B3 % O RIS I O BhBE & 2HIENED %
— pETEIC & BREE

it e B

The goal of this paper is to determine what incentives managers of Chinese listed companies have

when practicing earnings management to achieve several different profit benchmarks, including loss

avoidance, profit increasing and forecast achievement. Also this paper investigate the possible changes

that may have occurred after 2007, the year new accounting standards began to be used, in the incen-

tive of reaching profit benchmarks by using earnings management. In this paper, we made several hy-

potheses on the incentives the managers practicing earnings management and logit test was carried

out to verify the various hypotheses. Based on the results we found that when Chinese managers

achieved different profit targets, their incentives of earnings management were also different. In addi-

tion, new accounting standards can restrict managers to enhance the incentives of earning manage-

ment.
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GAIN 1.00
CTURN -0.08 1.00
EQUIT -0.03 0.02 1.00
EARNPRICE 0.04 -0.03 0.10 1.00
DFINANCE -0.03 -0.02 0.03 -0.02 1.00
COMP 0.02 0.01 0.19 0.02 0.07 1.00
COVEN 0.01 0.03 0.13 0.03 0.02 0.15 1.00
ICLAIM 0.08 -0.07 0.00 0.10 -0.03 0.15 -0.05 1.00
MB 0.03 0.03 -0.03 0.02 0.00 -0.05 -0.04 0.02 1.00
ROE 0.02 -0.02 -0.01 0.08 0.02 -0.02 0.05 0.01 -0.02 1.00
InMV 0.00 -0.09 0.26 0.02 0.18 0.50 0.24 0.12 -0.06 -0.03 1.00
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CURRENT 0.00 0.07 -0.06 0.03 0.00 0.10 0.06 -0.02 —0.04 -0.01 0.00 1.00
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COMP -0.02 0.01 0.19 0.02 0.07 1.00
COVEN 0.01 0.03 0.13 0.03 0.02 0.15 1.00
ICLAIM 0.04 -0.07 0.00 0.10 -0.03 0.15 -0.05 1.00
MB 0.05 0.03 -0.03 0.02 0.00 -0.05 -0.04 0.02 1.00
ROE 0.03 -0.02 -0.01 0.08 0.02 -0.02 0.05 0.01 -0.02 1.00
InMV 0.02 -0.09 0.26 0.02 0.18 0.50 024 0.12 -0.06 -0.03 1.00
CCFO 0.15 0.02 -0.02 0.01 -0.02 0.00 -0.01 -0.01 0.24 -0.01 0.03 1.00
BIG4 -0.02 -0.05 0.05 -0.04 0.04 0.16 0.1 0.03 -0.03 0.00 0.22 0.00 1.00
CURRENT 0.03 0.02 0.00 0.07 —0.06 0.03 0.00 0.10 0.06 -0.02 —0.04 —0.01 0.00 1.00
AR C: FPRIEFRICETLERDIEREM R

FORECAST CTURN EQUIT  EARNPRICE DFINANCE = COMP COVEN ICLAIM MB ROE InMV CCFO BIG4 CURRENT
FORECAST 1.00
CTURN 0.00 1.00
EQUIT 0.02 0.02 1.00
EARNPRICE -0.03 -0.03 0.10 1.00
DFINANCE 0.03 -0.02 0.03 -0.02 1.00
COMP 0.02 0.01 0.19 0.02 0.07 1.00
COVEN -0.03 0.03 0.13 0.03 0.02 0.15 1.00
ICLAIM 0.00 -0.07 0.00 0.10 -0.03 0.15 -0.05 1.00
MB -0.01 0.03 -0.03 0.02 0.00 -0.05 -0.04 0.02 1.00
ROE 0.04 -0.02 -0.01 0.08 0.02 -0.02 0.05 0.01 -0.02 1.00
InMV 0.03 -0.09 0.26 0.02 0.18 0.50 0.24 0.12 -0.06 -0.03 1.00
CCFO 0.06 0.02 -0.02 0.01 -0.02 0.00 -0.01 -0.01 0.24 -0.01 0.03 1.00
BIG4 0.00 -0.05 0.05 -0.04 0.04 0.16 0.1 0.03 -0.03 0.00 0.22 0.00 1.00
CURRENT 0.02 0.02 0.00 0.07 -0.06 0.03 0.00 0.10 0.06 -0.02 -0.04 -0.01 0.00 1.00

& O EARNPRICE O£ T GAIN & THIFF 5 &
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ME—ET 5, LT, IaitAEEH%OLLE
%9, POST 2 U RTOEHDOEE (), 7.
T 70 WWHEETIER O, IS SEHE%EE A%,
FIHED A Vv T 4 THED SN EERE
LT3

