
OVERYIELD 4584 0.324 0.468 0 0 1
CONSERV1 4584 0.023 0.203 -0.601 0.017 0.788
CONSERV2 4584 0.033 0.192 -0.578 0.027 0.745
DUMCONSERV1 4584 0.545 0.498 0 1 1
DUMCONSERV2 4584 0.579 0.493 0 1 1
GROW 4584 0.244 0.695 -0.800 0.133 4.944
INVESTQ 4584 -0.056 0.365 -0.850 -0.135 2.752
CF 4584 0.049 0.081 -0.231 0.049 0.278
ROE (%) 4584 0.949  33.569 -215.346 5.071 124.387
MANOWN (%) 4584 0.029 0.121 0 0.008 5.117
STOCKDIV 4584 0.096 0.295 0 0 1
LEV 4584 0.521 0.231 0.078 0.516 1.658
AGE 4584 7.583 2.719 3 8 16
SIZE 4584  21.172 0.987 12.314  21.135  25.182
4 4584 0.420 0.164 0.050 0.401 0.885
cv 4584 0.845 0.253 0.017 1 1
STATE 4584 0.755 0.430 0 1 1

T PAYOUT WG ERIZ AT > YIELD NI & TEAIEE SR - OVERPAY Jyist B B4 I A 32 4+F
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2RI 2 TR AR - DUMCONSERVIAIDUMCONSERV2 N4> T e bk i
A s GROWNANLKRES) » INVESTOQ NEEHLL: » CFNIRATEFs - ROE NELFRE
515 MANOWN NI AE BZ R L] - STOCKDIV R B S BRI AS & > LEV %= 5 fit
T AGE N ETAER » SIZE N R BB v B &E i AR H] - cv il
T E A S B HIR S SRR » STATE 245 A WAL 57 o

R 3 BT R SO BE L 4 ORI 2 YA W S5 i R AR o X T i AR 5
RS BB B A A A R o Ha R E e 2R T B 1 S S A 2 7]
1Ml HZ R 22 A2 0.0 1 KF B B2 - X TR SEF8 b AL AS AR AL - K31
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HARE OVERPAY  OVERYIELD
DUMCONSERV1 0 2,083 0.392 0.350
1 2,501 0.325 0.302
Diff 0.067 0.047
Chi2 16.865*** 14.278%*
HARE OVERPAY  OVERYIELD
DUMCONSERV?2 0 1,926 0.392 0.349
1 2,658 0.329 0.305
Diff 0.063 0.044
Chi2 8.801+** 7.234%%%

F 0 OVERPAY NI FEBL & A 3 AT RN AS & > OVERYIELD RIS BEER 4 IR i B AR #:
DUMCONSERVIF DUMCONSERV2 N4> THEfEME AL & o Diff W BEZE S > Chi2 RI7
BT > oo s o f A IR AE 0.01 ~ 0.05 81 0.10 KT F i 3 -

*®3 eI ST B A 2 TR B

N CONSERVI ~ CONSERV2 DUMCONSERVI DUMCONSERV2
OVERPAY 0 2,953 0.038 0.047 0 0.571 0.603
1 1,031 -0.004 0.007 | 0.498 0.536
Diff 0.043 0.040 Diff 0.073 0.067
t 0.940%* 0.836"* Chi2 15,591 13434
N CONSERVI ~ CONSERV2 DUMCONSERVI DUMCONSERV2
OVERYIELD 0 3,097 0.033 0.042 0 0.563 0.595
1 1,487 0.002 0.013 | 0.509 0.546
Diff 0.032 0.029 Diff 0.054 0.049
t 5.056* 4873 Chi2 7781 6.508*

I CONSERVIFI CONSERV2 NET BTN pH U A 2 T EHE bR - OVERPAY NI EEBL
SRS AT RMEAS 5 > OVERYIELD st JE IR & BRI 2RI AL 5 > DUMCONSERYV 1
DUMCONSERV2 W& TRV AR & o Diff N¥{EZES > Chi2 N RFSTE > « NSt
B e o 1 IR AE 0.01 ~ 0.05F10.10 K7 L i35 o
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M OVERYIELD) FE A “AR K A0 A o gl A P B S 28 O 1 > A6 KA e
NPABAS G > BIAS A2 T s ) R A5 2503 Tl £ lboisk J32 B0 48 R S AH - AT AR 47 £t
BN NS RN 28 > B3 1 A5 B0 IE o 103X6F b v ALK AL R A KK AL P ) et ft
PEFEBE CONSERVI R » — T KA K 40" H CONSER VI R 083 N > BRI
K AH 7 e S R A AR A B IR IR S A 5 T R K A CONSERYV 78k
NP G > BRI fm BR 41 rpofe i it U A AP et 88 30 4 BRI A8 1 R B 2 » 55—
M KA W CONSERV W) R B HEE /N T MR K417 CONSERV Z 51 44
XHE > SR 4BA 5 (Chow-test) X R Bl 22 AT W LB T 78  CONSERV B 2 BUHE AN
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H—EWZES > KR - 2SS RERCIR AV DU T - Fafa v BRI B0 4 i 1) 2
FTAVE 8 o (RIS 215 B0 UE o B2 > RAMEIALEUE T 4% SCHE H R AMBGE

TEFTA MR AL > MK BE S GROW R R EER L3 NIE o RN EARAY ALK fig
FE o KRB R AL AT PR K > A B A $ 2 "L - R B
SRR ARG I 2 R o KA R > KRB GROW I RBR
B2 o M B KA > MKEESI GROW I RBGHE B N7 > B a K fg
BRI > o BB BRI S A AT REMEREAIR o PRIONIR S Y LK BE T A% T ARk UK
M5 BEBAR AT RE 2 AT 38 23 P FR R - 2 T 4 B 46 R DR B8 A A Ml S Re A B &
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OVERYIELD) TE Jir A [a] A rp #1055 B 8035 R O > RIVRS S5 U] B A A 20k e PRt 3 B 4
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10 R PR R bR CONSERV I 2 B NHE R TTEARBAC A tp R B > JRIRTE TR A T

TR LA 023 AV ZA L (R 2 B U 10 P 5 8 P K40 e A LA S
72 7 #0 L - DR R K VAR 2. o T 9 2 ] > PR A 9 2 LA o
B AR RT3 R A TR - WG R LRI 2 -



Rt I ~ BCKBE ) s P B BB A S A
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5.4 REMRE
5.4.1 KBEN P %

AR SCAARE B K BE 78 R A2 1 E BK AL (GROW AE T 50% ) AR K 4L (GROW
TEJG 50%) AT B nH > W36 o Faf@PEFa bR CONSERVAE Fir A “ ML K- 20 Ay [ 15 v
R N AE K AL A AR E AN T 2 > R R (a2 T IR U R 4
JBORI S AT B VE R AEAR R K BB T T R A UK H5 » BRI m KRB T T > BB AR 4 23
AU > DT 52 i 30 B f 2 T RN R G BEAE A o B B m AR ph 58 > R fi
JEU S BB R A R FRAE T o AR SCH B SUAF BN B0 o FIAERY » RS 417 8] IH
KRE T GROW I R BCER .3 N IE > 1 R K2 [ H 1 GROW I R B3 o
WU AFERK A1 o i B SO AT B R rT BE AP AE R .25 5 »

5.4.2 i it @SR

BT R R N O B9 28 AREHEMN N i RERRER
TP FRAEFRAEIEIN o 5540 » HEF B R THI R fE I HR AR A RE S [X o S R fa
AR SRR > TR TR AR 2 6 R 18 TR BRMEH - Ut > £7RA S —
RS fE e br (TTE S M B M/B) (Moerman, 2008; Khan and Watts, 2009) #4746
5 o TR ER R » AR —ER D o
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TE RSBV T At — 2 SCRF T AR ST o Fafa 2 THR U AN [ B K BE 1 R iR 28
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Ry o
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OVERPAY OVERYIELD
CONSERV1 CONSERV2 CONSERV1 CONSERV2
BEK BEK AKX BRK HKRK &Sfk KEKk 88K
CONSERV -1430%% 20,505 1527 -0.719%*  -1.455"** -0.299  -1.516"** -0.484
(-3.35)  (-149)  (-3.49)  (-2.08) (-3.13) (-0.83)  (-3.18)  (-1.33)
GROW 2.668** -0.190"*  2.671™* -0.187**  2.598** -0.147*  2.602"** -0.146*
6.88)  (-2.33)  (6.89) (2300  (5.94) (-1.74) (595 (-1.72)
INVESTQ 0.253 0.206 0.254 0.200  -0.435 -0.293  -0.430* -0.295
(L14)  (L10)  (L14)  (1.07) (-1.69) (-143) (-1.67) (-1.44)
CF 4361 2,829 4.390™* 3,081 47457 3.770%* 4739 3,998***
(455  (328) (4600 (359  (451)  (412)  (452)  (4.40)
ROE 0.039**  0.042°* 0.039** 0.042* 0.039*** 0.054™* 0.039** 0.054**
(9.72) (745 (975  (746) (895  (826) (895  (8.28)
MANOWN 114.667 42211 116111 42136 64.849 1559  65.865 1.510
(153)  (141) (155  (1.41)  (0.82)  (0.04)  (0.84)  (0.04)
PREPAY 2.008F* 2,356  2.009***  2.349** 1.123** 0.941"** 1.124*** 0.939***
(11.42) (13.36) (11.43) (13.33) (1277)  (12.17)  (12.79) (12.14)
STOCKDIV 0.017  -0477** 0.021  -0.483** 0.047  -0.163 0.053  -0.168
0.09)  (-3.05  (0.11)  (-3.09)  (0.22)  (-0.98)  (0.25  (-1.01)
LEV S3.720%% -3.094%F -3.745%F 23,059 33174 3,587 -3.346***F -3.551%**
(-9.90)  (-8.52) (-10.02)  (-8.45)  (-8.21) (-9.17) (-8.33) (-9.12)
AGE -0.026  -0.039  -0.023 -0.038  -0.051 -0.043  -0.048  -0.042
(-0.90)  (-1.47)  (0.77)  (-1.40)  (-1.57)  (-1.53)  (-1.46)  (-1.48)
SIZE 0.696**  0.749**  0.692** 0.744** 0.657*** 0.913** 0.652*** 0.909***
(8.86) (11.02) (8790 (10.93)  (7.36) (11.70)  (7.30) (11.65)
V 0.442 0.050 0.479 0.044 0.469  -0.082 0.500  -0.091
(1.05) (0.14) (1.14) (0.12) (1.02)  (-0.22) (1.09)  (-0.24)
cr 0.277 0.016 0.274 0.015 0.406 0.083 0.401 0.084
(0.97) (0.07) (0.96) (0.06) (1.28) (0.34) (1.27) (0.35)
STATE 0.176  0.350** 0.172  0.355** 0.079  0.341** 0.073  0.344*
(L.02) (2360 (099 (239 (042 (216 (039  (2.18)
INDSHI YEARS Control ~ Control ~ Control ~ Control ~ Control ~ Control ~ Control ~ Control
Obs. 2292 2292 2292 2292 2292 2292 2292 2292
R 0.3384  0.2711  0.3387 0.2718 0.3783  0.3337 0.3784  0.3341
£ OVERPAY VI B G BA ST SRS & - OVERYIELD il BBl <5 IR 1 B A A8 &

