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5. Summary and conclusions

Compensation in the form of options motivates executives to favor firm share repurchase over dividend payment because
executive options are seldom “dividend protected” and repurchase increases the share value (Aboody and Kasznik, 2008;
Bartov et al., 1998; Bratton, 2006; Dittmar, 2000; Fenn and Liang, 2001; Jolls, 1998; Lambert et al., 1989). Stock ownership,
on the other hand, motivates executives to favor firm payment of dividends over repurchase because of the reduction in
the cost of dividends after the enactment of the 2003 Jobs and Growth Tax Relief Reconciliation Act and because of liquid-
ity reasons (Aboody and Kasznik, 2008; Brown et al., 2007). Also, because the value of option holdings and shareholdings
depends on the firm’s stock performance, executives have stronger incentives to manipulate earnings upward when their
compensation is more sensitive to the value of the equity of their firm (Bergstresser and Philippon, 2006; Burns and Kedia,
2006; Weber, 2006). And, executives have an incentive to manipulate earnings to maximize bonus compensation (Cheng
and Warfield, 2005; Gaver et al., 1995; Healy, 1985).
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