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[Abstract]

According to dividend signaling theory, companies utilize dividend to convey
information about their future earnings to the market. Concurrently, non-GAAP earnings
information serves as a mechanism for companies to communicate core earnings
information. This research investigates whether the relationship between dividend
signaling theory and non-GAAP earnings information exhibits substitutive or
complementary effects. Our empirical findings indicate that companies distributing
dividends are less likely to employ non-GAAP earnings information. However, when
temporary items exist in financial statements, companies tend to use non-GAAP earnings
information. Under dividend payment conditions, the disclosed non-GAAP earnings
information possesses greater relevance and is less likely to meet analysts' non-GAAP
earnings expectations. Considering potential endogeneity between dividend distribution
and non-GAAP earnings information usage, our research reveals a negative relationship
between dividend distribution and non-GAAP earnings information when accounting for
endogeneity effects, while other empirical results remain consistent. This suggests that a
company's use of non-GAAP earnings information, under the influence of dividend

policy, functions as an effective information communication tool.

Keywords: Dividend Payment, Dividend Distribution, Non-GAAP Earnings,
Voluntary Disclosure, Non-GAAP Earnings Quality



Introduction

Dividend policy has long been a central topic in finance and accounting research.
Miller and Modigliani (1961) argue that under the assumptions of perfect capital markets,
no taxes, and symmetric information, a firm’s dividend payout does not affect its
valuation. Subsequent studies, however, incorporate real-world frictions—particularly
information asymmetry—and suggest that dividends may serve as credible signals of
firms’ private information (Bhattacharya, 1979; John and Williams, 1985). Under this
signaling theory, managers with superior knowledge about a firm’s future earnings may
use dividend payouts to convey the stability and persistence of future earnings and cash

flows to external investors (Nissim and Ziv, 2001).

Investors must rely on information contained in financial statements to evaluate these
signals when dividends are interpreted as signals of future performance or earnings
persistence,. However, the presence of transitory items—such as asset impairments,
restructuring charges, or gains and losses from asset disposals—can obscure the
persistence of reported earnings (Skinner and Soltes, 2011). For instance, restructuring
charges often reflect changes in a firm’s organizational structure, yet investors may be
uncertain whether such changes will yield improvements in future performance.
Similarly, impairment losses typically signal adverse developments in internal operations
or external environments, but current financial statements often fail to provide sufficient

information about the magnitude or reversibility of these effects.

To enhance the interpretability and relevance of earnings information, and to address
limitations inherent in GAAP reporting, managers often disclose non-GAAP earnings—
adjusted performance metrics that exclude non-recurring or non-core items (Black et al.,
2018). These discretionary disclosures aim to improve informativeness, especially when
GAAP earnings are distorted by temporary components (Bradshaw and Sloan, 2002;
Bhattacharya et al., 2003). Given that such disclosures are not subject to auditor
verification and are associated with relatively low litigation risks, non-GAAP earnings
reporting has become widespread (Black et al., 2017). Nevertheless, the quality of non-
GAAP earnings is contingent on managerial incentives and corporate governance, which

raises concerns about earnings management and potential misrepresentation. This study



investigates the relationship between dividend signaling and the use of non-GAAP

earnings.

We explore this relationship through three research questions. First, since dividends
are intended to signal earnings persistence, while non-GAAP earnings aim to reflect core
performance, their usage may be either substitutive or complementary. Thus, we examine
whether firms view dividend payouts and non-GAAP disclosures as substitutes or
complements. Second, we consider the role of non-GAAP disclosures in the presence of
transitory items in financial reports. When such items impede investor assessment of
earnings sustainability, firms may turn to non-GAAP earnings to improve clarity. Finally,
if dividends indeed signal earnings persistence, they may serve as a monitoring
mechanism for the informational quality of non-GAAP exclusions. We therefore examine

whether dividend payouts affect the credibility of non-GAAP earnings.

Using U.S. firm data from 2003 to 2020, we find that dividend payouts and non-GAAP
disclosures exhibit a substitutive relationship.! However, this substitutability weakens
when firms report transitory items, prompting increased reliance on non-GAAP
disclosures. We also find that, under dividend payout regimes, the opportunistic
exclusion of expenses in non-GAAP earnings declines. Nonetheless, the informativeness
of non-GAAP earnings regarding future performance also diminishes, suggesting that
dividends themselves may already convey relevant earnings persistence information.” In
this context, dividends appear to perform both signaling and monitoring functions in the

disclosure environment.

Our additional analyses explore several dimensions of this relationship. First, we find
that total exclusions—as well as temporary and recurring exclusions—decline when
dividends are paid. Second, we observe that dividend-paying firms are less likely to use
repeated exclusions, implying a monitoring role for dividends. Third, we find no

significant increase in the likelihood of achieving analyst forecasts, indicating reduced

! The non-GAAP earnings data used in this study are obtained from Bentley, Christensen, Gee, and
Whipple (2018), with updates extending through 2020.

2 Prior research on non-GAAP earnings (Doyle et al., 2003; Kolev et al., 2008) suggests that if exclusion
items exhibit a negative association with future earnings, it implies that these exclusions are likely to be
recurring in nature, with the majority consisting of recurring expense items.
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opportunistic behavior. Fourth, analyst forecast dispersion decreases for non-GAAP
earnings when dividends are paid, reinforcing the notion that dividends enhance the
credibility of non-GAAP disclosures. Fifth, we address potential endogeneity using a
two-stage instrumental variable approach with state-level tax rates as instruments; our

core findings remain unchanged.

Our study contributes to the literature in several ways. While prior research on
dividend signaling has emphasized the interpretability of dividends themselves, few
studies have examined managers’ strategic responses when signals are insufficient. Our
findings bridge this gap. Additionally, we enrich the understanding of the relationship
between dividend policy and non-GAAP earnings by showing that dividend payouts
influence both the use and quality of non-GAAP disclosures. Lastly, in light of ongoing
regulatory scrutiny—particularly the SEC’s updated guidance on non-GAAP measures in
2022—our results provide timely evidence for policymakers concerned with the strategic

use and informativeness of earnings exclusions.

Literature Review and Hypothesis Development

According to Miller and Modigliani (1961), in the presence of information asymmetry,
dividend payouts may convey credible signals regarding the persistence of future
earnings, thereby mitigating information asymmetry between managers and investors
(Verrecchia, 2001). However, empirical evidence on the signaling role of dividends has
been mixed. For example, DeAngelo et al. (1996), using a sample of 145 NYSE-listed
firms, find no significant relationship between dividend changes and future earnings. In
contrast, Nissim and Ziv (2001) provide evidence that dividend changes are positively
associated with subsequent earnings changes. More recently, Ham et al. (2020) adopt an
event window methodology and confirm that dividend announcement returns are
predictive of future earnings levels, supporting the view that dividend changes serve as

informative signals regarding earnings persistence.

Verrecchia (2001) posits that when public information is insufficient to infer firm value,



the absence of voluntary managerial disclosure of private information may impair
valuation. One common form of voluntary disclosure is non-GAAP earnings, through
which managers seek to highlight core operating performance. Prior research suggests
that these disclosures can be value-relevant (Bradshaw and Sloan, 2002; Bhattacharya et
al., 2003; Brown and Sivakumar, 2003; Lougee and Marquardt, 2004; Bowen et al., 2005;
Chen et al., 2021). Bradshaw and Sloan (2002), for instance, find that non-GAAP
earnings exhibit stronger associations with long-term stock returns and earnings
responses compared to GAAP earnings. They attribute this to the distortions introduced
by transitory items, which complicate investors' ability to forecast future performance. By
excluding such items, non-GAAP earnings may better reflect core earnings or the

sustainable component of firm profitability.

The relationship between dividend payments and non-GAAP earnings disclosures thus
raises a pertinent question: do these two channels serve as substitutes or complements in
conveying earnings-related information? From a substitution perspective, when firms pay
dividends, investors may already infer information about future earnings through the
dividend signal. In such cases, the incremental informativeness of non-GAAP disclosures
may be diminished. Conversely, for firms that do not pay dividends, agency problems
may arise due to managerial discretion over excess cash (Jensen, 1986), and the lack of
dividends may be perceived as a negative signal regarding future cash flows. In such
contexts, managers may be more inclined to disclose non-GAAP earnings to mitigate

investors’ concerns. Based on this reasoning, we formulate our first hypothesis:

H1: Firms that pay dividends are less likely to disclose non-GAAP earnings.

