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Earnings Management to Avoid Dividend Cuts
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Summary

This paper discusses whether managers who want to avoid dividend cuts engage earnings management for meeting the
target distributable amount, and empirically analyzes Japanese firms. In addition, I analyze whether they manipulate accruals
and selling, general and administrative (SG&A) expenses (including R&D and advertising expenses), even though reduction
of SG&A expenses potentially reduces firm value. The literature of earnings management for meeting thresholds documents
that managers have incentives to meet three thresholds: report positive profits, sustain recent performance, and meet earnings
forecasts. | find evidence indicating the forth incentive. It is to avoid dividend cuts. The results in this paper suggests that
managers have a great incentive to avoid dividend cuts, and that the distributable amount which provided by the Companies
Act is possibly manipulated by managers.
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