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Earnings Manipulation of China’ s Performance - vested
Equity Incentives before the Announcement

WU Desheng'”*, WANG Dong'"*

(1. China Academy of Corporate Governance ,NanKai University, Tianjin 300071, China;
2. School of Business, Nankai University, Tianjin 300071, China)

Abstract: Equity incentives may induce opportunistic behavior of executives, which cannot align executives with shareholders
and may exacerbate the agency problem. This paper examines earnings management around announcement of equity incentive
plans in China by using the accrual model which incorporates control for life cycle to lower bias. We find that discretionary ac-
cruals of incentive firms is significantly negative and decreases before the announcement of incentive plan, which implies that
executives managed earnings downward to decrease vesting hurdle and to conceal performance for subsequent periods. In a ro-
bust test, analysts’ consensus forecasts about earnings around announcement year are examined and are significantly overesti-
mated. These results indicate that the downward earnings management by award firms may lead to analysts’ forecast errors.

Key Words: equity incentives; opportunistic behavior; earnings manipulation; analyst prediction errors; equity incentive an-

nouncement; performance-vested equity incentives

<75 -



