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Abstract

Earnings is a core information of the disclosed accounting information. Because of the in-
herent demand of business stakeholders, earnings quality has become the focus of the stock
market and research scholars. There are many factors found that may affect the quality of earn-
ings, such as the quality of accounting standards, company characteristics, bhoard characteris-
tics, and so on. In this dissertation, I mainly want to analyze and test the influence on earnings
quality by top executive turnovers.

Since the existence of agency problem, limitation of human beings, and rent seeking in-
centives in accounting, it is difficult to increase eamings quality during the process of top exec-
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utive turnover. Under the special background of Chinese stock market, which is charactered by
an underdeveloped manager market, frequent top executive turnovers, inefficient corporate gov-
emance, and too much government interference, top executive turnover is more probable to de-
crease earnings quality, so, it is very meaningful to study on the effect of top executive turnover
on earnings quality.

Based on the agency theory, the theory of limitation of human beings and the theory of rent
seeking, 1 analyze the influence of top executive behavior and top executive turnover on earn-
ings quality theoretically. Using the data provided by CSMAR Database, 1 make a complete de-
scriptive analysis of top executive turnovers in Chinese stock market during the year 1994 to
2007, including the number, the proportion and the industry distribution of top executive turn-
over companies, the turnover reasons, the resource of the incoming top executives, the educa-
tion background and the service lives of top executives. Using the modified DD model, I get
546 turnover sample companies and 978, 1380, 1737 non - turnover controlling companies ac-
cording to time t — 1, time t and time t + 1 respectively. Using the selected sample companies,
I empirically test my hypothesis from the view of top executive turnover as a whole, single board
director turnover, single CEO turnover and both board director and CEO turnover in a same
year. Furtherly, I test the difference between routine turnover and nonroutine turnover, and
conducted an empirical test on the relation between top executive turnover and earnings quality.
Finally, I give my personal suggestions on how to increase earnings quality from the view of top
executive turnovers,

The conclusions of my dissertation are as follows:

a. The agency problem may affect the quality of eamings adversely. Because of the incom-
pleteness of contract and the asymmetry of information, adverse selection and moral hazard will
affect disclosure quality, which is caused by the manager’ s competency and personal incen-
tives.

b. The limitation of the manager and the rent seeking incentive of the manager may affect
the quality of earnings adversely. When the top executive turnover occurs, especially when the
turnover is a non — routine one, the limitation will be more obvious and the incentive more
strong, thus the quality of earnigs will be decreased more.

c. The situation of top executive turnovers in listed Chinese companies is very serious, Not
only there are very frequent top executive turnovers, the proportion of nonroutine top executive
turnover is very large, the proportions of turnover under different reasons are very different, po-
tential internally selected incoming top executives are more favored, and education background
is not a key factor considerd in top executive turnover. The complex situation of top executive
turnover in listed Chinese companies shows the severe problem in the manger market and corpo-
rate governance efficiency in Chinese stock market.

d. Top executive turnovers do not improve the quality of earnigs, but decrease it. After

v
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controlling corporate size, sales growth, corporate nature, profitability, 8, and growth opportu-
nity, I found that the quality of earnings of the top executive turnover companies decreased ob-
viously.

e. The quality of earnings of nonroutine turnover companies decrease more quickly. After
divided the turnover companies into routine turnover companies and non - routine turnover com-
panies, I find that there is no obvious change in routine turnover companies, but nonroutine
turnover companies show an obvous and more decrease in earnings quality.

f. Different top executive turnover show different effect on earnigs quality. While it is a
single board director turnover, the quality of earnings decreases in time t and recovers slightly
in time t + 1. While it is a single CEO turnover, the turnover shows no significant influence on
the quality of earnings, but decreases earnings quality in time t + 1. While both of the board di-
rector and the CEO turnover in a same year, there are no significant influence on earnings qual-
ity in time t =1, t, and t + 1.

Based on the research findings in my dissertation, I give the following suggestions to in-
crease earnings quality and strengthen corporate governance: strengthen the construction and
improvement of accounting standards system, develop the manager market, increase the compe-
tency and quality of top executives, increase stimulation on top executives, and implement
stricter supervision on top executives.

The main innovations of my dissertation are as follows:

a. | innovatively conduct a study on earnings quality from the view of top executive turn-
over, and get a conclusion that top executive turnover does not improve the quality of earnings,
but decrease it, and when the turnover is a non — routine one, the earnings quality decreases
more quickly.

b. I innovatively analyze the influence of agency problems, human limitation and rent see-
king incentives on earnings quality during top executive turnovers from the view of the account-
ing standards executors. Firstly, I analyze the influence of adverse selection and moral hazard
on earnings quality from the view of accounting standards executors. Then, Starting from the
non — rational behavior of accounting standards executors, I further analyze the influence on
earnings quality by the human limitation and rent seeking incentives of the incoming and depar-
ting top executives during top executive turnovers, and make a conclusion and analization of the
structure of earnings quality.

c. I innovatively make a complete statistical analysis on top executive turnovers in the lis-
ted Chinese companies for a longer period than other researchers, and test the influence on
earnings quality by the top executive turnovers from the view of 4 turnover subjects and 2 turn-
over types. By my statistics of the number, the proportion and the industry distribution of top
executive turnover companies, the turnover reasons, the resource of the incoming top execu-
tives, the education background and the service lives of top executives, I depict the overall sit-

v
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uation of top executive turnovers in China, which is useful to both my later empirical test and
“other research subjects about top executive turnovers. In the empirical test, I not only consider
the overall influence of top executive turnover on earnings quality, but also consider the differ-
ent turnover subjects, such as single board director turnover, single CEO turnover, both of the
doard director and the CEO turnovered in a same year, and routine turnovers and nonroutine

turnovers under the above 4 turnover subjects.

Key Words: Earnings Quality Top Executive Turnover Agency Problem Lim-

itation of Human Beings Rent Seeking in Accounting

Vi
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