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Abstract

The current study examines earnings management behavior under the Global Budget
Payment and Reduction of Medical Expenses System across various types of hospitals
in Taiwan. Using 2013-2018 financial data available from the National Health Insurance
Administration, this study builds models to estimate the discretionary accruals (e.g., float-
point adjustment and allowance for National Health Insurance deduction) as proxies
for earnings management behavior of hospitals. Our results of regression indicate that
compared to medical juridical persons, private hospitals employ discretionary accruals to
reduce income to a larger extent when pre-managed earnings are high. This is possibly
due to that the income of a private hospital has to be combined with the personal income
of the physicians in charge of the hospital for taxes to be levied. Furthermore, the hospital
governance mechanism of private hospitals is less strict than that of medical juridical
persons. Our results also show that compared with medical care corporations, medical
care foundations use discretionary accruals to reduce income to a greater extent when
pre-managed earnings are high. The possible reason for this observation is that medical
care foundations, which are nonprofit hospitals, have incentives for mitigating excessive
monitoring due to high earnings. This study contributes to the extant literature by also
investigating the earnings management behavior of private hospitals and medical care
corporations in Taiwan. The second contribution is that this study finds besides “allowance
for National Health Insurance deduction,” hospitals also use discretionary “float-point
adjustment” accruals to manage earnings. The findings from this study offer policy
implications for regulators to consider revising the hospital governance policy, including
providing guidance for hospitals to estimate discretionary accruals.

[ Keywords ] earnings management, private hospitals, medical juridical persons, float-point
adjustment, NHI deduction
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204



NTU Management Review Vol. 32 No. 3 Dec. 2022

Teach,, 0.849 0.358 0 1 1 1 1
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#*6 FIUBEREEBRERIARGEERECER BRI

=2 (3) RAL (4)
$HEY FESEE] DA _adj, FESEEY DA_aud,
R p-value RE p-value

Juridical, -0.007* 0.077 -0.007* 0.084
ROA_adj, 0.040 *** 0.000
Juridical,,xROA_adj,, 0.136** 0.000
ROA_aud, 0.020* 0.068
Juridical,xROA_aud,, 0.078** 0.014
Region, 0.004 0.533 0.001 0.930
Local, 0.001 0.871 -0.001 0.903
TR, -0.002* 0.053 0.000 0.898
Point,, -0.458** 0.034 0.379* 0.095
BigFour, -0.001 0.660 -0.001 0.825
Teach;, 0.000 0.955 -0.004 0.300
Accre,, 0.006 0.108 0.000 0.933
Emer,, 0.002 0.587 -0.005 0.302
Bed,, 0.000 0.209 0.000 0.627
Phy,, 0.000 0.337 0.000 0.667
Constant 0.421* 0.034 -0.337~ 0.068
Division Included Included
Year Included Included
Durbin-Watson 2.207 2.203
Adjusted R’ 0.138 0.153
N 438 438
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Juridical, -0.007 0.143 -0.007 0.131
ROA_adj,, 0.040* 0.091
Juridical,xROA_adj, 0.136** 0.002
ROA_aud,, 0.020 0.533
Juridical,xROA_aud,, 0.078* 0.060
Region,, 0.004 0.382 0.001 0.835
Local, 0.001 0.828 -0.001 0.807
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Teach,, 0.000 0.953 -0.004 0.312
Accre;, 0.006 0.185 0.000 0.934
Emer, 0.002 0.691 -0.005 0.513
Bed,, 0.000 0.234 0.000 0.403
Phy,, 0.000 0.326 0.000 0.417
Constant 0.422* 0.094 -0.337* 0.055
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Adjusted R’ 0.184 0.091
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Juridical, -0.029 *** 0.002 -0.028 *** 0.004
ROA_adj,, 0.140** 0.000
Juridical,xROA_adj,, 0.216*** 0.000
ROA_aud,, 0.141*** 0.000
Juridical,,xROA_aud,, 0.098** 0.039
Region, 0.222 0.293 -0.502** 0.019
Local, 0.263 0.210 -0.488** 0.021
TR, -0.006 *** 0.004 -0.004 * 0.068
Point, -0.230 0.277 0.304 0.159
BigFour, -0.006 0.331 0.011 0.126
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Hsiao-Yu Chen, Department of Accounting, National Taiwan University
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1. Purpose/Objective

The study examines earnings management behavior under the Global Budget
Payment and Reduction of Medical Expenses System across various types of hospitals
in Taiwan. Since 2013, the quality of financial reports in Taiwan’s hospital industry
has received increased regulatory and public attention. Hospitals in Taiwan could have
one of the following organizational forms: public hospitals, private hospitals, medical
juridical persons, and hospitals affiliated with other nonprofit organizations; Medical
juridical persons can be further divided into medical care foundations and medical care
corporations. This study focuses on comparing the earnings management behaviors
between private hospitals, medical care foundations, and medical care corporations.
Specifically, medical care foundations are nonprofit hospitals, whereas medical care
corporations and private medical care institutions are for-profit hospitals. In this study, we
posit that under different tax regulations, various hospital types exhibit distinct earnings
management behaviors and that institutional pressure to provide social benefits prompts

medical care foundations to avoid reporting high earnings.