CONSERVIFICONSERV2 NET Bt N BT B 2 R @M hs > GROW A AL
KAe) > INVESTQ NN Ss » CFNBLAHidEhs » ROE NEAGES) > MANOWN J A
FIZ RG] - PREPAY N AL A A A KT » STOCKDIV N IS AW AS &
LEVNEF= 5% » AGEN ETHAERR » SIZEN B A IRXNEL » vl e & il A AL L
B> CV RN AT E A S EERIB S B RRE > STATE W2 EAWAS & > INDS AT
At > YEARS WAFFEMEAS o [6] )R fl Logie B > 3857 N White-c S 1 > & T 747
ZE[A 5 e s o AR IR IRTE 0.01 ~ 0.05 F10.10 7KF £ B3 -
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5.4.3 R KAF AT SR FIZ M

DL b2 R0 > RS T IR0 R A R I BN 4 e A A ok B8 S0 ) o (R > AR
PR fa O A 2 BOR S H A HUA O - HAABRRIEZ giLry A 7l T iE 2 G 5%
T 2 Ak B 0 A > DA S L O B R R o AR SR E K B S R s
BT AE— 8 A IR - K BB T 15 22 I IR R AR 1 4 2 Bl ML > el fgk S D K 4%
TE LA A RO SR o R > 36 8 SR ALK BE 1 B Al (823 B LR 1 4l
NAEAS > PR ER RIS LT > Fafl o RN RE A R AR & A E R - &
8 KRB HE SR AR A 7] #2 BUR R B (@ > AR @20 (DUMCONSERVI = 1) A4
(DUMCONSERVI = 0)HEATALI: o i 25 Ry dok B2 IR 48 ORI S AT 25 51 > f5 281 st JiE
A BB R AE TR o AN R I I S A A S IR > 3 TR ALK 22 | 5 AT R
TFAERIA B W FE 23 BhATL » 4828 ShATLRE K BE 0 S8 i in i > (R GRO W i 8k
TEFTA [EH &R 525 N IE - 52 B g8 —80 B F RS K Il - ke hs
Job TR 4 TR S AT IE ARG o

T RGBS HLE LT ART S » AL THREBOR ks 7 EEr
STHECR > A SRR N R o A S AL A BURBAE BT >
fa 2 VIR A R BEARR T 04 IR S ASE A Bt B S A > TR R A BT A A fE 4 A [l 1]
HCONSER V)RR E B N7 > RIFfES THBUR Ref A S IR =S shHL 1)
A RS AT o T AE 3823 LI = B2 TP BOR B S BL T > CONSERVI 2 BB AS
3 FFBA RN LG B2 THBOR 0T 52 0y BRI S ATE 0L - 256
Fe (e 20 55 0l AR 25 SR mT AR IR R (2 IR ) B RE A A S R AR SR AR S B AL T
ARt 3 B 4 B A S AT AT REME » 2 - R SHIAE I EN - X T BA RIS SHL A
A > R fE S T IBOR 0 A RE A5 A SRR AL B I R S AT A AT R

5.4.4 N AR E R

BIRFR 8RR AL 2 FIREAS B AR T AS R S AL A4 Aoll Xt 7 A A 2 3 5 i
FEXTA R > EAR Ml B 48 25 S LI S 25 2 TFBORAYIE £ » it > R 9RH
WKL 7 RN o i B2 BN 4 PR S A S5 A A ) 22 ) 4 R EL S AT T 0 A ol —
A28 SR I N ARG BEAE T o BEBSIREANT

OVERPAY (OVERYIELD) = By + B,GROW + B,CONSERV + B,INVESTQ
+ B4CF + $sROE + BMANOWN + [3;,PREPAY
+ B STOCKDIV + BV + BoCV + B1,STATE + € (2)

CONSERV = Ay + A\GROW + A,PAYOUT (YIELD) + A;LEV + ASIZE
+ AsV + ACV + A, STATE + A;AGE + A JYEARS + AQINDS + ¢ (3)

BB AT RE 2 T 4R S B S LA T BN [ 2 SRR - B B R IR A TR AR R W 4R 25 F HL
U B T AR R A 22 THBOR o ST FE] P4 A0 2 A B 5t 38 o R A S v 5 A i b B
A B R e fi 23 THECR (LaFond and Roychowdury, 2008; Watts, 2003; Zhang, 2008; Ahmed e al.,
2002; Xia and Zhu, 2009) - X 3 WR 7 %5 S AL Y 23 5] 3 AT BESR R 9 2 TR -

1 HRAE DUMCONSERV2 4y AN 45 5 3 11 3R A — B o W R W AR ©
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OVERPAY OVERYIELD
RAKE FHKE BHKE BRKE HRKE SHK4E
M/B -0.075**  -0.053**  -0.033 -0.158* 0,174 -0.127***
(-243)  (220)  (-1.32)  (3.45)  (-547)  (-3.89)
GROW 1.116***  -0.007 -0.161%%  1.301%*  0.341 -0.139**
(3.89) (-0.01) (-3.14) (4.06) (0.51) (-2.55)
INVESTQ 0.245 0.092 0.225 0.206 -0.129 0.230
(1.36) (0.61) (1.62) (1.00) (-0.76) (1.52)
CF 0.989* 1457 0.927* 1.708%* 2,197  1.693***
(1.66) (2.48) (1.82) (2.63) (3.49) (3.08)
ROE 0.032*%*  0.044**  0.028™**  0.037**  0.077**  0.050***
(8.28) (7.82) (6.37) (8.83) (11.75) (9.86)
MANOWN 1.502%*  0.218 0.186 0.987* 0.530 -0.124
(2.73) (0.38) (0.98) (1.87) (0.92) (-0.42)
PREPAY 11959 1.202%*  1.466**  1.097*  1.023"*  1.441***
(9.24) (10.88) (11.84) (8.30) (9.05) (11.23)
STOCKDIV 0.128 -0.220* -0.274** 0.124 -0.127 -0.017
(0.87) (-1.94) (-2.34) (0.80) (-1.05) (-0.14)
LEV S2.070%%%  _1.872%**% 1.844%*%  _1.741%*  -2.099%%*%  -1.988***
(-7.03) (-7.26) (-6.76) (-5.57) (-7.63) (-6.91)
AGE -0.015 -0.029 -0.007 -0.038 -0.034 -0.018
(-0.64) (-1.49) (-0.33) (-1.56) (-1.64) (-0.86)
SIZE 0.305***  0.378**  0.382***  0.318***  0.490**  0.492***
(4.32) (6.83) (6.75) (4.10) (8.15) (7.89)
4 0.560* 0.065 -0.057 1.109***  -0.053 -0.209
(1.73) (0.24) (-0.22) (3.20) (-0.19) (-0.76)
cv 0.319 0.110 -0.126 0.297 0.203 0.036
(1.52) (0.61) (-0.76) (1.30) (1.06) (0.20)
STATE 0.028 0.101 0.322%%*  -0.042 0.039 0.310***
(0.22) (0.88) (2.99) (-0.30) (0.32) (2.73)
INDSH YEARS Control ~ Control ~ Control ~ Control ~ Control ~ Control
Obs. 1444 1513 1501 1444 1513 1501
R? 0.3523 0.2750 0.2789 0.3584 0.3378 0.3529
Chow-test 96.56*** 144.01%*
LR chi2

H 0 OVERPAY X FEBL 4 A S A R AR &
M/B N EME A L (SR eI bs) - GROW NS EKAES) - INVESTQ WAL
2> CFNBARIEAS » ROE NEFIGES > MANOWN NIAARE HZF5 L9 » PREPAY

N _E BB A R S A KA > STOCKDIV N IBEZE JEEFINE

OVERYIELD 73t 14 B | ik B 2 A 4

LEV NS =A% » AGEN

LR - SIZE NG BIRSE VORI A H LA . oy W & ik s A
PSRBT TR > STATE &5 15 A MEAS & > INDS AT WEAE & > YEARS AR FEMEAR
o ISR Logie A578 » 455 o White-t S8 THRE » B HE T S5 2 WL =~ 0= 435
F/RTE0.01 > 0.05F10.10 KT FZZE -



Rt I ~ BCKBE ) o P B BB A S A 82

*8 BB ZS AL AR A 2 T IR R 2 ] A B A S At

OVERPAY OVERYIELD
RfEa P G| REa B A
CONSERV -2.664*** 0.451 -2.882%** 0.692
(-3.12) (0.82) (-2.95) (1.18)
GROW 1.897*** 0.840** 1.809*** 1.021**
(3.81) (2.28) (3.26) (2.45)
INVESTQ 0.500* -0.035 0.223 -0.520*
(1.85) (-0.15) (0.68) (-1.87)
CF 4.566%** -0.126 5.965%** 0.049
(3.92) (-0.14) (4.50) (0.05)
ROE 0.021*** 0.042%** 0.022*** 0.043%**
(5.15) (6.09) (4.59) (5.88)
MANOWN 0.738 1.915%** 0.825 0.799
(0.70) (2.65) (0.72) (1.17)
PREPAY 1.396*** 1.101*** 0.984*** 0.530%**
(6.66) (6.02) (7.90) (6.20)
STOCKDIV 0.632** -0.103 0.429 -0.094
(2.38) (-0.55) (1.42) (-0.46)
LEV -1.979** -2.582%** -1.740%** -2.334%**
(-4.28) (-6.61) (-3.43) (-5.61)
AGE 0.007 -0.026 -0.028 -0.035
(0.19) (-0.78) (-0.68) (-0.99)
SIZE 0.388*** 0.409*** 0.332%** 0.334**
(4.15) (4.59) (3.02) (3.46)
V 0.286 0.834* 0.789 1.272%**
(0.57) (1.83) (1.37) (2.60)
cv 0.538 0.143 0.792* -0.218
(1.58) (0.50) (1.92) (-0.72)
STATE 0.140 -0.006 -0.139 0.046
(0.65) (-0.03) (-0.56) (0.25)
INDS#1 YEARS Control Control Control Control
Obs. 842 686 842 686
R? 0.4704 0.3055 0.5294 0.3315

T OVERPAY NISEE G A S AR AS B > OVERYIELD sk B 0 4 ) Bt B SR AR & >
CONSERVIFICONSERV2 NET Bt N T HBUTA I 2 1R @M hs > GROW A AL
KAe) > INVESTQ NSNS » CFNBL A Hidehs » ROE NEAIGES) > MANOWN J A
EHZ ] > PREPAY N FIEL A IR S A KT - STOCKDIV 1 B SR WEAS B >
LEVN S0 > AGEN ETAERR > SIZE N R AIRR B > VIR A B AR L
Bl > CV N AR s BUS R AR > STATE N E & EA WAL E > INDS AT W
AR YEARS NAFFEWEAS 7 o [M1H R Logie BB » #5510 White i 1T & » HE T 70
ZE[A 5 e s oA B IRTE 0.01 ~ 0.05 F10.10 7KF £ &3 -



oA M ANOT0O U S0°0 « T0°0 Tl L0 v v~ won * WMIFELLAE L ]G < BLG
OMUM K ek £« FERAOISOTH K I [n] o BT R M F Ay NCSHVAX < T IE AN LLFCSANT « T 38 T By [ S RCALLVLS « FiIFY S SLGH WY S 5 W T h ML HERCAD < [}
KA A7 A« WY Bl o 35 W CAZIS < @Ay (LT DV « s o S RCATT « 5 S M I 53 BCATANDOLS < AN ) ZE e T W big T LAV TAd « [}
Uk 2l 5 i CCNAMONYIN < [ B[ BE R TOY < SYBPWMTWERCAD « ZSHIEMFICOLSTANI « [ SN AN HLMOYD « s WM IHE W ATAIL « s ) 2 [ 4l