A growing body of research suggests that transitory items impair the usefulness of
earnings for conveying information about future performance (Dichev and Tang, 2008;
Donelson et al., 2011; Skinner and Soltes, 2011; Bushman et al., 2016). Donelson et al.
(2011) empirically verify that the rise in transitory items and their increasing magnitudes
weaken the matching of revenues and expenses, thereby reducing earnings persistence.

Bushman et al. (2016) point out that the informativeness of accruals deteriorates when



firms report more one-time or non-operating items, and that temporary components of
earnings provide little incremental value for forecasting future performance (Ohlson,
1999). Skinner and Soltes (2011) further demonstrate that the presence of transitory items

lowers the persistence of earnings, thereby weakening the signaling effect of dividends.

When firms pay dividends in the presence of transitory items, investors may struggle to
evaluate the implications of the dividend signal for future earnings. In such situations,
firms may be motivated to supplement the dividend signal by disclosing non-GAAP

earnings. This leads to our second hypothesis:

H2: Among dividend-paying firms, the likelihood of non-GAAP earnings disclosure

increases when transitory items are existed.

Beyond informativeness, recent studies have paid increasing attention to the nature and
quality of non-GAAP exclusions. Because non-GAAP earnings are derived at
management’s discretion and are not subject to auditor verification, concerns arise about
the reliability of the exclusions (Doyle et al., 2003; Curtis et al., 2014; Chen et al., 2021).
Doyle et al. (2003) argue that if the stated purpose of non-GAAP earnings is to reflect
core earnings, then excluded items should be transitory and unrelated to future cash flows
(Kolev et al., 2008). This reasoning underlies a widely adopted approach for evaluating
non-GAAP earnings quality: testing whether exclusions are unrelated to future
performance. Curtis et al. (2014), for example, examine whether the exclusion of
transitory gains enhances the predictive power of non-GAAP earnings and find that such
exclusions are indeed associated with higher informational value and better forecasting

performance.

Beyer et al. (2010) emphasize that the cost of disclosing inaccurate private information
can be substantial, creating incentives for managers to ensure the reliability of voluntarily
disclosed information (Healy and Palepu, 2001; Verrecchia, 2001; Dye, 2001). When
dividends themselves are informative, investors may implicitly use dividend signals to

assess the credibility of non-GAAP disclosures. In this context, dividends may serve a



monitoring role by disciplining managers and enhancing the perceived quality of non-

GAAP earnings. Based on this reasoning, we propose our third hypothesis:

H3: The quality of non-GAAP exclusions is positively associated with dividend

payments.

Research Design

Our study investigates whether dividend-paying firms are more likely to disclose non-
GAAP earnings in the presence of transitory items. The sample period spans from 2003
to 2020. The year 2003 marks the starting point as it coincides with the implementation
of Regulation G, which initially led to a decline in non-GAAP disclosures (Heflin and
Hsu, 2008). To mitigate potential regulatory confounds, we begin our analysis from this
regulatory inflection point. Financial statement data are obtained from Compustat, non-
GAAP earnings data are sourced from Bentley, Christensen, Gee, and Whipple (2018),
and analyst forecast data are collected from I/B/E/S. The initial sample comprises
198,334 firm-year observations. After excluding financial firms (41,420 observations),
records with missing or merged variables (9,720 observations), the final sample consists

of 147,120 firm-year observations.

To test Hypothesis 1, which concerns the relationship between dividend payments and
non-GAAP earnings disclosures, we adopt the logistic modeling approach developed by
Lougee and Marquardt (2004) and Heflin and Hsu (2008). The first empirical

specification is as follows:
NGP_DISii= po + p1 Dividend;; + 2 Neg Spiis + 3 Asset i + f4 Abs_Spi + fsLev

+ psBV + p7 Intan i + psLoss + PoRoastd+ [0 Grwoth +f11Age + Fixed Effects
(1

NGP_DISis an indicator variable equal to one if the firm discloses non-GAAP earnings



in the given year, and zero otherwise. A significantly negative coefficient on Dividend
(B1) would be consistent with a substitution effect, whereas a positive coefficient would

imply a complementary relationship between dividends and non-GAAP disclosures.

To test Hypothesis 2, which posits that the presence of transitory items increases the
likelihood of non-GAAP disclosure among dividend-paying firms, we estimate the

following extended model with an interaction term:

NGP _DIS = fo + B1 Dividendi; + > Neg _Spi i + 3 Dividend;; * Neg Spii +f4
Asset s + fs Abs_Spi + PsLev + psBV + p7 Intan s + PsLoss + foRoastd+ [0 Grwoth
+B114ge + Fixed Effects ()

We employ two proxies for transitory items. The first is a binary variable indicating the
presence of any transitory item; the second identifies negative transitory items (i.e.,
expense-type exclusions). The interaction term Dividend x Neg_Spi captures whether
the coexistence of dividends and transitory items leads to an increased likelihood of non-
GAAP disclosure. A positive and significant coefficient on B3 would support Hypothesis
2, indicating that the use of non-GAAP earnings helps compensate for the reduced
informativeness of dividends in the presence of transitory components (Heflin and Hsu,

2008).

Control variables follow prior studies (Lougee and Marquardt, 2004; Heflin and Hsu,
2008), including firm size (Asset), book-to-market ratio (BV), intangible assets (Intan),
earnings volatility (Rea_std), growth (Growth), financial leverage (Lev), net loss
indicator (Loss), absolute value of special items (4bs_Spi), and firm age (Age). All
models include firm-clustered standard errors and two-way fixed effects for industry and

year.

To test Hypothesis 3, which posits that dividend-paying firms are associated with higher
non-GAAP earnings quality, we follow the approach of Doyle et al. (2003), Kolev et al.
(2008), Curtis et al. (2014), and Chen et al. (2021). We estimate the predictive power of



non-GAAP exclusions for future performance, using the following model:

Olis+1 or CFOir+1=Po +p1 Dividend;; +f2Exclu_Pi+ B3 Dividendi: * Exclui +
PsNGP_Earni +f5Sizei +fsLev+ frAbs Spi +fsNeg Spi+foBV+ fioRoa_std +
L1Growth i + f12Age psEarnVol i+ + Fixed Effects  (3)

Future_OI and Future_CF O denote one-year-ahead operating income and operating
cash flows, respectively, and serve as proxies for earnings quality. Exclu refers to the
magnitude of excluded items in non-GAAP earnings. We argue that if the primary
purpose of non-GAAP exclusions is to enhance the informativeness of earnings, these
exclusions should predominantly reflect nonrecurring items. Therefore, a positive and
significant coefficient on the interaction term Dividend % Exclu would indicate that
dividend-paying firms provide higher-quality non-GAAP disclosures that better predict

future performance.

Empirical Results

Table 1 presents the descriptive statistics. Panel A corresponds to Hypotheses 1 and 2.
The proportion of firm-year observations disclosing non-GAAP earnings (NGP_Dis) is
38.4%. This relatively high disclosure rate likely reflects the dataset’s focus on earnings
per share (EPS)-based non-GAAP adjustments. The key independent variable,
Dividend _common, which captures cash dividends paid on common stock, has a mean

value of 0.007 in Panel A.

Panel B, corresponding to the descriptive statistics for Hypotheses 2 and 3, reports a
higher mean value for Dividend_common at 0.015, while the average exclusion ratio is
0.11, indicating that approximately 11% of reported earnings adjustments pertain to

excluded items.

Table 2 provides the correlation matrix. In Panel A, the Pearson correlation between
NGP_Dis and Dividend_common is negative and statistically significant, consistent with

the substitution hypothesis that dividend payouts reduce the need for non-GAAP earnings



disclosures. However, the Spearman correlation indicates a positive monotonic
relationship between the two, suggesting possible non-linearities or conditional

relationships depending on other firm characteristics.