2. Design/Methodology/Approach

Prior studies reveal that the organizational form of hospitals affects hospital earnings
management (Cannon, Lamboy-Ruiz, and Watanabe, 2022; Elshafie and Alam, 2011; Wen,
Huang, Shen, and Zhang, 2019). According to the tax regulations in Taiwan, the income of
a private hospital must be combined with the personal income of the physicians in charge
of the hospital. This policy incentivizes private hospitals to manage earnings downward in

order to be subject to relatively low personal income taxes. On the other hand, to enhance
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the governance of hospitals, Medical Care Act requires medical juridical persons establish
a board of directors and submit the annual financial reports approved and recognized by
the board of directors to the Ministry of Health and Welfare (MHW). Moreover, to gain
public trust in hospital financial information, MHW formed a special committee in 2002
to review the audited financial reports of medical juridical persons. Clearly, the hospital
governance mechanism and monitoring of medical juridical persons are much stricter than
those of private hospitals. Thus, we propose the following hypothesis :

H1: Compared with medical juridical persons, private hospitals are more likely to use

discretionary accruals to manage earnings downward when pre-managed earnings are high.

Secondly, unlike aforementioned private medical care institutions and medical care
corporations, medical care foundations provide nonprofit care, and their assets belong to
the society; thus, the usage of their assets should be monitored by the public. In Taiwan,
the special committee of the MHW that reviews the audited financial reports of medical
juridical persons only makes public the review reports of medical care foundations.
Under this situation, as nonprofit hospitals, medical care foundations have an incentive
to mitigate excessive monitoring due to high earnings. Besides, past studies indicate
that companies reduce reported earnings in an attempt to minimize exposure to potential
regulatory costs (Han and Wang, 1998; Patten and Trompeter, 2003). Thus, we propose the
following hypothesis :

H2: Compared with medical care corporations, medical care foundations are more
likely to use discretionary accruals to manage earnings downward when pre-managed

earnings are high.

The sample period in this study ranges from 2013 to 2018 because hospitals receiving
payments from Taiwan’s National Health Insurance (NHI) above a specific threshold have
only been obligated to publicly disclose their audited financial statements since 2013.
The sample consists of 438 hospital-years. Owing to the lack of a relevant database, all
audited financial reports of hospitals are hand-collected from the website of the NHI
Administration, and hospital-level information is hand-collected from the website of the
MHW.

With reference to related studies (Leone and Van Horn, 2005; Vansant, 2016), we estimate
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discretional float-point adjustment (DA_adj,) and discretional NHI deductions (DA_aud,,)
from Model (1) and Model (2), respectively, as follows:

A ADJ; = By + B; A NHI_Revy + € )

ANAUDy = By + ; A NHI_Rev + €, 2)

where A ADJ,.is the change in the float-point adjustment for hospital i in year ¢, ANHI_
Rev,, is the change of NHI revenue for hospital i in year ¢, A AUD, is the change of
NHI deductions for hospital i in year ¢, DA_adj,, is equal to the residual from Model (1)
multiplied by -1, and DA_aud,, is equal to the residual from Model (2) multiplied by -1.

To test H1 and H2, Models (3) and (4) are expressed as follows:

DA_adj; = By + B; Type;r + B,ROA_adj;; + P3Type;r X ROA_adj;; + Contorls + € , 3)
DA_aud;; = By + B;Typei: + BoROA_aud;; + B;Type;s X ROA_aud;; + Contorls + €, (4)

where the dependent variable DA_adj, is the discretional float-point adjustment, DA_
aud,, is the discretional NHI deductions, and Type, is the organization type of hospital i.
To test H1, Type, is an indicator variable Private,. To test H2, Type,represents indicator
variables Found, and Corpor,. Private, is an indicator variable equal to 1 if the hospital
is a private hospital, Found, is an indicator variable equal to 1 if the hospital is a medical
care foundation, and Corpor, is an indicator variable equal to 1 if the hospital is a medical
care corporation. We include control variables in both models to control for hospital level,
hospital size, the NHI point value of the previous year, and audit firm size. In addition,
division- and year-specific fixed effects are included in both models to control for variation

across NHI divisions or over time.

3. Findings

Our results indicate that different types of hospitals did have distinct earnings management
behaviors. To test H1, the result of Model (3) reveals that Private,xROA_adj, has a
significant negative association with DA_adj,. The result of Model (4) indicates that
Private,xROA_aud,, exhibits a significant negative association with DA_aud,. These
results demonstrate that compared with medical juridical persons, private hospitals use

discretionary accruals to reduce income to a greater extent when pre-managed earnings are
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high. Thus, H1 is supported.

To test H2, the F-test result reveals that the coefficient of Found,xROA_adj, is lower than
the coefficient of Corpor;,xROA_adj, in Model (3). Moreover, the F-test result reveals that
the coefficient of Found,xROA_adj, is lower than the coefficient of Corpor;xROA_adj,,
in Model (4). These results demonstrate that compared with medical care corporations,
medical care foundations use discretionary accruals to reduce income to a greater extent

when pre-managed earnings are high. Thus, H2 is supported.

4. Research Limitations/Implications

The sample in this study is limited to hospitals receiving payments from Taiwan’s
NHI above a specific threshold that have been obligated to publicly disclose their audited
financial statements. Hence, whether the findings of this study would be consistent with
hospitals that receive fewer payments needs further studying. Secondly, the percentage of
medical care foundations that engage the services of Big Four audit firms is higher than
that of medical care corporations and private hospitals. Future studies may further explore

the effect of auditor choice on audit quality in the hospital industry.

5. Originality/Contribution

This study has two major contributions. First, we extend hospital earnings
management research by also investigating the earnings management behavior of private
hospitals and medical care corporations in Taiwan. Second, we find that hospitals use
discretionary float-point adjustment accruals and allowances for NHI deductions to
manage earnings. Moreover, the current findings have two policy implications. First, the
hospital governance mechanism of private hospitals is less strict than that of medical
juridical persons, and the earnings management behavior of private hospitals may erode
the tax base. Thus, the health regulator may consider revising the hospital governance
policy, including providing guidance for estimation of discretionary accruals, and the tax
authority may select cases for auditing on the basis of our findings. Second, the current
findings may encourage the authorities to more stringently enforce the regulations on

monitoring hospital financial reports.
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