SWECLNOAV < S BEFBY Y- 5 LI M UL L3 [ AYASNOD < B g s M I W S W FI R ATHIRATAO « 3 e ) 72 WS M HTLAVIATAO = H,

SH01°0 %060°0 LOET'0 014170 €86T°0 S69T°0 $680°0 0%£0°0 £801°0 6920°0 145440 S607°0 d
87S1 87ST 8761 8761 8761 8761 8781 87ST 8761 8761 8761 8¢l 90
[onuo)) [o1Iu0)) [onuoD) [onuoD) [o1Iu0)) j[litve} SAVAL 1y SANI
***Qm.mv ***Amm.@ ANN.O|V Amoo|v **AMN.NV Gwov ***@w.mv ***Awo.vv QN.O& vaov **AmN.Nv G@Ov
8%0°0 ro 200°0- 100°0- 870°0 0100 €600 6C1°0 €00°0- 9100 870°0 910°0 HLVIS
(96°0) F€0) «1271) «(69°T) (8%°0-) (9%°0) (£5°07) (€T°07) «(68°1) «(L9'1) (07°0") (S¥'1)
100~ L10°0 %€0°0 £80°0 600°0- 910°0 100~ 110°0- L££0°0 €60°0 %0070~ 850°0 AD
(69°0) (€6'0) (€10) (z00) 160) w07 (LS07) (10°0) (€€0) (0z'1) (600)  «(8177)
€200~ 1£0°0- €00°0- 100°0 L10°0 o 610°0- 100°0 010°0 860°0 €00°0- &r1o A
***ANN.w-v Amoo.v ***am.w-v ***Qw.w-v Amao.v ***Awo.w-v
€200~ %00°0- G600 ¥20°0- §00°0 6600 HZIS
@) (Irn (#0°0) (6z'1) (zo'n) (€T°07)
€00°0 200°0 100°0 €00°0 200°0 100°0- kR4
wxx(07°8) «x(6%76) wx(LT79T) wex(1T°L) «x(07°8) wx(ST'ST)
LTT0 81C°0 L6T°0 070 681°0 08C°0 AdT
(6L0) (€9°0) 96'0) 071 (€51 (@)
820°0 7200~ $€0°0 160°0- 850°0- 950°0 AIAYDO0LS
wxx(1SFHT) wx(FS91) wx(TELT) wx(9€°TT) wxx(88°T1) o (STED)
7910 €81°0 L0T°0 89%°0 4yl 020 AVddYd
(1€°0) (€cn «(S8°T) (06°0) () wex(167€)
810°0- S1T°0 CT0 750°0 LyT0 89%°0 NMONVIN
«(08°T) (1977 wex(LTE) «(1L°7) (8677 wx(T9°€)
100°0 100°0 100°0 100°0 100°0 100°0 104
wx(1777) wex(19°C) wx(12°€) wxx(107) wex(£6°6) wex(F67°€)
LyT1 671 89%°0 L91°1 66L°T 0550 A0
F70) «(97'T) 391 «x(98°7) (T6'0) (S0°0-)
€10°0- 780°0- 81%0°0- 980°0 €00 100°0- OLSHANI
***ANN.V|V ﬁ%ﬁo.m& Aom Tv ***aw&‘V ***@N.va 1%@@.%&
L1070~ €10°0- 800°0- 9¢1°0- 101°0- 80°0- (@T141%) INOAVd
***: ~.N.|v ***Amm.huv ***Awm.v-v ***ANN.@|V ***Avo.huv ***QN.Q-V
CLTT- 68T’ 1- 1L£°0- oy 1- 06’1~ €65°0- AYASNOD
x(99°7) 8117 (280 (Ls0) (ST w667 w66 (127 (280 (0°0-) (LL0)  wl€6D)
G100 910°0- £50°0- G010 870°0- 110 1100 €70°0- £50°0~ 600°0- 810°0- sTro MOYDH
AYASNOD AdTINAYINO AYISNOD ATIIAYIAO AYISNOD ATINAYIAO AYISNOD AVAYIAO AYISNOD AVAYIAO AYISNOD AVIYIAO
BE B3 th By B B3 e By
dTIIAYIAO AVdYINO
TLLCTOM — [N ZE NS W R TS U (P 5 6%



Rt I ~ BCKBE ) o P B BB A S A

TERMEMER T > ALK R T) GROW I R B R A LR K A rh 2 N IE
TEAR A LA A K A P O P EAS 235 SRR K RE T Al 2l 15 SE A A 19
2TPBOR > AR AR K BE 1R Ak T ¥ A R W 2 T BOR I B ) -
7 o BLE BN BUOR (PAYOUTHN YIELD) B 2 BCTE A [0 H #8035 Dy 0 > BRI S AR
LB A A R e AR A 2 THREEE > X — 45 R 5 Ahmed et al. (2002) K[ ©
T BB R ST [ H A > RRK A GROWHI R B E NIE > FR KA+ &
FENG PRKAPALE » SZATEIREAR B AIARRKEEN T - EBRBR
W FRZS LA BT 2 5 o

F @ MEFEAR CONSERV 9 2 BAE P A [l H i S35 0 0 - lE— 2B 500 TR 1 - 1B
& 0w KA B R B W T TR K AR R E - X5 AT 4
AAPE o AT RE R S RTE T A AR TR N ZE M - BV 4B JROF BOR AN LK BE ) 2058 I A fd
PERYIEFE > WIS 00 2 TR PR R AR B8 B 45 IR A ST B9 SEBRBCR © MK e T
PR BR 18 25 B LR o ) T o BEAS A 2 T D0 o AT HE — 2 B A 1 3k B B 4 M
FISCATRRTRE © Bz WL 7 RRARIF B 2 e e vk RN S 28400 il Jof 132 0 <5 A
SIASHIATRE o
5 G

HER AT O LI BAS - SO KA > 2IREEEEEA TS
[ T AT - BT TS v (0 IR R (B2 A B A [l i A R B 9 2 AR %
DE o R E R AT AR BLER T 5 AT 32 A [R] 64 il LA R 30 M RORRAE >
FIBCR WA 254 EIIAIR] (Aivazian et al., 2003) » ISP B A B S0 A6 ] 7
i I B AR A R o 1 4 b A9 S B4 DL (Lee and Xiao, 2003) © A SCMAG L THEUR
R > e TRME S T E S B A Z 1R B9 5C & > DRI A BUARG I 00 v LA R A
JEE S M SR > AR B AR 2 T IS0 3 BEAE Y o TR A S0 A2 B S R PR AR 1 S
SIHLATRZNE > LA TR A RE 7 400 B g R BOR 9 A A BT 22 5% o

A SCHIBE R DO R 2 T 7R BE D RS A1 T 58 Z e 4 S Fr - Rt — 204
AT R 2 T IE R A AR B SR ANVE AR © 53 8h > AR SOl o oo B B B R
SRR BRRR A T B RN AESE o AR SO THE B A B B ORI BOR B AL 1T 0 e
i > MR T 2IMEE S AR RR Z KRR > RIS BOR2 835 50
23 A R R BT RS o

& B

BEEE ~ 705 0 2004 A HUZ R - BOFIBOR RN BT A AR AT (AR ER 12
5 27-30 °

W > 2008 “MEFIEUR ~ 55— KR A K" (TR R)SE 41 > 51-57 -

PR A » 2004 “ A [ T2 w8 B P A A (L R 1) T B AR ISR 5% T Y SIS ERIF R KR
KPR 61 > 94-100 ©



KA R I I

Ahmed, A. S. and Duellman, S. (2007), ‘Accounting conservatism and board of director
characteristics: An empirical analysis’, Journal of Accounting and Economics 43 (2-3):
411-437.

Ahmed, A. S., Billings, B. K., Morton, R. M., and Stanford-Harris, M. (2002), ‘The role of
accounting conservatism in mitigating bondholder-shareholder conflicts over dividend
policy and in reducing debt costs’, The Accounting Review 77 (4): 867-890.

Aivazian, V., Booth, L., and Cleary, S. (2003), ‘Do emerging market firms follow different
dividend policies from U.S. firms?’, The Journal of Financial Research 26 (3):
371-387.

Ball, R., Kothari, S. P., and Robin, A. (2000), ‘The effect of international institutional
factors on properties of accounting earnings’, Journal of Accounting and Economics
29 (1): 1-51.

Ball, R., Robin, A., and Wu, ]J. (2003), ‘Incentives vs. standards: Properties of accounting
income in four East Asian Countries’, Journal of Accounting and Economics 36
(1-3): 235-270.

Bushman, R. and Piotroski, J. (2006), ‘Financial Reporting Incentives for Conservative
Accounting: The Influence of Legal and Political Institutions’, Journal of Accounting
and Economics 42 (1-2): 107-148.

Claessens, S., Djankov, S., and Lang, L. (2000), “The separation of ownership and control
in East Asian Corporations’, Journal of Financial Economics 58 (1-2): 81-112.

Eckbo, B. E. and Verman, S. (1994), ‘Managerial ownership, voting power, and cash
dividend policy’, Journal of Corporate Finance 1 (1): 33-62.

Fama, E. and Babiak, H. (1968), ‘Dividend Policy: An Empirical Analysis’, Journal of the
American Statistical Association 63 (324): 1132—-1161.

Francis, J., LaFond, R., Olsson, P., and Schipper, K. (2004), ‘Costs of equity and earnings
attributes’, The Accounting Review 79 (4): 967-1010.

Frankel, R., Sun, Y., and Wang, R. (2008), ‘Earnings Asymmetric Timeliness and
Shareholder Distributions’, Available at SSRN: http://ssrn.com/abstract=1157547.
Givoly, D. and Hayn, C. (2000), “The changing time-series properties of earnings, cash
flows and accruals: Has financial accounting become more conservative?’, Journal of

Accounting and Economics 29 (3): 287-320.

Gul, F. A. (1999), ‘Government share ownership, investment opportunity set and corporate
policy choice in China’, Pacific-Basin Finance Journal 7 (2): 157-172.

Holthausen, R. W. (2003), ‘“Testing the relative power of accounting standard versus
incentives and other institutional features to influence the outcome of financial
reporting in an international setting’, Journal of Accounting and Economics 36 (1-3):
271-283.