Panel B of Table 2 further shows that Dividend _common is positively correlated with
future operating income (OI), implying that dividend-paying firms tend to exhibit
stronger future earnings performance. Conversely, Neg Spi (negative special items) is
negatively associated with future earnings, supporting the notion that transitory expenses

impair earnings persistence.

[Insert Table 1]
[Insert Table 2]

We empirically investigates whether dividend payments and the use of non-GAAP
earnings information function as complements or substitutes in conveying information

about future firm performance. Table 3 reports the main results for Hypotheses 1 and 2.

Models (1) and (3) test Hypothesis 1, which examines the association between dividend
payments and non-GAAP earnings disclosure. The difference between the two models
lies in the measurement approach of transitory items. In both models, the coefficient on
Dividend\ common is negative and statistically significant (coefficients = —-8.5261 and —
9.0546; t-values = —6.5915 and —7.5573, respectively), supporting the substitution
hypothesis: firms that pay dividends are less likely to disclose non-GAAP earnings. This
finding suggests that dividend payouts themselves may already convey sufficient
information about earnings persistence, reducing the marginal benefit of disclosing non-

GAAP performance metrics.

Models (2) and (4) in Table 3 test Hypothesis 2, focusing on the interaction between
dividend payments and the presence of transitory items (measured by Spi and Neg_Spi,
respectively). The coefficients on the interaction terms Dividend _common % Spi and
Dividend_common % Neg Spi are both positive and statistically significant (coefficients

= 8.8477 and 7.4165; t-values = 4.3636 and 4.2316, respectively). These results imply
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that when transitory items are present—especially those with a negative impact—
dividend-paying firms are more inclined to disclose non-GAAP earnings. This supports
the view that non-GAAP disclosures serve as a compensatory mechanism when the

informativeness of dividends is obscured by temporary accounting distortions.

[Insert Table 3]

Table 4 presents the results for Hypothesis 3, which assesses whether the interaction
between dividend payments and exclusion quality enhances the predictive power of non-
GAAP earnings for future performance. Specifically, the interaction term Exclu %
Dividend _common is positively and significantly associated with both future operating
income (Future_OI) and future operating cash flows (Future CFO) (coefficients =
10.6887 and 122.567; t-values = 3.6679 and 2.4021, respectively). These findings suggest
that when firms pay dividends, the quality of their non-GAAP exclusions improves. A
possible explanation is that dividends act as an additional information signal, enabling
investors to better evaluate the informativeness of non-GAAP exclusions. Consequently,
the typically negative association between exclusions and future performance is
mitigated, indicating a complementary role of dividend payments in reinforcing the

credibility of non-GAAP disclosures.

[Insert Table 4]

1. The Moderating Role of Transitory Items in the Relationship Between Dividends

and Future Earnings

The ability of dividends to convey information about future earnings has long been a
central question in the signaling literature (Skinner and Soltes, 2011; Penman and
Yehuda, 2019; Ham et al., 2020; Ham, Kaplan, and Utke, 2021; Michaely, Rossi, and
Weber, 2021; Kaplan and Pérez-Cavazos, 2022; Deng, De Groote, and Li, 2024).
Michaely et al. (2021) argue that dividend announcements may signal changes in future

cash flow volatility. However, financial statement users may find it difficult to interpret
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these signals when temporary accounting items obscure the firm’s underlying

performance.

Transitory items(Special item)—such as restructuring charges or impairment losses—can
cloud the interpretation of dividend signals. While such items may reflect short-term
economic shocks, their impact on future profitability is often ambiguous. For instance,
impairment losses may be reversed, or organizational restructuring may not lead to
sustainable performance improvements. Consequently, these transitory effects may
distort users’ perceptions of the firm’s earnings persistence when evaluating dividend

announcements.

To test this, we conduct a regression analysis using future operating income (Future_OI)
as the dependent variable, mirroring the methodology applied in prior sections on non-

GAAP disclosure. Table 5 reports the results.

Models (1) and (3) test the direct relationship between Dividend common and
Future_OI under different measures of transitory items. In both models,
Dividend_common is positively and significantly associated with Future_OI, supporting

the baseline hypothesis that dividend payouts signal stronger future earnings.

However, the interaction terms in Models (2) and (4), which capture the moderating
effect of transitory items, tell a different story. The coefficients for Dividend common %
Spi and Dividend common x Neg Spi are negative and statistically significant
(coefficients =—0.5845 and —0.5504; t-values = —7.6547 and —7.3045, respectively),
indicating that the presence of transitory items weakens the predictive power of dividends
for future earnings. This finding reinforces the notion that transitory items introduce
noise into dividend-based signals, prompting firms to consider complementary

disclosures—such as non-GAAP earnings—to enhance information clarity.

[Insert Table 5]

2. Characteristics of Excluded Items
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A key concern in the non-GAAP earnings literature involves the nature and quality of
excluded items. To further explore this, we examine whether dividend payments
influence the magnitude of such exclusions. Specifically, we assess the relationship
between dividend payouts and the scale of total exclusions (Exclu), transitory exclusions

(Exclu_spi), and recurring exclusions (Exclu_recur).

Table 6 presents the regression results. We find that Dividend common is negatively and
significantly associated with all three exclusion measures (coefficients = —0.0438, —
0.0518, and —0.0435; t-values = —6.1255, —6.1938, and —4.6184, respectively). These
findings suggest that when firms pay dividends—thereby signaling earnings
sustainability—they are less reliant on non-GAAP exclusions. This pattern is consistent
with a substitution effect: firms may use dividend announcements and non-GAAP

adjustments as alternative channels for communicating core earnings information.
[Insert Table 6]
3. Managerial Discretion over Exclusions

Building on Hypothesis 3, we further examine whether the quality of excluded items—
particularly those reflecting managerial discretion—improves when firms pay dividends.
Given that managers hold varying views on what constitutes "core earnings," the
composition of excluded items can differ significantly across firms. To account for this,
we analyze the interaction between dividend payments and exclusion characteristics,

using future operating income (Future_OI) as the dependent variable.

We focus on the interaction terms between Dividend_common and both Exclu_spi
(transitory items) and Exclu_recur (recurring items) to capture whether discretionary
exclusions under dividend-paying conditions provide informative signals. As shown in
Table 7, both interaction terms are positively and significantly associated with
Future OI (coefticients = 6.1789 and 19.6836; t-values = 1.7308 and 5.4054,

respectively).

These results suggest that in the presence of dividend payments, firms tend to exclude

fewer recurring or less-informative items, enhancing the informativeness and quality of
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non-GAAP disclosures. This indicates that dividends may discipline managerial

discretion in financial reporting by discouraging opportunistic exclusions.

[Insert Table 7]

4. Dividend Payments and the Incentive to Meet Analyst Expectations

Prior research on the opportunistic use of non-GAAP earnings (e.g., Doyle et al., 2013;
Bradshaw et al., 2018; Kyung, Lee, and Marquardt, 2019) has focused on the external
pressures firms face to meet analyst expectations. Motivated by this literature, we
examine whether firms that pay dividends exhibit less incentive to use non-GAAP

adjustments to meet or beat analyst forecasts.
We utilize three widely accepted proxies for potentially opportunistic reporting behavior:

1. Meet — A binary variable equal to 1 if the firm’s non-GAAP EPS exceeds the
mean non-GAAP EPS forecast by analysts.

2. MBE_Fall - Following Bradshaw et al. (2018), this variable equals 1 when the
firm’s non-GAAP EPS exceeds the analyst average, but its GAAP EPS does not.

3. Increasing Exclu — Based on Kyung et al. (2019), this variable equals 1 if the
firm's non-GAAP EPS exceeds the I/B/E/S “actual” earnings figure.

We also control for the net sign of exclusions, treating positive net exclusions (i.e.,
mostly expense removals) as indicative of more aggressive earnings adjustments,

following Doyle et al. (2013).