INCREASE % #tJ&Z 512 L 72 Model (2) D&
RAERS &, HaGHEaews f it g 3
CTURN £¥ 0 %% (a,), DIFINANCE £ ¥ 0 1%
¥ (o) BTPUFTE—HLTEY, HilicaE
BAHER > T B, TR, RGH4D TR E—
5, LT, FAAEFHEFHBROLLERT
POST % % U 7z DIFINANCE £ O %8 (r) 72
MR 8 D PRIFF T E—HLTED, =14 F AT
FETHB, Chida, DIEOHMBEEFHDH T 3,
SF b, HAFHBEER®I, BRI VYT
THEE->TNBEIEERLTNS

FORECAST % ¢ BZ #12 L 72 Model (3) @ &
MRAERS &, HaHEAewE Rt g %
EQUIT ZHOFH (o) I B TRRTE—L
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x5 ZEEFESH

Model(1) GAIN = g, +a CTURN + 0, EQUIT+a,, EARNPRICE +a, DFINANCE+0, COMP+, COVEN
+a,ICLAIM+0,MB-+a,ROE+0, InMV+a, CCFO+0,,BIG4 + a,, CURRENT

[ 7o+7,CTURN+y,EQUIT+y,EARNPRICE + 7, DEINANCE+y,COMP+y,COVEN |
+POST x +Yd+Id+e
+7,CLAIM+y,MB+y,ROE+y, InMV+y,,CCFO+y,,BIG4 + 7, ,CURRENT
Model(2) INCREASE = o, +a CTURN +a,EQUIT+a;EARNPRICE o, DFINANCE+, COMP+0,, COVEN
+0,,ICLAIM+0,MB+0,ROE+a,,InMV+a,, CCFO+a,,BIG4 + 0, ; CURRENT
POSTx { 7,47, CTURN+y,EQUIT+y,EARNPRICE + 7,DEINANCE+y,COMP+y,COVEN Vdildie
+7,CLAIM+y,MB+7,ROE+y,,InMV+y, CCFO+y,,BIG4 + 7, , CURRENT
Model(3) FORCAST = &, +a CTURN +0,EQUIT+a,EARNPRICE+a,DFINANCE +0,COMP+a,COVEN
+0,,ICLAIM+0,MB+0, ROE+01, InMV-+0,, CCFO+at,,BIG4 + 0,, CURRENT
POST x [ 7,+7,CTURN+y,EQUIT+y,EARNPRICE + y, DEINANCE+y,COMP+y,COVEN | vdildee
+7,CLAIM+7,MB+7,ROE+y, InMV+7, CCFO+,,BIG4 + 7, CURRENT
Model (1) Model (2) Model (3)
HEBZEH=GAIN /B Z 5 =INCREASE HEBZE S =FORECAST
a \ a y a y
T ¥ ofE R plE ¥ ofE ¥ plE ¥ pfE R plE
_cons 10.002 0013 * -11507 0008 *+ 8165 0057 * -10080 0029 * -1526 0.725 -7.920 0.104
GTURN -0.139 0.002 ** 0077 0.115 -0.081 0073 * 0.057 0.250 0.043 0518 -0.050 0.492
EQUIT -0.046 0.545 0.009 0910 0.054 0.497 -0.077 0373 0.155 0066 * -0.157 0.100 *
EARNPRICE 0.008 0.110 -0.004 0.456 0.005 0.317 -0.007 0.222 -0.004 0515 -0.004 0.564
DFINANCE 0.302 0579 -0562 0.325 0981 0070 * -1.086 0056 * -0.738 0.363 1.057 0.206
COMP 0.163 0.692 -0.537 0.233 0.034 0934 -0.495 0279 0.833 0057 * -0.383 0448
GOVEN 8.385 0.419 -7.222 0508 -5.182 0.666 10.298 0.410 3788 0726  -10.028 0.407
CLAIM 0.035 0.955 1179 0083 * -0.903 0.145 2.118 0.002 *#+ -0.204 0.753 1.304 0078 *
MB 0.039 0.942 -0.038 0.944 0.278 0.604 -0.224 0676 0.032 0952 -0.053 0.921
ROE -1016 0083 * 1266 0042 * -0499 0.360 0.948 0.106 0.487 0.330 0.116 0.837
InMV -1.220 0006 ** 1442 0002 ** -1002 0031 * 1236 0013 * -0487 0.303 0.840 0.109
GCFO 3.413 0003 #+ -3.155 0006 *+ 8676 0.000 *+ -5037 0001 ** 6498 0000 ** -6.182 0.000 *+*
BIG4 0.335 0.493 -1.089 0076 * 0410 0.390 -0.814 0.178 0.018 0.970 -0.909 0.208
CURRENT -0.301 0.110 0329 0084 * -0.127 0374 0.155 0.286 0.011 0909 0.023 0.828
likelihood -1194.013 -1076.669 -779.848
Pseudo R2 0.090 0.097 0.080
N 2,449 2,449 2,449
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