Jenson, M. and Meckling, W. (1976), “Theory of the firm: managerial behavior, agency
costs and ownership structure’, Journal of Financial Economics 3 (4): 305-60.
Johnson, S., La Porta, R., Lopez-de-Silanes, F., and Shleifer, A. (2000), ‘Tunneling’,

American Economic Review (Papers and Proceedings) 90 (2): 22-27.



Rt I ~ BCKBE ) s P B BB A S A

Kalay, A. (1982), ‘Stockholder-bondholder conflict and dividend constraints’, Journal of
Financial Economics 10 (2): 211-233.

Khan, M. and Watts, R. L. (2009), ‘Estimation and empirical properties of a firm-year
measure of accounting conservatism’, Journal of Accounting and Economics 48 (2-3):
132-150.

La Porta, R., Lopez-de-Silanes, F., and Shleifer, A. (1999), ‘Corporate ownership around
the world’, Journal of Finance 54 (2): 471-518.

LaFond, R. and Roychowdhury, S. (2008), ‘Managerial Ownership and Accounting
Conservatism’, Journal of Accounting Research 46 (1):101-135.

LaFond, R. and Watts, R. (2008), ‘The Information Role of Conservatism’, The Accounting
Review 83 (2): 447-478.

Lee, C. J. and Xiao, X. (2003), ‘Cash dividend and large shareholder expropriation in China’,
European Financial Management Association 2003 Annual Meeting, Finland.
Lintner, J. (1956), ‘Distribution of Incomes of Corporations Among Dividends, Retained

Earnings and Taxes’, American Economics Review 46 (2): 97-113.

Moerman, R. (2008), ‘The role of information asymmetry and financial reporting quality
in debt trading: Evidence from the secondary loan market’, Journal of Accounting
and Economics 46 (2): 240-260.

Nikolaev, V. (2010), ‘Debt Covenants and Accounting Conservatism’, Journal of
Accounting Research 48 (1): 137-175.

Watts, R. L. (2003), ‘Conservatism in Accounting Part I: Explanations and Implications’,
Accounting Horizon 17 (3): 207-221.

Watts, R. L. and Zimmerman, J. L. (1986), Positive Accounting Theory, Englewood Cliffs,
NJ: Prentice Hall.

Xiit, D. L. and Zhu, S, (2009), ‘Corporate Governance and Accounting Conservatism in
China’, China Journal of Accounting Research 2 (2): 81-108.

Zhang, ]. (2008), “The contracting benefits of accounting conservatism to lenders and

borrowers’, Journal of Accounting and Economics 45 (1): 27-54.



20124F12H 4t B4

I & it 5 i} % i 5t
China Accounting and Finance Review
Volume 14, Number 4 — December 2012

Conservative Accounting, Growth Opportunity, and
Cash Dividend Overpayment*
Song Zhu' and Hawfeng Shyu?

Abstract

From the perspective of financial reporting, conservative accounting is an effective
mechanism to protect the interests of investors and can play a corporate governance
role. Using the data of listed firms in China from 2001 to 2006, this paper finds
that conservative accounting can effectively reduce the likelihood of cash dividend
overpayment. However, as the tunnelling incentive for management is different under
different growth opportunities, the governance role of accounting conservatism also
varies. Controlling shareholders have a higher motivation to tunnel assets from those
firms with lower growth opportunities, and this improves the effect of conservative

accounting in reducing the likelihood of cash dividend overpayment.

Keywords: Accounting Conservatism, Growth Opportunity, Cash Dividend,
Overpayment
CLC codes: F12, F23

This paper is sponsored by the National Natural Science Fund (71072089), the Guangdong Natural
Science Fund (10451027501004606), and the Guangdong Soft Science Fund (2011B070300122).
PhD, Associate Professor, Business School, Beijing Normal University, Haidian District, Beijing,
China (100875). Email: zhusong@bnu.edu.cn.

PhD, Assistant Professor, Business School, Sun Yat-sen University, 135# Xingang West Street,
Guangzhou, Guangdong Province, China (510275). Email (Corresponding author): zsu640@hotmail.
com.

1

2



Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment

l. Introduction

The agency theory suggests that firms tend to overpay cash dividends to shareholders
and that cash dividend overpayment is more likely to happen when the principal agency
problem is severe (Jensen and Meckling, 1976), thus damaging the interests of creditors.
Actually, accounting conservatism (or the conservative accounting principle)® can reduce
cash dividend overpayment as conservative accounting can affect the accounting numbers
in debt contracts, such as net earnings or retained earnings (Watts and Zimmerman,
1986). However, there are no unanimous conclusions in the current literature on the
governance role of conservative accounting in debt contracting (Ahmed et al., 2002;
Zhang, 2008), and there is little research on whether accounting conservatism can
effectively reduce cash dividend overpayment (Frankel et al., 2008). Moreover, cross-
country studies propose that accounting conservatism will be at a higher level under better
institutional environments (Holthausen, 2003; Ball et al., 2003; Bushman and Piotroski,
2006), which means that the governance role of conservative accounting may be different
under different institutional environments. Therefore, can conservative accounting protect
the interests of creditors by reducing cash dividend overpayment in countries with worse
protection for investors and weak institutional environments?

Using cumulative accruals and the market to book (M/B) ratio to measure
conservatism, this paper finds that conservative accounting can reduce the likelihood
of cash dividend overpayment, thus showing its corporate governance role. However,
this governance role is affected by the tunnelling incentive for controlling shareholders,
which makes conservative accounting’s governance role of reducing cash dividend
overpayment vary under different growth opportunities. When growth decreases, the
tunnelling incentive for controlling shareholders is higher; thus, conservative accounting
can play its governance role better. As growth increases, the tunnelling incentive tends
to change and the propping incentive is more evident, thus reducing the demand for
conservative accounting and further reducing the power of conservative accounting in
corporate governance.

Our result is different from that of Ahmed et al. (2002). There are three possible
reasons for this difference. First, Ahmed ef al. (2002) use cash dividend payouts as
the agency costs to investigate the relationship between agency costs and accounting
conservatism, while we study conservative accounting from the perspective of the
economic consequences of reducing agency costs. Second, Ahmed et al. (2002) do not
consider the bilateral relationship between cash dividend payment and conservative
accounting, and thus we use the simultaneous equation model to examine this
relationship. Third, different institutions may lead to differences in the degree of the

effect of agency costs on conservative accounting. Ahmed et al. (2002) find that higher

3 Using conservative policy and conservative estimation to produce accounting information is called
conservative accounting. Conservative reporting policy or estimation is not for the purpose of earnings
management.
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agency costs will lead to a higher demand for conservative accounting in the US market,
where investors can push management to adopt a conservative reporting policy. This
paper focuses on Chinese firms. In China, controlling shareholders dominate almost
every decision made by firms due to the concentrated ownership and the market can
hardly influence the decision-making of controlling shareholders. Thus, the bigger the
agency problem, the less conservative accounting may be reported since the controlling
shareholders may take advantage of the subjectivity of accounting choice to manipulate
earnings in order to overpay cash dividends, especially when they have higher tunnelling
incentives. Therefore, higher agency costs will lead to conservative reporting being less
widely adopted.

Unlike Frankel ef al. (2008) who discuss the governance role of conservatism,
this paper further investigates differences in the governance role of conservatism under
different incentives for controlling shareholders. Frankel et al. (2008) use the data of the
US market, while we use Chinese firms, which have different principal agency problems
from those in the US, and investigate whether conservative accounting can still play the
governance role under different agency problems and different regulatory environments.
Moreover, this paper differs from Ahmed ef al. (2002) and Frankel et al. (2008) in that
we investigate the tunnelling incentive for controlling shareholders under different growth
perspectives, specifying the situations under which the agency problem is more severe
and affects the choice of accounting reporting policy and related financing decisions. Lee
and Xiao (2003) and others presume that controlling shareholders have the tunnelling
incentive, but we find that the tunnelling incentive is different under different growth
perspectives.

Section II reviews the literature on conservatism, Section III presents our
hypotheses, and Section IV reports the data and samples. The empirical analyses and

results are presented in Section V, and Section VI concludes the paper.

Il. Literature Review

The requirements for revenue recognition under conservative accounting are more
restrictive, and this reduces the possibility of the management not disclosing potential
losses to investors (Watts, 2003) and thus constrains the management from overestimating
earnings and net assets, protecting the interests of investors and reducing agency costs.
As an information supplier, a firm has an incentive to adopt conservative reporting
because conservative accounting reporting can lead to lower financing costs (Zhang,
2008; Moerman, 2008; LaFond and Watts, 2008). In other words, conservative reporting
is beneficial for firms that require external financing, especially when agency problems
are severe. Thus, many researchers study the relationship between agency problems
and accounting conservatism. By using cash dividend payouts as the proxy for conflicts
between shareholders and creditors, Ahmed et al. (2002) find that accounting reports

are more conservative under higher agency costs. LaFond and Roychowdhury (2008)



Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment

also reach the same conclusion by using CEO ownership to measure agency costs,
which means that creditors and other investors may require more conservative reporting
in order to protect their interests and accounting conservatism does indeed plays its
role. In contrast with Ahmed et al. (2002), who find that cash dividend payment is
positively related with conservatism, Frankel ef al. (2008) find that cash dividend payout
and accounting conservatism are negatively related, that is, higher conservatism will
lead to lower cash dividend payment. Although Ahmed er al. (2002) study the causes
of conservatism and Frankel et al. (2008) examine the economic consequences of
conservatism, the conflicting results suggest that accounting conservatism is endogenous
and determined by agency costs. Research on conservatism and agency costs should
consider the bilateral relationship. However, as we know, there is little research on this
issue.

Cross-country studies find that the institutional environment, legal system, and
enforcement determine the political costs for regulatory authorities and thus influence the
making and enforcement of a conservative reporting policy (Ball et al., 2000; Holthausen,
2003; Ball et al., 2003; Bushman and Piotroski, 2006). Although the setting of principles
is important in determining the degree of conservatism, the enforcement of principles
and the incentive for management to enforce the principles are more influential (Ball
et al., 2003). In the Chinese capital market, rules and regulations are abundant but
enforcement is still weak. Moreover, the governance characteristics in Chinese firms
are very different from those in the US market. Research on the US market finds that
firms tend to adopt conservative accounting when the conflicts between creditors and
shareholders are severe, thus demonstrating the demand for conservatism caused by
agency costs (Ahmed et al., 2002). However, this does not mean that the same situation
is found in China. In China, the legal system and contract protection are weak, and due
to the lack of external conditions for the enforcement of the conservatism principle, there
is little research on whether conservatism can play the governance role in reducing cash
dividend overpayment.