As reported in Table 8, we find that Dividend common is negatively and significantly
associated with Meet (coefficient = —3.4774; z-value = —1.9786), suggesting that
dividend-paying firms are less likely to use non-GAAP exclusions to meet analyst
expectations. However, the relationships with MBE _Fall and Increasing Exclu are
statistically insignificant. These results are consistent with the view that dividend

payments reduce the incentive—or necessity—for opportunistic earnings management.
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5. Analyst Forecast Behavior and Earnings Expectation Dispersion

Analysts are considered sophisticated users of financial information, especially in
interpreting adjusted earnings metrics. To further assess how dividend payments affect
analyst behavior in the context of non-GAAP disclosures, we examine two outcome

variables:

o absExclusion_Forecast — The absolute forecast error based on the firm’s non-
GAAP EPS, GAAP EPS, and analyst expectations for both, following Bradshaw
et al. (2018).

e Volatility — The dispersion in analyst forecasts of non-GAAP earnings.

Table 9 reports the results. Firms that pay dividends exhibit significantly lower levels of
both absExclusion_Forecast and Volatility, indicating greater consensus among analysts
and lower forecast errors. However, the interaction term Dividend _common % Exclu is
only significant for Volatility, suggesting that dividend payments dampen the forecast
dispersion specifically when non-GAAP exclusions are present (coefficient = 4.52245; t-

value = 0.7379).

This evidence implies that dividend-paying firms provide more credible non-GAAP

disclosures, which in turn fosters convergence in analyst expectations.

[Insert Table 9]

6. Bad news and the Use of Non-GAAP Earnings

Dividend omission can signal managerial intent to retain cash for investment; however,
excessive cash retention may raise concerns about agency conflicts and inefficient capital
allocation (Jensen, 1986). Prior research on voluntary disclosure (e.g., Verrecchia, 2001;
Beyer et al., 2010) suggests that withholding bad news or failing to disclose relevant

information may damage firm value.

To explore whether firms use non-GAAP earnings to mitigate the negative signals

associated with dividend omission, we adopt the Bad _news indicator from Kothari et al.
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(2009), which equals 1 if a firm does not pay dividends. Table 10 reports that Bad news
is positively and significantly associated with the disclosure of non-GAAP earnings
(coefficient = 0.2399; z-value = 6.2687). However, additional analysis reveals that such
disclosures lack informativeness, implying that non-GAAP adjustments in the absence of
dividends may not enhance investor understanding but rather serve opportunistic

purposes.

[Insert Table 10]

7. Addressing Endogeneity Concerns

The relationship between dividend payments and non-GAAP disclosures may suffer
from endogeneity. For example, firms confident in their earnings may both issue
dividends and avoid non-GAAP adjustments, or client-related factors may influence

disclosure behavior. To address this, we follow an instrumental variable approach.

First, we use state-level personal income tax rates as an instrument, following the idea
that lower tax rates incentivize dividend payouts, while not directly affecting non-GAAP
usage.® In the first-stage regression, we multiply the tax rate by —1, and as shown in
Table 11, find a significant positive relationship with dividend payouts. The second-stage
results confirm our main findings: the inverse relationship between dividends and non-

GAAP usage remains intact.*

3 State tax rate This is the maximum state tax rate (State tax rate) on individual income. These rates are
calculated using the TAXSIM model (Feenberg and Coutts, 1993).

4 This study employs the state-level dividend tax rate (Rate) as an external instrumental variable to address
the endogeneity concern associated with common stock dividend payments (Dividend\ common\ w). To
assess the validity and relevance of the instrument, several statistical tests are conducted. First, the
Kleibergen-Paap rk LM statistic yields a chi-square value of 57.38 (p < 0.0001), rejecting the null
hypothesis of under-identification and confirming the model is properly identified. Second, tests for weak
instruments report a Cragg-Donald Wald F statistic of 51.13 and a Kleibergen-Paap rk Wald F statistic of
57.37—both well above the Stock and Yogo (2005) critical value of 16.38 for a single instrument at a 10%
maximal IV bias threshold. These results confirm that the instrument is not weak and is suitable for two-
stage estimation. Since the model includes only one instrument and one endogenous regressor, the Hansen J
test for overidentification is not applicable (J statistic = 0), indicating exact identification. Overall, the
model passes all identification and weak instrument diagnostics, providing a solid statistical basis for
treating the dividend tax rate as a valid exogenous source of variation for identifying the causal effect of
dividend policy.
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Additionally, we use retained earnings as a second instrument to capture the firm’s
capacity to distribute dividends. Using a two-stage least squares (2SLS) framework, we
find consistent results: firms with higher predicted dividend payouts disclose fewer non-
GAAP earnings. Furthermore, in the presence of transitory items, the interaction between
predicted dividends and exclusion quality (Exclu) mirrors the original pattern observed in

Hypothesis 3.

[Insert Table 11 and Table 12]

8. Market Reactions to Non-GAAP Earnings Under Dividend Context

To determine whether dividend payments and non-GAAP disclosures function as
complements or substitutes from the market’s perspective, we investigate investor
reactions. Following Chen et al. (2021), we decompose the exclusion component of non-

GAAP earnings into unexpected exclusions to assess market response.

Table 13 shows that, in general, unexpected exclusions elicit no significant market
reaction when dividends are paid—suggesting that investors may view such exclusions as
redundant or potentially misleading. However, when we examine the interaction between
Dvidend common and Exclusion Surprise, the results turn positive and significant,

particularly when transitory items are present.
This evidence implies that in the context of dividend payments, non-GAAP
disclosures—especially when unexpected but aligned with transitory adjustments—are

perceived by the market as complementary, enhancing the credibility of earnings signals.’

[Insert Table 13]

5 We re-estimate dividend payments to revalidate other related empirical results, and the findings remain
consistent in both direction and statistical significance with the original results.
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Conclusion

Our study investigates whether and how corporate dividend payments influence the use
and quality of non-GAAP earnings disclosures. Using a comprehensive sample from
2003 to 2020, our empirical findings reveal a substitutive relationship between
dividends and non-GAAP earnings usage: firms that pay dividends are less likely to issue
non-GAAP earnings. This suggests that dividend payments may reduce the need for

supplemental financial disclosures to convey earnings information.

However, this relationship becomes complementary in the presence of transitory items.
When transitory components impair the clarity of reported earnings, firms are more
inclined to disclose non-GAAP earnings, and the quality of these disclosures improves.
These results indicate that firms strategically adjust their disclosure behavior to mitigate
information asymmetry when dividends alone are insufficient to communicate earnings

persistence.

To address potential endogeneity concerns, we employ instrumental variable approaches
using state-level tax rates and retained earnings. The results remain robust, further

confirming the nuanced interplay between dividend policy and non-GAAP disclosure.

Our additional analyses offer deeper insights into managerial behavior and market

perception. Specifically, we find that:

e Dividend-paying firms report fewer exclusions and exhibit higher-quality

exclusions, particularly for transitory and non-recurring items.
o These firms are less likely to manipulate exclusions to meet analyst expectations.

o Dividend payments are associated with lower forecast dispersion among

analysts, suggesting improved consensus and informativeness.

e Investors interpret non-GAAP disclosures more favorably when dividends are

present, especially in the context of transitory shocks.

Collectively, these findings suggest that dividend policy and voluntary disclosure are

interlinked mechanisms for communicating financial performance. Companies appear to
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use non-GAAP earnings disclosures as a complementary tool when dividend signals are

insufficient or distorted.

This research contributes to the broader literature on earnings quality, disclosure
regulation, and dividend signaling. The findings hold important implications for
regulators and standard-setters, as they underscore the need to consider the contextual
role of dividends when evaluating the credibility and utility of non-GAAP reporting.
Moreover, future research could further explore the interplay between payout policies and
discretionary disclosure in different institutional settings or under evolving regulatory

regimes.
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Table 1. Descriptive Statistics

Panel A N Mean Std. Dev.  p25 Median p75
NGP_DIS 147120 0.384 0.486 0 0 1
Divend common 147120 0.007 0.017 0 0 0.006
Asset w 147120 6.537 1.971 5.135 6.494 7.844
Spi 147120 0.496 0.5 0 0 1
B Bath 147120 0.396 0.489 0 0 1
ABS Spi 147120 0.006 0.023 0 0 0.002
Lev 147120 0.53 0.333 0.317 0.504 0.68
BV 147120 3.22 8.228 1.324 2.228 3.913
Intan 147120 0.189 0.211 0.01 0.111 0.312
Loss 147120 0.328 0.47 0 0 1
Roa std 147120 0.054 0.424 0.009 0.018 0.041
Growh 147120 0.061 0.377 -0.054 0.023 0.105
Age 147120 21.199 16.396 9 16 29
FcF 147120 0.02 0.15 -0.004 0.035 0.082
Capx 147120 0.031 0.044 0.007 0.016 0.037
Loss 147120 0.328 0.47 0 0 1
Growh 147120 0.061 0.377 -0.054 0.023 0.105
XRD 147120 0.016 0.033 0 0 0.02
Panel B N Mean Std. Dev.  p25 Median p75
oI 55494 0.024 0.13 0.003 0.042 0.079
CFO 55494 0.182 0.291 0.088 0.195 0.312
Divend_common 55494 0.006 0.015 0 0 0.007
Exclu 55494 0.011 0.027 0.001 0.005 0.014
NGP_Earn 55494 0.014 0.023 0.005 0.014 0.025
Asset 55494 7.339 1.768 6.093 7.298 8.513
Lev 55494 0.556 0.292 0.37 0.543 0.702
Loss 55494 0.3 0.458 0 0 1
ABS_Spi 55494 0.008 0.026 0 0.001 0.005
B_Bath 55494 0.628 0.483 0 1 1
BV 55494 3.412 8.297 1.417 2.341 4.07
intang 55494 1497.855 3385386  30.404 231.24 1103.788
Roa_std 55494 0.035 0.288 0.008 0.016 0.033
Growh 55494 0.043 0.248 -0.041 0.024 0.093
Age 55494 22.766 17.781 9 18 31

Please refer to Appendix A: Variable Definitions
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Table 2. Correlation table

() 2 (€)] 4) ) (©) (@) ®) ()] a9 dy d2 d3» a4y a5 de  d7n (18

(1)NGP_DIS 0.034** 0322%* 0.389%* 0.374%* 0.374%* 0.104** 0.048** 0.270%* o\ o ocayy, 0.008%% 0.057** 0.125%*% 0.017** ' /.. 0.008** 0.068**
(2)Divend_common 0'01'2** 0.399%* 0.047** 0.039** 0.011** 0.119%* 0.091** 0.045%* 0'31'0** 0'37'0** 0'02'6** 0.372%* 0.285%* 0.147** 0'31'0** 0'02'6** 0'25;4**
(3)Asset 0.319%* 0.186** 0.298** 0.264%* 0.210%* 0.387** 0.025** (.253** 0'32'6** 0'45'9** 0'069** 0.361%* 0.281%* 0.169** 0'32'6** 0'069** 0'34;8**
(4)Spi 0.389%* 0 0.293%* 0.815%* 0.911%* 0.192%* 0'06'6** 0.305%* 0.037** 0'04;3** 0'02'0** 0.108** 0.039** 0'01'0** 0.037%* 0'02'0** 0'01'5**
(5)NEG_SPI 0.374** 0 0.257**F 0.815%* 0.788** 0.169** 0'04;6** 0.289%* 0.075%* 0'04;5** 0'01'5** 0.086** 0.030** 0'01'5** 0.075%* 0'01'5** -0.001
(6)Abs_Spi 0.086%** 0'03:2** 0'05'6** 0.246** 0.211%* 0.171%* 0'07'5** 0.266** 0.119%* 0.018** 0'01'9** 0.072%* 0.008** 0'01'3** 0.119%* 0'01'9** 0.026**
(7)Lev 0.059%* 0.034** 0.230%* 0.149%* (.130%* 0.073%** 0.012%% 0.122%% 1oy | dogse 0.036*F 0.116%% -0.001 0.094** ', 0.036%*
8BV 0.018** 0.040** -0.004 0'02'9** 0'02'1** 0'02'2** 0'02'9** 0.038%** 0'11'8** 0.011%* 0.091** 0'07'8** 0.141%* 0.041** 0'11'8** 0.091%* (.227**
(9Intan 0.252%* 0'02'4** 0.215%* 0.272%*% 0.264** 0.028** (.098** 0'068** 0'141** 0'19'9** 0.014%* 0.065** 0.100%* 0'17'8** 0'141** 0.014%* 0'04;2**
(10)Loss 0.045%% 0.10g%% 0324w 0-037F 0.0T5** 0189 0.038% ) o o 1 ss 04255 130%x 0.033%% 0.457#% 0,146+ 000" ( j30us 0308%
(11)Roa_std 0'03'3** 0'02'6** 0'09'1** 0'02'2** 0'01'9** 0.017** 0.017** 0.017** 0'02'2** 0.086** 0.012%* 0'25;8** o.zz;s** 0'145** 0.425%* 0.012%* 0.366**
(12)Growh 0.037%% 0.020%* 0.055%% 0027+ 0.0p3+x 0-021%* 0.064%% 0.020%*% o 00y 0.023% 0.060% 0-038%* 0.088* o 1.000%* 0.040%*
(13)Age 0.075%* 0.163%* 0.423** 0.115%* 0.091** 0'03'9** 0.088%** 0'03'3** 0.013%* 0'22'1** 0'06'2** 0'05'8** 0.128** 0.023%** 0'23'3** 0'06'0** 0'263**
(14)FcF 0.143** 0.235%* 0.329%* 0.066** 0.056** 002;7** 0'163** 0.011%* 0.105%* 0'4(;8** 0'12'4** 0'1(;1** 0.136** 0.414%* 0'45'7** 0.038%** 0'22'3**
(13)Capx 0.0130% 0077 O08I™ ) coun 055w 0.0p1ne O0H™ 0002 s g ggpen 0003 002455 1o 02047 0.146%% OO (5o
(16)Loss 0.045%% 0.10g%% 0.324wx 0-0377% 0TS 0.189%% 00385 oy jggun 10007 0.086™ o o un 0408%% 0,067+ 0,130+ 0308**
(17)Growh 0.037%% 0.020%% 0.055%% 0.027#% 0023w 00217 00645 0.020% 1o ) (3gun 002355 1000 sgu o joran 0024 g3gen 0.040%*
(18)Xrd 0.053** 0.148%* 0.360%* 0.088** 0.060%* 09 g ggee O085™ o 35un 03568 01065 014X () huw  s35un g.13gme 0356™ 0114%

21



Downside Pearson, upside Spearman correlation ; for two correlation table  ** p<0.05