The Chinese securities market has been developing for more than 20 years, and the
dividend policy is a hot topic attracting the attention of both investors and researchers.
Many studies focus on the cash dividend. The “tunnelling” hypothesis suggests that under
a weak institutional environment, the agency problem is more likely to be the conflicts
between controlling shareholders and minority shareholders (La Porta ef al., 1999;
Johnson et al., 2000). With regard to the tunnelling incentive, controlling shareholders
do indeed have the tendency to divert resources via the cash dividend policy (Yan,
2004; Liao and Fang, 2004). Concentrated ownership allows controlling shareholders to
tunnel the listed firm through cash dividends in order to meet their cash demand (Lee
and Xiao, 2003). Moreover, the phenomenon of tunnelling through cash dividends is not

influenced by the nature of the controlling shareholders (Xie, 2008). However, current
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research on the tunnelling incentive merely focuses on justifying this phenomenon.
Investors and regulatory authorities are more concerned about how to regulate and solve
the issue of tunnelling through cash dividends to reduce the damage done to creditors
and minority shareholders. One way of restraining the tunnelling behaviour of controlling
shareholders is to set up more sound protection systems, such as a litigation mechanism
or other investor protection rules; another way is to limit cash dividend payments based
on earnings distribution via the financial reporting policy. Research suggests that from
the perspective of financial reporting, accounting conservatism can protect the interests of
investors (Watts and Zimmerman, 1986). However, the governance role of conservative

accounting has been less investigated in China.

lll. Hypotheses

Cash dividend overpayment transfers capital from creditors to shareholders since
overpayment reduces the resources that should be paid to creditors and increases
the default risk for creditors (Ahmed e al., 2002). Most debt contracts are based on
accounting numbers, and when a firm’s operating performance is in trouble, enforcing
debt contracts will transfer the control rights from the hands of the shareholders to the
creditors. Timely recognition of bad news is required before a contract is signed, and after
the execution of a debt contract, conservatism still can provide more new information
to creditors in order to allow them to take some timely actions to restrict or revise the
debt contract, such as restricting the ability of the firm to obtain more loans and limiting
investment plans or the cash dividend policy (Zhang, 2008). Two kinds of restriction on
cash dividends can be included in debt contracts: direct and indirect restriction. The direct
restriction is to set an upper level of cash dividend payment by limiting cumulative net
income and retained earnings, while the indirect restriction is to require a firm to keep
debt leverage at a certain level so as to indirectly limit the level of the cash dividend
payout (Kalay, 1982). If the accounting system can provide timely signals of any change
in a firm’s economic value, which means that the accounting is conservative, then the
debt contract is more valuable (Nikolaev, 2010). Conservative accounting can directly
affect the cumulative net income and retained earnings in a debt contract, leading to lower
reported earnings. In addition, it can put more restrictions on cash dividend payouts via
the assets data in debt contracts. If conservative accounting can reduce cash dividend
overpayment, current cash dividend payouts should be negatively related with each other.
Since the decision on cash dividend payout is usually made after the financial reports
are released (i.e. the cash dividend policy is determined after the accounting numbers

are published), we put forward the following hypothesis:

H1: Conservative accounting can effectively reduce the likelihood of cash

dividend overpayment.
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In concentrated ownership firms, controlling shareholders have the tunnelling
incentive to divert resources out of the listed firms they control (La Porta ef al., 1999;
Claessens et al., 2000). Controlling shareholders can determine the cash dividend policy
of listed firms. Thus, to meet their cash demand, listed firms may tend to pay out more
cash dividends (Johnson et al., 2000; Lee and Xiao, 2003). However, if a firm is in
the high growth stage, a time at which it needs lots of capital for future growth and
development, paying cash dividends may greatly reduce the resources it can use for
other investments and expansion, thus hindering its high growth. In order to obtain
more capital, the firm needs to raise funds from the external capital market; however,
compared with retained earnings, external financing is costly. Facing this situation,
controlling shareholders should make a trade-off between the expensive financing cost
due to tunnelling through cash dividends and the potential benefits for future high growth.

When the growth outlook is not good, expected benefits from growth may be
lower than those from short-term tunnelling through cash dividends; thus, controlling
shareholders may tend to secure cash dividends from listed firms since cash in hand is
safer than cash in the future. This suggests that the possibility of tunnelling through cash
dividends tends to be higher when a firm’s growth prospects are dim.

Past high growth signals high growth in the future; when a firm has good investment
opportunities, benefits from future growth may be higher than those from short-term
tunnelling through cash dividends; thus, controlling shareholders may give up tunnelling
and retain those cash assets in the listed firm to support its development in order to obtain
more benefits in the future. In other words, the cash dividend policy is determined by
the controlling shareholders’ judgment about the future growth of the listed firm; gloomy
growth prospects will lead to a high tunnelling incentive, while bright growth prospects
may trigger a supporting incentive to help reduce tunnelling through cash dividends.

Controlling shareholders’ incentives can significantly affect the choice of accounting
policy, thereby affecting the decision-making of the listed firm. Controlling shareholders
can directly require higher cash dividends or indirectly obtain cash dividends by
manipulating accounting earnings and the reporting policy. The more serious the
agency problem between controlling shareholders and creditors, the higher the agency
costs, thus leading to a higher demand of accounting conservatism, which will enable
accounting conservatism to play a more powerful role (Ahmed et al., 2002; LaFond and
Roychowdhury, 2008; Zhang, 2008; Xia and Zhu, 2009). When the tunnelling incentive
of controlling shareholders is low, the demand for conservatism by stakeholders will
decrease, thus reducing the role of accounting conservatism in reducing cash dividend
overpayment. In other words, the demand for conservatism will be different under
different agency costs, leading to conservative accounting providing different levels of

governance power. Therefore, we put forward the following hypothesis:
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H2: The role of conservative accounting in reducing cash dividend overpayment
is different under different growth prospects, that is, the governance role is more

powerful under low growth prospects.

IV. Research Design

4.1 Model and Variables

In order to investigate the influence of conservative accounting on reducing cash

dividend overpayment, our model is set as follows:

OVERPAY (OVERYIELD) = a, + a,CONSERV + a,GROW + a,INVESTQ
+ a,CF + a,ROE + a MANOWN + a,PREPAY
+ a STOCKDIV + a,LEV + a,,AGE+ a, SIZE
+a,V+a,CV+ a,STATE + a,YINDS
+ Q@ YYEAR + ¢ (N

The dependent variables (OVERPAY and OVERYIELD) are variables for cash
dividend overpayment. It is hard to measure overpayment empirically. A cash-dividend
payout ratio of 40 per cent may be higher than the market average but lower than the
industry average. Therefore, we define the level of overpayment in relation to the current-
year industry average. If the cash dividend payment of a sample firm is higher than the
current-year industry average, then the cash dividends are overpaid. OVERPAY is the
ratio of overpayment and a dummy variable, which takes the value of 1 to indicate that
the cash dividend payout ratio is higher than the industry average and 0 otherwise. The
cash dividend payout ratio is equal to the current cash dividend per share divided by
earnings per share (Lintner, 1956; Fama and Babiak, 1968). OVERYIELD is the ratio
of cash dividend overpayment and a dummy variable, which takes the value of 1 to
indicate that the cash dividend yield is higher than the industry average and 0 otherwise.
The cash dividend yield is calculated as the cash dividend per share divided by the
beginning stock price (Eckbo and Verma, 1994; Gul, 1999). In the robustness test, we
use another method to calculate cash dividend overpayment, similar to the method we
use to compute unexpected earnings and abnormal return: cash dividend overpayment
is measured as the cash dividend payment at current year minus that at previous year;
a negative result indicates overpayment.

Following Ahmend and Duellaman (2007) and Xia and Zhu (2009), CONSERV
is the measure for conservatism proxied by 3-year cumulative accruals. We use net
earnings and earnings before extraordinary items to compute the accruals. ACCRUALSI
equals net earnings minus operating cash flow divided by beginning total assets, and
CUMACCRUALSI equals 3-year cumulative ACCRUALSI. ACCRUALS?2 equals earnings

before extraordinary items minus operating cash flow divided by beginning total assets,
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and CUMACCRUALS? equals 3-year cumulative ACCRUALS?2.* For ease of explanation,
we multiply the cumulative accruals by -1; the higher the resulting values (CONSERV]
and CONSERV?2), the more conservative the accounting report (Ahmend and Duellaman,
2007; Xia and Zhu, 2009).> We also use the dummy variables to proxy for conservative
and aggressive accounting. When CONSERVI and CONSERV?2 are greater than 0, the
reports are considered to have been prepared according to conservative accounting
principles, and aggressive accounting principles otherwise. DUMCONSERV1 is a dummy
variable which takes the value of 1 to indicate that CONSERVI is positive and 0
otherwise. DUMCONSERV?2 is a dummy variable which takes the value of 1 to indicate
that CONSERV?2 is positive and 0 otherwise. In the robustness test, we also use another
measure, the M/B value, to proxy for conservatism (Moerman, 2008; Khan and Watts,
2009).

GROW is the growth prospect proxied by the growth of revenue, namely revenue
for current year minus revenue for previous year divided by revenue for previous year.
We categorise all samples into three groups according to their growth prospects: “high
growth”, “intermediate growth”, and “low growth” groups. In the robustness test, we
divide the total samples into two categories, namely “high growth” and “low growth”.

INVESTQ 1is investment opportunities proxied by the market return for previous
year (Bushman et al., 2006)° since a higher market return means that firms may have
some merger and acquisition opportunities in the market. Although the Tobin’s Q can
be the proxy for investment opportunities, it can also be used to measure the level of
conservatism and high growth. To avoid measurement bias, we use the market return for
previous year to measure investment opportunities and the Tobin’s Q in the robustness

test.

4 Givoly and Hayn (2000) and Ahmend and Duellaman (2007) exclude depreciation and amortisation

when computing accruals. Actually, different depreciation and amortisation methods reflect the levels
of conservatism for different firms, especially firms with lots of fixed assets. The accounting treatments
of Chinese firms in some industries exhibit great differences, which means there are different levels
of conservatism. Thus, we include both depreciation and amortisation when computing accruals.

> The measure of conservatism based on cumulative accruals exhibits the total effect of conditional
conservatism and unconditional conservatism. It not only includes the timely recognition of bad news
(conditional conservatism) but also covers the unconditional conservatism, such as the expensing of
research and development. This measure does indeed have a certain bias, such as earnings management
through bad debt expensing and asset impairment. However, a change in operating accruals, such as
bad debt provision and asset impairment, also demonstrates conservative accounting to some extent
(conditional conservatism), but it is hard to say how much this measure reflects conservatism, and it
is really difficult to distinguish these accruals in data mining. Therefore, we use cumulative accruals
as the measure of conservative accounting and use the M/B value (conditional conservatism) for the
robustness test. As it is hard to distinguish between conditional and unconditional conservatism, we
just use the total conservatism measure (including conditional and unconditional conservatism) and
the conditional conservatism measure to conduct the analyses. We think that the results can explain
whether conservatism plays its role but not whether unconditional conservatism works well or whether
the role of unconditional conservatism is more powerful than that of conditional conservatism.

¢ The market return for previous year is the yearly stock return for the year before the sample year.
The data are taken from the CSMAR database.
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CF is cash flow measured as the operating cash flow divided by total assets at
year end (Lee and Xiao, 2003). ROE is profitability measured as the return on equity.
MANOWN 1is management ownership measured as the proportion of management
shareholding divided by total shares at year end. PREPAY is the measure for previous
cash dividend payment, including the cash dividend payout ratio (PREPAYOUT) and the
cash dividend yield (PREYIELD). Since Lintner (1956) finds that management tends to
adopt a continuous and stable dividend policy, we include the previous cash dividend
payment to control for the influence of this continuity in policy. STOCKDIV is a dummy
variable which takes the value of 1 to indicate that the sample firm pays stock dividends
at current year and 0 otherwise. Since cash dividends and stock dividends are two kinds of
dividends, firms can choose either one as returns for shareholders, and different investors
prefer different kinds of dividend. If a firm cannot pay cash dividends to shareholders as
annual returns, it may choose stock dividends to attract some kinds of investors. Thus,
we use this dummy variable to control for the effect of stock dividends.