B €] 2 (€)] 4) (&) (©) (@) ®) (€) (10) (1)) (12) (13) (14) (15
(1) Future_OI 0.630%*  (0.304** 0'23'8** 0.698**  0.244%** 0'02' . 543** 0'03:0** 0.027**  0.343**  (.252%* 0'24;2** 0.062**  0.196**
(2)Future_CFO 0.713%* 0.174%* 0'166** 0.572%*  0.181** 0'04;2** 0'35;3** 0'11'9** 0'06'1** 0.279%*  0.097** 0'148** 0.038**  0.061**
(3)Divend_common | 0.219%*  0.182%* 0'248** 0.186**  0.420%*  0.185** 5'0** 0.046**  0.084** 0.074**  0.309** 0'368** 0'05'0** 0.415%*
(9Exclu 0250%  0.143%*  0.077%% 0.033%%  0275%% 013w OS2ZFF 0234%F OATIE0088%F L, 02587 0026%* .,
(5)NGP_Earn 0.653**  0.615%*  0.220%* 0'13'0** 0.128%** 0'1(;1** 0.55;9** 0'06'1** 0'01'1** 0.403**  0.198** 0'15'9** 0.242%*  (.072%*
(6)Asset 0.274%% 0.230%*  0.222%* 8 gox 0197 0.392%* 0'27'7** 0.071%%  0.188** 0.024** 0.715%* 0'37'7** 0'04;1** 0.450%*
(7)Lev -0.007 0'01'6** 0.118**  -0.006 0'03'6** 0.284%* 0'02'4** 0.121%%  0.134**  0.087** 0.262%* 0'12'1** 0.024%*  (.145%*
(8Loss 0453%%  0349%% 0,166+ 0408 g sugue  goggee 0000 OI8I% 0.062%* 1 cun gogowx  0326™* ( j1gen g 153%s
(9)Abs_Spi 0'161** 0'168** 0'01'5** 0.563%* 0'11'5** 0'09'3** 0.031%*  0.256** 0.640%* 0'09'0** 0.163**  0.025%* 0'03'5** 0.107**
(10)Neg_Spi 0.062%* 0'01'9** 0.030%*  0.135%*  0.002  0.183** 0.113** 0.062** 0.155%* 0'04;6** 0.280%** o.oés** 0'03'2** 0.141%*
(11)BV 0.041%*  0.052%* 0.037** 0.020** 0.080**  -0.008  0.009* -0.010* 0'02'2** 0'02'8** 0.101%** 0'03'6** 0.118%** 0'07'6**
(12) Intan 0.129%*  0.068**  0.176** 0'06'9** 0.104%*  0.623**  0.120%* 0'15'6** 0'03:2** 0.140%*  0.014** 0'32;4** 0'03'1** 0.328%**
(13)Roa_std 0.058%% 0051%* 0.027%% OOZ8 g ouren goggex 0006 0.050%F 0014 oy 0004 g 0.033%  13pss
(14)Growh -0.001 0'02'1** 0.003  -0.004  0.153** 0'03'1** 0.082%* 0'07'9** 0.011* 0'02'2** 0.018%** 0'02'0** 0.014%* o.oés**
(15)Age 0.162%*  0.064**  0.215%* 0'12'4** 0.073**  0.486** 0.131** 0'16'9** 0'03:2** 0.121%* 0'03'7** 0.317** 0'04;9** 0'05'0**
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Table 3 Dividend payment and Non-GAAP dislcosure

Dep= NGP DIS
Variables (1) (2) 3) 4
Divend_common -8.5261%** -13.9959***  .9.0546%** -12.6577***
(-6.5915) (-6.9254) (-7.0064) (-7.5573)
Spi 1.2719%%** 1.2173%**
(39.6527) (36.5889)
Spi*Divend common 8.8477%**
(4.3636)
Neg Spi 1.1824%** ] 1355%#*
(41.7913)  (38.8081)
Neg Spi*Divend _common 7.4165%**
(4.2316)
Asset 0.3867***  (0.3875%**  (0.3979***  (.3986%**
(22.3758) (22.4422) (23.0313)  (23.0823)
ABS Spi 3.8542%**  3.0586%**  5.3040%***  53822%**
(11.3532) (11.6734) (14.8204)  (15.0923)
Lev -0.2247%**  -0.2264***  -0.1890***  -0.1917***
(-3.2073) (-3.2362) (-2.7077) (-2.7596)
BV 0.0072***  0.0072%**  0.0063***  (0.0063***
(4.1279) (4.1112) (3.6561) (3.6432)
Loss 0.0356 0.0353 -0.0191 -0.0185
(0.9550) (0.9482) (-0.5066) (-0.4934)
Roa_std -0.0847 -0.0867 -0.0807 -0.0825
(-1.4964) (-1.5336) (-1.5592) (-1.5917)
Growh -0.1148***  -0.1160***  -0.1267***  -0.1273%**
(-5.6874) (-5.7426) (-6.3176) (-6.3442)
Age -0.0092***  -0.0092***  -0.0088***  -0.0088***
(-5.6623) (-5.6702) (-5.4579) (-5.4599)
Constant -4.4825%**% 4 449TH** 4 4078***  -4.3869%**
(-14.2238)  (-14.1467) (-13.8558)  (-13.7992)
Observations 147,120 147,120 147,120 147,120
Pseudo R-squared 0.231 0.231 0.226 0.227

Robust z-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1

Please refer to Appendix A: Variable Definitions
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Tabel 4 Dividend payment and non-gaap exclusion quality

Dep= Ol CFO
Variables (1) 2)
Divend common 12.8184*** 12.3596*
(5.2772) (1.8678)
Exclu -1.0643***  -0.8540%**
(-9.7725) (-2.9262)
Divend common 53.6816%** 45.0691*
(5.2846) (1.9325)
Divend common *Exclu 3.5681*** 8.243 ] ***
(21.9430) (19.8610)
NGP_Earn*Exclu -46.3776%*%*  -95.5940**
(-3.05606) (-2.35606)
Asset -0.0007 0.0084*
(-0.4173) (1.7813)
Lev -0.0064 -0.0215
(-0.7077) (-1.3377)
Loss 0.0606*** 0.0734**
(4.2691) (2.0735)
Abs_Spi 0.2856%** -0.0201
(4.2303) (-0.0867)
Neg Spi 0.0159%*** 0.0045
(9.0300) (1.0262)
BV -0.0010%** -0.0005
(-4.3826) (-0.8948)
Intan 0.0480%*** -0.0021
(4.1459) (-0.0721)
Roa_std -0.0089 -0.0167
(-1.1391) (-1.1629)
Growh -0.0339%**  _(0.1179%**
(-7.2977) (-11.0928)
Age -0.0008*** -0.0013**
(-4.1965) (-2.3752)
Constant -0.0809%** -0.0700
(-4.5279) (-1.1074)
Observations 53,059 53,059
Adjusted-Rsquared 0.510 0.445

24



Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1
Please refer to Appendix A: Variable Definitions
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Table 5 Special item and the dividend payment associated with Future OI

Dep= Future OI
Variables (1) (2) (3) 4)
Divend _common 0.3318*** 0.5852%** 0.3338*** 0.5236%***
(5.6651) (8.0679) (5.6984) (7.6527)
Spi 0.0031 0.0069***
(1.5499) (3.1708)
Spi*Divend_common -0.5845%***
(-7.6547)
Neg Spi 0.0088*** 0.0124%*x*
(4.8262) (6.1042)
Neg Spi *Divend_common -0.5504%**
(-7.3045)
Abs_Spi -0.0577 -0.0661 -0.0767 -0.0835
(-0.6685) (-0.7682) (-0.9026) (-0.9855)
Asset 0.0161*** 0.0161%*** 0.0157%*** 0.0158**x*
(14.5319) (14.6062) (14.1249) (14.1830)
BV 0.0006*** 0.0007%*** 0.0007*** 0.0007%***
(4.5429) (4.5875) (4.5608) (4.6015)
Intan -0.0127** -0.0125*%*  -0.0150***  -0.0149%**
(-2.2017) (-2.1721) (-2.6152) (-2.5928)
Roa_std -0.0261***  -0.0259***  -0.0260%**  -0.0259***
(-3.1166) (-3.0876) (-3.1144) (-3.0914)
Lev -0.0523***  _0.0522%**  -0.0527***  -0.0525%**
(-3.5774) (-3.5697) (-3.6116) (-3.5969)
Growh 0.0033 0.0033 0.0032 0.0033
(1.0841) (1.1058) (1.0756) (1.0952)
FcF 0.7772%** 0.7767*** 0.7764*** 0.7761%***
(25.6338) (25.6277) (25.60606) (25.6014)
Capx -0.2993***  _0.2977***  -0.3006%**  -0.2998***
(-12.3601)  (-12.2916)  (-12.4222)  (-12.3813)
Loss -0.0785***  -0.0786***  -0.0796***  -0.0796***
(-22.5977)  (-22.5897)  (-22.6739)  (-22.6684)
Xrd -1.7091%**  -1.7028%**  -1.7068%**  -1.7023***
(-15.0158)  (-14.9496)  (-15.0157)  (-14.9653)
Age 0.0000 0.0000 0.0000 0.0000
(0.1766) (0.3690) (0.1914) (0.3533)
Constant -0.0327%* -0.0355%* -0.0315%* -0.0336**
(-2.3120) (-2.5032) (-2.2284) (-2.3719)
Observations 147,120 147,120 147,120 147,120
R-squared 0.4947 0.4950 0.4948 0.4951
Adjusted-Rsquared 0.494 0.495 0.495 0.495

Robust t-statistics in parentheses*** p<(0.01, ** p<0.05, * p<0.

Please refer to Appendix A: Variable Definitions
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Table 6 Dividend payment and the type of exclusion

Dep= Exclu Exclu_spi Exclu_recur
Variables (1) 2) 3)
Divend _common -0.0438%*** -0.0518%*** -0.0435%**
(-5.1255) (-6.1938) (-4.6184)
NGP_Earn 0.4850%*** 0.2487*** 0.6550%***
(9.2848) (5.6387) (10.2590)
Exclu_recur -0.3234%**
(-10.5960)
Exclu_spi -0.9350%**
(-24.7801)
Asset -0.0004*** 0.0001 -0.0005%**
(-4.2770) (1.1645) (-4.3271)
Lev 0.0006 -0.0064*** 0.0044**
(0.5697) (-3.3241) (2.2742)
Loss 0.0202%** 0.0099%*** 0.0140%***
(12.3240) (15.3146) (8.4017)
BV -0.0000 0.0000 -0.0000
(-1.2418) (0.9222) (-0.8950)
Profitable 0.0016*** 0.0001 0.0005
(2.6011) (0.1832) (0.6818)
Roa -0.3090%** -0.1959%** -0.5271***
(-6.2154) (-5.0181) (-8.7704)
Accrual -0.031 5% -0.0102%** -0.0671***
(-5.9895) (-3.1048) (-9.1546)
Restructre -30.0610%*** 7.6292%%* -26.2052%**
(-7.4055) (3.6045) (-5.0375)
Compensation 0.1873%** 0.3694 % -0.1689**
(2.8158) (6.6666) (-2.2753)
Xrd 0.0208 0.0448%*** -0.0026
(1.1451) (3.9387) (-0.1262)
Capx -0.0147%** -0.041 1*** -0.0323 %%
(-4.1103) (-10.5364) (-7.1724)
Constant 0.0005 -0.0137%** 0.0008
(0.1420) (-5.5223) (0.2008)
Observations 57,682 57,682 57,682
R-squared 0.6138 0.5614 0.7295
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Adjusted-Rsquared 0.613 0.561 0.729

Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1
Please refer to Appendix A: Variable Definitions
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Table 7. Characteristics of Exclusion Items and Non-GAAP Earnings Information

Dep= 0) | CFO
Variables €)) 2)
Divend common 0.92271 %% 1.2967%**
(6.4097) (4.7472)
NGP_Earn 3.2837%** 7.7144%**
(27.7272) (26.8728)
Divend common *NGP_Earn -19.0738*** -33.1913***
(-3.4141) (-3.5808)
Exclu_recur -0.1675%* 0.1523
(-2.3570) (0.8315)
Divend common * Exclu_recur 6.6515* 9.3080
(1.8175) (1.5161)
Exclu_spi -1.6984%** -2.8808%**
(-18.5739) (-13.2991)
Divend common*Exclu_spi 13.2127%** 5.4541
(5.1214) (0.8544)
Asset 0.0087%** 0.0172%**
(11.5027) (8.6830)
Lev -0.0262%** -0.0625%**
(-2.9793) (-3.9906)
Loss -0.0031 0.0289%**
(-0.9224) (4.1639)
ABS Spi 0.0289 -0.4733%**
(0.5828) (-2.1564)
B_Bath 0.0039%** -0.0119%**
(3.4069) (-4.2488)
BV 0.0002%** 0.0007%**
(2.5659) (2.8197)
Intan -0.0016 -0.0443***
(-0.4126) (-4.2712)
Roa_std_ -0.0062 -0.0139
(-1.3136) (-1.6025)
Growh -0.0506%** -0.1417%**
(-11.2493) (-12.8984)
Age 0.00071 *** -0.0006%**
(3.6500) (-4.3281)
Constant -0.0510%** -0.0460
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(-3.7334)

Observations 54,907
R-squared 0.5288
Adjusted-Rsquared 0.528

(-1.0455)

54,907
0.4701
0.469

Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1
Please refer to Appendix A: Variable Definitions
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Table 8. Meeting Analyst Expectations and Non-GAAP Earnings Information

Dep= MBE MBE Fall Increasing Exclu
Variables (1) (2) (3)
Divend_common -0.5654 1.2923 4.7831
(-0.3467) (0.4350) (1.0820)
Pos_Exclu 0.5710%*** 0.1148 2.3285%**
(16.0276) (1.4591) (20.5273)
Pos_Exclu*Divend_common -3.4774** 2.6109 -0.3674
(-1.9786) (0.7662) (-0.0744)
Asset 0.0359%*** -0.2523%** -0.3644%**
(3.0093) (-11.8063) (-11.7176)
Lev -0.161 [*** 0.0384 -0.0620
(-2.8434) (0.6895) (-0.4272)
Loss -0.4172%** -0.3579%** -1.7031%**
(-10.7870) (-5.1233) (-19.2331)
BV 0.0109%*** -0.0078%** -0.0025
(6.5936) (-3.7094) (-0.9169)
Profitable 0.6057*** -0.8704%** -2.3471 %%
(13.4016) (-10.2096) (-24.3367)
Roa 2.0375%** 0.9579** 1.2391**
(5.3195) (2.0907) (2.1786)
Accrual -0.1865 0.5383** 0.6369**
(-1.0767) (2.2354) (2.2650)
Constant -0.9004*** 0.3788 0.9292%#**
(-3.3450) (0.6534) (2.7152)
Observations 52,590 52,590 52,590
Pseudo R-squared 0.0684 0.0865 0.212

Robust z-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1

Please refer to Appendix A: Variable Definitions
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Table 9. Dividend Payments and the Use of Non-GAAP Earnings Information

Dep= NGP_DIS Ol CFO
Variables (D) 2) 3)
Bad _news 0.2390%** -0.0053** -0.0022
(6.2181) (-2.2421) (-0.3852)
Exclu -0.7474%** -0.5828***
(-5.9763) (-3.0082)
Bad _news*Exclu -0.1466 -0.1881
(-1.3448) (-1.0727)
NGP_Earn_fdq w 3.348] *** 7.6558%**
(21.0829) (28.6233)
Bad news*NGP_Earn 0.1045 0.2820
(0.8041) (0.9767)
Asset (0.3999%** 0.0086%** 0.0163%**
(22.7052) (9.6143) (7.3432)
Lev -0.1887%** -0.0084 -0.0251
(-2.6950) (-0.9150) (-1.5570)
Loss 0.0016 -0.0020 0.0179%**
(0.0430) (-0.5512) (2.6964)
ABS Spi 5.3079%** 0.3472%** 0.0796
(14.7584) (5.0230) (0.4053)
B_Bath 1.1850%** 0.0110%** -0.0018
(41.7475) (7.8425) (-0.5693)
BV 0.0054 % 0.0001 0.0005*
(3.0851) (1.3671) (1.9571)
Roa_std -0.0808 -0.0063 -0.0130
(-1.5609) (-1.2973) (-1.3405)
Growh -0.1195%** -0.0469%*** -0.132] ***
(-5.9028) (-10.7912) (-12.7418)
Age -0.0080%** 0.0002%** -0.0003**
(-4.9042) (5.0141) (-2.2418)
Intan 1.2950%*
(10.8663)
Constant -4.6338*** -0.0258%** -0.0033
(-14.2044) (-2.0553) (-0.0753)
Observations 145,719 56,221 56,221
R-squared 0.5050 0.4489
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Pseudo R-squared 0.225
Adjusted-Rsquared 0.504 0.448

Robust z-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1

Please refer to Appendix A: Variable Definitions
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Table 10. Dividend Payments and Analyst Information Usage Behavior