V' is the control rights of ultimate shareholders. The typical agency problem in
China is the conflicts between controlling shareholders and minority shareholders, and
although management may influence the cash dividend policy for their own interests, this
policy is usually determined by controlling shareholders and ultimate shareholders. The
cash demand of controlling shareholders and ultimate shareholders determines the cash
dividend policy in China (Lee and Xiao, 2003); thus, we use the control rights of ultimate
shareholders () to control for this influence. CV is the divergence between the control
rights (voting rights) and cash flow rights of ultimate shareholders and proxies for the
potential tunnelling incentive for ultimate shareholders, as described in La Porta et al.
(1999) and Claessens et al. (2000); that is, CV is equal to the cash flow rights divided by
control rights. In China, due to the fact that there are great differences between firms in
terms of relationships with the government and banks, the financial constraints on state-
owned enterprises (SOEs) and non-state-owned enterprises (NSOEs) are significantly
different, and this affects the cash dividend policy. To control for this, we use the dummy
variable STATE, which takes the value of 1 to indicate that the ultimate shareholder is
the state and 0 otherwise.

LEV is the leverage proxied by the total debt ratio. SIZE is the firm scale, and we
use the natural logarithm of total assets as the proxy. AGE is the life cycle of firms to
control for the differences between firms in different life cycles and growth stages (time
span from the year of launching initial public offerings to the sample year). /INDS means
the industry effect, including 11 dummy variables for the 12 industry categories used
by the China Securities Regulatory Commission (CSRC) after excluding the financial
industry. YEARS stands for the fixed year effect, using five dummies for 6 years.
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4.2 Sample Selection

In order to minimise the measurement bias due to different accounting principles,
we use same sample firms that are listed between 1999 and 2006.” Since the conservative
accounting measure needs data for 3 years, the final samples are between 2001 and
2006. After excluding firms with missing information on ultimate shareholders or missing
financial data, firms with a growth rate higher than 500 per cent, and firms in the financial
industry, we obtain 4,584 final samples. In order to minimise the influence of outliers,
we winsorise all of the continuous variables at the top and bottom 1 per cent of the
sample.

Data on cash dividends and other financial data are taken from the Wind and
CSMAR databases, and information on ultimate shareholders is collected manually.

V. Empirical Analysis

5.1 Descriptive Statistics

Table 1 shows the descriptive statistics for the regression variables. The average
cash dividend payout ratio is 21.9 per cent, but some firms even pay out more than they
have earned. The average cash dividend yield is 0.69 per cent. Generally speaking, this
cash dividend payout ratio is much lower in China than it is in the US market. However,
if the industry average is taken as the normal level and a ratio higher than the normal
level is considered to represent overpayment, about 30 per cent of the sample firms
experience the problem of overpayment.®

The average CONSERVI is 0.023 and the average CONSERV2 is 0.033,” which
means that the accounting reports of most of the sample firms are conservative. However,
the level of conservatism differs remarkably among the sample firms, and some firms are
still aggressive. The dichotomy variables (DUMCONSERV1 and DUMCONSERYV2) also
show the same phenomenon, namely that most of the sample firms are conservative.

The average growth for the sample firms is 24.4 per cent, and the median is 13.3 per
cent. The mean INVESTQ is -0.056, which is due to the continuous decline in Chinese
stock markets during the sample periods. The average cash flow is 0.049. The mean
ROE is 0.949, and the median is 5.07. The average management ownership is 0.03 per
cent, but some managers do not hold any stocks in their firms. Neither high nor low
management ownership is a good phenomenon since high management ownership may
lead to the management overestimating earnings and assets and thus overpaying cash
dividends, while low management ownership may cause agency problems to become
more serious, thus making the management indifferent about returns. Of the sample firms,
9.6 per cent pay stock dividends to their shareholders. The average leverage is 52 per

7 Since 2007, new accounting standards have been applied in the Chinese stock markets. The new
accounting standards are based on the principle of fair value, while the old standards are based on
the historical cost principle.

8 It is possible that a normal cash dividend payout for sample firms may become overpaid due to the

low cash dividend payout ratio in the Chinese stock markets. Thus, overpayment means that the cash

dividend payout ratio is higher than the average industry level.

The average conservatism measures in this paper are higher than those found in Givoly and Hayn

(2000) and Ahmed et al. (2002) for US firms. This does not mean that the level of accounting

conservatism in China is higher than that in the US. The difference may be due to the following

reasons: (1) our samples cover the period 2001 to 2006, while the research period in Givoly and

Hayn (2000) and Ahmed ez al. (2002) is before 2000; and (2) the conservatism measures used are a

little different since our measure of conservatism includes depreciation and amortisation, which are

deleted in Givoly and Hayn (2000) and Ahmed et al. (2002).
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cent, while some firms even have a leverage of more than 100 per cent. Some of the
sample firms are young, with a listing age of about 3 years, while others are older with
a listing age of about 16 years.

The average shareholding proportion (control rights) of ultimate shareholders is 42
per cent, meaning that ownership in China is highly concentrated. In addition, most of
their shares cannot be traded in the market at market prices. The divergence between
control rights and cash flow rights (CV) is 0.845 on average and 1 for the median, which
means that the divergence of the two rights in China is not severe. Of the sample firms,
75 per cent are controlled by the government. Great differences exist among the sample
firms with respect to the fundamentals, such as cash flow and growth prospects, which
significantly affect cash dividend policy.

Table 1 Descriptive Statistics

Variables N Mean Std Min Median Max
PAYOUT 4584 0.219 0.321 0 0 1.470
YIELD (%) 4584 0.683 1.207 0 0 6.224
OVERPAY 4584 0.355 0.478 0 0 1
OVERYIELD 4584 0.324 0.468 0 0 1
CONSERV1 4584 0.023 0.203 -0.601 0.017 0.788
CONSERV2 4584 0.033 0.192 -0.578 0.027 0.745
DUMCONSERV1 4584 0.545 0.498 0 1 1
DUMCONSERV?2 4584 0.579 0.493 0 1 1
GROW 4584 0.244 0.695 -0.800 0.133 4.944
INVESTQ 4584 -0.056 0.365 -0.850 -0.135 2.752
CF 4584 0.049 0.081 -0.231 0.049 0.278
ROE (%) 4584 0.949 33.569 -215.346 5.071  124.387
MANOWN (%) 4584 0.029 0.121 0 0.008 5.117
STOCKDIV 4584 0.096 0.295 0 0 1
LEV 4584 0.521 0.231 0.078 0.516 1.658
AGE 4584 7.583 2.719 3 8 16
SIZE 4584 21.172 0.987 12.314 21.135 25.182
Vv 4584 0.420 0.164 0.050 0.401 0.885
cv 4584 0.845 0.253 0.017 1 1
STATE 4584 0.755 0.430 0 1 1

Note: PAYOUT is the cash dividend payout ratio. Y/ELD is the cash dividend yield. OVERPAY is
the dummy variable for overpayment of cash dividend payout. OVERYIELD is the dummy
variable for overpayment of cash dividend yield. CONSERVI and CONSERV?2 are proxies for
the level of accounting conservatism based on accumulated accruals. DUMCONSERV1 and
DUMCONSERV?2 are dummy variables for accounting conservatism. GROW is the revenue
growth. INVESTQ is the proxy for investment opportunities. CF is the proxy for cash flow.
ROE is the profitability. MANOWN is management ownership at year end. STOCKDIV is
the dummy variable for stock dividends. LEV is the leverage ratio. AGE is the number of
listing years up to the sample year. SIZE is the natural logarithm of total assets. V is the
control rights of ultimate shareholders. CV is the divergence between cash flow rights and
control rights of ultimate shareholders. STATE is the dummy variable for the nature of the
ultimate shareholder.
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5.2 Uni-variable Tests

Table 2 compares cash dividend overpayment between firms with conservative

reporting and firms with aggressive reporting. Compared to firms with aggressive
reporting, firms with conservative reporting tend to be significantly less likely to overpay
cash dividends. Thus, Table 2 shows that conservative accounting can reduce cash

dividend overpayment.

Table 2 Cash Dividend Overpayment Comparisons

N OVERPAY OVERYIELD
DUMCONSERV1 0 2,083 0.392 0.350
1 2,501 0.325 0.302
Diff 0.067 0.047
Chi2 16.865%** 14.278%**
N OVERPAY OVERYIELD
DUMCONSERV?2 0 1,926 0.392 0.349
1 2,658 0.329 0.305
Diff 0.063 0.044
Chi2 8.801%*** 7.234%%*

Note: OVERPAY is the dummy variable for overpayment of cash dividend payouts. OVERYIELD
is the dummy variable for overpayment of cash dividend yield. DUMCONSERVI and
DUMCONSERV2 are dummy variables for accounting conservatism. Diff is the mean
difference, and Chi2 is the statistic. *** ** and * denote significance at the 0.01, 0.05,
and 0.10 levels, respectively.

Table 3 compares the level of conservatism between firms in relation to whether
they overpay cash dividends or not. The level of conservatism of firms that overpay cash
dividends to shareholders is significantly lower than that of firms that do not overpay
cash dividends, and this difference still exists for the continuous and dummy conservative
variables. Table 3 shows that firms that overpay cash dividends are more likely to adopt
aggressive reporting.

Table 3 Comparisons of Conservatism

N CONSERVI  CONSERV2 DUMCONSERV1I DUMCONSERV?2
OVERPAY 0 2953 0.038 0.047 0 0.571 0.603
1 1,631 -0.004 0.007 1 0.498 0.536
Diff 0.043 0.040 Diff 0.073 0.067
t 6.940%** 6.836***  Chi2 15.59 1% 13,434+
N CONSERVI  CONSERV2 DUMCONSERVI DUMCONSERV2
OVERYIELD 0 3,097 0.033 0.042 0 0.563 0.595
1 1487 0.002 0.013 1 0.509 0.546
Diff 0.032 0.029 Diff 0.054 0.049
t 5.056%** 4.873***  Chi2 781 %% 6.508%**

Note: CONSERVI1 and CONSERV?2 are proxies for the level of accounting conservatism based on
accumulated accruals. OVERPAY is the dummy variable for overpayment of cash dividend
payouts. OVERYIELD is the dummy variable for overpayment of cash dividend yield.
DUMCONSERVI and DUMCONSERV?2 are dummy variables for accounting conservatism.
Diff is the mean difference, and Chi2 and t are the statistics. *** ** and * denote
significance at the 0.01, 0.05, and 0.10 levels, respectively.



Zhu and Shyu

5.3 Multi-variable Regression

Table 4 presents the regression results for the influence of conservative accounting
on cash dividend overpayment. Since the dependent variable is a dummy variable, we
use the logit model in Table 4. The first six columns relate to the cash dividend payout
ratio, and the last six columns relate to the cash dividend yield. We use both of the
conservatism proxies to estimate the results. In Table 4, all samples are divided into three
groups: “high growth” group, “intermediate growth” group, and “low growth” group.

The conservatism measures (CONSERVI and CONSERV?2) are significantly and
negatively related with cash dividend overpayment (OVERPAY and OVERYIELD) in
all low growth groups and intermediate growth groups; in contrast, both measures are
insignificantly negative in all high growth groups. This suggests that conservatism
can reduce cash dividend overpayment, supporting Hypothesis 1."° On the other hand,
the absolute values of the coefficients for CONSERV in high growth groups are lower
than those in low growth groups, and the Chow-tests suggest that the difference is
significant, which means that the governance role of conservatism in reducing cash
dividend overpayment is different under different growth prospects. When growth is
lower and the tunnelling incentive is higher, the governance role of conservatism is more
powerful, supporting Hypothesis 2. On the whole, the results in Table 4 support our two
hypotheses.

In all low growth groups, the coefficients for GROW are positive and statistically
significant. As controlling shareholders are more uncertain about future operations when
growth prospects are low, this will trigger a higher tunnelling incentive and controlling
shareholders may tend to obtain assured current benefits via overpaying cash dividends.
In the intermediate growth groups, the coefficients for GROW are insignificant, while in
the high growth groups, the coefficients for GROW are significantly negative, meaning
that cash dividend overpayment is less likely when growth prospects are better. Since
good growth prospects signal higher growth in the future, controlling shareholders would
want to retain capital within the firm to support its development in order to get more
benefits in the future rather than to tunnel the firm through cash dividends. Overall, the
coefficients for GROW are significantly positive in low growth groups and significantly
negative in high growth groups, suggesting that the incentive for overpaying cash
dividends is different under different growth prospects. To save space, the results for

the other controlling variables are not shown.

10" The absolute value of the coefficient for CONSERV is higher in the intermediate growth group than
that in the low growth group because the tunnelling incentive for controlling shareholders is higher
within the low growth group, thus significantly reducing the influence of the role of conservatism,
while controlling shareholders tend to support listed firms in the high growth group and so the role of
conservatism is not obvious. For firms classified between the high growth group and the low growth
group, the tunnelling incentive for controlling shareholders is not obvious and conservatism can play
its role better to reduce cash dividend overpayment.
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Since overpayment is hard to measure precisely, we use another method to calculate
the overpayment of cash dividends; that is, we use the unexpected cash dividend payment
to calculate unexpected earnings and abnormal return, which is computed as the cash
dividend payment for the current year minus the cash dividend payment for the previous
year. The results for this measurement of overpayment are shown in Table 5. The first six
columns relate to the cash dividend payout ratio, and the last six columns relate to the
cash dividend yield. We regress for both conservatism measures. The regression results
suggest that the conservatism measures (CONSERVI and CONSERV?2) are significantly
and negatively related with the likelihood of cash dividend overpayment, meaning that
conservatism can effectively reduce cash dividend overpayment; thus, Hypothesis 1 is
supported.

The coefficients of CONSERV in high growth groups and low growth groups are all
significantly negative, but the absolute values of the coefficients in high growth groups
are lower than those in low growth groups. The Chow tests show that the differences in
coefficients between a high growth and a low growth groups are all significant, which
means that the role of conservative accounting in reducing cash dividend overpayment
is different under different growth prospects. With low growth prospects and a high
tunnelling incentive, the governance role of accounting conservatism is more powerful;
thus, Hypothesis 2 is supported. On the whole, in low growth groups, the coefficients
for GROW are significantly positive, while in high growth groups, the coefficients for
GROW are significantly negative. This means that the relation between growth prospects
and cash dividend overpayment is different under different levels of growth. Under weak
growth prospects, the likelihood of cash dividend overpayment is higher, while under
good growth prospects, the likelihood of cash dividend overpayment is lower, which is
consistent with the results in Table 4.

In all, the results for the two kinds of cash dividend overpayment are basically the
same and support our hypotheses.!

5.4 Robustness Tests

54.1 Growth Dichotomy

We also divide the total samples into two groups — the high growth group and
the low growth group — according to growth prospects, and the regression results
are shown in Table 6. All coefficients for the conservatism measure (CONSERV) are
significantly negative in all low growth groups but not significant in all high growth
groups, meaning that the governance role of conservative accounting in reducing cash
dividend overpayment is more convincing under a low growth condition. Under a high
growth condition, the tunnelling incentive for controlling shareholders is lower, thereby
affecting the governance role of conservatism, which will be more powerful when the
principal-agency conflict is strong. Thus, our hypotheses are supported. Meanwhile, the
coefficients for growth prospects (GROW) are all significantly positive in all low growth
groups but significantly negative in all high growth groups, meaning that the tendency
to overpay cash dividends is significantly different under different growth prospects.

"' In this paper, cash dividend overpayment is defined by comparison with the current industry level.

As the number of sample firms in the “Media and Culture” industry is less than five in each sample
year, we further eliminate 20 sample firms in the “Media and Culture” industry. The results for the
new samples are basically the same. To save space, these regression results are not shown.
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Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment

5.4.2 Another Proxy for Conservatism

Our measure of conservatism is based on the accruals, which tend to be biased
by earnings manipulation. Moreover, this conservatism measure based on cumulative
accruals does not distinguish between conditional and unconditional conservatism and
cannot tell us which kind of conservatism is more powerful as a governance mechanism.
Thus, we use another conservatism measure (M/B value) in the robustness test (Moerman,
2008; Khan and Watts, 2009). Owing to data omission, some samples are excluded."?

The conservatism measure (M/B) and the cash dividend overpayment tendency
(OVERPAY and OVERYIELD) are significantly negative in all regressions, which
means that conservative accounting can effectively reduce the tendency to overpay cash
dividends. The Chow tests for the differences between the coefficients of conservatism
in the high growth group and the low growth group show that the coefficients for M/B
in the two groups are significantly different, which is consistent with previous results. In
all, the results using M/B as the conservatism measure also support our hypothesis that
the role of accounting conservatism in reducing cash dividend overpayment is different
under different growth prospects. We also divide the total samples into two groups, high
growth and low growth, and the results are basically the same. To save space, we do
not report the results in this paper.

5.4.3 Cash Dividend Payment for Low Growth Samples

The above results show that conservatism can reduce cash dividend overpayment.
However, the choice of conservative or aggressive accounting is closely related with
the tunnelling incentive for controlling shareholders. Firms with a higher tunnelling
incentive may choose an aggressive accounting policy to increase earnings in order to
overpay cash dividends." Since we assume that the growth prospect is closely related
to the tunnelling incentive, when the growth prospect is lower, the governance role of
conservative accounting will be more powerful when the tunnelling incentive is higher.
Thus, based on the sample firms with low growth prospects (high tunnelling incentive),
Table 8 investigates whether conservative accounting can effectively reduce cash
dividend overpayment when the tunnelling incentive is high. We divide the sample firms
with low growth prospects into two groups: the conservative group (DUMCONSERVI=1)
and the aggressive group (DUMCONSERV1=0)." The first two columns relate to the
cash dividend payout ratio, and the last two columns relate to the cash dividend yield.
For both dividend overpayment measures, for firms with lower growth prospects, the
tunnelling incentive increases as growth increases, thus the coefficients for GROW are
all significantly positive, which is consistent with previous results; that is, for firms with
low growth prospects, growth is positively related with cash dividend overpayment.

2 The market value is computed as the price on the last trading day at year end, and due to data

omission, the final samples are reduced.

Controlling shareholders may choose different accounting reporting policies due to different incentives.
However, there is no evidence to show that firms with a higher tunnelling incentive will choose a
more aggressive accounting policy. Existing research finds that firms with higher agency costs tend
to choose a more conservative accounting policy (LaFond and Roychowdury, 2008; Watts, 2003;
Zhang, 2008; Ahmed ef al., 2002; Xia and Zhu, 2009), meaning that firms with a higher tunnelling
incentive may choose more conservative accounting policies.

4" The results for DUMCONSERV?2 are basically consistent with Table 11. To save space, we do not

report the results in this paper.
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Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment 106

Table 8 Robustness Tests — Low Growth Samples

OVERPAY OVERYIELD
Conservative Aggressive Conservative Aggressive
Group Group Group Group
CONSERV -2.664%** 0.451 -2.882%** 0.692
(-3.12) (0.82) (-2.95) (1.18)
GROW 1.897%** 0.840%** 1.809%*** 1.021%**
(3.81) (2.28) (3.26) (2.45)
INVESTQ 0.500%* -0.035 0.223 -0.520%*
(1.85) (-0.15) (0.68) (-1.87)
CF 4.566%%* -0.126 5.965%** 0.049
(3.92) (-0.14) (4.50) (0.05)
ROE 0.021%** 0.042%%* 0.022%** 0.043%%*
(5.15) (6.09) (4.59) (5.88)
MANOWN 0.738 1.915%%** 0.825 0.799
(0.70) (2.65) (0.72) (1.17)
PREPAY 1.396%** 1.101%** 0.984%** 0.530%**
(6.66) (6.02) (7.90) (6.20)
STOCKDIV 0.632%* -0.103 0.429 -0.094
(2.38) (-0.55) (1.42) (-0.46)
LEV -1.979%** -2.582%%* -1.740%** -2.334%%%*
(-4.28) (-6.61) (-3.43) (-5.61)
AGE 0.007 -0.026 -0.028 -0.035
(0.19) (-0.78) (-0.68) (-0.99)
SIZE 0.388%** 0.409%** 0.332%** 0.334%%**
(4.15) (4.59) (3.02) (3.46)
V 0.286 0.834%* 0.789 1.272%%%
(0.57) (1.83) (1.37) (2.60)
cv 0.538 0.143 0.792%* -0.218
(1.58) (0.50) (1.92) (-0.72)
STATE 0.140 -0.006 -0.139 0.046
(0.65) (-0.03) (-0.56) (0.25)
INDS and YEARS Control Control Control Control
Obs. 842 686 842 686
R? 0.4704 0.3055 0.5294 0.3315

Note: OVERPAY is the dummy variable for overpayment of cash dividend payouts. OVERYIELD
is the dummy variable for overpayment of cash dividend yield. CONSERVI and CONSERV2
are proxies for the level of accounting conservatism based on accumulated accruals. GROW
is the revenue growth. INVESTQ is the proxy for investment opportunities. CF is the proxy
for cash flow. ROE is the profitability. MANOWN is management ownership at year end.
PREPAY is the proxy for cash dividend payment for the previous year. STOCKDIV is the
dummy variable for stock dividends. LEV is the leverage ratio. AGE is the number of listing
years up to the sample year. SIZE is the natural logarithm of total assets. V' is the control
rights of ultimate shareholders. CV is the divergence between the cash flow rights and control
rights of ultimate shareholders. STATE is the dummy variable for the nature of the ultimate
shareholder. /NDS are the industry dummy variables. YEARS are dummy variables for year.
The regression model is the logit model. In the parentheses are the White-adjusted t statistics
with heteroscedasticity already considered. ***, ** and * denote significance at the 0.01,
0.05, and 0.10 levels, respectively.
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Among the firms with a higher tunnelling incentive, some tend to choose an
aggressive accounting policy while others are inclined to choose a conservative reporting
policy. When the tunnelling incentive is higher and accounting is very conservative,
conservatism can effectively reduce the cash dividend overpayment since in all of the
conservative groups, the coefficients for CONSERV are all significantly negative, which
means that conservative accounting can effectively reduce cash dividend payment due
to the tunnelling incentive. When the tunnelling incentive is strong and accounting is
aggressive, the coefficients for CONSERV are not significant, thus showing no evident
governance role in reducing cash dividend overpayment. Comparing the results for the
conservative group and the aggressive group, we find that conservative accounting can
effectively reduce cash dividend overpayment due to the tunnelling incentive. In all,
Table 8 shows that for firms with a higher tunnelling incentive, conservative accounting

can reduce the possibility of cash dividend overpayment.