Dep= absExclusion volatility
Forecast
Variables €)) 2)
Divend common -1.0729%** -0.1509**
(-5.9542) (-2.4334)
Exclu 1.1563%** 0.1793**
(5.1135) (1.9738)
Divend_common*Exclu 4.5225 -2.6666*
(0.7379) (-1.8264)
NGP_Earn -0.5494 % -0.2252%**
(-3.0612) (-3.3522)
Asset 0.0600%*** 0.0142%**
(17.1665) (9.9270)
Lev 0.0129 0.0117%**
(1.3172) (2.7484)
Loss 0.0585%** 0.0148***
(7.2663) (5.6749)
Roa 0.2754%*** 0.0508
(3.0387) (1.6312)
Accrual -0.0089 -0.0032
(-0.2931) (-0.2418)
numest_eps -0.0026%*** -0.0017%**
(-2.8001) (-6.4049)
numest_gps -0.0045%** 0.0019%**
(-3.4847) (3.1266)
Roa_std 0.0261** 0.0033
(2.5410) (1.0352)
Intan -0.0000* -0.0000%**
(-1.9059) (-6.5531)
Constant -0.3961#** -0.0631***
(-9.4461) (-4.4497)
Observations 50,011 49,370
R-squared 0.1198 0.0702
Adjusted-Rsquared 0.119 0.0690

Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1

Please refer to Appendix A: Variable Definitions

34



Table 11. Endogeneity — Two-Stage Model Using Tax Rate as Instrumental Variable

Dep= Dividend NGP _DIS
First Stage Second stage

Coef. t P>t coef z p
Rate 0.0085 7.5700  0.0000
Divend _common -336.4373  -6.9900 0.0000
Asset 0.0007 24.1100  0.0000 0.4860 13.0500 0.0000
Spi -0.0007 -7.4800  0.0000 0.5658  11.8300 0.0000
ABS Spi 0.0100 5.2400 0.0000 5.2946 6.4700 0.0000
Lev -0.0002 -1.0400 0.2970 -0.1739  -3.5500 0.0000
BV 0.0001 10.9400 0.0000 0.0327 7.3900 0.0000
Intan -0.0040  -17.1200 0.0000 -0.5223  -2.5600 0.0100
Loss -0.0051  -51.0400 0.0000 -1.6333  -6.5400 0.0000
Roa_std 0.0000 -0.0200  0.9840 -0.0552  -1.4300 0.1540
Growh -0.0007 -6.8900  0.0000 -0.3135  -5.8500 0.0000
Age 0.0001 24.9100 0.0000 0.0229 5.6000 0.0000
Observations 140,774 140,774

Robust t /z -statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1

Please refer to Appendix A: Variable Definitions
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Tabel 12 predict Dividend and non-gaap exlusion quality

Dep= Ol CFO
Variables (1) (2)
Dividend predict 12.8184%** 12.3596*
(5.2772) (1.8678)
Exclu -1.0643%** -0.8540%**
(-9.7725) (-2.9262)
Dividend predict*Exclu 53.6816%** 45.0691*
(5.2846) (1.9325)
NGP_Earn 3.5681*** 8.243 1 ***
(21.9430) (19.8610)
Dividend predict*NGP_Earn -46.3776%** -95.5940**
(-3.0566) (-2.3566)
Asset -0.0007 0.0084*
(-0.4173) (1.7813)
Lev -0.0064 -0.0215
(-0.7077) (-1.3377)
Loss 0.0606*** 0.0734**
(4.2691) (2.0735)
ABS Spi 0.2856%** -0.0201
(4.2303) (-0.0867)
B_Bath 0.0159%** 0.0045
(9.0300) (1.0262)
BV -0.0010%** -0.0005
(-4.3826) (-0.8948)
Intan 0.0480%** -0.0021
(4.1459) (-0.0721)
Roa_std -0.0089 -0.0167
(-1.1391) (-1.1629)
Growh -0.0339%** -0.1179%**
(-7.2977) (-11.0928)
Age -0.0008*** -0.0013%**
(-4.1965) (-2.3752)
Constant -0.0809%** -0.0700
(-4.5279) (-1.1074)
Observations 53,059 53,059
R-squared 0.5108 0.4461
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Adjusted-Rsquared 0.510 0.445

Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1 Please refer to Appendix A: Variable
Definitions
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ER RS I PRGN S

Dep= Car (1,1) All withSpi nonSpi
Variable (1) (2) 3)
Divend _common -0.0657** -0.0892%*%* 0.0070
(-2.0868) (-2.4997) (0.1211)
Unexpected Exclu -0.0033#** -0.00327%** -0.0040%**
(-3.1572) (-3.0966) (-2.0817)
Divend _commontc.Unexpected Exclu 0.0493 0.0309 0.1401*
(0.8855) (0.5165) (1.9319)
BV -0.0000 -0.0000 -0.0001
(-0.9115) (-0.5044) (-0.8977)
Accrual -0.0354%** -0.0423%** -0.0191
(-4.4882) (-4.3538) (-1.5767)
Surpris 0.0278** 0.0245%* 0.0756%**
(2.5205) (2.3721) (5.4528)
Divend _common*Surpris 0.5598%*** 0.6144*** -0.1195
(3.1407) (3.3718) (-0.5131)
Beta 0.0037%** 0.0034*** 0.0045%*
(3.5207) (2.8079) (2.3297)
Momenten -0.0016 -0.0044 0.0044
(-0.5614) (-1.2719) (0.7629)
Constant -0.0217%** -0.0230%** -0.0128
(-2.5913) (-2.5421) (-0.9470)
Observations 47,185 35,448 11,737
Adjusted-Rsquared 0.0158 0.0159 0.0233

Robust t-statistics in parentheses *** p<0.01, ** p<0.05, * p<0.1, Please refer to Appendix A: Variable

Definitions
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Appendix A: Variable Definitions

Variable Name Definition

NGP_Dis Indicator variable equal to 1 if the firm discloses non-GAAP earnings; 0 otherwise.

Dividend_common Common dividends paid scaled by lagged total assets.

Asset Natural logarithm of total assets.

B_Bath Indicator equal to 1 if temporary items are negative; 0 otherwise.

ABS_ Spi Absolute value of special (temporary) items scaled by lagged total assets.
Spi Indicator equal to 1 if the firm reports special (temporary) items; 0 otherwise.
Lev Total liabilities scaled by lagged total assets.

BV Book value of equity divided by market value of outstanding shares.
intanq Intangible assets scaled by total assets.

Loss Indicator equal to 1 if net income is negative; 0 otherwise.

Roa_std Standard deviation of return on assets over the past 16 quarters.

Growth Sales growth rate.

Age Number of years since the firm’s IPO.

)| Operating income over the next four quarters.

CFO Cash flows from operations over the next four quarters.

Exclu Total amount of exclusions from GAAP earnings.

NGP_Earn Non-GAAP earnings scaled by lagged total assets.

Tobinq Market value of the firm scaled by lagged total assets.

FcF Free cash flow.

Capx Capital expenditures.

XRD R&D expenses scaled by lagged total assets.

Exclu_recur

Amount of recurring exclusions.

Exclu_spi Amount of temporary (special) exclusions.

Pos_Exclu Indicator equal to 1 if total exclusions are cost-related (i.e., positive); 0 otherwise.
Profitable Indicator equal to 1 if the firm is profitable; 0 otherwise.

Accrual Total accruals.

Bad_news Indicator equal to 1 if the firm does not pay dividends; 0 otherwise.

Restructre Restructuring expenses scaled by lagged total assets.

Compensation Compensation expenses scaled by lagged total assets.

absExclu_Forecast Absolute value of exclusion forecast errors.

Volatility

numest_eps

Dispersion in analysts’ forecasts of non-GAAP earnings.

Number of analyst forecasts for GAAP EPS.
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Variable Name
numest_ngp

RE

MBE

MBE_Fall
Increasing_Exclu
Beta

Momentum

Car(1,1)

Definition
Number of analyst forecasts for non-GAAP EPS.
Retained earnings scaled by lagged total assets.

Indicator equal to 1 if non-GAAP EPS exceeds or equals the average non-GAAP

analyst forecast; 0 otherwise.

Indicator equal to 1 if non-GAAP EPS exceeds analyst forecast but GAAP EPS is
below or equal to the GAAP forecast; 0 otherwise.

Indicator equal to 1 if non-GAAP EPS exceeds IBES actual; 0 otherwise.

Market beta estimated using daily returns over the 3-month period prior to the earnings

announcement.
Market-adjusted returns over the 3 months prior to the earnings announcement.

3-day market-adjusted stock return centered on the earnings announcement date.
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