5.4.4 Simultaneous Equation Model

Although using samples in the low growth group lowers the influence of different
incentives on conservative accounting, the tunnelling incentive does indeed affect the
choice of accounting policy. Therefore, we use the simultaneous equation model to
examine the interaction between cash dividend payment and conservative accounting and

show the governance role of conservative accounting. Our model is set as follows:

OVERPAY (OVERYIELD) = B, + B,GROW + B,CONSERV + B,INVESTQ
+ B,CF + B.ROE + BMANOWN + B,PREPAY
+ BSTOCKDIV + BV + B,CV + B STATE + ¢ (2)

CONSERV = A, + 2,GROW + A,PAYOUT (YIELD) + A,LEV + A ,SIZE
+ AsV + ACV + ASTATE + A,AGE + A,SYEARS + A,JINDS + ¢ (3)

In the regression for conservatism, the coefficients of growth (GROW) are only
significantly positive in the high growth group; in the low growth and intermediate growth
groups, they are negative and insignificant. This means that firms with higher growth
prospects tend to choose more conservative accounting while firms with lower growth
prospects do not show that tendency. The coefficients for cash dividend policy (PAYOUT
and YIELD) are all significantly negative, meaning that firms with a policy of paying high
cash dividends tend to choose a less conservative accounting policy, which is in contrast
with the findings of Ahmed et al. (2002). Consistent with previous results, in the regressions
for cash dividend overpayment, the coefficients for GROW are significantly positive in the
low growth group, significantly negative in the high growth group, and insignificant in the
intermediate growth group. These results show that under different growth prospects, the

tunnelling incentives for controlling shareholders are different.



108

Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment

(sag) (56°0-) () sxx1977) (L60-) #4x(89'9")
€000~ 7000 G€0°0- ¥20°0- §00°0~ 600~ KN
(@' (I (v0°0) (67'1) (@) (€707
£00°0 2000 1000 £00°0 2000 100°0- KRI4
#:(078) B (543) wx(L197) wx(1TL) #x(07'8) wx(ST°ST)
LTTO 81T0 L6T0 0T0 681°0 0820 AdT
(6L°0) (€9°0-) (96°0) (0r'1-) (€5'17) @)
8700 00 7£0°0 150°0- 86070~ 950°0 AIAND0IS
wx(1S1) wx(FS 1) wx(TELT) #x(0€°71) +x(88'T1) #x(STED)
P91°0 £81°0 LOTO 897°0 o 0Tr0 AVdAdd
(1€0-) (€' +(58'1) (06°0) Or'1) #xxl15°)
28100 SIT0 4] 7500 LYT0 897°0 NMONYIN
«087) w197 wx(LTE) «1LT) +(86°7) #x(09°€)
100°0 1000 100°0 100°0 100°0 100°0 q0Y
wx(17F) wx(19°6) wa(1L€) x(10F) wx(L6°S) wx(F6°€)
LYT'1 ovS1 897°0 L9T'1 6SL'1 0SS0 40
(¥+0-) #0077 (¥9'1) #4x(987) (6'0) (50°0-)
€100~ 7800 8170°0- 980°0 €00 100°0- OISTANI
(T w2196 (0¢'1-) wx(68°L7) wnbL L) (P67
L10°0 €100~ 8000~ 9¢1°0- 101°0- 780°0- (@1a10)IN0AVd
w1110 wx(SELY) (86 wx(TL9) wx(F6'LY) w1797
eLT - 68C°1- ILE0- Wwel- 0Ts1- £65°0- AYASNOD
#4x(997) (81'1) (28°0-) (L§0) 1) S50 ++(66'1) A1LT) (@80) (0°0-) o) e
S10°0 910°0- LS00 S01°0 8000~ eI 110°0 €000~ LS00 6000 8100 qero MOYD
AYISNOD  ATAIAYAAO AYASNOD  ATAIAYAAO AYASNOD  ATAIKYAAO AYASNOD  AVAYAAO  AYASNOD  AVAYIA0  AYASNOD  AVdYAAO
pmoIn ySIg )MOI5) A)RIPIULIIU] [IM0In) MO pmon ySIg IM015) JRIPIULIU] [IM0ID) MO

a1a154d40

AVdYIA0

suoryenby snoouejnuig — juowAedioA) PUIPIAIJ YSED Pue ‘YMOID ‘SUNUNOIIY JAIBAIOSUOD) ¢ JqeL



Zhu and Shyu

109

"K10A100dsar ‘S[OAd] (01°(0 PUB ‘SO°0 ‘10°0 OY} I d0UBdYIUIIS
QJOUID 4 PUB ‘4u “gux "PAIOPISUOD APBAI[ER A)IONISEPIISOIONAY UM SONSHE]S ) pajsnipe-9)1yay ay) o1e sasoyjuated oy) uf ‘[opowr JIS0[ oy} SI [9POW UOISSAIFAI Y[, 1ok
10J so[qeLIeA AWWUNp I8 SYFHA ‘SO[qelieA Awunp Ansnpur y) oIe §GN/ I9P[OYdIeyS 9jewW[n Oy} JO 9INJBU U} I0J d[qeleA Awwnp Y} SI FJFLS "SIOP[OydIeys
ewn|n Jo SYILI [013U0I Pue SIYSLI MO YSBO ) U20M]Oq OUITIQAIP ) SI ) "SIOP[OYaIeyS JewWn JO SIYILI [01UOI AY) SI 4 "S]OSSE [BI0} JO WIILILTO[ [eINJRU oY)
s1 g7]1S “Teak ojduwres oy 03 dn s1eak Funsi] Jo 1oquinu oy} SI FOF ‘0nel 9ZeIdAd] AU} SI 477 "SPUSPIAIP 300)s I0J d[qeriea Awwunp Y} SI 4/GYDOLS Tedk snoraaid
oy} 10J juowiAed puapIAIp Ysed 10 Axold oy} SI [FdFYd Pue 1edk je diysioumo juswadeuew SI Ny ONFA Aiqeigoid oyy st 7Oy ~mop yseo 10j Axoxd oy S1 7D
‘sontunyroddo juounysoaur 10y Axoxd ay) ST OISTANI YIMOI3 dNUIALI oY} SI HOYLDH S[BNIOOE PIBR[NWNIOE UO PIseq WISHBAIOSUOD SUNUNOIIE JO [0A9] Y} 10J Axoid oy

SL AYASNOD "PIRIA PUspIAIp ysed Jo judwkediono 10y o[qerrea Awwunp oy st G77IAYIAO Soked puapiaip ysed jo juowikedIoro 10j d[qeLIBA Awwunp oy} St { Fd¥dAO 90N
SHOT'0 10600 LOET0 0IL1°0 £8570 $6970 15800 07£0°0 L3010 69200 PEPT0 $607°0 ol
87S1 881 851 8751 8761 8761 8761 8761 8761 8761 8761 8761 40
[onuo) [onuo) [onuo) [onuo) [onuo) [onuo) SYVAL pue SANI
w160 waa€60) (w0 (S0'07) (€00 (9%°0) #£(98°¢) (807 (L o7 (87°0) (70 (99°0)
8100 o 200°0- 100°0- 820°0 010°0 £50°0 6210 £00°0- 910°0 820°0 910°0 qIVIS
(95°07) (¥e0) 117 69°7) (8%07) (9%°0) (Ls07) (€707 687 L9 (0z07) (s'1)
40 L10°0 PE0'0 L30°0 600°0- 910°0 4000 110°0- LS00 £60°0 00°0- 8500 A0
(69°07) (€6'07) (€107 (200) (15°07) w07 (Ls07) (100) (€€0) 0z (60°07) w817
£200- 1L0°0- £00°0- 100°0 LI0°0- wro 610°0- 100°0 010°0 8600 £00°0- 1o A

AYASNOD  ATAIRYAAO AYASNOD  ATAIAYAAO AYASNOD  ATAIRYAAO AYASNOD  AVAYAAO  AYASNOD  AVAIAAO0  AYASNOD  AVdYAAO
MoI0 ySiH IMOID) ABIPIULII)U] IMOID MO MoI0 Y )MOID) BIPIULIIU] IMOID MO
(geineenty AVdYIAO




Conservative Accounting, Growth Opportunity, and Cash Dividend Overpayment

The coefficients for the conservatism measure (CONSERYV) are significantly negative
in all regressions, supporting Hypothesis 1. However, inconsistent with previous results,
the absolute values of the coefficients in the regressions of the high growth group are
higher than those in the regressions of the low growth group. The underlying reason for
this is the endogeneity of conservatism which means that the cash dividend policy and
the growth prospect can affect the choice of conservative accounting, thus influencing the
effect of conservatism in reducing cash dividend overpayment. The tunnelling incentive
is lower when the prospect for growth is high as this makes the controlling shareholders
tend to choose conservative accounting and further reduce the cash dividend paid out
and overpayment. Generally speaking, accounting conservatism can significantly reduce

cash dividend overpayment.

VI. Conclusions

The Chinese securities market has attracted huge numbers of foreign investors,
who not only care about the reward of stock returns but also about the cash dividends.
Differences exist between emerging securities markets and developed securities markets
in terms of financing behaviour, market return characteristics, and cash dividends
(Aivazian et al., 2003). As a result, existing cash dividend theories cannot reasonably
explain the cash dividend policy in China (Lee and Xiao, 2003). This paper discusses the
relationship between the cash dividend policy and accounting reporting policy in China.
We find that the conservative accounting principle can reduce cash dividend payouts, '°
especially overpayment, thus showing the corporate governance role of conservatism. We
find that the level of conservatism is significantly influenced by the tunnelling incentive
of controlling shareholders, which affects the role of conservatism in reducing cash
dividend overpayment under different growth prospects.

Our research not only provides new evidence for the corporate governance role of
conservative accounting but also specifies the context and extent of this role. Moreover,
our research provides some clues and references on the issue of the overpayment of
cash dividends, showing the relationship between accounting information and firms’
financing activities that means that accounting reporting policy can significantly affect

firms’ financing decisions.
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5 We actually investigate the governance role of conservatism in reducing cash dividend payouts (i.e.
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results similar to those for cash dividend overpayment. To emphasise the role of conservatism in
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